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1. PROJECT STATUS
 

In the early part of the period, major negotiations were
 

held between USAID, Treasury, the Central Bank of Kenya,
 

and Deloitte Haskins & Sells, with the goal of re-drafting
 

the project agreement and substituting project agreement
 

amendments to satisfy all parties to the original
 

contract. A major agreement was that the Central Bank of
 

Kenya would act as RPE agent fcr the Ministry of Finance,
 

and CBK would issue a circular which would serve as the
 

mechanism for disbursing funds through commercial banks to
 

sub-borrowers. CBK presented the draft circular to all
 

parties present, which reviewed the document and agreed to
 

its contents in principle.
 

The Ministry of Finance, the Central Bank of Kenya and
 

USAID agreed to all terms and language of the revised RPE
 

project description. In July 1986 the Ministry of Finance
 

submitted to USAID a letter proposing the following;
 

(a) 	 the revised amplified project description;
 

(b) 	 revolving fund procedures;
 

(c) 	 that banks may participate in RPE through the
 

Central Bank of Kenya circular.
 

The letter also stated that the documents were submitted
 

in satisfaction of the remaining conditions precedent,
 

..and appointed the Central Bank of Kenya as RPE funds
 

* agent. (See exhibit C). In November, USAID issued its
 
terms
RPE implementation letter No.14 stating that all 


and that the program
and conditions for RPE have been met 

would be operative once the Central Bank of Kenya has
 

issued its circular.
 
(See exhibit C).
 

The Board of Directors of the Central Bank has approved
 

the RPE project and the circular, the issuance of which
 

is now imminent. An important note is that the Minister
 
seeing the project
of Finance is now directly involved in 


to a successful beginning. The Ministry of Finance has
 

required that the loans be offered to sub-borrowers at
 

less than the maximum permissible interest rate to allow
 

funds to have greater developmental impact and reach 
a
 

broader spectrum of Kenyan entrepreneurs. The lending
 

rate to RPE sub-borrowers has now been fixed at 12% p.a
 
at 7% p.a on a
and the commercial bank borrowing rate 


declining balance.
 



2. 	OTHER PROJECT ACTIVITIES
 

Several other tasks were undertaken during this six-month
 

period, as follows:
 

O 	Draft report on silos financing under RPE submitted to
 

USAID.
 

for RPE
o 	Draft updated operations procedures manual 

submitted to USAID.
 

O 	 A report on the accounts of ten units of Jisaidie
 

Cottage Industries, a client of World Education, were
 

completed and submitted.
 

o 	 A review of World Education's new budget request was
 

undertaken with USAID.
 

o 	 Completion of draft RPE press release as beginning of
 

marketing materials effort.
 

" 	 Completion of feasibility study model to assist DH&S in
 

sub-borrower project appraisal.
 

o" 	Work on creation of draft RPE loan rating system to
 

di.scuss with commercial banks.
 

o 	 Completed list of sub-consultants to which RPE
 

feasibility work and technical assistance may be given.
 

o 	 Reviewed disbursement and general operations procedures
 

with Central Bank of Kenya and consulted with them on
 

RPE operations.
 

o 	 Prepared commercial bank RPE reporting forms.
 

o 	 Completed draft monitoring report of World Education,
 

Inc.
 

3. 	ADMINISTRATION
 

During the period under review, several new USAID project
 

personnel arrived on-site and have quickly begun
 
administering RPE. The new staff involved with RPE includes
 

Mr.Peter Leifert, private enterprise project chief; and Mr
 

Mike McWherter, private sector specialist. The Mission's
 

new director, Mr.Steven Sinding, assumed responsibilities
 
during this six-month period as well. As RPE becomes more
 

and more active, Mr.Justus Omolo will serve as daily RPE
 
Mr.Gordon
contact for regular and on-going matte:s. 


Bertolin who has actively managed RPE since its inception,
 
will work on the project on an advisory basis.
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In the latter part of the period, Mr.Omolo continued
 
discussions with the Ministry of Finance officials on the
 

release of the two RPE computers. Now that the computers are
 
specifically written into the revised amplified project
 
description, their release is now not viewed as a problem.
 

In addition, bi-wcekly meetings with USAID continued on an
 

as-needed basis during the period under review.
 

4. PROJECT WORKPLAN AND BUDGET
 

The workplan for the six months ending April 1987 is based on
 
the assumption that the three banks which have already
 
submitted applications will have accepted the terms of the
 
CBK circular and start appraising projects for financing
 
under the RPE by January 1987. 275 mandays are budgeted for
 
the six months.
 

The main tasks envisaged during this period are:
 

o Assistance to banks
 

o Promotion
 

o Bank monitoring
 

o Feasibility studies
 

Procurement assistance
 

The detailed workplan is included in exhibit A.
 

Actual level of effort under the contract during the 2.5
 
years ending 31st October 1986 was 888 mandays compared with
 
3,941 budget mandays.
 



EXHIBIT A
 

ADDENDUM
 

SIX MONTH WORKPLAN TO 30TH APRIL 1987
 

BACKGROUND
 

Tasks Completed Durinq Previous Six Months Workplan
 

- Submitted a report on silos 

- Completed draft of procedures manual 

- Drafted format Qf feasibility studies 

- Delivered report on Jisaidie Cottage Industries. 

NEXT SIX MONTHS
 

Assumptions
 

1. 	Central Bank of Kenya issues the circular inviting Commercial
 

Banks to participate in the RPE Project by end of November 1986.
 

2. 	The three banks which have already submitted applications
 

(Kenya Commercial Bank, Barclays and Standard) confirm in
 

writing the amount they desire to borrow and acceptance of
 

the terms of the Central Bank Circular by end of December 1936.
 

3. 	AID issues an Implementation Letter approving the amount
 

applied for by each bank and the drawdown schedules by
 

mid January 1987.
 

4. Commercial banks start appraising the first set of applications
 

in January 1987.
 

Activities during the next Six Months
 

1. 	DH&S meets with Central Bank of Kenya.
 

- To review Reporting procedures.
 

- Other issues such as internal training.
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2. 	 DIIS Approaches the original participating banks
 

(KCB, BBK,SCB) to discuss:
 

* 	New changes
 

* 	Role of DH&S
 

* 	Agree on promotion methods
 

* 	Permission to meet area managers and main branch manager
 

* 	Review banks'policies and procedures and develop RPE
 

reporting systems
 

* 	Discuss with banks their technical assistance needs
 

• 	Draw up a program for grant assistance.
 

3. 	 DH&S meets related institutions e.g. IPC, KNCC, KAM etc.
 

to proraote the RPE project.
 

4. 	 Feasibility Studies
 

preparing terms of reference
 

* 	carrying out studies
 

allocating studies to other consultants
 

supervising work of other consultants.
 

5. 	 Monitoring WE to continue
 

6. 	 Monitoring banks starts.
 

'7. 	 Procurement Assistance
 

identifying procurement needs
 

references to commodity information retrieval systems at
 

CIP office
 

* 	monitoring procurement procedures
 
and actual procurement
 



KENYA RPE PROJECT WORKPLAN 

NOVEMBER 1986;- APRIL 1987 

NOV DEC JAN FEB MARCH APRIL 

Administration: General Project Management ... ... 

Administration: Installation of Computer 

Preliminary Project Planning with banks ..... 

Bank Assistance - Develop Plan KCB 

Bank Assistance - Develop Plan - Barclays 

Bank Assistance - Develop Plan - Standard 

Promotion, Develop Pipeline - KCB ..... 

Promotion, Develop Pipeline - Barclays ... .... ... 

Promotion, Develop Pipeline - Standard ... 

Bank Assistance - Develop Plan Others 

Promotion - Develop Pipeline - Other Banks 

Promotion, Meet related Institutions and 

Potential Subborrowers 

PVO Monitoring 

Feasibility Studies .... ... .. 

Procurement ..... .... .... 

Monitorinq .... 

Direct Management Assistance 

TOTAL 

ESTIMATED
 
MAN DAYS
 
PER TASK
 

65
 

5
 

10
 

20
 

20
 

20
 

100... 


1....
1
 

1....
10
 

N/A
 

N/A
 

20'............................20
 

20
 

30
 

15
 

20
 

N/A
 

275
 



TASK NO.:%_
 
I VIStIOn NO.: .DAYC ._
 

DEFItITIOt! %ORKSHEET
 
...c Gu l;nt; fur P.'paratioii on rcverse side)
 

Management
 

: . r 

AdmLni.str.ition - Ceneral Project 
rnc Budet:...;~Tie: ___________________________- 30th 	Apil,198'.
ScICd: Start: I Noveimbex 1984 

,%.,i nd Leader: R McPhail 

,ssigncdTo: R chail M Thiribi P Shelton P Toomey 'on 

TASK OBJECTIVE AND SCOPE 

to ensure that all major project tasks are coordinated,
To provide resources 
 As deemed necessary, process

leadlincs inet and reports prepared on a timely basis. 

to existing task definitions.
Yodifications 


APPROACH AND METHODS 

to review progress.

I. Meet with AID project staff on regular basis 


review progress.and agree:

2. 	Meet with task leaders on regular basis to 


modifications to 
 task 	definitions.
 
on as needed basis.
 3. Meet with external project related parties 


4. Prepare and discuss reports with AID.
 

TASK OUTPUT REQUIREMENTS 

Periodi.c reports, as required.by Contract.
 

Correspondence as nooded
 

Invpices
 

Modified task definitions aprequired
 

Workplan for next 6-12 month period.
 

TASK CHECKPOINTS 

Dale Due Description Date Duc
"Cscrlpt:on 

1. Prorress Meetings Various 3
 

30th April 1984

2 Next period workplan 


APPROVALS 

[nit. Date[nit. Date 

2. Task Complctionl.Tnsk Definition 

http:required.by


FORM I. AS ,C 1 39 

paut. .of -

Use ~IN O.:- _ ~ REVVl.51OhN C.~?.O.:-_DA!IE: _ 

TASK DEFINITION WORKSHEET 

(See Guiclelines for Preplaraiuti on reverse side) 
•Task Title:- Preliminary Project Planning with Banks TimeBudget: 

Assigned Lcader:.Darxy.Cl a t_- Sched: Start: -- !-th_2EcJahi93_6. End: .AM.hL. 
Assigned To: Ba-!r C]Ltt M Thiribi on 

TASK OBJECTIVE AND SCOPE 

Establish dialogue with the banks
 
For each bank identify a liaison officer for project
 
implementation
 

Review bank lending procedures for the target group and

match them with the lending and reporting procedures
under the RPE 

APPROACH AND METHODS 

Meet the bank top Credit Managers to discuss lending

procedures and brief them on RPE program. 
Meet small number of rural Branch Managers to understand 
their attitudes to rural lending and the lending procedures
between the branch and Head Office 

TASK OUTPUT REQUIREMENTS 

A brief document describing the procedures and highlighting
 
issues
 

TASK CHECKPOINTS
 
Description Date Due 
 Description Date Due

1.Preinny r.eetins wb 28V2/86 3 

2. Finalcbcurents 31/3/86 4. 

APPROVALS
 
Init. Date 
 Init. Date 

1. Task Definition 2. Task Completion 

http:Lcader:.Darxy.Cl


,L Vna.o 4 e; - A I ( 

,1I:
DCiNITIOI;WORKSjIE[T 
-'c
.ucdtin.. fur PrCpa136on Oil reverse side) 

"Tile: Bank Assi-tance /Standard Bank PLC
 
"..ssiRned Leadcr:_.__ . '!ePhai I 


-. ---- Time Budget:Leader:- Schcd: Start: End:-5­1501 Jan. 1985 FShlcb.1985n:"-'--19 --­
,ssgned To: l. ThiribiCotsultant Bank repreentative • . .
 

. -- , - - - on _ . _ .... 
TASK OBJECTIVE AND SCOPE
 

'oensure that the demand for funds and tcchnicaj assistance is ndt
constrained by lack of knowledge about 
the p.roject among the 
bank staff.
 

APPROACH AJD MoETHODS
 
1. Review bank policies and procedures (see' attached)
 

2. Review final agreement-with management (see attached)

3. 
Establish the bank' requirement for technical assistance (see attac.led)

4. Establish TA implementation timetable
 

5.. Agree reporting format
 
6. 
Determine internal promotional requirements.
 

TASK OUTPUT REQUIREMAENTS 
1. Prepare a brief-procedure pamphlet

2. Summary of the agreement highfighting require 
 ;cnditions.
 
3. Technical assistance plan 
4. 'Standard reporting format 
5. Promotional Literature for staff
 

TASK CHECKPOINp IsDescription. 
 Data Due 
 Description 
 Date Due
 
'Iraft TA Plan 
 lDesupobD19a8t
5D
 

'rceFina.Plan__. 
 15th Feb. 1985
 

APPROVALS
 

Ini. DatD 
Init. 
 DateDefinition 
 'k 

2.Task Complet;on
 



tAt eahmu:w 

Approach and Methods 

1. Review bank policies and procedures (in order to accomodate our
 

future operations within the established framework and establish 

communication channels). 

(a) credit policy 
(b) application procedures
 
(c) approval procedures 

2. Review final agreement with management. 

(a) make sure there is understanding of all conditions 

(b) summarise the agreement in general terms 

(c) discuss the summarised agreement with credit officers.
 

3. Establish the banks requirement for T.A. 

(a) meetings to explain available assistance
 

(b) assist the banks to identify their needs 

(c) assist banks to prepare TA plan. 

(d) agree draft plan with AID
 
(e) finalise plan
 



.. .. - at.i 

TA+ AI-OPJO . - . A|{ 

INI1TIGNI 


(..c Gu"figl~t; kit r'(ep.1~3Lon on tcvc .c +idC)
 

m i-KD[ WORKS111:'ET 

1.1'rPitlc- 'rmution - D1ve lnp project PipeIilie /Standard 

AssrtjnedJ I.cacicr:.. Time Budget: ..l. Tli~rihi Sched:FSt.rt:. eb. 1985 End 31 Mrch, 1985. 
Assnc.d To: Thiribi Consultanit -Bank Represcntat ve 

C- eon 
TASK OBJECTIVE AND SCOPE 

o To ensure that potentially viable projects are not discouraged due to prob,:.that can. be solved under the 
project: 
 And'to develop preliminary list of
potential projects.
 

APPROACH AND METiODS
 
o 
Select sample bank branches
"o Review*th
 

e 
branches procedures for documenting appIicatios
o Establish 
a system of ider tifying potentially viable projects and "ensuring that
all outstanding issues 
are exhaustively discussed before xemoving the.project

from the pipeline


o With help of the branch manazers, identify 
 project idea's suited to the loca 
envi roninent
 

o Establish a procedure of refering some projects 
to the contractor
 

TASK OUTPUT REQUIREMENTS 

o 
Prepare a project.pipeline format to be discussed with head office.
 

o Preliminary list of potential projects
 

TASK CHECKPOINTS 
Descrrption Date Due Descr;pt;on Date Due 

Pincline format 15 tarch, 1985 3.. 
• Pipeline Project List f5March,1985 4. 

APPROVALS 

Task Definition 

Init. 

-"_---_---_2. 

Date 

Task Conipletion 

Init. Date 

14th May 
BBK 
 51st Hay 

http:Sched:FSt.rt


TASKf JO.: .. C. 

TASK )FrINITION WORKSihEET
 
(Sr. . G;icl nc for Prcparaton oil rcCrsC Sidc)
 

Feasibility SLUdiCS____e - -S Time Budget:Task Title:- -
March 985 End: 30Lh April,1985Assig~cd L r: R McPhail Sched: Start: 1st 

EndAsindLcader: 
(DiUS) 1Te.ioserve/]_ESC)Assignd To: Consultants", 

TASK OBJECTIVE AND SCOPE 

capacities to poriorm feasibility studies. To ,supplcment banks' 

To gain experience on carrying out feasibility 
studies under .the Contract.
 

APPROACH AND METHODS 

,, ect(s) requiring a feasibility study.
I. Identir 
 cost
 
Discuss LUe project with the applicant to agree 

TOR anld 

2. 


Identify suitable consultants for the 
study.


3. 

4. Carry out the study/studies.
 

TASK OUTPUT REOUIREMENTS 

.Feasibility Study report(s)'
 

TASK CHECKPOINTS 
Date Due.

DescripticDate Due
Dcscription 

.. Feasibility reports 30th April 1985 3.
 

APPROVALS 

Init. Date
Init. Date 

_______ 2. Task Completion1. Task Dcfinition 



FrCIAMIMAS SG 7 

TASK NO.:.-

REVISION t.:_DATE:__ 

'ASK DEFINITION WORKSHEET 

(Suc Guidelines for Preparation on reverse side) 

Time Buducet:Task Title: Develop Plan for Monitoring and Audit -

End: 30 Sept. 1984 
Assigned LeaderR. McPhail S1hd S Sept. 1984 

on.'ssignedTo:. D. Ndonye Audit Manager 


TASK OBJECTIVE AND SCOPE 

initial approach to managing and performing the monitoring
To develop an 


function and determine resource requirements.
 

APPROACH AND METHODS
 

Review project requirements in detail-and develop initial apprbaches to:"
 

. Review PVO activitie
 

. Obtain reports from banks
 

leand level of effort required.
Determine preliminary _. 


TASK OUTPUT.REQUIREMENTS
 

Draft workplan and timetable.
 

1 

Description 

Draft workplan 

TASK CHECKPOINTS 

iOate Due Description 

30 Sept. 1964" 3. 

Date Due 

2. 4. 

APPROVALS 

Init. Date Init. Date 

1. Task Definition 2. Task Completion 



B
EXHIBIT 


KENYA RPE PROJECT
 

BUDGET REVIEW TO 30.10.86
 

Actual To Total
 
OCT. 1986 BUDGET
 

Us$ Us$ 

88,843 146,174
1. Direct Labour 


70,630 116,209
2. 	 Overheads 

45,383 170,691
3. Travel 


4. Consultants
 

DH&SA 	 153,711 525,236
 

34,584 595,578
Technoserve 


8,386 181,944
Others 


25,553 30,OOO
5. 	 Other Costs 


35,302 141,267
6. 	 G & A 

16,115 64,487
7. 	 Fixed Fees 


487,507 1,973,586
 

http:30.10.86
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EXHIBIT C 

,4REPL'HLIC 
OF 1CENV'A 

'MINiSTRY C FINANC. I / 
Tele'r.aphic Addrest:
FINANCE-NAIROcI 

TP.ErSI.
P.O Put 

Teicgphono: 33811 VL'11W hen replying pkaso quote 
;:C

Ref. No. .. C N;4p t r. 1 'io. .. .	 'V lt ,:Ong 54 0 33.1st 	 .July 

The Director 01Y5 -GcI• ; USAID Mission to KenyaP.0.Box 3926-1	 • "_ 

i- NAIROBI
 

r ­

.ATT : Mr. B. Riley 	 ' 

L r:ffl Dear Mr Riley,* 


RURAL PRIVATE ENTERPRISL_ 
 CT__C
 

P.. G ?.- "'This letter concernsments 	 the revised implementationfor. the Rural Private Enterprise Project. arrange­
-I Pursuant
to the meeting between thb Financial Secretary to the
Treasury and your staff on 
16th May, 1986, and in response
to your Project Implementation Letters Nos. 
11 and 13
 

..i discussions 
dated 7th July, 1985 and 31st October 1985 respecitvely,
were held among personnel from theI,. Finance, the Central Bank of Kenya and USAID. 	

Ministry of 
From thesemeetings, the following documents emerged: 

::..,'1. a revised amplified project description forProject Agreement relating to 
the 

7 component of the 	
the Comnercial banksProject;
 

* 	 2. a description of the implementation arrangement 
to be distributed by the Central Bank of 
Xenya to
Commercial banks inviting their participation in 
the project, and;
 

3. the
'of the Special Account atterms, conditions and procedures for operation
,'he Central Bank into whic.h 

bank repayments will be deposited.
 

These three documents "are hereby submitted toconcurrence. 	 you forThe two latter documents are submitted in 
satis­faction of conditions precedent 5.2(a) and 5.2 (c) of the
Project Agreement. 
Condition precedent 5.2(b) 
, concerning
bank agreements shouldKenya and 	 be satisfied whencommercial 	 the Centrala 	 -lank offunding to be 	
bank agree in writing on a level ofmade available to the coimercial nce with 	 link in accorua­the terms of Attachment 11 to this letter. 
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Of partidular importance in ensuring the rapid
 

and effective implementation of the 
project are the
 

following provisions:
 

the Central Bank of Kenya is hereby designated
1. 

the 	Government of Kenya;
an authorized agent for 


2. 	A.I.D., in consultation with'the Ministry of
 

available and administerFinance, will make 
grants to participating coimmercial banks in
 

accordance with the guidance and criteria 
contained
 

in the project Agreement;
 

Non-Bank Financial Intermediaries will 
be eligible


3. 	
to participate in the programne only through
 

participating comercial banks.
 

-Your early concurrence will enable this 
important project
 

to make its appropriate contribution 
to the rural. enterprise
 

objectives enunciated by our Minister 
in his presentation
 

od rhe Budget to Parliament on 12 June, 1986.
 

Yours
 

INAN\31Ai-EC1ETARY/TREASURY 



UNITED STATES OF AMERICA 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

U.S.A.I.D. 	 MISSION TO KENYA 
OFFICE OF THE DIRECTOR 

'CII~IFPOST 	 OFFICE BOX 30261 
NAIROBI, KENYA 

NO'V0 E 

Mr. Harris Mule
 
Permanent Secretary
 
Ministry of Finance
 
P.O. Box 30007
 
Nairobi
 

Subject: 	 A.I.D. Project No. 615-0220
 
Rural Private Enterprise Project
 
Implementation Letter No.14
 

Dear Mr. Mule:
 

This letter acknowledges receipt of the letter from the
 

Financial Secretary (Reference No. CONF 235/54/03) of July 31,
 

1986 and its attachments concerning the revised implementation
 
It alsL
arrangements for the Rural Private Enterprise Project. 


raised by the 	Minister of Finance on
responds to concerns 

A.I.D. has reviewed these documents and found them
October 27.-


consistent with the Project Authorization and Project
 
concur in these
Agreement. We "are therefore pleased to 


proposed revisions to the commercial bank component 
of the
 

Agreement Amplified Project Description as described in
 
It is understood that
the referenced letter. 


the sections of the Amplified Project Description not
 

specifically modified by these revisions remain unchanged.
 

Attachment .to 


In matters dealing exclusively with the loan program, A.I.D.
 

will accept an] act upon requests received from the Central
 

Bank of Kenya -nd will respond directly to the Central Bank of
 

-horized agent of the Ministry of Finance-with
Kenya as the 

'.,ice addressed to both the Permanent Secretary,
all correspon. 


Ministry of Finance and the Central Bank.
 

The Conditions Precedent specified in Section 5.2 of the
 

Project Agreement will be met in the revised implementation
 

arrangements as follows:
 

Section 5.2(a) will be met when-the Central Bank of 
Kenya
 

issues a circular to commercial banks which formally 
announces
 

the program and the availability of the detailed program
 

description contained in Attachment 2 to the referenced July 31
 
Project
letter. In accordance with Section 6.1(c) of the 


Agreement, the following language should be incorporated 
into
 

Attachment 2: "All projects financed by loans under this
 

program must comply with Government of Kenya environmental 
laws
 

and regulations."
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With respect to Section 5.2(b), the commercial bank's
 
terms of the detailed
application, based on and accepting the 


program description, and the Central Bank of Kenya allocation
 

will constitute an "agreement" for the purpose of this
 

condition precedent. Once the Central Bank of Kenya has
 

received and reviewed a commercial bank's application to
 

participate in the program, the Central Bank of Kenya.will
 
request A.I.D. concurrence in the loan amount, drawdown period
 

and amounts for off-shore procurement. A.I.D. concurrence will
 

then be transmitted through an Implementation Letter. This
 

concurrence will satisfy Section 5.2(b) and will be required
 
before funds are made available to a particular commercial bank
 

and before any letter of commitment may be opened.
 

Section 5.2(c) has been met by Attachment 3 to the Ministry of
 

Finance submission of July 31, 1986.
 

three banks which have already submitted applications
For the 

(Kenya Commercial Bank, Barclays and Standard) we would agree
 

that no new submission by these banks be required, provided
 

that these banks confirm in writing the amount they defire to
 

borrow and their acceptance of the terms of the Central Bank
 

circular. Ii these cases the Central Bank of Kenya could
 

immediately present the loan amount, drawdown period and
 

off-shore procurement data to A.I.D. for 
concurrence as
 

described-above.
 

and in view of
Further to.our discussions of October 27 and 29, 


the current Treasury bill selling rate of below 11% and an
 

inflation rate of approximately 7%, 12% per annum is considered
 
for purposes of this
a reasonable commercial lending rate 


project. A.I.D. also agrees that a reduction from the maximum
 

interest rate is desirable as a promotional tool. Therefore,
 

it is hereby agreed that project funds will be lent by
 
a commercial
participating banks to eligible enterprises at 


rate not to exceed 12% per annum. Funds will be lent to
 
the commercial lending
borrowers at 12% unless and until 


in which case the participating
ceiling falls to below 12%, 

fall with the ceiling. If the
bank lending rate will 


raised above the current 14%, the
commercial lending ceiling is 

project lending rate will be maintained at 2% below the ceiling.
 

The interest rate spread allowed commercial banks will be 5%.
 
rate to
If the lending rate to borrowers is raised, the lending 


banks would also be raised in order to maintain a 5% spread.
 

If the lending rate to borrowers is lowered to 12% or below,
 
rate to banks will be adjusted to maintain a 5%
the lending 


spread.
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The Government of Kenya, A.I.D. and participating financial
 
institutions will jointly review project status quarterly.
 
These parties will also conduct an in depth assessment of the
 
terms, conditions and procedures of the program one year from
 
the date of this letter to assess its effectiveness in reaching
 
target businesses. This review will consider the loan terms,
 
the participating financial institutions, the rates of
 
commitment and disbursement, and loan beneficiaries. Following
 
this review the program will be amended as needed and agreed by
 
all parties to increase its impact and effectiveness.
 

Interest payments by participating banks will now be
 
distributed as follows: 5% to the Special Account Refinancing.
 
Mechanism and 2% directly to the Paymaster General Account.
 
The Amplified Project Description of the Project Agreement and
 
the announcement to participating banks have been modified to
f

reflect the above-described modifications. 


The disbursement of loan funds to the commercial banks will
 
start with a request by the Central Bank of Kenya for an
 
advance based on estimated disbursements to commercial banks
 
over the next 90 days. The A.I.D. Regional Financial
 
Management Centre (RFMC).will then disburse the funds to the
 
Central Bank in 30 day tranches. The Central Bank of Kenya
 
will then report to A.I.D. monthly on disbursements made and
 
request any appropriate adjustment in funds needed for the
 
upcoming 90 days. Copies of all reports received from
 
commercial banks should be forwarded immediately to A.I.D.
 
A.I.D. will advise participating banks directly with copies to
 
the Ministry of Finance and the Central Bank of Kenya of the
 
commodity procurement requirements and procedures.
 

Deloitte Haskins and Sells, the Management and Technical
 

Assistance Contractor for the Project, will directly contact
 
each commercial bank participating in the program to develop a
 

program to increase the business advisory service capacity of
 

the commercial bank. Deloitte Haskins and Sells and the
 
commercial bank will then draw up a program for grant
 
assistance. A.I.D. will thereafter incorporate this program
 
into a PIO/T for Ministry of Finance and Central Bank of Kenya
 

signature. Following such government concurrence of the grant
 

funds expenditure, A.I.D. will make and disburse the grant
 
directly to the commercial bank (as per the revised Amplified
 
Project Description and Ministry of Finance letter of July 31,
 

1986). To the extent that each bank's lending program
 
justifies "incentive payments" for small loans, such payments
 
will be disbursed directly and immediately by A.I.D. upon
 
receipt of the relevant report through the Central Bank of
 
Kenya from the commercial bank.
 



A.I.D. understands that the way is now clear for the clearance
 
from customs of the two computers, one of which will be used by
 
the Central Bank of Kenya and the other by Deloitte Haskins and
 
Sells during the life of the project.
 

A.I.D. would appreciate your concurrence with the content of
 
this Implementation Letter. This Implementation Letter
 
supersedes Implementation Letters Nos. 11, 12, and 13. We are
 
of course available to respond to any problems or questions you
 
may have concerning interpretation of this Letter or the
 
Agreement.
 

Lau~ence Hausman
 
cAc ng Dir.ector
 

Attach: 	- Amplified Project Description
 
- Announcement to Participating Banks
 

Cocrq.ADate:AI-L 	 ./7R
Authoriz" d lI epl-,s 1v eMinistyo nce 	 r 


