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Third Amendment, dated SEP-14 1907 to the Grant
Agreement, dated September 30, 1988 hetween the Arab Republic of
Egypt ("Grantee") and the United States of America, acting
through the Agency for International Development ("A.I.D.") for
Small and Micro Enterprise Development.

oo

SECTION 1. The Grant Agreement, as amended on August 21,
1990 and September 23, 1991, is hereby further amended as

follows:

A. Section 2.1 is amended by deleting the first sentence
and by substituting the following sentence therefor:

"The Project, which is further described in Annex
1, consists of facilitating access to loans,
technical assistance and business training to small
and micro enterprises in Cairo, Alexandria, and
other areas in Egypt, utilizing up to seven private
Foundations, including the Egyptian Small
Enterprise Development Foundation in Cairo and the
Alexandria Businessmens' Associaticon, to be started
up and/or capitalized through grants under this
Agreement."

B. Section 3.1 is amended by deleting "Twenty Million
United States ("U.S.") Dollars ($20,000,000)" and by substituting
"Twenty Five Million United States ("U.S.") Dollars
($25,000,000)" therefor.

C. Section 3.2 is amended by deleting "September 30,
1995" and by substituting "September 30, 1997" therefor.

D. Article 5 is amended to add the following Special
Covenants, Sections 5.4, 5.5, and 5.6:

SECTION 5.4 Authorization of A.I.D. to Execute

Agreement with Foundations. The Grantee agrees that

A.I.D. shall enter into an agreement with each
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Foundation to provide the Foundation with financing
under the Grant, pursuant to which the Foundation
will carry out its responsibilities as implementing
agency for the Project, as described in Annex 1 to
this Grant Agreement.

SECTION 5.5 Authorization of Foundations to
Receive and Retain Funding. The Grantee agrees
that, barring termination of the agreement between
A.I.D. and the Foundation, as defined in the
agreement, each Foundation is authorized to receive
and retain for Project-related purposes all funds
provided to it under its agreement with .A.I.D. The
Grantee also agrees that each Foundation shall be
allowed to retain and utilize, for Project-related
purposes, all Project-financed equipment,
throughout the useful life of such equipment.

SECTION 5.6 Reproaramming of Grant Funds in the
Event of Termination for Cause. The Grantee agrees
that, in the event a Foundation fails to comply
with the terms of its agreement with A.I.D., the
funds provided to capitalize the collateral fund
under the Grant, which will be returned to the
Grantee in accordance with the terms of the
agreement between A.I.D. and the Foundation, shall
be reprogrammed by the Grantee and A.I.D. to
provide access to credit to small and micro
enterprises, using a different lending mechanism,
other than the terminated Foundation.

SECTION 2. The Project Description and Obligation Plan,
which together comprise Annex 1 to the Grant Agreement, are
deleted, and the Projecf Description and Obligation Plan attached
to this Third Amendment are substituted therefor.

SECTION 3. SECTION B.5 of the Project Grant Standard
Provisions set forth in Annex 2 to the Grant Agreement is

replaced in its entirety by the new Seccion B.5 as follows:,

"B.5. Reports, Accounting Records, Audits, Inspections.

(a) The Grantee shall furnish A.I.D. such information and
reports relating to the Project and to this Agreement as A.I.D.

may reasonably request.
(b) The Grantee shall maintain accounting books, records,

docunents, and other evidence relating to the Project and to this
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Agreement, adequate to show, without limitation, all costs
incurred under the Grant, the receipt and use of goods and
services acquired under the Grant, the costs of the Project
supplied from other sources, the nature and extent of
solicitations of prospective suppliers of godds and services
acquired, the basis of award of contracts and orders, and the
overall progress of the Project toward completion ("Project books
and records"). At the Grantee's option, with approval by A.I.D.,
Project books and records shall be maintained in accordance with
one of the following methods: (1) generally accepted accounting
principles prevailing in the United States, (2) generally
accepted accounting principles prevailing in the country of the
Grantee, (3) accounting principles prescribed by the
International Accounting Standards Committee (an affiliate of the
International Federation of Accountants), or (4) such other
accounting principles as the Parties may agree to in writing.
Project books and records shall be maintained for at least three
years after the date of last disbursement by A.I.D.

(c) 1If $25,000 or more is disbursed directly to the
Grantee in any one calendar year under the Grant, the Grantee,
except as the Parties may otherwise agree in writing, shall have
financial audits made of the funds disbursed to the Grantee under
the Grant in accordance with the following terms:

(1) The Grantee shall select an independent auditor in
accordance with the "Guidelines for Financial Audits Contracted
by Foreign Recipients'" issued by the A.I.D. Inspector General
("Guidelines"), and the audits shall be performed in accordance
with the "Guidelines".

(2) An audit of the funds provided under the Grant shall
be conducted for each fiscal year of the Grantee. The audit
shall determine whether the receipt and expenditure of the funds
provided under the Grant are presented in accordance with
generally accepted accounting principles agreed to in section (b)
above and whether the Grantee has complied with the terms of the
Agreement. Each audit shall be completed no later than one year
after the close of the Grantee's fiscal year.

(d) The Grantee shall submit an audit report to A.I.D.
within 30 days after completion of each audit arranged for by the
Grantee in accordance with this section. The A.I.D. Inspector
General will review each report to determine whether it complies
with the audit requirements of this Agreement. Subject to A.I.D.
approval, costs of audits performed in accordance with the terms
of this section may be charged to the Grant. 1In cases of
continued inability or unwillingness to have an audit performed
in accordance with the terms of this section, A.I.D. will
consider appropriate sanctions which include suspension of all or
a portion of disbursements until the audit is satisfactorily
completed or A.I.D. performs its own audit. o

(e) The Grantee shall submit to A.I.D., in form and
substance satisfactory to A.I.D., a plan by which the Grantee
will ensure that funds made available to subrecipients that
receive $25,000 or more in any one calendar year under the Grant
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are audited in accordance wit:h this Agreement. The plan should
describe the methodology to be used by the Grantee to satisfy its
audit responsibilities with respect to any subrecipient to which
this section applies. Such audit responsibilities with respect
to subrecipients may be satisfied by relying on independent
audits of the subrecipients or on appropriate procedures
performed by the internal audit or program staff of the Grantee,
by expanding the scope of the independent financial audit of the
Grantee to encompass testing of subrecipients' accounts, or by a
combination of these procedures. The plan should identify the
funds made available to subrecipients that will be ccvered by
audits conducted in accordance with other audit provisions that
would satisfy the Grantee's audit responsibilities (a nonprofit
organization organized in the United States is required to
arrange for its own audits; a for profit contractor organized in
the United States that has a direct contract with A.I.D. is
audited by the cognizant U.S. Government Agency; a private
voluntary organization organized outside the United States with a
direct grant from A.I.D. is required to arrange for its own
audits; and a host country contractor should be audited by the
cognizant Grantee contracting agency). The Grantee shall ensure
that appropriate corrective actions are taken on the
recommendations contained in the subrecipients' audit reports;
consider whether subrecipients' audits necessitate adjustment of
its own records; and require each subrecipient to permit
independent auditors to have access to records and financial
statements as necessary.

(f) A.I.D. may, at its discretion, perform the audits
required under this Agreement on behalf of the Grantee by
utilizing funds under the Grant or other resources available to
A.I.D. for this purpose. The Grantee shall afford authorized
representatives of A.I.D. the opportunity at all reasonable times
to audit or inspect the Project, the utilization of goods and
services financed by A.I.D., and books, records and other
documents relating to the Project and the Grant."

SECTION 4. Ratification. The Grantee will take all
necessary action to complete all legal procedures necessary to
ratification of this Amendment and will notify A.I.D. as promptly
as possible of the fact of such ratification.

SECTION 5. Language of Amendment. This Amendment is

prepared in both English and Arabic. 1In the event of ambiguity

or conflict between the two versions, the English language

version will prevail.
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SECTION 6. Except as specifically amended or modified
herein, the Grant Agreement shall remain in full force and effect
in accordance with all of its terms.

SECTION 7. This Amendment shall enter into force when

signed by both parties hereto.
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IN WITNESS WHEREOF, the Arab Republic of Egypt and the
United States of America, each acting through its respective duly
authorized representatives, have caused this Amendment to be

signed in their names and delivered as of the day and year first

above written.

ARAB REPUBLIC OF EGYPT UNITED STATES OF AMERICA
. Y74 "yl
BY : 9# b Cld ot tf BY A LI L Re~—
NAME : Dr. Maurice Makramallah NAME : Robert H. Pelletreau
TITLE: Minister of State for TITLE: American Ambassador .
International Cooperation /////
=\ =
BY i (Tt ) oVl BY ~
NAME : Dr. Hassan Selim NAME : Henry H. éa§g§;rd
TITLE: Administrator of the TITLE: Director, USAID/Eqypt

Department for Eccncnic
Cooperation with U.S.A.




ANNEX 1
Project Description

The goal of the Project is to expand the economic output of the
Small and Micro Enterprise (SME) sector of the economy and to
increase employment and earnings among low income residents. The
purpose is to establish a viable credit delivery system for small
and micro enterprises in Egypt using up to seven foundations as
financial intermediaries and to provide technical assistance and
training to small and micro enterprises (SMEs). AID sub-grants
to the foundations will enable them to capitalize their
respective collateral funds, procure commodities for operational
support and finance special projects of interest to the SME

sector.

Loan Program:

The main activity of the foundations will be to administer, in
cooperation with local banks, a fund to facilitate the provision

of credit to SMEs.

The principal features of the loan program, subject to revision
based on actual experience, are as follows:

1. Eligible borrowers: Generally owner-operated, existing
small (6-15 employees) and micro (1-5 employees) enterprises
engaged in some form of manufacturing.

2. Loan Sizes: LE1,000 to LE5,000 for micro enterprises (Aver.
LE4,000). LES5,000 to LE15,000 for small enterprises (Aver.

LE8,000).

3. Terms: 9-12 months for working capital loans and 9-24
months for fixed-asset loans.

4. Purpose: Facilitate access to working capital, financing
for machinery and raw materials.

5. Cost: Charges to borrowers will be based on a formula that
takes into consideration the prevailing commercial bank
market interest rates and the foundations' administrative
costs. Fees will be adjusted as needed to achieve the
foundations' goal of financial self-sustainability and to
prevent decapitalization of the collateral fund.



Innovative Special Projects:

Financing will also be available through the foundations for
innovative special projects which address constraints faced by
SMEs. To qualify for financing, special project proposals will
be prepared by the foundations, with the assistance of the
technical assistance team, and submitted to USAID for approval.
Special projects proposals must meet one or more of the following

criteria:

- have potential for increasing income and employment;

- improve quality control and/or increase production of
SME's;

- expand SME markets;

- improve the policy and/or regulatory environment for

small and micro enterprises.

The special project activities will be reviewed periodically by
the technical assistance team, and or by an independent firm, to
analyze experience and contribution to meeting overall SME !
project objectives. Criteria and operating procedures will be
adiusted as appropriate.

Technical Services and Training:

The Grant will finance specialized long-term and short-term U.S.
and Egyptian technical advisors to assist in developing the
foundations' organizational structure, management and financial
systems, lending policies and procedures. In addition,
in-country training will be provided to board members, executive
directors, branch managers, and extension staff on management of
collateral funds and administration of services. Seminars and
workshops will be organized for borrowers in various areas of SME

development.

Technical assistance and training will be developed in response
to demand from the target group and, to the extent possible, on a
cost-recovery basis. Periodic specialized technical assistance
will be provided on an as-needed basis to uassist the foundations
review technical issues and monitor project activities. Also, to
the maximum extent possible, these activities will be contracted-
out to local consultants and institutions to ensure that the
program is responsive to actual needs and that administrative

costs are minimized.

Operational Support:

Each foundation will have a Central Office and approximately four
branch offices by the end of the Project. The Central Offices
will be responsible for staff recruitment and training,
management of program funds, monitoring and reporting branch

.



performance and providing a sense of mission and direction.
Branch offices will maintain regqular direct contact with
borrowers and will be largely responsible for the loan review and

approval process.

In accordance with this grant agreement, USAID will enter into
sub-grants with each foundation to facilitate establishment of
the foundations' main offices and branch offices. The sub-grants
will finance basic office equipment, materials and supplies. The
sub-grants will also provide salary support for the foundations'
core management, technical and extension staff until self-

sufficiency is reached.

The terms of the sub-grants will include the following:

1. Major events which condition year 1 disbursements to each
foundation (US$ or LE equivalent as appropriate)

Phase I
a. Government of Egypt-AID Grant Agreement
b. Technical Assistance Agreement
C. AID-Foundation sub-grant agreement

Disbursement: $50,000 (LE equivalent) to each foundation after
basic financial/accounting system are set up and reviewed by AID
for the establishment of main offices and initial start-up;
hiring of Egyptian executive directors and office managers.

Phase II: Beginning approximately month 4

a. U.S. and Egyptian technical assistance advisors design
organizational set-up

Disbursement: $150,000 (US$ or LE equivalent) to each foundation
for contract services salaries, equipment, supplies and training
budget.

Phase III: Beginning approximately month 8

a. Foundations' professional core staff hired;

b. Accounting and procurement systems functioning and
verified by A.I.D;
c. At least one branch office established in two

governorates; .
da. First quarter loan fund projections submitted to A.X.D;

and
e. All other grant agreement conditiors met.

Disbursement: $100,000 to each foundation for initial
capitalization of collateral fund.



Each foundation must provide:

Evidence that it has been legally registered with the
Ministry of Social Affairs;

The names of its officers and a descriptiom of their
respective duties and authorities;

After careful evaluation and selection of a bank or
banks using established selection criteria, evidence
from that bank(s) that it has entered into an agency
agreement and a description of its terms;

Audited annual financial statements and annual
implementation and financial plans for each foundation
and for each existing and planned branch office;

In year 2 of lending, evidence that it has begun
operating a main office and at least one branch office,
and in subsequent years, evidence that it is operating
a sufficient number of branch offices to serve the
target clientele;

Evidence that it has appointed counterparts for all
long-term technical advisors; and

Prior to establishment of the collateral fund, evidence
from the participating bank or banks that clearly
identifies personnel responsible for bank monitoring
and implementation of the project.

The Foundations will not employ Government of Egypt
employees.



FOUNDATION
ACTIVITIES:

Collateral Fund

Operational
Support

Training
Special Projects

TECHNICAL
ASSISTANCE

EVALUATION/AUDIT
TOTAL

OBLIGATION PLAN
(Us $o000)

Prior
Obligation

15,605
1,301

268
891
1,790

145
$20,000

FY 92
Obligation

775
1,000

150

3,075

$5,000

Total
Obligation
to Date

16,380
2,301

418
891
4,865

145
$25,000

Life of
Project
Funding

31,605
4,701

568
1,891
4,865

370
$44,000
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