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Executive Summary

1. Background

The evaluation was undertaken both to assess the performance of The
Small Enterprises Financing Organization (SEFO) and to determine
whether, and to what degree, USAID should continue providing
assistance to SEFO.

SEFO operates in a particularly negative lending environment which
must be considered in rendering a valid assessment. It is
characterized by: (i) a judicial system which normally favors
debtors over creditors in cases of default and claims on securities;
(ii) foreign exchange shortages which severerly constrain SSE access
to imported tools, equipment and materials and thereby cut into
growth and profits; and (iii) a liquidity crisis among
development-lending institutions, many of which, as shareholders* in
SEFO, have been unable or unwilling to provide badly needed new
investment capital.

As the only formal credit source for SSEs in Monrovia, SEFO faces a
difficult task in selecting viable enterprises, in recovering
credits and in gaining access to local sources of funding. 1Its
resiliency in maintaining operations over the past few years has
been laudable.

2. Overall Performance

Initiated in 1982, SEFO ran into major problems from the outset,
disbursing far too many credits to weak enterprises and incurring
immediate default problems. An evaluation in 1986 reported that
SEFO had the following major problems: (i) loan volume too
diminished to approach viability; (ii) high defaults due to weak
appraisals, lax follow-up and non-agressive collection; (iii)
unfocused and costly technical assistance; (iv) high costs,
particularly when measured on a per loan basis; and (v) insufficient
information and monitoring systems on the portfoloio.

Since 1985, SEFO's loan performance has improved markedly. 1Its
recovery rate is roughly 80% on the 94 active loans now being
monifored, as compared to 46% on total outstanding loans. It has
intensified follow-up considerably; strengthened its appraisal
capabilities; focused technical assistance on loan repayment; and
formed very sound relationships with clients (which contributes
significantly to loan recovery in the absence of legal pressures).
In addition, it has cut its costs per loan by $33% since 1985 and .
developed, with VITA assistance, an efficient computer-based
portfolio monitoring systen.

*A listing of shareholders is contained in Appendix III, né. 5
Capital Structure.




SEFO has gained valuable experience as well as confidence as an SSE
lender and has developed solid staff capabilities in its loan
department. It would be both difficult and expensive to duplicate
this elsewhere, and as the only formal credit institution for SSEs
in Monrovia, it deserves special consideration irn providing support
to this important sector.

At the same time, the organization is far from achieving financial
viability, and, in reality, cannot be expected to do so in the
forseeable future. With net accrued losses of L$2.3 million and
negative shareholder equity at L$831,718, it is highly unlikely that
either donors or shareholders will approach the prospect of
recapitalization. However, local investing institutions should
consider converting current shareholder investments to grants. This
would reduce negative shareholder equity and improve SEFQO's
debt-equity ratio dramatically to attract future financing. It
would also demonstrate the local support so often voiced for SEFO by
Local institutions.

The most immediate concern, however, is that of forming a coherent
short-to medium-term strategy for turning around SEFO'u negative
cash-flow (-L$198,000 for 1989), and putting the lending program on
a sustainable track. SEFO's General Manager has produced loan
projections (Annex V) through 1991 requiring L$1,416,3000 in new
grant capital that would build the portfolio to 220 loans totalling
L$2,156,000. At this level, with a 10% effective margin, SEFO could
begin defraying some of its operational costs of L$280,000. It is
recommended that the Mission consider providing the first two years
of loan-capital required for the build-up (L$850,000), monitoring
loan performance to assess whether continued support is warranted.
An additional L$200,000 in recurrent cost support 1s also
recommended to reduce cash-flow and liquidity constraints during the
build-up period.

Any such support from USAID/Liberia should be accompanied by thz
adoption of a number of measures to remove financial constraints on
SEFO and to enhance its lending efficiency. First, collective
reimbursement should be made to SEFO from the National Bank of
Liberia's quarantee mechanism for the approximately L$500,000 in
non-collectible loans that are still outstanding to the NBL and
accruing interest, SEFO currently owes the NBL L$904,000, over half
of 1t uncollectible. Payments on this debt impinge cash-flow
seriously, and the non-performing loans in question would clearly
appear to qualify for write-off and reimbursement.

Second, SEF0O should raise its overall intzrest rates on
self-financed credits to between 22-25% to establish effective
margins that avoid further decapitalization and begin to generate
earnings on the portfolio,

(ii)



Third, SEFO should renegotiate its current borrowing and lending

terms with the NBL to provide itself with a margin of at least 20%.
SEFO is currently on-lending NBL funds at a margin of 10.75%. WIith
80% ongoing recovery, it is in a negative position of roughly 9% on

all drawdowns. If these terms cannot be renegotiated, SEFO should
move away from NBL credits.

Fourth, SEFO should target its recovery rate to be 90% by 1991,

3. Programmatic Constraints

SEFO is an inefficient lender and to more than double its yearly
output of loans without raising costs, it must adopt a minimalist
approach to credit. This entails a number of fundamental changes to
its current loan process.

First, it must adopt a more proactive approach in attracting more
applicants, (including the option of satellite offices) and
decentralize the screening of clients to the field-worker level,

Second, the client load for all current field staff must be raised
to 50 clients per worker; this again urges consideration of the
assignment of field staff to specific communities.

Third, loan turnover and recovery should become virtually the sole

criteria for field staff performance, technical assistance should be
asically eschewed, and the monitoring of general business
performance should be man h

aged through central means on a periodic

basis.

While these constitute significant changes, SEFO has little choice
but to become more of a bank if it wishes to survive.

4. Institutional Performance

Traditionally a top~heavy and costly operation, SEFO has cut staff
and attendant costs during 1989 but still remains overly centralized
and over staffed in the front office. With the expected retirement
of th® President this Year, it is recommended that the position of
President and General Manager be merged and that the current VITA
General Manager shift to the role of technical advisor to the
President during a transition period. The new President should be a
senior executive with significant experience in commercial and/or
development banking, and his/her selection process should be
rigorous given its importance to SEFO's future.

(iii)



In the opinion of many, SEFO's Board needs revitilization as,part of
the move toward a new era of operations, and it is recommended that
Board membership be opended up to include a broader range of
private-sector representatives.

Regarding management information, the computer systems developed for
loan tracking are sound and well managed. But the same cannot be
said regarding general financial and managerial information systems
within SEFO. 1Inconsistency in data from various units and a general
disclarity in regard to the tracking of financial information make
analysis difficult and poses a potential problem for new

management. A computer-based system linking portfolio monitoring
and central accounts needs to be established.

Lastly, the role of VITA appears to be related to the general
improvement in SEFO's performance. Relations between the VITA
General Manager and SEFOQO cstaff are sound, and the quality of advice
and technical support is high, particularly in planning for future
viability. It is recommended that VITA assistance remain in place
at least through the first year of implementation of new activities

financed by USAID.




Introduction

I. Background

This evaluation was undertaken to assess the programmatic and
financial performance of The Small Enterprises Financing
Organization (SEFO) under the Small and Medium Enterprise
Development Support Project (SMEDS) and to address the advisability
and possible course of future support to the institution. The terms
of reference for the work are attached as Appendix I.

The evaluation has two major aspects. The first regards SEFQ's
overall performance as a small-business development and credit
institution, the second its financial position and potential future
sustainability. 1In focusing on these interrelated areas, the report
seeks to highlight the key problems facing the institution and to
form a suggested strategy to being the process of recovery.

The evaluation was carried out in the field over a ten-day period,
from February 21 through March 3. The information, conclusions, and
recommendations in the report are based on the followinga:

1. Discussions with USAID and SEFO management and staff, and
the VITA General Manager;

2. Talks with a number of development professionals, both
private and public who are knowledgeable of SEFO;

3. Visits to twelve loanees randomly selected (13% of total
active clients);

4. A review of reports and documentations, both internal and
third-party, relating to SEFO, as well as internally
generated financial and client data; and,

5. A review of financial statements on SEFO furnished in the
course of evaluation by Coopers and Lybrand. (The Financial
e Scope of Work is Appendix II; Financial Statements are
Appendix III).

While the time in the field was somewhat shortened by scheduling
difficulties, a number of factors facilitated information gathering
and analysis. First, there is significant documentation on SEFG's
loan performance. The 1986 evaluation (Marshall and Smith) provides
both information and insight into the problems and prospects of SEFO
and offers a consistent set of recommendations carrying over to the
present. The recent assessment report by VITA provides updated data
and analysis on the program and its financial status. )



Second, USAID/Liberia has paid close attention to SEFO and was
extremely familiar both with its performance and with institutional
issues of relevance. The guidance and insight provided by the
program staff was highly relevant and much appreciated by the
evaluator.

Third, SEFO's internal documentation and computerized data systems
on loan performance are well developed. Information needs on both
clients and loan disbursement were generated quickly and proved
reliable. (Matching such data consistently with that of the
accounting department and SEFO management remains a problem however,
as discussed later in the report). Lastly, most people deemed
necessary to consult were available for interviews, Thus, despite
the short period of time provided, information and analysis on SEFO
have been formed, I believe, on an adequate basis.

ITI. SEFO's Performance

A. The Environment

SEFO faces extraordinary constraints in operating as a
small-business credit institution in Liberia, and this must be
considered in rendering a true assessment of its performance, Three
factors directly related to SEFO's operations will serve to
illustrate the ongoing difficulties it faces.

First, Liberia is a difficult country in which to lend and recover
funds (and hence fo borrow). The legal and judicial systems tend to
favor debtors over creditors in claims on securities from
defaulters. This has broad ramifications in exacerbating willful
default and hardening already conservative bank attitudes,
especially toward small-enterprises which normally lack sufficient
collateral in the first instance. Added to this are controls on
commercial interest rates (pegged to four points above the New York
bank rate) which further impedes credit flows for small borrowers.
The net result is little commercial credit available to small
enterprises combined with an undisciplined repayment environment.
Selecting clients and maintaining recovery in this atmosphere is
thus «difficult.

Second, foreign exchange shortages have impacted negatively on
small-businesses. The high cost of foreign exchange (effectively
2:1, U.S. dollars to Liberian dollars) has increased prices of
imported goods and materials dramatically for SSEs which are very
dependent on imports. This results in business slow downs and
diminished profits among many borrowers and creates additional
difficulty in the targeting of loans and in client selection.



Lastly, although it is the only active credit institution for small
enterprises in Monrovia, SEFO receives little support either from
the government or its sister institutions in the development-finance
arena--many of whom are shareholders. Given the current liquidity
problems these entities face, no increases in equity contribution to
SEFO have been made locally since the initial capitalization of the
company, despite SEFO's enhanced performance and its dire need of
capital infusions. Worse, a number of institutions competing for
foreign-exchange and donor funds sit on its board, hardly providing
a structure for the independent counsel and advice that such a
development organization requires. 1In similar fashion, the National
Bank of Liberia, SEFO's main lender, is itself in severe distress,
and not well positioned to provide the type of financial assistance
needed by such a high-risk lender.

Doubtless, these constraints make SEFO's job a difficult one. Yet
the SSE sector itself appears surprisingly vibrant, the economy is
growing and the clients visited showed remarkable resiliency in
responding to market opportunities on the one hand and accessing
necessary goods and materials on the other. At the same time,
government interference in the economy is far less than in most
African countries. Given the widespread small-business sector of
Monrovia, it is clear that there are sufficient credit demands to
warrant the specialized lending efforts of SEFO, which faces little
formal competition in SSE lending, especially at the lower end of
the scale.

Given its unique role, SEFO enjoys widespread moral support.
Virtually all professionals interviewed repeatedly stressed the
critical gap that SEFO fills in Liberia and strongly urged continued
support from USAID to help turn it onto the path of viability. If
SEFO is to have any true chance of recovery, however, voiced local
support must be rendered far more tangible.

B. Measuring Progress

In judging SEFO's overall progress, this report takes as its basis
the evaluation of 1986 (Marshall & Smith). This is done both to
proville continuity in assessment and to highlight in comparative
manner programmatic and financial changes over time.

The 1986 evaluation's main conclusions were that SEFO:

(1) had lending volume far too small either to render
significant impact or achieve viability;

(2) had excessive overhead costs as compared to loan volume
(L$392,000 on 38 credits totalling L$506,000);



(3) had major recovery problems due to poor and inaccurate
appraisals and non-aggressive follow-up and collections;

(4) suffered from un-coordinated and costly T.A. and training
not well targeted on enterprise improvement;

(5) lacked general coordination at the management level
generally, and, specifically, between the then Business Advisory
Service and SEFO itself; and,

(6) lacked sufficient and timely information from its credit
department on both loanees and overall portfolio performance.

Consistent with its findings, the report recommended that SEFO:

(1) increase its loan portfolio dramatically, mainly through
increasing outreach to smaller enterprises, channeling numerous
working-capital credits (60-90 days) to increase in size over time
with repayment;

(2) tighten its field-collection and monitoring processes to
increase recovery;

(3) streamline management systems and decrease loan-processing
time through decentralized decision-making for working capital;

(4) create efficient and reliable information systems; and,

(5) tie T.A. and training inputs directly, to client-and loan
performance.

The report recommended consideration of increased funding of $3.3
million to SEFO if sustainability were to be achieved; it further
supported continued expatriate technical support from
PFP/International.

In the main, the basic conclusions and recommendations of the 1986
evaluation appear both sound and of continued relevance to the
assessment of SEFO's performance, and will be used as guiding points
in thd sections which follow. A few significant changes should be
noted however. First, the BAS was integrated within SEFO and no
longer constitutes a management problem per se. Second, with the
demise of PFP/I, VITA, through a novation agreement in January 1988,
took over the technical assistance function, appointing, with SEFO,
a general manager. As part of the agreement, $250,000 in sub-grant,
support from USAID was channeled through VITA. This has now been
fully dispersed. The $3.3 million in new funds considered in the
report has not been forthcoming from any donor, with USAID providing
the only new support as mentioned above.



The recommendations in the report were largely accepted by SEFO with
the exception of that pertaining to lowering the target size of both
credit and borrowing enterprises. While the consultant views the
former evaluators’ reasoning as supportable, SEFO, both then and
now, contends that a diverse portfolio strengthens its credit
posture and that an increase in both the number and size of credits
would enhance financial viability (i.e., lowered costs per volume
lent). There is merit in this viewpoint put forward by those most
closely involved in the day-to-day credit operations.

Given SEFO's improved recovery rates at all loan levels, the
consultant is quite willing to support continued diversification in
size provided that the overall credit strategy is coherent and
efficiency is enhanced.

Lastly, technical assistance functions by field staff have largely
been converted to loan-appraisal and monitoring functions, with far
greater directedness on credit performance. Thus T.A. and training
per se do not appear at present to actually constitute distinct
functional areas for assessment. This is a positive development:
given the questionable relevance of former T.A. and training
together with SEFQO's critical financial recovery needs, the cutback
of T.A. and 1ts further integration with credit follow-~up should be
encouraged.

As the report demonstrates in the following sections, SEFO's
performance since 1986 has steadily improved and most of the
performance improvements recommended have been undertaken, with
dramatic impact in some areas. Indeed, one cannot but be impressed
by the turn-around in client selection, follow-up, and collection
procedures, and the consequent increase in loan recovery. Further,
the resiliency of the organization to survive amidst continuing
external pressures has much to say about its character. The
President ¢f SEFO, who intends to depart from his position toward
the end of 1989, has played a key role in maintaining the
organization up to this time. His drive and commitment will surely
be missed.

At the same time, SEFO faces problems~-both internal and
extern?l--that continue to threaten its existence, and its impact to
date continues to be negligible vis-a-vis the finances invested.

The present problems, while difficult, do not appear intractable,
however, given a basic level of financial support and increased
measures of cooperation locally.

Some hard decisions on the part of both SEFO and USAID are imminent
if the organization is to gain greater viability and performance
while beginning to remove the binding constraints that continue to
plague it. -

d



C. Loan Performance

SEFO's overall loan performance, taken in aggregate since its
inception in 1982, is poor and its impact marginal. To date, SEFO
has made in total 275 loans, disbursing L$2,065,100. Of this,
L$1,448,604 is outstanding with approximately L$1,250,000 in
arrears. These defaults, together with accumulated interest and
unrecovered operational costs, have produced net accrued losses of
L$2,343,547 (see balance sheet, Appendix III SEFO Financial
Statements), placing it in a precarious financial position.
(Discussion of Finance is in Section III-A.)

Since the beginning of 1986, however, lnan performance has improved

markedly, as demonstrated in Table One below which compares the
performance of active post 1985 loans to total active loans.

Table One: Active Clients, Loan Performance

No. of Total Principal Average %
Clients Disbursed in Arrears Size Arrears
Total Active 194 1,870,504 894,195 9,642 47.8
Loans
Active Clients 67 626,682 101,721 9,353 16.2

since 1985

A data breakdown on post 1985 loans is presented in Appendix 1IV.
While SEFO staff estimate that overall collection on post 1985 loans
by the end of 1989 will average about 80%, rather than 84%, this is
clearly a dramatic improvement in recovery. It is unfortunate that
the post 1985 loans do not constitute a higher percentage of total
credits. This is due in large part to the failure to attract
significant new donor investment since 1985 and substantially
increase volume.

SEFO's enhanced loan performance appears due to a number of
intgrrelated factors:

First, it has clearly improved its client selection and
appraisal capacity. As to client selection, SEFO has developed a
more market-oriented approach toward focusing on selective
sub-sectors. 1In examining the breakdown of post-1985 clients by
trade area in Appendix IV, loans are clustered toward four main
areas: poultry production (15 loans, 22% of total); pharmacies (13
loans, 15%); retail operations (10 loans, 15%) and restaurants (6
loans, 8%). Collectively, these areas make up 64.5% of the post
1985 portfolio and run at roughly 90% in recovery rates. .This




targeting has been purposeful, with the credit department responding
more favorably to areas in which its experience has shown that local
market saturation and overcompetition have not occurred, and cutting
down on loans in difficult sub-sectors.

In appraising loans, SEFO has tied assessment directly to three
factors: 1local market opportunity for expansion; management
capacity (for production , sales and credit utilization); and a
combination of cash-flow and profit-and-loss projections detailing
the specific use of the loan and projected outcomes. The appraisal
process differs in intensity and scope by loan size, with full
depreciation and profit-and-loss statements being included on
medium-size (L$25,000)-to larger credits (up to L$50,000).
Cash~flow is more emphasized on smaller working-capital loans.

In reviewing appraisal documents of the clients visited, the
financial projections proved generally accurate, particularly
regarding the application of credit funds. Market predictions,
always a difficult endeavor, were well reasoned and usually
conservative, though less accurate. And management capacities and
constraints were well identified in most cases. Generally, client
assessment performance in SEFO appears to have improved dramatically
since 1985, with client performance better documented and predicted.

Second, client follow-up and technical assistance is intensive
and well matched toward loan recovery. SEFO uses the appraisal
process as both an assessment mechanism and a planning tool for the
client; the business plan developed in the process forms the basis
for monitoring. Visits are twice monthly and entail: 1) a review
of the status of the business,particularly its financial health; 2)
follow-up on repayment; and 3) counselling on specific outstanding
business problems.

Gearing the process to loan recovery, field staff follow the
progress and problems of the enterprise, reviewing loan repayment
status and examining income and expense statements and/or estimates
with clients who have repayment problems. While pressure to repay
is clear in the relationship, field staff are reasonable on delayed
payments, setting new schedules when problems impact on payment.

Field Visits to clients by the evaluator tended to confirm SEFO's
reporting that most repayment problems are involuntary and related
to business problenms. In the two cases visited where repayments
were overdue, the clients had severely rising costs for imported
supplies and did not have sufficient cash to purchase foreign
exchange. (This same problem was repeatedly stated by clients as
their key constraint.)



What is also clear from visits is that SEFO has formed very sound
working relationships with clients who appreciate the access to
credit and the efforts made on their behalf by extension staff.
Given that lega’ means are questionable for loan recovery, the
trusting relations built by SEFO With clients are key to 1its
enhanced recovery of loans. This characteristic 1S shared by most
Successful SSE programs since they do not rely on collateral for
repayment in most cases.

As stated previously, technical assistance is specified to business
problems impacting credit repayment and every agent has a monthly
target for expected repayment which is his/her key performance
measure. The T.A. provided normally consists of advice on financial
management and accounting; efficiency in business management; and
advice on specific problems, including increasing sales and
accessing imported goods and foreign exchange.

While well delivered, the time spent on general business advice is
expensive to SEFO. Given the continuing questions raised worldwide
over the cost and eftectiveness of training and T.A. for SSEs
together with SEFO's efficiency needs, it is recommended that T.A.
be increasingly integrated as - sub-activity of credit follow-up and
that it be further minimized .o address only specific problems
impacting on loan repayment. Non-financial assistance not related
to recovery should be delivered on a fee-basis only.

Third, the staffing of SEFO's credit department is competent,
knowledgable and effective. Based on obServations and interviewing
of staff, their knowledge of credit operations, of the SSE sector,
and of the client enterprises is high, as is their operational
capacity to review, disburse, monitor and rocover credit in
difficult circumstances. The credit manager has done an exceedingly
good jJob in tightening appraisals and further upgrading client
selection through better targeting and assessment. She is well
versed in loan operations and provides sound direction to the credit
program.

The field staff are equally impressive. In field visits to clients,
it waquclear that they were knowledgeable of the cash-flow and
operations of each enterprise and were tightly monitoring

repayment. 1In addition, as stated, they have established close
professional relations with clients thereby augmenting repayment.
The growing experience of the field staff is a critical factor in
improved performance.

Taken as a distinct unit, the credit department's personnel are as
sound as any the evaluator has observed in Africa. It would be both
difficult and costly to duplicate the experience and performance of
this unit elsewhere. :



'
Lastly, SEFO, with VITA assistance, has developed a sound computer
system for monitoring portfolio performance. (Appendix IV 1s an
example of the system's portfolio output.) The data generated from
the system is accurate, as matched to client information in the
field, and is kept updated. The system has greatly assisted
efficient monitoring of credit and undoubtedly has played a key role
in the organization's enhanced credit performance.

In general, therefore, SEFO has fulfilled most of the
loan-performance recommendations put forward in 1986. It has
increased recovery substantially; better coordinated and directed
its selection, appraisal and follow-up processes; tied technical
assistance more directly to loan performance; and upgraded its
information systems in support of loan recovery. In SO doing, it
has gained valuable experience as well as better self-confidence as
a lending entity. Most importantly, it has achieved a level of
credit effectiveness from which it could move toward viability.
SEFO's major problems currently relate to efficiency and finance;
these are discussed in the following sections.

III. Financial and Insitutional Viability

Despite its improved repayment per formance, SEFO is far from
achieving financial viability. This is due to a wide range of
interrelated factors, both financial and programmatic, as described
below.

A. Financial Status and Recommendations

1. Capital Structure and Accrued Losses

There are a number of serious financial problems including
undercapitalization, significant debt, and ongoing cash-flow and
liquidity problems facing SEFO. Due to its accumulated losses,
traceable largely to heavy past defaults, it is currently
undercapitalized and heavily in debt. As seen in the balance cheet
and capital-s“ructure figures (Appendix III), as of December i,
1988 accumulated losses stand at L$2,343,547 and shareholder equity
deficit at L$831,718. The deficit situation will improve at tne
close of 1989 with the buy-out of $250,000 of equity from the
Netr~rlands Development Finance Company (FMO) by SEFO for total
payment of U.S.$115,000.

Despite this improvement, it simply does not appear feasible for
SEFO to recover from its relatively large accumulated losses through
self-generated earnings in the near-to-medium term, and it is
equally unlikely that shareholders will be willing or able to step
in with large new investments. Long-term financial viability for
SEFO is therefore questionable without continued donor support.
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Arquably, balance-sheet problems are not the key concern at

present. SEFO shares its negative capital position with most
development lenders in Liberia and, realistically, the situation is
threatening only if local investors wish to regain their equity--a
highly unlikely possibility given the fact that it simply could not
be repaid. Given this, local investors should consider converting
their share capital as a grant to SEFO. This would decrease overall
liabilities by L$602,200 through paper transactions on investments
that are virtually unredeemable and place SEFO in a far stronger
debt~-equity position to attract future funding. While legal
problems may have to be solved in the process for investing banks to
convert investments to donations, the conversions would clearly
demonstrate the voiced support to SEFO by local institutions and
send an important message to donors.

2. Financial Constraints and Short-term Solutions

SEF0's most immediate problems concern cash-flow and liquidity. As
it is unlikely that any donor or investor will consider
recapitalization, the key concern at present is to define a short-to
medium-term strategy to turn around SEFC's current negative
cash-flow situation, with the expectation that fuller recovery will
occur in the longer term. Any such strategy will necessarily
involve restructuring of short-and-long term debt to the NBL, which
currently impacts severely on cash flow.

As seen on the Pro-Forma Cash-Flow Projection prepared by SEFO and
Coopers and Lybrand for 1989-91 (Table II following and in Appendix
1V), SEFO is projecting a net negative cash-flow for 1989 of
L$198,000 which is in line with the roughly L$200,000 per year
average rate of decapitalization that the organization has
experienced since its inception. Insolvency has been avoided
through a combination of USAID and GOL donor funds, (although the
GOL L$100,000 contribution was not on hand at the time of the
evaluation), a profitable side investment in poultry breeders (with
USAID CIP funds) yielding L$179,000 and a cash balance of L$346,000
being brought forward from 1988.

o
The bottom line is that principal and interest reflows of L$434,000
are not sufficient to meet both operational expenses as well as
moderate capital re-investment in loans (L$400,000). This is
despite lowered operational costs in 1989 of 17% from 1988
(L$334,000 to L$278,000) for which SEFO should be credited, and
slightly increased total loan recovery over the 1988 total of
L$417,000. Lending volume and recovery are thus stagnating due to
lack of new capital, while accrued debt to the NBL (discussed below)
continues to mount and increasingly impinge on cash flow.
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Sub-Total

Share/Donated Capital/Grants:
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Loan Collections
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Proj. Investig.Fees
Penalty Int, & Chgs.
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TABLE II

SEF 0 PROFORMA CASH FLOW (1989)

($,000)
ACTUAL PROJECTED
19899 1950 1951

120 - -
120 o . 0
%5 - -
159 100 100
195 100 100
298 31 2
136 158 170
6 7 7
17 (5 5
179 260 275
2 4 ‘
240 i an
953 885 1,003
100 400 500
278 260 280
146 45 15
132 35 H
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148 114 187
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148 114 187

Best Available Document

7



11

While net-positive cash-flow of L$73,000 is projected by 1991, this
is based largely on projected revenues from other income generating
activities (L$260,000 in 1990 and L$275,000 in 1991). These
investments are as yet undefined and their relation to SEFO's
development mandate as a development lender must be strongly
considered--especially if they detract from further capital
investment in lending to SSEs. At the same time, any disruptions in
inflows, not unknown in SEFO's experience, could preclude such
investments through a squeeze on already tenuous liquidity.

The most practical immediate remedy would be a well placed capital
infusion to turn SEFO's lending operations into a sustainable
endeavor, and toward that end the VITA General Manager has produced
loan projections, based on new capital inflows, through 1991, These
are presented in Appendix V. The projections are internally
consistent and, with increased loan efficiency, appear feasible,

The projections are summarized in Table III below.

TABLE III Loan Projections: 1989-1991

1989 1990 1991
No. Active Loans 94* 139 175
Loans Retired - 19 20
New Loans 45 55 65
Total Loans 139 175 220
Value all Loans 1,536,050 1,627,250 2,156,100
New Capital 396,350 469,100 550,850

Required

Loan Fund Balance (92,635) (119,655) 9,690

In making projections, an on-time recovery rate of 80% is predicted
with default reserves set aside at 5.3% of principal. The net
result of grant-financed new capital investments, at L$1,416,3000,
would result in a positive loan~fund balance of L$9,690 and a
portfolio of 220 loans averaging L$9,800, roughly the current loan
average. Most importantly, it would increase outstanding loans to
L$2,156,100 which, with 10% effective return, which should be
feasiple with adjusted interest rates and improved recovery, would
begin to approach overhead costs of roughly L$250,000 per year.

*This figure represents loans considered both active and viable; the
balance of 100 outstanding loans falls largely into the collection”
category.
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It is recommended that USAID consider financing the new loan capital
required through the first two years on a grant basis, with close
monitoring. This would best be combined with small operational
subsidies of roughly L$100,000 per year to relieve cash-flow
pressure. Total support of roughly L$1.05 million (L$865,450 in
loan funds and up to L$200,000 for recurrent-cost support) would
allow for a two~year period to assess performance after which
consideration can be given to continued funding. Other donor
collaboration can also be sought during the two-year period.

Consideration of new financing should be premised, however, on both
the removal of arbitrary external financing constraints facing SEFO
and further upgrading and efficiency steps. These are detailed
below in the sections which follow.

3. Debt Status and Loan Write-Offs

Unlike the situation regarding its negative capital structure,
SEFO's debt to the NBL is of immediate concern as it drains
cash-flow and directly contributes to decapitalization. While the
NBL has tried to be supportive of SEFO within the bounds of its own
liquidity and regulatory constraints, the financial relationship is
extremely negative for the latter.

SEFO currently has outstanding debt to the NBL ol L$904,664, with
interest accruing at 4.75% per year. This has resulted from
borrowings on a former IDA line of credit to tha: NBL for on-lending
to SSEs through local institutions. Loans from SEFO to clients
drawn from the NBL credit line are at 15.5% interest over three
years to production enterprises. There is a guarancee on the
principal of those loans issued by the NBL on a fee basis for each
loan. Since its inception, SEFO has borrowed roughly L$750,000 from
NBL for on-lending and approximately L$500,000 of this sum
represents uncollectible loans made prior to 1986.

SEFO has not had adequate cash-flow to service the outstanding
balance and this year entered into a rescheduling agreement whereby
L$104,000 in interest was paid to the NBL to borrow an additional
$214,000. Under the agreement, SEFO must pay interest to the NBL
monfhly on receipt of payment from sub-borrowers, and make 16 even
quarterly payments of L$13,375 to retire the principal, beginning in
October, 1989. This will further strain cash flow. 1In addition,
SEFO agreed to subordinate all future debts to the NBL to guarantee
future payments on outstanding principal and interest. This could
have markedly negative consequences in trying to attract future
lenders.
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SEFO cannot achieve viability carrying an outstanding $904,000 debt
obligation to the NBL (currently accruing interest at roughly
L$50,000 per year) with over 50% of it (L$500,000) in
non-collectible loans. And the forced payment of L$104,000 in
interest this year to maintain access to further credit contributes
significantly to 1989's negative cash flow.

The L$500,000 in uncollectible loans should be reimbursed through
the guarantee mechanism, but efforts to do so have not met with
success, There are two reasons why. First, the NBL has a
requirement that all legal means be exhausted to recover loans
before the guarantee can be accessed. Second, claims are to be
handled on a case-by-case basis. These conditions are exceedingly
difficult for SEFO to meet: 1legal proceedings are both expensive
and usually negative for collectors and case-by-case negotiations on
over 50 distinct loans could drag out for years. Given the clear
non-performance of the loans in question, it would appear only
reasonable that the NBL agree to reimburse SEFO for past
non-performing loans, either through cash payment or through a
one-time deduction on its outstanding debt. As a step in this
process, SEFO's board and management need to clarify its own
write-off policies and to submit collective documentation to the NBL
for processing. It is recommended that USAID use its utmost
influence to secure quarantee reimbursement of these loans,
including, at its discretion, making it a pre-condition for
continued support to SEFO.

4, Interest-Rates and Loan Recovery

While a capital contribution of L$850,000 to increase loan volume
together with the write-off of L$500,000 in bad debts would greatly
assist SEFO in recovery, leunding terms must be adjusted if viability
is to be attained in the credit program. Currently, SEFO lends at
four different rates:

1) NBL-credits at 15.5% (borrowed at 4.75%), with up to
three-year repayments;

2 Self-financed term loans, 18% up to three years repayment;

3) sSelf-financed working-capital loans, 22% up to two years;
and,

4) Self-financed short-term credit, amortized monthly at 2% per
month or 24% annually.
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Currently, the overall blend rate is reported to be around 19%, as
NBL credits at 15.5% constitute L$120,000 out of the projected
L$400,000 to be disbursed in 1989. The aforementioned projections
for new loans (Appendix V) include both NBL funds of 15.5% and new
funds at 20% interest with a blend of 18%. With ongoing recovery at
80%, and probably 10% eventual defaults, SEFO needs to increase its
overall interest rates to between 22-25% to create an effective
margin of at least 10% to avoid further decapitalization and lay the
basis for earnings to be generated on its loan portfolio.

For this reason, SEFQ should first of all renegotiate its line of
credit with the NBL to increase its margin from 10.75% to a minimum
of 20% 1n order to break even. This should be accomplished through
a raising of the on-lending rate and, if possible, a lowering of the
borrowing rate to SEFO. As this may not be possible given GOL
interest-rate limitations that the NBL must abide by, SEFO may
simply have to forgo further borrowing from the NBL and locate other
funding sources. With ongoing 80% recovery at present, it is
currently losing roughly 10% on all drawdowns.

Secondly, SEFO should adjust its self-financed lending rate upward
beginning with a blend rate of between 22-25%. While it may be
argued that increasing i1nterest rates will put further pressure on
clients, without a viable SEFO most would have no access to formal
credit whatsoever. At the same time, adjustments can be made in
amortization periods to lower monthly payments while keeping
outstanding principal at a more positive rate of interest. These
new rates should be tested over one-to-two years and if feasible, be
adjusted upward again.

Lastly, recovery must continue to improve. While the increase to
roughly 80% on-time recovery is laudable, it is not feasible in the
long term. With interest rates overall averaging approximately 23%
over the next two-to-three years, recovery should be targeted at

90%, leaving a 10-13% effective margin. If this can be

accomplished, SEFO would begin to protect loan capital and generate
earnings on its loan portfolio to begin defraying administrative
costs. This would constitute a true turning point for the
organization and in the evaluator's assessment it is possible, given
further institutional upgrading, as presented in Section III B below.

5. Other Revenue-Generating Possibilities

Given the exchange differential between U.S. and Liberian dollars,
the possibility exists to leverage additional revenues for SEFO
through grant funding in U.S. currency. The 40% differential
reportedly offered through various legal foreign exchange
transactions could obviously contribute greatly to SEFO's earnings
position. What needs to be considered is how the differential would
be generated in a manner supportive of SEFO's development mandate.

1
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One immediate possibility is for SEFO to use foreign currency to
import directly goods and equipment for clients, lending them
in-kind with a 40-50% price differential. Clients in the field
queried on this suggestion were in enthusiastic agreement as they
currently pay 100% for U.S. dollars. The use of foreign exchange
for client goods would clearly be preferable to SEFO's making
foreign-exchange related side investments not related to its
development mandate.

The matter of getting full access to foreign exchange once it is
transferred to Liberia evidently raises difficulties however. As
reported by SEFO, once U.S. dollars are banked locally, they are
credited as foreign exchange but no more than 40% is allowed to be
withdrawn in hard currency. Other measures than direct transfer to
Liberia may have to be investigated, including the possibility of an
offshore account, if legal, and/or transfers and purchasing through
VITA. Given SEFO management's wide knowledge of local finance and
banking, alternative mechanisms can be explored. Hopefully, a
reliable mechanism can be identified as 40% gains on just L£200,000
of loan capital would provide a secure gain of L$80,000 per year
(before interest) to offset loan losses and defray operational
expenses while saving clients over 50% in import purchases.

B. Programmatic Efficiency

The loan projections through 1991 detailed in Appendix V call for a
net increase of 165 loans over three years, or 55 new loans per year
on average, leading to a total portfolio of 220 loans. Since 1985,
however, SEFO has averaged roughly 30 new loans per year and is
carrying an active portfolin of 94 loans. A marked increase in loan
generation at no additional operational cost must therefore be
achieved if the lending program is to gain viability.

SEFO has made gains in this direction. With 40 loans projected for
1989 and total operating costs of $274,000, costs per loan this year
will average $6850, or roughly 60% of average loan value. While
high, this represents a 33% decrease from the $10,300 average of
1985 and given increased recovery, represents a far better value.

By 1991, with 65 new loans projected, and operating costs stabilized
at $280,000, costs per loan would average $4307, an additional drop
of 37%.

While SEFO is on the right track in gaining efficiencies, a key
concern still remains as to how it will more than double its loans
without increasing operational costs. While the current low number-
of loans per year is no doubt attributable to lack of loan capital,
there appear to be clear inefficiencies in the loan process which
tend to increase costs and limit loan numbers. These are examined
below. s
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1. Client Screening and Selection

Clients learn about SEFO mainly through word of mouth from existing
clients; a previous attempt at advertising reportedly yielded few
serious applicants. Clients apply through writing to the President
of SEF0; all applicants are then interviewed by the Projects
Manager. If they meet general criteria in regard to direct
ownership and experience in business and are deemed serious, they
obtain an application and a field agent is sent to do a
pre-assessment. Normally, about 20 entrepreneurs per month write to
SEF0O out of which an average of eight are selected for a field
visit. About three entrepreneurs per month are selected to apply
and are appraised; this results finally in roughly 30 loans per year.

While there is no question that the present system has produced
results, the centralized nature oif the screening process through the
Projects Manager does not lend ito.lf readily to expansion and is
very time consuming. SEFO management makes the point that screening
by an experienced senior person is both expected culturally in
Liberia and is closely related to the improved client selection
witnessed over the past three years. True as this may be, it is
simply impossible to more than double the number of clients per
month through central screening. As with commercial banks and other
efficient lending entities, initial screening should be
decentralized through loan officers. This process should be guided
and supervised by the Project Manager to ensure continued sound
selection according to the workable guidelines already established
by SEFO--especially in regard to the targeting of loans and the
judging of the entrepreneurial character. But the role must become
more fully managerial if a broadening of intake and turnover is to
take place. Given the experience and competence of SEFO's field
staff, this transition should not prove difficult.

Regarding outreach, some additional means of promotion must be
sought to get the word out to a greater portion of the large SME
sector in Monrovia. If advertising does not work, as was reported,
the stationing of field staff in satellite offices should be
considered. (This also would enhance monitoring efficiency as
discwssed in Section 3 below.) To increase clientele, SEFO will
have to assume a more proactive posture in reaching potential
clients. To date, in the evaluator's opinion, this has not been
given the priority that it should.
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2. Appraisal and Review

The improved appraisal process of SEFO appears to be directly linked
to better enterprise-and-loan performance, and is a reasonably
efficient process--normally taking about one month to complete on a
part-time basis for field staff for larger loans ($15,000), and two
weeks for working-capital credits. As stated previously, appraisal
is an excellent training exercise for clients and for that reason
the time spent by field staff is time well spent. The process
should continue basically as is.

The review process is another matter. SEFO's review process has
three levels according to loan size:

1) L$0-10,000, Management Approval
2) L$10,000-25,000, Executive Committee Approval
3) L$25,000-50,000, Board Approval

It is difficult to see the rationale of having a tri-level review
structure in a small lending entity from the point of view of
efficiency, and, according to staff, the current system lacks
consistency in decision-making. Problems in achieving quorums for
loan decisions are also reported to occur, and this is a severe
constraint to increasing loan volume. It is recommended that SEFO
appoint one specialized loan committee composed of management, Board
members, and independent experts to make decisions on all credits
above the L$10,000 level. This committee should also monitor
management's loan decisions, review credit policy and performance on
a timely basis, and report to the Board. The idea is to form a
coherent central unit for analysis, decision-making and monitoring
on the entire credit program. The committee should be kept
appropriately small to facilitate decision-making with no more than
seven members.

3. Follow-up and Client Monitoring

As is &lear from the general thrust of analysis in this report,
given SEFO's financial difficulties, the organization must adopt an
increasingly minimalist approach to SSE development. This

involves: 1) maximizing credit while decreasing administrative and
extension work to the minimum necessary to ensure repayment, and; 2)
basically eschewing technical assistance except as it relates
directly to follow-up. In addition, a minimalist strategy entails
the build-up of clientele to the maximum viable level per field
worker, and decentralizing managerial analysis to focus on field
staff as cost and revenue centers. Minimalist approaches have been

M
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working well in a number of African countries for micro-enterprises
(the concept evolved in Asia and Latin America), and there is little
reason to presume non-transferability among higher-level
enterprises.

SEFO has made significant progress in this direction at the field

level, focusing on repayment efficiency as the chief indicator of

business-officer performance and tying technical-assistance inputs
directly to the loan follow-up process.

As a next step, however, SEFO needs to increase the client load per
officer to a level that sustains the position itself through
interest earnings and begins to generate surpluses to defray
institutional costs. Under the projected loans through 1991, the
average load for field staff (including business analysts) should
reach 50 clients from the current average of approximately 27 on
active loans. At this level, with average loan size of
approximately L$10,000, 20% interest overall, and two-year average
repayment, the interest earnings per officer per year should reach
L$25,000 per year with 10% default. With field staff salaries
currently at roughly L$7,200 per year, each would generate
approximately L$17,8000 over salary. To achieve this build up, SEFO
should strongly consider the outstationing of business officers to
service specific communities with a high density of SSEs.

Undoubtedly, this will constitute a very heavy increase in case load
for existing staff but 50 clients per worker is a common average for
successful SSE programs worldwide which have moved toward
sustainability.

To handle this increase, both technical assistance and reporting and
documentation on clients, other than repayment related, must be
drastically reduced. Documentatica and monitoring on overall
business performance is a trade-off toward credit efficiency.
Repayment efficiency should be virtually the sole reporting
requirement by business officers, with distinct evaluation exercises
being carried out from time-to-time to measure performance and
impact. Equally important, from the management perspective, is the
vViewings of each business officer as a cost and revenue center for
the loan program since this focuses management decisions directly on
revenue genecating performance. 1In many such programs, field staff
are given bonuses based on loan turnover and recovery and this
should be considered by SEFO--as it has already done with the 10%
fees it pays to staff for recovery on past loans.

=\
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C. Organizational and Managerial Performance

l. SEFC Structure and staffing

SEFQ, as virtually everyone queried admits, has traditionally been
too top-heavy and expensive an operation to attain viability. This
is still largely true, although cost-cutting measures have been put
in place.

Through 1988 the organization was carrying a staff of 26--with
professional staff of 14, of which 6 were field staff and 8 were in
front-office management, accounting and information processing.

This year, however, SEFO has made progress by cutting the
professional stsff by four, two from field staff and two from the
accounting departrment. This has i=sulted in cutting back the budget
to $278,000 for 1989, a laudable achievement given the difficulty
faced in laying off co-workers.

Given both its increasing focus on leaner, credit-oriented
operations, and its enhanced computerization, SEFO's need for
administrative and accounting personal should continue to diminish
over time and, according to management, further cuts will be
contemplated. 1In retrospect, it would appear that greater cuts
could have been made in accounting than in field staff given the
need to increase loan volume, and consideration should be given to
cutting more administrative personnel and replacing them with more
field staff in the future.

Organizationally, SEFO remains quita clustered at the top as
demonstrated in Figure I. Currently there are a President, General
Manager (VITA), Projects Manager and Controller supervising
professional staff of 10 and a total of 94 loanees. This is
untenable.

It is the evaluator's understanding that the President of SEFO is to
retire, as mentioned earlier. After his departure, it would appear
wise for SEFO to combine the offices of the President and General
Manager, with the VITA representative assuming the role of a
techgical advisor during a transition period of at least six months
with the new chief executive. Given sustainability problems, it is
recommended that the new President/General Manager be a senior
executive with a background in commercial and/or development
banking, with specific experience in SSE lending . The selection
process should be rigorous as this decision will in large part lay
the course for SEFO's future development,

Jb
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SEFO's Board, currently composed of representatives of shareholding
entities is reported by SEFO staff to be somewhat constrictive in
its decision-making, and they have not been forthcoming with new
capital investment. Given these circumstances, it would appear
prudent for SEFO to explore either an expansion of membership and/or
a turnover of membership through structured retirement. It is
therefore recommended that recruitment of independent Board members,
mainly from the private sector, be considered as a condition for
additional support to SEFO. How this would be handled given the
shareholding status of current members is a matter to be explored.
It should be kept in mind, however, that shareholding status does
not confer automatic Board membership. In the opinion of many, the
Board clearly needs revitalization as a sign of SEFO's move into a
new era.

2. Management Information Systems

while the aforementioned computerized systems for monitoring of the
portfolio are sound and efficient, the same cannot be said of
accounting and management information in general. Statements from
management and the accounting office in a variety of
areas--including budgetary and cash-flow projections--varied,
sometimes widely, requiring continuous cross-checking and making
analysis extremely difficult.

The interface between the computer section in the projects
department and the accounting and management sections seems to be
weak, leading to what appears to be different data bases within the
organization. This is a potentially significant problem for
management, and it is recommended that an overall computer system be
developed that will fully integrate tracking of the portfolio with
the management of accounts.

c. The Role of VITA

By all accounts, VITA has played a strong role in assisting SEFO
through troubled times. The relationship between the current
Genl8ral Manager and SEFO staff appears strong, and, judging from
private conversations, he is appreciated as a sound technical and
analytical resource person who leads through competence and good
technical judgement.

The actual impact of VITA is seen in two main areas: organizational
and program/planning, and joan-information systems. On the planming
side, VITA's two managers to date both appear to have been

successful in steering toward more streamlined staffing, review and

2d
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monitoring systems. This in turn has been backed up by the
development of computerized monitoring for the loan portfolio. They
have been less successful, however, in gaining better clarity on
financial information and in decentralizing decision-making within
the organization.,

Given the overall quality of assistance provided by VITA, it appears
critical that it stay involved with SEFO to guide implementation
under any new USAID funding. This assistance would be critical for
two reasons. First, if the methodology suggested herein for a more
minimalized credit approach is adopted, SEFO will need to re-orient
itself both to greater decentralization and to withdrawal from a
technical assistance role. External advising in this process based
on experiences gained elsewhere would be important in this
transition,* as would be the data systems to back it up.

Secondly, with a change of leadership upcoming, the stabilizing
effect of VITA's presence, together with its intermediary role with
USAID, would prove critical. For these reasons, consideration
should be given to extending VITA's assistance to SEFO at least
through the first year of newly funded eiforts. As stated
previously, this time span should also include a minimum six-month
overlap with the new President/General Manager. As the Presient
will be retiring by the end of the year, both time periods should
coincide.

*International visits by key SEFO staff to successful and more
sustainable credit projects, such as USAID's Community Enterprise
Project in Kaolack, Senegal (run by New Transcentury Foundation)
would be very worthwhile.
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Stakement of Work

I. Background:

The Mission 1s requesting an evaluatjon of the Small and
Medium Enterprise Development Support Project. This projechr
assists the Small Enterprises Financing Organizakion (SEFV),
the only organization in Liperia that loans money
exclusively to small and medium business2s (fixed assers
below $50,000). USAID began its assistance to SEFO in 1984
through the PVO, PfP/International. iith the demise of
PfP/I, VITA kook over the technical assistance for this
project in January 1988. The PACD is currently scheduled
for December 31, 1989, although we are considering the
provision of additional funds in FY 89.

. II. Objecktive:

Tne purpose of the evaluation is Lo look ak the prospect.s J:
self-sustainability for SEFO. Furthermore, the evaluation
will assist USAID in determining whether addizional A.I.D.
funds should be allocated and for whak purposes.

II1. Scope of Work:

The consultant will review the 1986 evaluation, 1983
assessment report and VITA cooperative agreement as
background material.

S/he will interview GOL and USAID officials, SEFO
management, board members and a random selection of SEFO

clients.
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The primary question the conshlﬁant must answer 1s: can
SEFO become financially viapble? If SO0, what steps wil]
have tc be taken for SEFO to achieve financial viabilaity?
Given that the USAID funds terminate in December 193y,
will SEFO pe at the preak even poipnt by then?

A. Institutional Analysis;
The consultant will also answer tne following
Juestions:

--Are tne SEFO procedures in place adequate to
appraise loan proposals, monitor loans and serve
clients (i.e. should recordkeeping or financial
management assistance be provided to clients)? what
are the cost implications of tnis for SEF0? (rhe
consultant should concentrate on post-198> loans in
looking at these questions).

-~Are personnel responsibilities and lines of
authority clearly defined? Are all personnecl
Justified/required in light of the portfolio size?

'B. Financial analysis;

Tne consultant will make recommendations for:
--increasing loan repayments by borrowers;

--increasing tne capitalization by SEFO membery (if
needed) and size of tne loan portfuiioc,

--and increasing the numper of SEFO clients,

Furthermore, the consultant will:

--Determine the interest rate(s) SEFO would neea to
charge to be profitable.

AID 1300-] (6-80)

’



S

+

UNITED STATES INTERNATIONAL
n:v:uorun:‘::::-:awon AGENCY 0 worluheet (X mouinnce PAGE. _“6 ot "8"" PAGES
onr
INTEANATIONAL DEVELOPMENT 1. Cooperating Country

CONTINUATION O rnox Liberia
SHEET 2a. PO Number ™.
Amendment
O riop £ Orignal OR No.

3. Project Number and Tutle

& romr 669-0510

O ramr Small & Medium Enterprise Developme
Support Project (SMEDS) Evaluation

Indicate block | Use this form to complete the information required 1n any bleck of a PYO/P, PIO/T or PA/PR. For PIO/C, furnmh th
numbers number, quantity, descnptinn/specificanons, including catalog stock number md,:nc: vh?n n\n?hk. G, fuem e tems

-econduct financial analyses using various
assumptions to determine SEFO's breakeven point;

-=-scrutinize SEFO's lending strategy for 1Y89 and
develop alternative strategies if necessary;

--determine si1ze of the loans, that SEFO should mak:
in order be apble to cover operating expenses;

--evaluate all operating costs

C. Role of VITA

--Determine if the technical assistance peing
provided by VITA is adequate and/or if there is a
need for short term consultants.

IV. Qualifications: The consultant shall have the
following qualifications:

Strong financial and analytical abilities.

10 years experience with credit institutions lending to
small businesses of which at least five must have been
spent in Africa.

Demonstrated capacity in financial analyses of
small/medium businesses.

At least a masters degree in business.

References are required.
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V. Timlngz

The consultant is expected to complete this scope of work

in three weeks.

VI. Reports:

Tne consultant will submit a draft report summarizing
his/her findings three working days oefore departure,
USAID/Liberia and SEFO comments will be incorporated into
the final draft report to be submitted before departure.

AID 1300-1 (6-80)

4
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APPENDIX II

Financial Scope of Work for Coopers and Lybrand, Ltd.
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DRAFT

In the current evaluation of SEFO by USAID, a major
aspect involves the present and future viability of
SEF0 as a credit institution. In this regard, we
wish to ascertain, verify and assess financial data
on SEFD’s present and %uture status in terms of its
capital base, and debt cbligaticns, and cash-flow.
As there is sagnificant déia on hand, the major
tasks will be to: update and verify financial
informaticn documented in enisting reports and
assessments; clarify certain key issues regarding
its capital structure and cash-flow; and analy:ze
projgctlons on the type and magnitude of future

finéncial inputs necessary to attain viability.

Coopers is being requested to carry cut this work
both to assist the evaluator, whose time is limited
as well as to render an independent, third-party
assessment of the fipancial data and projections

made. This is crucial to decisions that need to be

Dy



II.

made in the short-term by SEF0 and USAID regarding

the future of the institution and its programs.

f Wark '

(]

Specific Scope

Working in cocrdination with SEFO seniorfstaff and
Wy

“ ¥

the USAID evaluator (Mr. Fred O'Regan), épd

summarizing all data as at December 31, 1989,_

Cooper’s will:

1. Preocduce a Balance Sheet far SEFO as at 31,

December, 138%

2. Determine the capital structure of the
corporation, showing: (1) the ewisting
capital structure; (2) the projected capital
structure based an the canversicon =f FMO
debt to equity (as described in the VITA
assessment report at June, 1988 -attached);
and ¢(2) the projected capital structure
based on other debt-to-equity conversicns

proposed.  (To be discussed).



different donor/lender institutions.

6. Lastly, a separate source and application

schedule should be prepared for USAID funds.



APPENDIX III

Financial Statements

l. Pro-Forma Cash Flow, 1989-91

2. Cash-Flow-Workings on Loan Principal
and Interest Collections

3. Utilization of Donor Funds
4. Balance Sheets (two pages)
5. Capital Structure

6. 1988 Pro-Forma Profit and Loss

2
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SEF O PROFORNA CASH FLOW (1989)

($,000)
ACTUAL PROJECTED
1939 1350 1351
Jash Recaipts:
Luahis:
“BL.' DA 120 - -
Sub-Total 120 0 0
Share/Donated Capital/Grants:
FUO "USAID) R - -
50L 13 100 100
Sub-Tstal 198 100 100
Loan Coliections 298 M 432
Gross Income: -
Interest-Loans 136 158 170
Proj. Investig.Fees 6 7 )
Penalty [nt, & Chgs. 17 15 13
Other Income Generating 179 260 20
Miscellaneous Incoae 2 4 4
Sub-Total 340 14 i
TOTAL GROSS RECEIPTS 953 885 1,003
Zash d1sburszaent:
Portfolio Investaant 400 400 500
Ada. & Jper.S.penses 278 280 280
financral Charges 146 43 5]
NBL/IDA 132 35 3
FNO 113 - -
CIP Prograa Expenses 77 3 70
Tspital Expenditure 3 100 -
TOTAL DISBURSEMENT 1,181 919 930
Net Cash [aflow (198) (%) 73
Sagiatng Sash Balance M6 T 148 14
-ash Balance Before Bank Interest 148 114 187
Tatarast-Taep, livestaent . 0 0 0
Ending Cash Baiance 148 114 187

] tﬁent
Best Available Docu V} :



A)

9

0

E)

SEFOD
CASH FLOW - WORKINGS ON LOAN PRINCIPAL & INTEREST COLLZCTIONS

LOAN PRINCIPAL 1988 1989 1990 1991
-------------- $ $ $ $
Ending Dalnces:
12/31/88 Good Loans 750 500 250
1389 nev 400 270 140
1330 nev 400 270
1391 sad 300
Due for Repayaent
1299 %ew ) 3 years 130 130
1990 Nev )3cpayaent period 130
Principal Collection
1988 Existing 3ood Luans 250 250 250
1989 Nev ) 79% of (B) 91 9
390 Nev ) 91
230 34 432
2SI &8 23
Principal on which 1nterest
is earned for the year:
Nev 1989 (Ave Opening & Begining Bal. 200 333 203
1990 e ' 200 335
1991 nev ' 230
200 333 790
SS2ITITRT  223IIIII  SRTZ=IR3D
Interest Collected -
New 1989 - 70% of 16.51 of (D) 23 62 91
On 12/31/88 belance:
Per Previous Year 130 113 9%
LESS: On repayaent (un {an an
113 9% 1
TOTALS 136 158 170
SISTRS=ZR  IT=TIS=T  =szzgs=s3s

Best Available Document


http:12'31.88

S.E.F.0, UTILIZATION
0F DONOR FUNDS

1$000)
Adain, % Oper. Finanzial Loan oIe
Expanses  Charges Disburseaent Program  Others TOTAL
$ $ $ $ § $
NBL / IDA 46 46
GOL 60 &80
Us/AID (PVD) 89 130 66 55 340
0
TOTALS 149 0 176 66 55 446
4+ SI32=8s SRIIII==IuS
S.E.F.0. UTILIZATION
OF USAID(PVO) FUNDS
($000)
Staff Coapensation kh] 33
Rent 3 3
Utilitias 7 7
fasoline 3 b]
Stationery Supplies 3 b
Repair & Maintenance ] 6
Advertising & Proaotion ! 1
Travel | 1
Cosmunications 2 2
Prof. Services | 1
Hiscellaneous ! i
Back Interest - NBL 35 KH)
Loan Disburseeont: 10 10
¥inston Pryce b] 3
Meyena Chair Rental 3 3
Kallay Medical 10 10
Angie’s Restaurant 5 b
Jafferson Vegetable 7 N
Geo-Services 0
Cash obligated for Approved Loans 90 90
CIP Prograa 0
Breeders k74 2
Feeders M 34
' £ %0 $130 66 955 $340

Best Availakle Document



SMALL ENTERFRISES FINANCING OFGANIZATION
EALANCE SHEETS - LIABILITIES AND STOCHHOLDERS CQUITY
DECEMBEF 321, 1388 AND 1387

Avcumul ated Losses

(2,343, 547

UNAUDITED AUDITED
1388 1387
L% L%
IARILITIES AND STOC!MOLDER'S EQUITY
Currant Liabilities
Aaccrued Eqpenses 439,216 123,202
Miscallaneous Sredits =6,716 10,814
Furrant portion +f long-term
debt ‘ 186,906 28,208
Total CTurrent Liabilities 262,828 164, 304
Long-term debt 30,758 <, 011,200
Total Liabilities 1,093,596 2,675,512
Amount to be converted into
Subsidy 1,443,885 -
Stockholder’s Equity
Capital Stock 852,601 752,601
Less: Treasury Stock (250, 000) -
602,601 732,601
Donated Capital 759,22 a0, 000
Capital Feserve 150, 000 -

2,231,651

. B - et S o s s o

Deficit 1n Stockholders? equity (831, 718) (973,050
Total Liabilities and
Stockholders' Equity $1,705,762 %1,696,46

Best Available Document

S o o e v s o g s v
e

o e e o s ase v ey ot
=gt



CAPITAL STRUCTUFE AS AT DCCEMEEFR 21,
1388 AND FFOJECTED DECEMBER 21, 1989

SHARE TAPTTAL

@ e tem s rem 4 e ma e e -

Liberia Bant o Develuopment
and Investment

Patherland Duevelupment
Finance Company (FMO)

Nabiomal Huousing and Savings
3ank

Agricaltui a1l and Cooperative
Rovalupment Tant

Laverla Finaeie and Trust
Cooperaton

Carbnership for Productivity

Total Share Capital

DONATED CAFITAL

- e o B et s W o o s o i — —

United States Agency for
International Development

CAPITAL FESEFVE

Balance Degember 31
FEVENUE RESERVE

Balance December 231

TOTAL CAPITAL AND RESERVES

Best Available Documer:;

DEC. 31’00

T St Rt St et s 0ass Beey et e S L Pt Ser

255, 000

250, 000

155, 016

759, 228

(2,343, 547)

S e o e ey iy ma w—
— e et e B s e .

$0% 10000 6es 0es retms o1 @ saive St

MERTAGT

n'll-4

DECFCASE DEC. 31789

(250, 000)

o e - ceor mers

255, GO

PR

dodady 016

154, 000

- 25, 000

- 13,585
(250,000)  &0O2,E01

- 753,208

150, 000 150, 000
1,442,085  (0979,E662)
$1,343,885 $612,167

S et e o e et St wwee o
=t — ]
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SEFO 1988 PROFORMA PROFIT & LOSS STATEMENT

{$000)
hetual Projected
Gross Income 1988 1989
frajected Insestigation Fae (N-7) 7 6
Penalty Interest 3 30
conartaent Fees -0)- -0~
Interest Income on Loans (N-5) 187 276
Interest Incose Tesporary
Investaant (N-11) 4 0
Sub-Total 22 312
Other [ncose fenerating Activities 69 179
Niscellaneous Income 2 2
Total Gross Incuae 297 433
LESS Operating Expenses
Adeinistration and Others 326 278
Finance Chargas (N-10) 89 44
CIP Progras 0 n
Dapreciation/Amortization 17 16
Total Expenses 432 415
fross Incoae LESS Oper. Exp. (135) 78
pvo 89 935
GOL Grant 60 100
Net Income (Loss) before Loss Prov. 14 213
Provision for Loss (N-13) (216) (103)
Net Income/{Loss)(after Loss Provision) (202) 170
Foreign Exchange (Loss) /Gain 150 0
Net Profit/(Loss)(after Loss Provision) (52) 170

Best Aval



APPENDIX IV

Active Loans, Post 1985
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APPENDIX V

Loan Projections, 1989-91




2

11 tman Portfnlin Ltoan Mix Yra. Int rote La/cal Prin amt Est Yearly Bad Loan89 Total yrly

VR v et e yrly av vivry ¥ cap.return coll prin teofr e flow
80.0% 5.3%

o, porrar active Toan-: 4 .00 rol -

FLragerted A2 Joans.: 45.00 )

Fetal o tawe laan e 1397 .00

tatagary [: ¢0 43,000

fvrr 1o valie: 2,900.00 15.5% (NBL)

oo o e 1 Lo 2 g.n Frior: } 2,900.00 8n.0% 2,320.00 _  12}1.80 &.441.80

M. of new loane~: 4.00 New? 1 1,087.50 80.0% 870.00 45,68 915.48

Nor, term (yrsl): 1.00

L tatal lnang: 17.38

T tetal loan value: N2 20.0% _ _. .. ..

Uil A9 Cat.l laans: 11,600.00 Prior: 7 2,900.00 80.0X 14,240.00 652.40 17,092.40

ol ) tab.l leans: 34,800 .00 New: 3 1,087.%0  B80.0% 2,610.00 137.00 2.747.03

Eataeery Bl 430000 1 OON0

ety loan alue: ST, 00 1%.5% (NBL ) -

Hu. of ex1 Ling loans: 57.00 Prior: 3 2.416.87 80.0% 3,800.00 304.50 4.,104.50

Heo ot trw Toang: 15.00 New: 2 906.25 80.03 1,450.00 76.13 1,526.13

n.eor Lerm (yro o) 3.00

$tatal loan - .41

Z Lotal luan value: .42 20.0% o i

odue tar rat L1 loane s *37,25%0.00 Prior: 54 = 2,41&4.&7 80.0% 104,400.00 5.481.00 109,191 .00

Yalue all Cat. 11 luans: 652,500.00 New: A =—HE.23- B0.0X% 23,925.00 1,254.06 25,181.04

—_—t -
tatagoer, HID: 110,000 -
v b value: 4,050.00 15.5%  (NBL) i

i, of existing luang: 29.00 Prior: 14 4,8%0.60 80.0% 54,320.00 2,851.80 57,171 .80

Hooo of tvw loans 2 &.00 New: 4 4,850.00 80.0% 15,520.00 814.80 146,334.80

Aver Llerm (yrs . ): 5.00

3 otat o)l Yo .21

T Lutal loan valye: .05 20.0%

A ETTRRAT AL IEY 2O I T PYPY TR 14%,% w00 Prior: 15 4,850.00 80.0% 56,200.00 3,055.50 61,255.50

“alue all CaL. 111 loans: 848,750.00 New: 2 1,818.7S 80,08 | 2,910.00 152.78 3,062.78
s.t.: 2688,545.00 15,149.46 303,714,466

1989 capital reqgs.: ( 37&,350.0n)

Colnie et Joana: 6,350 .00 - : _

AN FYTLRNTY FY ITIE IR TN PO TR 1,172,700 .01 Cap. fund shortfall: ( 22,63%.34)

Yilue all Inans: 1,7%14,0%0.0n o .

LNew artijve loans: )}

Pe-luer o § NIW 2 114,100 .00

talles trdd NBL prain.: 10,2180 ,.00

tesdler Boeed NBL it _: 40,449 .60 31% NBL : 12,537

t
Best Available Documen



AU b et fay) g0, Fran Mix Yrs. It rate L n/Lal Prin amt Cst Yearly Bad Luanyy lutal yr,

1990 I'rojert inns rrly av rocury g cap.return coll prin cap reflow
0 ox 5.19%
N prior artive Inans: 1397 .00 Cul *H-
LT T R | iresl in *po: 12.0n0
I'rnjected 90 loans: %5.00 ’ . L
Patal o tivee loane.s 145.n0
14
Catagory [: $0-33,000 ) ’ ST "
Aver loan valye: 2,900.00 18.5%  (nBL) : e el = . "
Hoo ol exisnl . loans: " 6.00 Prior: 1 ""2,%00.00 B80.0x ~.2.,320.00 121 .80 2.441.80
No. of new loans: 4.00 New: 1" ""1,687.50 - 80.0% - B7o. : 45.468 ?15.48 o
Noe Tonsnes retired: &.00
nver. term (yrs, ): 1.00 S =
W@t al loang: 27.17 . S
% tntal loan valye: : .02 20.0% ; ' ' =T HT ™
Haline 90 Cur .1 Joang: 11,600.00 Prior: " ° 5 ‘=388q o 80.0% 11,200.06 . 60%.00 12,207.00
Value all cat.g loans: 29,000.00 ° T News" T - 371,587,506 “'g0.08 7 " _-‘2‘51'_0.&5 TTi37 .03 2.747 .03 "
3 ot
. Calagory 11: $3000- 10000 = w
i
rver loan valuye: 7,250.00 v 5
N ol existing loans: B84.00 8,139.33 %
Nu. of new loans: 42,00 4.578.38 - "
- NuL Joan:s retired: B.NO
' Nver Lerm (rrs.): 3.00 v
X Lot al Dosiges: .40 i
Z total loan valye: .40 ; EEa ¢ S e = *
Vasloee 290 £t 10 Toana: 239,250.00 ’ B B0 S.a1s&y - 80.0% 154,488 .67 8,120.00 162,786.47
Value all cat.qp loans: 4652 ,500.00 Naw: “ﬁ'?"“f:m-ﬁ" ’ 80.0?_-_253_56‘50 % 1.,370.2% 27 .470.25 an
rll-|'|ur,‘ 111: 10,0004
vt loan value: 24,250.00 15.5% (NBL ) e - i .
Hiv. uf existing Inans: 30.00 Prior: 14 4,850°T% ""_'Wfrﬁﬂi?.ﬁﬁﬁ"_‘- 2.851.80 57.171.80 “
e ol pusa lLian:.: E 9.00 New: 4 4,850.00 80.0% - i5,520.60 _ Bl4.80 16,334 .10 -
Mu. loans retired: 5.00 EEREE e ST .3 Ui
PT Lerm (pre, ] )s 5.00 e ) =
Z Lutal loans: A7 el
Ll gl lewan v lopee: .50 20.0% = E
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