UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT

“
]
USAID/SOUTH AFRICA @ _—
USAID
P.O. Box 55380
Tel: (D12) 323-8869 Arcadia, Pretons 0007 Fax: (012} 323-6443

PD-A El—-b3C

Mr. Colin Griffin, Program Director
Entrepreneurial Development {Southern Africa)
2nd Floor, Block E, Crownwood

100 Northern Parkway, Ormonde

Johannesburg 2091 Private Box 2016

Subject: South Africa Shelter and Urban Development
Support Project; Grant Agreement with
Entrepreneurial Development Southern Africa (EDSRA)
Agreement No. 674-0312-G-55-3060-00

Dear Mr. Griffin:

Pursuant to the authority contained in the Foreign Assistance
Act of 1961, as amended, and the Comprehensive Anti-Apartheid
Act of 1986, as amended, the Agency for International
Development (hereinafter "USAID") hereby enters into this
Grant Agreement (hereinafter "Agreement" or "Grant") with
Entrepreneurial Development {Southern Africa) (hereinafter
"EDSA'" or the "Grantee") and obligates the sum of $400,000 to
provide support for a program described in Attachment 1,
entitled "Schedule," and Attachment 2, entitled "Program
Description," of this Agreement.

This Agreement is effective and obligation is made as of the
date this letter is signed by an authorized USAID representa-
tive. The Agreement and obligation shall apply to commitments
made by the Grantee in furtherance of program objectives
during the period beginning on the date this letter is signed
and ending April 30, 1996.

This Agreement is entered into with the Grantee on the
condition that the funds will be administered in accordance
with the terms and conditions set forth in Attachment 1,
"Schedule," Attachment 2, '"Program Description," Attachment 3,
"Standard Provisions," Attachment 4, "Disbursement of and
Accounting for Agreement Funds," Attachment 5, "A.I.D.
Geograpnic Code List," Attachment 6, "Guidelines for Financial
Audits Contracted for by Foreign Recipients" and Attachment 7
"Grantee Certifications". This letter and the seven
attachments just described, which have been agreed to by your
organization, constitute the Agreement.
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We request that you and another member of the Board of
Trustees of EDSA sign the original and one (1) copy of this
letter and then return the original to JSAID/South Africa.

Sincerely,
kj/ ’7 o~
. N
(:)Q&L{t;,(é.éé¥LﬂﬂA——a
Leslie A. Dean
Director

Date:/&f(* / /{/j//}

e

ACKNOWLEDGED AND ACCEPTED:

By: Colin .Griffin
Title: Program Director and Trustee

Date:

By:
Title: Trustee

Date:

Attachments:

1. Schedule

2. Program Description

d—S8tandaraProvisions_and Additional-Rroviciens—as~——
Applicable - :

4. Disbursement of and Accounting for Agreement Funds

5. A.I.D. Geographic Code 935 List

6. Guidelines for Financial Audits Contracted for by Foreign
Recipients :

7. Grantee Certifications (Grantee Signatures Required)

BEST AVAILABLE DOCUMENT



Agreement No: 674-0312-G-55-3060-00

II.

III.

Iv.

ATTACHMENT 1

SCHEDULE

OVERVIEW OF AGREEMENT

This Agreement will support the expansion of the
Entrepreneurial Development Southern Africa (EDSA) Small
Builders Bridging Finance Loan Program to provide
bridging loans to small Black-owned construction firms.
Specifically, the funds provided in this Agreement will
increase the capital of the EDSA Small Fuilders Bridging
Finance Loan Fund, which will permit EDSA's predominantly
PWV region program to expand into the Durban and Cape
Town areas. The funds provided in this Agreement will
assist Black building contractors to compete and parti-
cipate fully and effectively for private and public
sector construction works in South Africa.

PERIOD OF AGREEMENT

The effective date of this Agreement is the date the
cover letter is signed by an authorized USAID
representative. Unless otherwise agreed to by USATD in
writing, the expiration date is April 30, 1996, me.ning
that no USAID funds under this Agreement shall be
applica*le to goods not furnished or services not
performed for the program by this date.

AGREEMENT FUNDING AND PAYMENT

A. USAID hereby obligates the amount of U.S. $400,000
for the purposes of this Agreement.

B. Payment shall be made to the Grantee in accordance
with procedures set forth in Attachment 3 - Additional
Standard Prcvision 1, entitled "Payment - Periodic
Advance," and as provided for in Attachment 4,
"Disbursement of and Accounting for Agreement Funds."
FINANCIAL PLAN

A. Financial Plan

The Financial Plan for funds obligated under this

-] -
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Agreement is set forth in Table 1, "Financial Plan: USAID
Fiscal Year 1993 Obligation™ below which includes grant
funds to ke obligated under this Agreement in USAID
Fiscal Year 1993. Revisions of this Plan shall be made
in accordance with Mandatory Standard Provision 4 of this
Agreement, located in Attachment 3 and entitled "Revision
of Grant Budget." Any deviation from this Plan, or any
increase in the total Grant, must be approved in advance
in writing by the Director, USAID/South Africa.

Table Two, “"Detailed Illustrative Financial Plan,"

in Attachment II, incorporates the planned total
A.I.D. contribution over the life of the Grant.

TABLE ONE

Financial Plan: USAID Fiscal Year 1993 Obligation

ITEM SOUTH ATRICAN RAND
Small Builders Bridging 1,150,000
Finance Loan Fund
Annual Audits (2) 25,000
Final Evaluation - L ' 25,000
TOTAL 1,206,000

B. Level of 2gsistance

The total Rand amount in the Financial Plan (Table 1)
above iz the maximum Rand amount available under this
Agreement. The conversion rate irom U.S. Dollars will be
the prevailing rate at the time of conversion as
de*ermined by the Controller, USAID/Scuth Africa. To
determine the U.S. Dollar amount of disbursements to the
Grantee under the Agreement, an exchange rate of R3.0 to
one (1) U.S. Dollar will be used. Notwithstanding the
above, in no event will the total Rand amount provided to
the Grantee under the Agreement exceed the obligated
Dollar amount provided for in Section III. B., above.

Due to exchange rate fluctuations, the total amount of
Rands available after converting the total obligated U.S.
Dollar amount into Rands may exceed the Rand Budget. If
the Grantee desires to use such excess Rands to finance
additional eligible program expenses, it may submit to
USAID a written proposal for use of such funds. If USAID
is in agreement with the Grantee's proposal, the

- -
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IX. LOCAL COST FINANCING
It is hereby specified that the amount of U.S. Dollars
authorized to be used for local cost financing is the
entire amount obligated under this Agreement.

X. SPECIAL PROVISIONS

A, Procurement

1. Scope: This provision is applicable to the
extent that local cost financing is otherwise authorized
by the Agreement. It does not require procurement in
South Africa where offshore procurement could otherwise
occur.

2, Policy: 1In the procurement of goods and
services in South Africa, the Grantee shall, to the
maximum extent practicable, award contracts to indiv’
duals who or o.gaaizations which have been disadvantayed
by apartheid and are responsive and appropriate providers
of goods and services.

3. Definitions: 1Individuals and organizations
disadvantaged by apartheid shall mean: (1) South African
individuals of black, "colored" or Asian descent whose
principal place of business is in the Republic of South
Africa; and (2) private partnerships or commercial firms
which are incorporated in or organized under the laws of
the Republic of South Africa, whose principal place of
business is in the Republic of South Africa, and which
are more than 50 percent beneficially owned by South
African persons of black, "colored" or Asian descent.
The Republic of South Africa includes the so-called
"independent" and "self-governing" homelands.

B. Competition

Except as otherwise provided in Sub-Section 2,
above, all procurement transactions shall be
conducted in a manner to provide, to the maxi.num
extent practical, free and open competition.

C. staff Recruitment

The Grantee agrees that all staff recruitment for
positions funded by USAID will be carried out
through an appropriate competitive process and that
salary levels will be in accordance with community
and professional standards.
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D. Travel and Per Diem

The Grantee will provide for USAID approval a copy
of its travel and per diem poliicy covering both
domestic and international travel for its staff and
for program participants. The travel and per diem
rates allowable under this grant shall not exceed
U.S. Government rates. In the event the Grantee
dees not establish a policy, U.S. Government
regulations governing travel and per diem shall

apply.

E. Political Affiliation

The Grantee agrees that programs funded under this
Agreement will be ma3le available to individuals and
groups regardless of their political beliefs or
affiliations. The Grantee shall not discriminate in
its hiriny practices or in the provision of its
services against individuals or organizations who
associate themselves with any particular political
philosophy. The Grantee shall periodically review
the level of actual provision of its services to
assure that persons or o.ganizations sympathetic to
certain political groupings or philosophies are not
intentionally excluded from activities financed by
USAID.

F. Special cConditions

1. Conditions Precedent to Disbursement:

No funds shall be disbursed under this Agreement until
the responsikle USAID Project Officer has certified, in
writing, that all of the following Conditions Precedent
have been satisfactorily met:

a. Personnel

The Grantee has agreed to hire a Black South African Fund
Manager and a Black Scuth African administrative
assistant/secretary to administer the Fund. No funds
shall be disbursed under this Agreement until EDSA has
filled these positions.

b. Lending Policy

The Grantee has agreed that the Fund will be used to
provide bridging finance, at market interest rates, to
small Black contractors. No funds shall be disbursed
under this Agreement until EDSA's written lending policy,

-5
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xI.

2. Coordination with SABCAP and CUSSP:

The Grantee shall use its best efforts to make bridging
finance loans available to: 1) those eligi%le client
contractors participating in the USAID Grantee, The South
Africa Black Construction Assistance Program (SABCRAP);
and, 2) to any other eligible contractors building the
community based shelter and related infrastructure
located within so-called "CUSSP" (Community and Urba.
Services Support Program) communiti. s.

STANDARD PROVISIONS
The Standard Provisions applicable to this Ayreement are

contained in Attachment 3, entitled "Standard
Provisions."
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Agreement No. 674-0312-G-8S8-3060-00

ATTACHMENT 2

PROGRAM DESCRIPTION

I. OVERVIEW OF AGREEMENT

This Agreement will support Entrepreneurial Development Southern
Africa (EDSA) in its efforts to expand its program to provide
bridging finance to black building contractors so that they may
compete and participate fully and effectively for private and
public sector construction works in South Africa.

ITI. BACKGROUND

A. Shelter and Urban Development Support Program

This Agreement is being funded under USAID/South Africa's Shelter
and Urban Development Support (SUDS) project, which was approved in
May 1992. The purpose of the SUDS project is to promote the
provision of services, infrastructure and housing to low income
disadvantaged. South Africans. The focus is on training,. technical
assistance and leveraging finance with a supportive policy
environment. Interlinked assistance is to be provided in the areas
of community capacity building, support for black building
contractors, short and long term finance and policy development.

B. Entrepreneurial Development Southern Africa (EDSA)

Entrepreneurial Development Southern Africa (EDSA), a not-for-
profit association, incorporated in 1989 under Section 21 of the
Companies Act, provides entrzspreneurial training and financial
assistance to the rapidly growing number of small Black building
contractors operating predominantly in the informal sector of the
economy.

EDSA began its initiative to promote economic development, job
creation and housing for the majority population through a program
to train small building contractors at three levels of competence.
The most basic course is designed to give the individual tradesman
the knowledge required to sell his services for labor only in piece
work jobs. The second course teaches the administrative skills
required to manage a single house-building contract. An advanced
course caters to the needs of contractors wishing to move into
multi-storey projects. EDSA's training methodology is very
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flexibie and responsive to the clients and to their particular
market. EDSA selects the trainees from within the community where
the training takes place; tailors the courses to the expressed
priorities of the participants; and selects and trains trainers
from within the community.

In 1990 EDSA's ability to assist small Black building contractors
was enlarged when the IBM Special Projects Fund appointed EDSA to
manage its Bridging Finance Loan Program, a Rand 1.7 million
revolving fund which was established by IBM in 1986, to promote
economic development, job creation and housing, by assisting Black
building contractors with short term bridging finance.

While the majority of its bridging finance activities have to date
been focused in the PWV region of South Africa, EDSA has a regional
training office in Cape Town. Using the additional capital
resources to be provided by this grant Agreement, EDSA plans to
extend its bridging finarce loans to small Black building
contractors to the Cape and Natal regions.

IXI. PROBLEM

The construction industry, a major sector in all economies, has a
very low cost of Jjob formation, can absorb large numbers of
unskilled and semi-skilled workers and ofrers the potential of
enormous opportunities to black South Africans. The most recent
estimates indicate that there are upwards of 13,000 small contrac-
tors in.South Africa, the vast majority of which are Black owned,
unregistered, and employ 1-5 persons. Most of these small Black
construction firms are owned by a bricklayer, carpenter or by a
specialist sub-contractor such as a plumber or electrician. Most
of these small black owned firms usually stay small, enjoy limited
success, and are locked into subservient, labor-only sub-contracts
with larger white construction firms. Although the principals have
good trade skills, Black owned firmsg typically stay small because
they are excluded from opportunities to tender or because their
owners lack the managerial skills required for success; cannot
obtain performance surety bonds; and are impeded by low levels of
education; and have limited access building materials credits and
to bridging finance.

In order for Black South ..fricans to fully participate in and
benefit from the construction of housing and associated services it
is necessary for small scale community based construction entrepre-
neurs to have access to bridging finance.

Success in the construction sector and the ability to grow beyond
the level of tradesman selling skills on a day-work basis is
extremely dependent on access to credit. Typically the client
arranges a construction loan from a financial institution which
pays the contractor at the completion of agreed upon stages as the

2
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job progresses. The contractor must have sufficient capital
reserves to purchase material, meet operating overheads, and pay

his workers salaries until the first stage is completed and the
first payment received from the construction lender. Lacking
capital reserves, the contractor can meet his interim expenses by
taking out a short term "bridging finance loan" which he can
expense to his client and which is repaid on receipt of the staged
payment that the client has financed through his construction loan.
Contractors who do not have access to bridging finance are
effectively shut out of the game or are limited to the most
marginal and unprofitable role of labor only suppliers.

The reasons that small Black contractors in South Africa have
limited access to bridging finance are many, not the least of which
is outright discrimination. The commercial lenders argue that
bridging finance loans to small Black contractors is an unknown
market with unknown risks which a prudent banker can't enter. As
a result, the small Black contractors find themselves in a vicious
circle: they can't get jobs because, in part, bridging finance is
not available; but bridging finance is not available, in part,
because the lenders have no history or knowledge of this market and
can't evaluate the risk which would permit them to properly set the
price and terms of the loans.

IV. PURPOSE

USAID support to EDSA will expand bridging finance to small Black
contractors in Durban and Cape Town and will generate the risk data
reguired to move to private sector lending to this market.

EDSA is the only source of bridging finance for the emerging Black
construction industry in South Africa and the funds provided in the
Agreement will assist in its growth. This program addresses a key
constraint the success of the small cortractor and is essential to
the implementation of the SABCAP Program. The lessons learned and
data generated will also provide models which will expand the
majority population's access to commercial finance. This grant to
EDSA will establish a nationwide program to assist black kuilding
contractors to compete and to participate fully and effectively for
private and public construction works in South Africe.

IVv.1 nNelationship to USAID Objectives

The EDSA bridging finance program directly supports the USAID/South
Africa Strategic Objectives and the more specific objectives of the
Housing Division's Shelter and Urban Development Support (SUDS)
Program.
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IV.2 USAID/South Africa Strategic Objectives

The Mission's strategy, based on the objectives of the 1986
Comprehensive Anti-Apartheid Act (CAAA), is "to increase the
political, economic and sccial empowerment of South Africa's
disadvantaged majority." That strategy is further defined in the
action target: "Increase broad-based black ownership, employment
and participation in all levels of the economy." There are
multiple levels of opportunity in the $3.0 billion construction
industry in South Africa for black ownership and economic
empowerment. The EDSA bridging finance loan program will assist in
the economic empowerment of black South Africans as it assists
craftsmen and labor only sub-contractors to become productive
contractors, sub-contractors, builders and developers.

IV.3 Shelter and Urban Development Support Program Obijectives

The Shelter and Urban Development Support (SUDS) Project Paper,
approved on May 13, 1992, states that the program's goal and
purpose is to promote the economic empowerment of disadvantaged
South Africans through support for the improvement, increased
production and greater ownership of affordable shelter within
viable urban environments. To achieve its purpose, the SUDS
Program has interdependent components which include the Community
and Urban Services Support Sub-project (CUSSP) whose objective is
to strengthen the capacity of black South African organizations to

plan, implement, build and manage equitable and sustainable housing

and.urban development programs. CUSSP technical support offices,
operating in Johannesburg, Cape Town and Durban, provide
architecture, engineering and planning services; and access to
legal support and financing to community organizations which are
developing low income housing and related community facilities.
The CUSSP program also intends that those community based projects
should be built by community based black contractors so that the

economic benefits and multipliers will remain in the black
community.

The EDSA bridging finance loan program is not solely dedicated to
the contractors who will build the low income housing and related
community facilities developed by the CUSSSP assisted community
organizations. However, as a result of the funds provided in this
Agreement, the EDSA bridging finance loan program will be available
to Black contractors in all three of the CUSSP regional centers and
a key EDSA objective will be to support black contractors building
CUSSP Community facilities and housing.

Y. PROGRAM DESCRIPTION

As proposed in the PID and Project Paper the funds provided to
Entrepreneurial Development for Southern Africa (EDSA) through this

4
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grant Agreement will extend bridging finance to small Black
construction firms throughout South Africa.

In order for black South Afiricans to fully participate in and
benefit from the construction of housing and associated services it
is necessary for small scale community based construction
entrepreneurs to have access to bridging finance. In 1990
Entrepreneurial Development for Southern Africa (EDSA) was
appointed by the IBM South Africa Projects fund to administer a
R1.7 million capital bridging finance fund exclusively for small
black contractors. To date the fund has issued 349 loans to black
contractors , primarily in the PWV area. This grant will provide
the capital to enable the Johannesburg based EDSA to extend this
program to include Black contractors the Cape Town and Durban areas
and to provide bridging finance to eligible contractors related to
the CUSSP Community Development Program and the South Africa Black
Construction Assistance Program (SABCAP).

To ensure that program objectives are met, and that earlier program
difficulties are resolved, the Grantee has agreed to directly
manage the bridging finance loan program from its Johannesburg
offices with written policies that will be approved in advance of
disbursement by the responsible USAID project officer. Those
commitments are 1listed in Article I of this Agreement as
"Conditions Precedent to Disbursement," and include the agreement
to hire Black South African staff to manage the program; to
establish an in-depth monitoring and evaluation program; to revise
EDSA's relationship with the. financial institution that is
servicing the loans; to prepare an Implementation Plan and a formal
Lending Policy. These activities will be paid for, in part, by
the interest earned from the entire bridging loan, and in part,
from other EDSA resources.

V.1 The EDSA Bridging Finance Loan Program

EDSA has outlined the following program principles which will be
further elaborated and jointly agreed upon prior to disbursement:
The bridging finance loan program, reserved for eligible small
Black <=ontractors, will be administered by a Program Manager and
Program Assistant/Secretary who will be supervised by the EDSA
Executive Director. The program will be extended to Cape Town and
Durban =irough the EDSA regional training offices; however, until
the portfolio voluwme is large enough to warrant full-time loan
progran staff, EDSA will do initial applicant screening and follow-
up via consultants who will be paid a fee for service and whose
continued employment will depend on their success rate; similarly,

a financial institution service to loans for a fee that will
reflect its limited risk.
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V.1l.a Cost Recovery

The objective of this program is to provide access to bridging
finance to eligible small Black owned construction firms on real
world terms and market interest rates. EDSA projections, using
conservative assumptions, are that the fund will be self sustaining
provided it is carefully managed and run in a business-like manner.
In order to serve the client market and also to obtain information
on the risks of lending to different segments of that market, the
small Black contractor, EDSA will purrs'ie a more aggressive lending
program than a conservative commerciil lender would consider.
However, the objectives are economic empower and the program will
not be equity driven or based on social welfare principles.

v.1.b Co~financing

The funds provided in this agreement, approximately Rand 1.2
million, will augment the Rand 1.7 million provided to EDSA by the
IBM Special Projects Fund.

V.l.c Program Monitoring - Success or Failure

The EDSA loan fund is the sole source of bridging finance for small
black contractors in South Africa today who the commercial
financial community view as too unknown and too high risk. Before
the private market will finance these clients, risk ratios will be
needed to establish a reasonable cost for the funds. Therefore, in
addition to providing the added capital and staff needed to expand
the EDSA/IBM fund, this proposed USAID grant will generate the risk
rate data that will be used in policy discussions in the future as
construction and bridging finance for small black contractors is
shifted to the private sector.

To achieve that goal, EDSA has agreed to establish a comprehensive
monitoring program that will track the performance of the borrowers
and provide characteristics of each segment of the small Black
construction markets that has participated. The program will also
be annually audited and a comprehensive final evaluation will be
conducted.

v.1.d Other Services to EDSA Clients

EDSA will require "Induction Training" that will explain,
demonstrate and assist eligible contractors in the completion and
use of documents and procedures pertaining to the loan program.
The Bridging finance Loan Agreement will be explained to all
borrowers to insure that its contents and the rights and
obligations of both parties are clearly understood.
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Although EDSA will not require all borrowers to participate in its
ongoing training courses as a condition for lending, those courses
will be available to prepare contractors who may be otherwise
ineligible to access the bridging finance loan program.

V.2 GRANT COMMENCEMENT DATE

The commencement date of this grant is the date that the cover
letter is signed by an authorized USAID representative. However,
no disbursement of funds shall be made to the Grantee until all of
the Conditions Precedent, described in Article I of this Agreement,
have been met.

VI. ILLUSTRATIVE IMPLEMENTATION PLAN

August 1993 Grant Agreement signed
October 1993 Funds disbursed
September 1994 First Audit

September 1995 Second Audit

January 1996 Final Evaluation

April 1996 Agreement terminates

VII. DETAILED ILLUSTRATIVE FINANCIAL PLAN

The Detailed Illustrative Financial Plan shown below as Table 2
assumes that the funds under this Agreement will comprise only
three categories: 1) a single tranche disbursement to capitalize
the EDSA Bridging Finance Loan Fund; 2) funds for two annual
audits; and, 3) funds for a final evaluation.

VII.1 Distribution Procedures

YII.i.a Bridging Finance Fund

The funds under this grant to be used to capitalize the EDSA
Bridging Finance Loan Fund will be distributed in a single tranche
following a written request from EDSA; and written certification by
the responsible USAID Project Officer that all of the Conditions
Precedent, described in Article I of this Agreement have been met.
Those funds, plus any interest accrued from those funds, shall be
used by EDSA to provide bridging finance to small black contractors
in South Africa.
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TABLE TWO

Detailed lilustrative Financial Plan

ITEM FISCAL YEAR SOUTH AFRICAN
RAKRD
Small Builders Bridging 94 1,150,000
Finance Loan Fund
Annual Audits (2) 94; 95 25,000
Final Evaluation 95 25,000
TOTAL 1,200,000

VII.1.b Audit and Evaluation Funds

Evaluation and Audit costs will be paid by EDSA and reimbursed by
USAID upon receipt of a written request from EDSA and upon written
certification by the responsible USAID Project Officer that all of
the those Audits and Evaluations have addressed the issues outlined
in the Scope of Work that has been previously approved, in writing,
by the responsible. USAID Project Officer. '

VII.2 Post Program Uses of Bridging Leoan Fund Capital

Following the expiration date of the Agreement, all monies
remaining in the EDSA Bridging Finance Loan Fund in excess of the
initial IBM capital and interest accrued from that IBM capital,
will be construed as the residual from the capital funds, plus any
accrued interest, provided in this Agreement. The use of those
funds by EDSA to support legitimate development activities related
to the continued empowerment of the Black construction sector in
South Africa, will be negotiated and jointly agreed in writing by
the Grantee and USAID.
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FISCAL DATA AND CLEARANCES

1. Fiscal Data:

Agreement No: 674-0312-G-55-3060-00

Grantee: Entrepreneurial Development Southern Africa (EDSA)
Appropriation: 72-113/41014

BPC: GSS3-93-21674-KG13

Reservation Control No: B930224

Amount: $400,000

Total Project Obligations To Date including Current Grant
Obligation: $

Total Project Authorization Amount: $30,000,000
Agreement Completion Date: April 30, 1996

Project Assistance Completion Date (PACD): May 13, 1996
//
. (//-] FUNDS AVAILABLE
Funds Available: X
acer: _C da (cnte
Date: C%/ 3 /CT\5

2. Clearances for Action Memorandum, Grant Agreement Letter
and Attachments 1-7:

Drafted: \'gk
D.Heisler, HUDD: (Draft)L}\

Clearance:
J.Hagger, HUDD: ft
D.Rathbun, GDO:
J.Addleton, PRO: _ -
D.Keene, RLA: LK e SXD
G.Hensley, CONT: ,J?’y

W.Ford, D.DIR: WY s 2
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ACTION MEMORANDUM FOR THE DIRECTOR, USAID/SOUTH AFRICA

DATE: August 12, 1993

Ny
. . ] ‘*‘
FROM: Douglas Heisler, A/Chief, HUDD ~§>kvb

SUBJECT: South Africa Shelter and Urban Development Support

(SUDS) Project (674-0312); Entrepreneurial Development
Southern Africa (EDSA) Black Contractors Bridging
Finance Project, Agreemeﬁt No. 674-0312-G-S5-3060-00

PROBLEM

Your approval is required to obligate U.S. $400,000 of
FY1993 funds under the South Africa Shelter and Urban
Development Support (SUDS) Project (674-0312) through a
Grant Agreement with Entrepreneurial Development Southern
Africa (EDSA) as described herein (these funds constitute
one hundred percent of the proposed LOP $400,000 amount of
this grant).

AUTHORITY

Pursuant to Redelegation of j{Authority No. 452, the Director,
USAID/South Africa, has authority to authorize and execute
grants, and amendments thereto, with indigenous non-
governmental organizations (NGOs) in an amount not to exceed
$5.0 million per grant.

DISCUSSION

Based upon discussions and contacts with a wide range of
community leaders, USAID has received and revieved numerous
unsolicited proposals from community, urban development and
technical services organizations throughout the country for
SUDS activities which far exceeds the FY1993 SUDS budget.
Based on the Mission's review of these proposals, an
Agreement with EDSA is recommended.

Since its incorporation in 1990 EDSA has operated as a non-
profit development initiative providing entrepreneurial
training and financial assistance to the rapidly growing
number of small building contractors primarily in the
informal sector. The EDSA small builders bridging finance
loan scheme is reserved for, and is the only source of
interim bridging finance available to the small black
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builder in South Africa today. 1In respense both to USAID
encouragement and to its growing commitment to the needs of
the majority population, EDSA has recently added three black
South Africans to its Board of Directors: Teddy Mtshali, Alf
Hendricks, and Toitjie Collie.

The access to bridging finance available in EDSA is vitally
needed by scores of small black contractors throughout South
Africa. This EDSA construction finance program has received
the support of the African Builders Association (ABA) and
the National African Federated Building Industries which are
the principal black construction it ade associations in South
Africa and which jointly designed fhe South Africa Black
Construction Assistance Program (SABCAP), a new FY 93 USAID
Grantee. ABA and NAFBI are counting on EDSA to provide
bridging finance loans to eligible black contractors who
will be assisted by SABCAP. However, limited capital
resources and management capacity have caused EDSA to focus
its program to date in the PWV region. To expand the
geoyraphical scope of the EDSA small builders bridging
finance loan scheme, and to ensure its proper management to
adequately address the needs of the black construction
sector, requires additional outside resources. EDSA
therefore has turned to USAID for assistance to extend the
small builders bridging finance loan scheme to small black
contractors building shelter and related community
facilities in the Western Cape and Natal.

ISSUES

Through the development of this Agreement, the following
issues have been identified and addressed as presented
below:

A. Action Plan and Strategic Objective(s)

This proposed Agreement was discussed and approved
during the May 3, 1993 SUDS Action Plan review. This
activity is consistent with both the SUDS Project
Paper, the Housing and Urban Development Strategy,
Mission Strategic Objective Three ("increase broad-
based black ownership, employment and participation in
all levels of the economy") and Mission Strategic
Target 3.4 ("deliver innovative and viable community
based, private sector financed housing to disadvantaged
South Africans").

B. Grantee's lllustrative Budget and Cost Negotiation

The Housing & Urban Development Division conducted

- -
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verbal negotiations with EDSA to establish its
priorities for funding. The grant will be used by EDSA
to support the expansion of the Entrepreneurial
Development Southern Africa (EDSA) Small Builders
Bridging Finance Loan Program to provide bridging loans
to small Black-owned construction firms. Specifically,
the funds provided in this Agreement will increase the
capital of the EDSA Small Builders Bridging Finance
Loan Fund, which will permit EDSA's preasminantly PWV
region program to expand in the Durban aid Cape Town
areas. The funds provided in this Agreement will also
support the costs of audits and an evaluation of EDSA's
implementation and management of the Small Builders
Bridging Finance Loan Program.

The budget and costs have been reviewed within the
Mission as part of the grant approval process and have
been determined to be fair, reasonable and allowable
for a grant of this nature. The grant file contains
sufficient support for this determination.

Non-competitive Justification

Although competition is to be encouraged in the award
of grants and cooperative agreements to NGOs (Handbook
13, Chapter 2B), Chapter 2B3a permits exceptions to
competition where the proposal "is not solicited by
A.I.D." and where the proposal is "unique, innovative,
or proprietary and acceptance would be fair, reason-:
able, and would represent appropriate use of A.I.D.
funds to support or stimulate a public purpose." EDSA
has submitted an unsolicited proposal, and it is the
determination of the Housing & Urban Development
Division that the activity is "unigue," based on the
justification described below.

The EDSA small builders bridging finance loan scheme is
the only source of bridging finance available in South
Africa to the small black contractor and is essential
if the black builder is to be able to compete and
succeed in the face of systematic financial constraints
that have impeded the black builder from competing and
succeeding in the private construction sector under
real market conditions and at a profit. Because this
activity is consistent with USAID program objectives,
and will extend the bridging finance to previously
unserved disadvantaged South Africans, acceptance of
EDSA's proposal would be fair and reasonable and would
represent an appropriate use of USAID funds.
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Technical and Management Capability

It is the Housing & Urban Development Division's
determination that the subject organization possesses
suitable policies and practices to ensure adeguate
management of USAID funds provided under the Grant
Agreement. This determination is based on numerous
discussions with EDSA principals and a review of EDSA's
staff position descriptions, employee selection
methodology and hiring policy; and EDSA's agreement to
increase the staff needed to directly manage the small
builders bridging finance loan scheme. In keeping with
its commitment to provide opportunities to majority
population South Africans in construction and finance,
EDSA will appoint Black South African staff to manage
the small builders bridging finance loan scheme.

Financial Management Capability

EDSA was incorporated on January 19, 1990 as an
association not for gain under Section 21 of the
Companies Act, 1973, as amended. EDSA produces an
annual financial statement prepared and audited by the
independent chartered accountants, Deloitte & Touche
which is made public as part of the Annual Report of
the Board of Directors. EDSA's agreement with the
independent chartered accountants, Deloitte & Touche,
for provision of external accounting services has been
examined and approved by the Housing and Urban o
Development Division with the concurrence of the USAID
Controller's Office. Based on that agreement, EDSA's
demonstrated experience, and the successful completion
of the pre-award financial review, it is certified that
the Grantee possesses adeguate accounting systems,
books and records for the administration of this
Agreement and the initial disbursement of funds under
this Agreement may be made.

PVO Registration Determination

The proposed Grantee does not gualify as a Private
Voluntary Organization, as defined in A.I.D. Handbook
3, Appendix 4C and 88 State 356010 because it does not
receive voluntary contributions of staff time or in
kind support from the general public.

Grantee Contribution

In addition to this A.I.D. grant, EDSA will fund the
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small builders bridging finance loan scheme with a
capital grant from the IBM South Africa Special
Projects Fund and interest earned from the bridging
finance loans made to small contractors. Through those
inputs, and additional in-kind contributions, EDSA's
financial contribution to the project is expected to
exceed the 25% financial participation regquirement.

Sustainability

It is anticipated that this A.I.D. grant will provide
EDSA with the management capacity and added capital
fund resources sufficient to make the smeall builders
bridging finance loan scheme self sustaining through
the generation of fees and interest earned.

Standard Issues

1. Section 611(a) Requirements

Consistent with Section 611(a) of the FAA,
adequate technical and financial planning underlie
the proposed Agreement and reasonably firm cost
estimates have been established. Such planning is
evidenced by the Agreement program itself, as
described in Attachment 2 of the proposed
Agreement, which contains a detailed methodology
for implementing Agreement activities and '
attaining specified Agreement outputs. The
Illustrative Financial Plan is based on reasonably
firm cost estimates for program activities.

2, Payment Verification Requirements

Payment verification requirements for the Grantee
are satisfied by: (a) the specification of
financial management and reporting procedures in
the attached Agreement; (b) the certificaticn by
the USAID Controller of the recipient
organization's ability to handle initial Agreement
disbursements; and (c) provision in the proposed
Agreement for annual audits of use of Agreement
funds.

3. Recurrent Costs

Donor financing of recurrent costs, such as
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consultancy fees, allows the Grantee to provide an
essential cervice that is unmet by the public
sector and, due to the limited income of the
beneficiaries, cannot be met through normal market
channels. Recurrent cost assistance in such cases
is justified under category 2 of USAID's Recurrent
Cost Policy. The "design considerations" outlined
in this policy document have been taken into
consideration in the design and negotiation of
this Agreement.

4, Selection of a Grant as the Assistance Instrument

It is the determination of the Housing & Urban
Development Division that, in accordance with
Handbook 13, Chapter 6, a grant is the appropriate
assistance mode to be utilized, as A.I.D. is not
procuring goods or services and does not reguire a
substantial degree of operational control or
involvement in project implementation. The
attached document is, in form and substance, a
grant as defined by A.I.D.

V. BRECOMMENDATION

It is recommended that, pursuant to your authority under
Redelegation of Authority No. 452, you: (1) approve
noncompetitive selection in accordance with the
justification provided above; (2) authorize the proposed
Agreement to EDSA by signing below; and (3) execute said
Agreement, as attached, by signing on the appropriate page
and line as indicated.

Approved: Eggg;{ﬁvz, 422 5;:&Z€L4A-___—

Leslie A. Dean, Director
USAID/South Africa

Disapproved:

Leslie A. Dean, Director
USAID/South Africa

Date: @CJM (7 /993
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