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Mahaweli Enterprise Development (MED)

The development of the natural and human resources of the
Mahaweli river basin is a high priority of the Government of
Sri Lanka. The construction of physical infrastructure, the
settlement of the land and the formation of the agricultural
production base are largely completed. The challenge now is
to build a diverse, dynamic ceconomy capable of steadily raising
Mahaweli family incomes.  In meeting this challenge, the
private sector - farmers, entreprencurs, compantes. community
groups, non-governmental organizations - s an smportant role

to play.

MED is a project of the Mahaweli Authority of Sri FLanka and
the United States Agency for International Development. MED
promotes investment and ciiployment generation by the private
scctor in non-farm cconozic activities and contrict ougrower
programs producing diversified crops. MED does this by: (1)
develeping technical, marketing, financial and other services
which assist self-cmployed individuals, nicroenterprises and
companices to start and improve their businesses: (i1) developing
entreprencur associations and other participatory groups: and
(iii) carrying out studies and analyses 1o improve  the
frameworks for devclopment in the Mahawel; areas.

The Employment. Investment and Enterprise Development
(EIED) Division of the Mahaweli Authority s the MED
implementing agency. Technical consultiney 15 provided by a
consortium led by the International Science and Technology
Institute, Inc. (IST, and including Ag. skills, Development
Alternatives, Ernst and Young, High Value Horticuhure and
Sparks Commaoditics.
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PREFACE

This report has been prepared as a background document for a number of discussions on
the role of Business Centers. 1 have attached as annexes: (1) several tables indicating key
results; (if) a description prepared with Sunil Amerasinghe, Director of EIED, of the
EIED/MED program and the several shifts from 1993 to 199 in target groups and activities;
(iit) excerpts from the May. 1994, sustainabilit: assessment of the Centers carried out by Dr.
Richard Huntington, a rural enterprise development specialistwho heads ISTI's Agricuitural
Division; and. (iv) a description of the EIED/AIED microenterprise credit program,
prepared with M.W. Panditha, the MED Credit Advisor,
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Introduction

Business Centers were established during 1992 in 12 rural locations in six Mahaweli systems
(B. €. G TL Kotmale and Uda Walawe) which are located in six provinces (Southern,

Sabaragama, Central. North Central, North Western and Uvay.

This document provides an account of their ongin, the process of getting them into
operation, their senvices and clients and then mipacts. Also included are some remarks on
lessons fearned and adjustments made i the ight of the ongomg experiences. This is an
itial account. compiled i response to requests for information on the Centers and the
growing interest in them as piot ettorts in o paticaln tvpe of approach to rural caterprise
development. There is also interest an the part of leaders and olticials in considering the
Centers more closelv in the future as o liwotaton esperience. to capture and share the
learnings from this experience with others engaged i rural enteprise development in the
Country, and 1o use whittever fessons there may be i the development of aneat generation
oi approaches.  After discussion of this document. and  the cathering ol additional
mtormation. a more complete desenption of the Centers will be prepared

Business Centers are popular as a development tool in the industiialized countries. For
mstance. they exist throughout the US and Western Furope and can be tound at all Tevels -
national. state or provinee, city, county, town, ete. - with a wide range of tvpes of chients,
trom high technology, well financed compames to unemploved industiial workers, and types
of services, from specialized financiad and technical consulting 1o motvational traming.

hiereasingly in developing countries various tvpes of Business Centers are bemng established.
In Eastand Central Furope and in the newly independent <tates in the former USSR arcas,
Business Centers have become a commonplace carly step an ereating the framework for
supporting enterprise formation and emploviment gencration.

In comparison with other Business Centers, the Mahaweh Business Centers are unusual in
their combination of a number of aspects - theirvers rural locations (rather than provincial
cities or regional centers). their tocus on the delivery of extension services to rural private
enterprises. partcularly non-torm <elt-cimploved individuals, mictoenterprises and aspiring
cntieprencurs, and then support tor the development of participatory associations of
entreprencurs (rural chambersy. “They are also anusual i then parallel support for tie
development of contract outgrower schemes Inking established companies with small
farmers in the production ot diversitied crops

However setting up the Centers and operating them raises questions which confront other
Business Centers - who are the chients, what are the services, what are the impacts, how are
the services to be sustained, how (o nanage, monitor. evaluate and report.

Business Centers are not o cure-all for rural areas with an unsure cconomic base, but they
can be cost-clfective elements within a broader development strategy.
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Process analysis. A process analysis of the Centers could consider a number of aspects -
the process of setting up the Centers, the process of integrating the work of clients, officials
and consultants, the process of identifying training nceds, the process of facilitating credit
access, the process of planning and reporting, the process of strengthening the linkages
between the Center and the local community, and so on. Which process one would look
at most closely would depend on the purpose of the analysis. While this document is not
a process analysis as such, in describing selected key aspects of the Centers comments are
made about the processes involved in each.

Origins of Business Centers

Enterprise employment in the dry zone and Mahaweli arcas. Since the 1970's increased
attention has been paid to the potential in the dry zone for generating private enterprise
employment. Measures were taken in Mahaweli settlement arcas with a view to realizing
this potential more fully and rapidly than had occurred in carlier dry zone settlements,
These included: (i) the grouping of a sufficiently large number of settler farms. (11) the
allocation of farms of sufficient size (usually | heetare of irrigated land), (iii) the setting
aside of lands for Larger "commercial farm” agricultural production, and (iv) the development
of a planncd series of hamlets, villages and town centers with sites for commercial, industrial
and service enterprises. Although there was concern expressed that other aspects were not
sufficiently addressed (such as the relationships between the planned centers and the pre-
existing nearby centers, such as Mahivangana, Kekivawa and others, it was considered that
the measures which were adopted would contribute to sufficiently high farm family incomes
and "agglomeration” economies which, together with public sector investments in physical
infrastructure and in the development of the agricultural base. would support the
development, at an accelerated pace, of private enterprise jobs in non-farm sectors and
nucleus farm - outgrower schemes. A further measure taken was the establishment of the
EIED as a specific organizational unit responsible for promoting enterprise development in
the areas.

EIED and its multiple missions. In 1986 a special unit, the EIED (Employment, Investment
and Enterprise Development Division), was setup within the MASE. to foment private
enterprise development. The mission of the EIED covered a wide range of activities:

- the promotion of inward investment into Mahaweli arcas by medium and
large scale investors in commercial farms, nucleus farm - outgrower schemes
and the agro-processing sector. Irrigated lands in System B and. to a lesser
extent, System C, as well as rainfed highlands in other areas were reserved for
such investors.

- the recruitment of small, medium and large industrial investors into industrial
estates.  Lands for such estates were set aside in the systems and
infrastructure development initiated.



- the development of entreprencurship,  mainly  self-employment  and
microenterprises, by the second and third generation of Mahaweli settlers.

EIED staff were appointed to cach of the systems and a head office was opened to carry
out these activities.

Dual nature of EIED. ELED operates. on the one hand, as an extension agent, promoter,
advisor and facilitator for investors and entreprencurs, and, on the other hand, as an
implementor ot official policies and regulations and a monitor of the adherence 10
regulations by investors and entieprencurs.  Its activities include, for instance, assisting
cutreprencurs with business plans and loan apphceations and recommending whether a
commercial site should be allocated 1o an entreprencur to enable the start-up of a business,
to. on the other hand. recommending the cancellation of Tand permits when entreprencurs
have not complicd with regulations.

This dual nature of the role requires a rather deft balancing on the part of the officials.
Also, the balance withip the role has tended to shift with the shifting of the main role of the
EIED. As the role as become Tess one of promoting inward investment and more one of
fomenting the development of local entreprencurship, the nature of EH=D's vole has become
l<as one of enforcing regulations and more one of extending information and advice.

The customer or chient focus which is generally regarded as associated with suceess in a
service business, is gnte different from the approach once is accastomed to finding in many
public sector offices. Building and maintaining such a focus is one challenge with which the
Centers contend.

MED. Inmid-1990, the MED (Mahawel Enterprise Development) project was started with
USATD support to provide EILED assistance in promoting and facilitating inward investment
and in developmg entreprencurship and microenterprises. Industrial estates were not to be
assisted by MID.as USAID considered these as not likely to be a cost-effective approach.
The itial emphasis of MED was more on inward investment, particularly in the
agribusiness sector, than on nmicroenterprise development. although both approaches were
supported.

Promoting inward investor investments. [n its carly vears. while pursuing its wide mission,
EIED and subsequently EIED/NMED tended to place heavy emphasis on promoting (and
monttoring) inward investment into the Mahaweli arcas and on providing information and
other assistance to potential investors. With most potential investors based in Colombo, the
ETED head office took the Tead in these efforts. Major studies were carried out of export
markets tor diversified crops of potential interest to mvestors. major promotional efforts
were planned and excecuted. and close Tinks were maimtained with magor private firms and
with organizations such as the EDB and the GCEC, The response of Targer scale investors
to these EIED/MED cfforts has not been strong. tor a varicty of reasons, including the 50
hectare iimit on irnigated Tand for commercial farms, the inadequate communications,



transportation and housing infrastructure, the difficulties and high risks involved in pioneer
agricultural ventures in the dry zone, and the expanding availability to investors of higher
return, lower risk opportunities in industry, finance and real estate development in other
areas. The development of the industrial estates, meanwhile, has been slow. Given the
small size of the consumer market in the arcas, their locations were not of interest to
medium and large investors producing consumer products. For smaller entrepreneurs, the
infrastructure advantages of the industrial estates have usually been insufficient to offset the
lower costs and convenience of operating from their homesteads or near-to-home locations.

Shift of main EIED/MED emphasis to extension services for local entrepreneurship and
microenterprise development. In mid-1992, rural Business Centers were opened in each
syster, and by the end of that year nine had been formally opened and three others were
operating.  Although continuing to pursuc all three aspects of its mission (inward
investment, industrial estates and local entreprencur development), the opening of the
Centers marked a shifting of the primary emphasis of FIED to entreprencurship and
microenterprise development. In most cases the ‘opening” of the Centers was in fact the
renaming of the existing E1ED oftice: however. in doing so, it marked a reconceptualization
of the function of the ficld office and a clear recognition that the niost important role of the
ficld staff was extension, rather than enforcement. During 1993, this gradual shifting
continued, finally being consolidated in the 1994 workplan. With the emphasis on the small
scale scctor and extension. the Business Centers, with  their daily interface with
entreprencurs in the field. became (or, rather, are becoming. this is a process) the key
organizational units of FIED.

Purpose of Business Centers

In terms of results, a Center's main purpose is to assist entrepreneurs to start and improve
their businesses so as to generate employment. In doing this, the Center's also foment the
development of participatory associations of entreprencurs. A secondary, complementary
purpose is to provide assistance to nucleus farm - outgrower schemes. With the economiies
of the arcas of the Centers being dominated by settler farmer agricultural production and
with most entreprencurs being members of farm families, this combining of microenterprise
and outgrower scheme development activities occurs quite naturafly.

Using the language of agricultural develepment, the Business Centers are "extension
centers”. Over the longer term, a purpose parallel to the "results’ purpose mentioned above
is to achieve the sustainability of the Centers themselves as extension seivice imstitutions
contributing to the development of the arcas.  This is particutarly a concern when one
considers that at the end of 1996, MED support will have been phased out.

The purpose of the Centers has evolved steadily from one which was quite broad to one
which is now more sharply focused.  The process of retining the focus is one which
continues, for as issucs are identificd and resolved, others arise. This process naturally has
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implications for staff and for the role and functions of the different organizational units,
During the period that EIED maintained a strong emphasis on the promotion of inward
investment, the Centers tended to be the field service and support offices for the unit in
Colombo which was responsible for the mobilization of investors. As the emphasis has
shifted to the development of local entreprencarship in the areas, the main role of the head
office unit in Colombo has shifted (or rather is shifting - this is a process) to one of
supporting the operations of the Centers.

Clients - microenterprises, Family based, with low incomes

The most direct beneficiaries of the services of the Centers are the customers, who are
referred to as clients to underscore the professional nature of the relationship (as for
mstance between business lawvers and accountants and their clients) and to suggest that the
sustainability of the Centers depends in part on the suceess of the clients.

Fhe Business Center elients are mainly home and family-based self-cmployved individuals and
microenterprises. In the Mahawel areas. 7577 of the non-farm enterprises are self-
cmplovment units, 2207 are microenterprises emploving no more than five people, including
the entreprencur. Most of the individuals cngaged in these enterprises are family members
and most of the enterprises (including those in the commercial arcas) are Jocated au or
adjacent to the hones.

Agricultural yields in these predominantly furming arcas (and in Sri Lanka generally) have
stagnated over the past decade and per capita real farm incomes may have declined. The
arcas are not experiencing the relatively vapid growth which has been occurring in the more
developed arcas of the countiy in the industrial, construction. and financial sectors.  In this
difficult cconomic contest. there is a steady need on the part of families, most notably the
poorerones. to supplement their farm incomes from other sources. and thus the imperative
interest in non-tarny enterprises and cmplovment.

At the same time. with the opening ceonomy, the products of the country’s industrial sector
and as well as imported products, for both agricultural mputs and consumption, are more
and more available in the arcas with improved levels of quality and competitive prices. The
combination of low average incomes in the arcas and the mcreasing availability of products
from outside results i the selt-cmployment and micioenterprise sectors (the main clients
of the Centers) being composed of many units, with very low fevels of business incomes,
which are undei constant thieat of competition,

A distinction is made between the Center clients who are existing entreprencurs and those
who are "aspiring”. Of the 3400 clicnts, 22 of the middle of 1994, an estimated 9% were
aspiring entreprencurs at the time of initial contact, and 23% are in the aspiring
entreprencur category currently. An additional estimated 187 of the clients were in the
start-up category (less than one year old) at the time of initial contact, Currently, of the
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clients who are operating enterprises, 34% are self-employment units and 57% are
microenterprises (five or fewer employees, including the entrepreneur).

Although only 20% of the self-employment and microenterprise units in the arcas are in
manufacturing sector, most (estimated 59% ) of the operating clicnts of the Centers are in
the manufacturing sector, although this breakdown should be used cautiously as many
enterprises have more than one activity.

Client targeting and promotion of services

At the outset, with regard to existing enterprises, the targeting of clients (which types to
serve, from which locations, etc.) was not addressed in a detailed fashion. There was
emphasis placed on small scale units and aspiring entreprencurs, but no specific targets were
set. With regard to existing entreprencurs, in practice, as most enterprises in the arcas are
small and need some type of assistance, the services may have tended to go to those who
could most readily usc (rather than most urgently needed) the Center services. In other
words, there was a fair amount of self-selection of clients. The result has been that there
is a mix of clients: while most are very low income businesses, there are others which are
quite prosperous, or whom have become quite prosperous. Sccondly, it may be (we are
examining data on this point) that a disproportionate share of the services are goiig to
enterprises located in the larger centers and in the more procperous areas within the
systems, rather than to the gencerally lower income interior arcas and less prosperous areas
(c.g., going to the sections at the upper rather than the lower ends of the command areas).
In reviewing data on microenterprise access to instituiional eredit in the areas, it has been
found that the business units located in the centers have a disproportionate share of the
credits. This may be for reasons of proximity and the same factor may be at work in the
case of the Centers.

With regard to aspiring entreprencurs, at the outset, targeting again was not ve ry specifically
addressed and services may have gone disproportionately to some groups or sections. This
point is now being examined. For instance, in the next round of entreprencur development
training, efforts may be made to attract participants from the lower income sections and
families of the systems.

Gender has been a target area which has been looked at from the outset, special efforts
have been made to expand the number of female clients and to attract female staff, and
several training programs have been mounted specifically for women. However, in the arcas,
the self-employment and microenterprises are largely male (72% and 819 of the jobs in
these sub-sectors), while the medium and Targe enterprise sectors are largely female (69%
of the jobs). In fact, 617 of the private wage jobs in the arcas are held by females, which
mainly reflects their concentration in the medium and enterprise sector (particularly the
garment factories). This sector also has most (629 ) of the non-family wage paying jobs in
the arcas. On the other hand, private non-farm male employment is concentrated in the
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lower income categories of own account workers. After recently reviewing data on this
gender aspect, and on the family basis of most of the self-employment and microenterprise
units, increased attention is being paid to the possibility of considering the family, rather
than gendeyr, as a key aspect in the taraeting of potential clients.

The decisions made. by commission or omission., to target particular groups or types of
clients and the metheds used to identify and promote services to these clients are more and
more being seen as critical. Targeting pre-start-ups  (aspiring).  expansions  or
“transformations” has implications for the level and tvpe of social and economic impacts, the
cost sitructure and cost recovery potential, the staff skills required. and so on. Also,
geographical targeting has implications for the siting of the Centers and the tvpe of services
to be provided. The trade-offs should be seen clearly. Ior instance. although mast (697%
of the enterprise units are in the iterior aeas and are on average smaller with fower
incomes, the ones in the centers tend to be lavger and may have (we are reviewing data on
this aspect) more cmplovment growth potential. Where should the assistance be targeted?
At every level, questions arise, for instance as to the relative balance to strike anmong
assisting the formation of new units, including units which are mainly clements within the
multiple activity swivival strategies of families, and. on the other hand. existing businesses
with the potential to expand and perhaps tansform themselves into small business in the
“entreprencurial” mode. In practice. also. the issue arises as to whether assistance provided
to one enterprise may negatively affect another cnterprise in the same area. This issue is
one of the reasons (there are others) why a program of small grants for individual small
enterprises (referred to as mini-PHPs, modeled on the MED Pre-Investment Program for
medium and targe enterprises) moves very slowly.

Client densities

There are an estimated (based on the 1993 survey of non-farm enterprises and employment
in the areas) 130.000 families and 11,500 non-farm enterprises in the arcas. With variations
among the Centers, there is on average one Center for cach 11.000 families and one Center
tor each 1.000 cxisting enterprises. The variations have arisen for idiosyneratic
administrative. communications or other reasons: for instance. one Center is operated for
the isolated Kotmale aiea, although the number of familics and cnterprises in the arca is
less than half the average. On the other hand, Kotmale, with no irigated farms, has a much
higher proportion of non-farm cnterprises,

Lzach Center has, on average, some 300 recorded enterprise clients fo; whom a record is
maintained in the database. The actual number of clients served it most Conters is higher
than the number recorded. as there has been only a gradually improving adherence by
Center staff to the procedures for recording all elient contaets. Duying any one month, 100
enterprise clients receive services,

IZach Center on average also deals with one established company and 500 outgrowers.



Center locations and equipment

The Centers are located at sites which are conveniently accessible to local entreprencurs.
As the target clients are mainly aspiring entreprencurs, self-employed individuals and
microenterprises, most of whom are members of farm families, the Centers are located at
the "block” level. Centers in some instances arc located within the complex of the Resident
Project Manager or of the Block Manager: in others, they are located on commercial sites
in a business area.

The initial sites for the Centers were selected opportunistically, based on the judgement of
the experienced EIED staff who had first hand knowledge of the areas and who had a good
sense of the most appropriate locations.  Subsequently, based on internal reviews of the
carly experiences, in which several Centers were having difficulties, several were relocated
(e.g., from Galnewa to Bulnewa; or from the back of the RPM'’s complex to the front, as
in Embilipitia) to sites of casier access to entreprencurs.

Selecting rural, as opposed to provincial capital or regional town locations, is mostly likely
a necessary measure in the dry zone, where entreprencur access is an issue and where for
most families the non-farm enterprise is the secondary activity.

Each Center is equipped with basic office furniture and equipment - fax, telephone,
photocopier, typewriters (English and Sinhala), and computer, with English and Sinhala
word processing, spreadsheet and database software.

While most Centers have all the equipment, 2 few do not. The lack of telephones has been
a constraint in several Ceaters, and delays in establishing the offices has in a few cases
delayed the installation of the equipment.

A persistent challenge is to develon an effective process for maintaining the office
equipment in all 12 locations in operational condition, as repairs and major maintenance are
problematical in the more remote locations.  Several administrative approaches to this
challenge have been tried, none as yet has been found to be foolproof.

Planning, target setting and integration of the team

These three processes, in practice, come together.

Program planning sessions were held quarterly basis during 1991 to carly 1993, and on a
semi-annual basis henceforth. All the professional staff of EIED/MED participate, along

with officials of other MASL agencies and USAID representatives.  The mcetings are
"facilitated” by the EIED/MED staff themselves, rather than by outsiders.



The initial sessions were not always smooth, with much discussion about purposes, activities,
and working relationships between EIED and MED professionals.  These discussions
resulted from, first the multifacted nature of the EIED mission, with its various elements
competing for resources, and. secondly, the inevitably ineremental process of integrating the
EIED and MEED personnel.

By carly 1993, a fairly solid coherence and consensus had been achieved on objectives and
activities and EIED/MED had developed effective working relationships based on a "one
team” approach. While these aspeets always must be management concerns, the need for
quarterly planning sessions was reduced and henceforth planning sessions have been
scheduled semi-annually.

The plans of MED/LILIED are produced on an annual basis. in line with the requirements
oi USAID. The plans follow the common pattern of identifving strategies, the activities
under each strategy, and the tasks under cach activity. By 1994 there were [0 activities,
cach with a single quantitative target to be regularly monitored.

The attempt has been to continually refine this arrangement. to tocus on the most effective
and cfficient strategies, activities and tasks, The activity arcas have evolved and been
redesigned during the various planning sessions and in the light of experiences. A fair
number of activities, mainly in the arcas of medium and farge enterprise development, have
been aiscontinued after experiences with them indicated that they were not effective.

Operating costs

The costs of the Centers are mainly personnel costs (assuming two professional staff, one
secretary. and a peon). which is consistent with their sernvice sector nature. It has been
estimated (Huntington, sce Annex HI) that as currently structured, if operated privately, the
costs would be Rs 80.000 per month (697 for staft and their transport. 1897 for amortizing
capital costs, and 13% for facilities. rent and supplies). An additional estimated Rs 15,000
per month per Center would be required for head office support and supervision,

This estimate includes the capital costs of motoreveles or, alternatively, the per kilometer
costs of using private vehicles tor ofticial use. It the purchase of a four wheel vehicle were
included, the costs would be higher. In practice. most Centers are equipped with a four
wheel EIED vehicle and the MED Busmess Consultants and some of the EIED staff have
official motoreveles. In practice ithas been very ditficult to reeruit professional women to
work i the rural arcas and the ditticultv inereases when a four wheeb vehiele is not provided
as tianspoi s also. above a certian level or age, some male professionals are very difficult to
recruit if four wheel vehicles are not provided.  To contend with this situation, for Mi:D
Business Consultants at the Centers, there is the option of using @ private vehicle, for which
MED funds pay per kilometer rates.
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Operating the Center out of MASL facilities is less expensive than operating privately in the
sense that there are economies of scale, for instance in providing security, cleaning services.
In instances in which the premises are not required by the MASL for other purposes,
opportunity costs of operating the Center are quite minimal. There are other effects, of
course. In some cases the Business Center fax and photocopier machines are heavily used
by other MASL offices which are not as well equipped as the Center. Nonctheless, not
having separate facility results in a sharing of many overheads.

In most of the areas, there are no alternatives to operating out of the MASL. complex, as
other premises are not available.

Other <osts. The program tncurs othey costs related to the activities of the Centers which
are of a non-recurrent, non-capital nature. These include, for instance, the costs of training
programs, market development activities (c.g., assistance with the costs of sample
production), cosponsoring varietal rescarch of outgrower schemes, and grants to partially
support a collateral fund arrangement for Savings and Credit Socicties. These costs have
been met with USAID funds,

Cost recovery

The Centers charge for the direct support services, such as telephone calls, faxes and
photocopying, which is done for clients.  This has been recently instituted. It does not
appcar to present a significant problem, although there is only a gradual compliance by the
Centers with the procedures for charging for these services. However, it is not expected that
cost recovery for these services would be important in the financial sustainability of the
Centers, not least of all because the services are only provided in the case of the absence
of private supplicrs of such services. As additional telephone lines are gradually brought
into the areas, as small business develop to provide photocopying and other services, the
need for the Centers to provide them will decline,

More critical is the question of cost recovery for professional services. For most training
services, some amount is paid by the client, although the principle applied is more one of
cost sharing to ensure that the clients put a value on the service than of recovering the costs
as such. For instance, for aspiring entreprencur training, the participants may pay the costs
of their daily bus transport to and from the program (the cost to them nay be much more
in time, as it may take more than one hour of traveling cach way to reach the training site),
but are not charged for other costs, Discussions have been held with the banks in the areas
on recovering part of the costs involved in preparing loan applications and following up
recovery problems, but as yet, fees are not charged for these services, There is, however,
an-agreement under which the banks rebate (o the entreprencurs a portion of the interest
charges for loans which are fully repaid on time.,
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Although much more thought can be given to cost recovery, as the client targeting has been
increasingly concentrated on the aspiring and very small, low income units, the cost recovery
issue has tended to become submerged in the broader concern of the cost effectiveness of
coverage and impacts,

Cost elTectiveness

Coverage. With regard to cost effectiveness, one approach is to consider the per unit costs
of coverage. Taking the figure of Rs 80,000 per month as the cost of a Center and adding
an addivional approximately Rs 15,000 per month per Center for maintaining head office
back suppoit and supervision of the network of Centers, the total cost is Rs95.000 per
Ceater per month.  Assuming that 257 of the Center's time is devoted to association
development and [57 to outgrower scheme facilitation. the balance 657 (Rs 61.750) may
be set against the enterprise clients, Dividing by the norms of 300 enterprise unit clients
per Center, and assuming 0.5 non-familv members vmployed perunit. the resultis a monthly
cost (Ra. 61750 divided by 450 tamilies) of approximately Rs 140 per emploved family
dircctly assisted. 1 the families assisted through the outgrower program (average 300 per
Center) were included. the per family coverape cost would fall to Rs 75 per family.

Lupacts. With regard to cost effectiveness in terms of purpose (employment generation),
the answer is not so simple. 1t is continually bemg readdressed wherever Business Centers
operate or are bemg considered.

A common question which arises is one of attribution. How is one to isolate and attribute
the benefits which acerue to the extension services of the Center. as distinguished, say, from
the benefits which could be attributed 1o the farmer whose agricultural income creates the
capability to pay for a microenterprise’s products and services 1o the bank which makes a
loan to the assisted client, to the client who invests moncey and tinme. to the other official and
non-governmental agencics which may have provided training or another service at some
point, and so on. The counterfactual situation (namely. what would have happened in the
absence of the Center's services) is related to this attribution issuc. A scecond set of
questions deals with the allocation of costs (¢.g.. whether costs incurred in catreprencur
association development shouid be set against craplovment creation). And a third set deals
with the measurement and valuation of benelits, meluding intangible ones (e.g., how w
value a job. what is the opportunity cost. how (o value a job saved what are the multiplier
cliects on emplovment. how to cousider the stfowing of rurad-urban migration, the
strengthenimg of frm faidiy houschold unitsy 1o all of which there are many arguable
answers. When dealing with emploviment ereation. o benefit issue sometimes mooted s
whether the jobs created are "permancent”™. This 1 an unfortunate concept, as one of the
defining characteristies of the small seale sector, particularly morelatively unfettered markets,
is the great amount chuining (startups, expansions, contractions, closures, reopenings) that
Is constantly occurring. I the arcas, some 2577 of the existing units close cach vear, a
proportion which is comparable to the closure rates in similar sectors around the world. and
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thus one of the aspects of the Business Centers is not so much creating "permanent" jobs,
but rather assisting new units to enter operation (ihis is the main source of employment
generation in such sectors) and existing units to compete and survive.

The debates on these questions are not joined in this paper, although those considering
Business Centers as a development intervention will wish to regularly revisit the issues which
they suggest.

For present purposes, we will use estimates which have been made separately of
employment generation, based on the Center's monitoring of clients.  These indicate that
per Center the assisted enterprises on average are gencrating directly some 12 positions per
month.  This suggests a per unit cost (Rs. 61,750 divided by 12) of Rs 5,150 per position.

StafTing and technical assistance

A typical Center is staffed by an EIED officer (Deputy or Assistant Manager), a MED
Business Consultant, a secretary and a messenger/gencral assistant (peon). The EIED field
officers normally have a professional background in investment promotion, training,
entreprencurship and community development or agriculture and considerable experience
in the public sector, including the MASL itself. The Business Consultants (all Sri Lankans)
have professional backgrounds in finance, accounting or a technical field, and work
experience in banks, accounting firms, private enterprises and the Industrial Development
Board.

Stafl time and activities. The professional staff are expected to spend roughly 50% of their
time in the ficld making enterprise visits, meeting with bank officials and in meetings of
Savings and Credit Socicties, entrepreneur associations and other groups.

Services

Professional services. The menu of serviees of the Centers has gradually, with experience
become more limited, which is an aspect of strategies to increase efficiencies by
concentrating more on services which appear effective and less on others. The Center staff
currently provide the following professional services:

- business identification, planning and problem solving;
I £ P 2

- credit facilitation (forming Savings and Credit Socicties under the Societies

NS
Ordinance, forming other group credit ties under the Agrarian Services Act,
assisting in direct access to banks, serving as field staff for MVCC);

- market development;
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- technology identification and adoption;
- training (technical, financial, management);
- entreprencur association development;

- outgrower program facilitation:

compliance with and understanding of official requirements (e.g., for land).

Support services. The Centers provide photocopy, fax, sccretarial, courier, lyping,
telephone, and translation services to clients.

Institutional context

Entreprencur associations and Savings and Credit Societies.  The non-farm private
enterprise sectors i the arcas are very wveak in terms of their broader institutional
development. The entreprencur associations and Savings and Credit Societies fomented by
EIED/MED are in almost all cases the orly participatory organizations available to
entreprencurs in the arcas. They are often, in etfect. the arcas "chambers”. In this they are
extremely important in terms of providing a reference group within the local community for
the Center, and developing such participatory associations and the Center's links with them
is another main line within the sustaiability strategy for the Centers.

Linkages with non-governmental organizations and line agencies.  The Centers have
gradually increased their linkages with non-governmental organizations and line agencies,
Activities have been carried out jointly with NGO's in a number of arcas, including food
technology and women entreprencurship development, and with line agencies with
specialized skills or functions (EDBLIDB. BOL CISIR) relevant to the needs of the clients
of the Centers. Developing these linkages is viewed as one of the main lines of the strategy
for strengthening the sustainability of the Centers.

Supporting the Centers from head office

The 12 Centers are supported by the head office in Colombo.  As mentioned carlier, this
growing support role of the head office. as opposed to it carlier primary emphasis on inward
investment, has been emergimg gradually over the past two vears. It is the responsibiiity of
the head office to keep the Centers equipped and supplicd. to respond to the requests from
the Centers for information on a wide array of technical and other topics, and also to take
the initiative to provide information to the Centers an opportunistic basis, to provide
training for the Center staff and 1o ensure that cach Center's staff maintain high standards
of performance. The adjustments in staff patterns, approach and activitics in the head office
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which are implicitly required by this changing emphasis in the head office role are being
made incrementally; it is a transitional process that is not always smooth. The Centers are
now the customer interface for EIED/MED, much as in a chain of stores or service stations.
Supporting, motivating and enabling them to perform is the main challenge confronting

EIED/MED.

Management information system and reporting

One of the achievements of the network of Centers is the unified MIS which has been
developed to record key information about clients, services and impacts. However, it is an
achicvement which is not yet complete, as the development of the software and its
application in a uniform fashion at the Centers has taken considerable time. This
experience - the delays, the problems of definitions, the difficulties in getting all the staff
to complete the data input forms, the use of parallel reporting systems, etc. - is not unique.

But the power of the MIS to permit reporting and analysis, when it is working, is unusually
strong and helpful in management and in improving performance.  However, a word of
caution - having such an MIS has exposed EIED/MED to unexpected difficulties, as
untrained consumers have misinterpreted and misunderstood the data. This is a problem
which appears to lessen as the system becomes more developed and staff become more
dependent on it. The most important potential in the system s in providing the Centers
themselves with a real time, constantly updated data base on their clients. Achicving this
is also a process which is as yet incomplete. Currently, the system can provide the Centers
with updates monthly with approximately a one month lag (e.g.. the August update would
arrive at end of September).

The more chief "stakeholders” there are in a program, the morce needs must an MIS meet.
Meeting the not always similar information requirements of the MASL and the USAID has
been one of the burdens on the MIS, which has led 1o its development and application
taking a considerable time.

A viable MIS is in many ways an important ingredient in the mix of measures required to
achieve satisfactory cost-effectiveness.

Financing the Centers

The Centers are financed by the MASL and USAID. The MASL provides the physical
infrastructure, utilities, most of the normal operating costs (including, for example, fuel,
telephones, office supplies), professional staff (on average two per Center) and, in most
cases, housing for one Business Consultant per Center. USAID through MiD provides the
one Business Consultant per Center, the office cquipment, a portion of the operating
expenses, housing in some cases for the Business Consultants and motorcyrles for the
Business Consultants.  The MASL provides the head office staff (currently some 13
professionals plus financial and administrative staff) and related support staff and expenses:
the USAID provides consultants (currently five professionals and a management information
specialists) at the head office.
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Sustainability

During January - March, 1994, a multi-agency task force which examined the "business
promotion services” (EIED) of the MASL recommended that steps be taken to: (i) the
strengthen services to develop the non-farm microenterprise sector and contract outgrower
arrangements: (i) strengthen the role of EIED as one of a facilitator and catalvst (rather
than as a direct provider of services) in achieving access of Mahaweli outgrowers and
entreprencurs and aspiring entreprencurs to the services of line agencies, enterprises and
NGOs: and (iii) shift to other agencies services related to the promotion of inward
investment by medium and large enterprises and direct export development. In May, 1994,
an independent assessment of the sustainability of MED supported services of EIED was
conducted. The assessment identiticd MED/ETED services and related institutions which
have been effective and which are potentially sustainable after MED support is completed.
The assessment found that the services for rural microenterprises and owtgrower schemes
were contributing to the creation of jobs at a higher and faster rate than anticipated in the
original project design, while those related to medium and large scale enterprises were
pecforming at less than the expected level. The recommendation was that during the April,
1995 - December, 1996, period a main objective of MIED suppart should be the
enhancement of the sustainability of the microenterprise  and outgrower  services.
Subsequently, three sustainability strategies for the Centers were identified:

- increase the efficiency of the operations of the Center,
- improve staff skills,

- expand and develop linkages and collaboration with participatory associations
and with other organizations (line agencies, training institutions, non-
governmental organizations, enterprises) with capabilities to provide services
to Mahaweli entreprencurs.

Replication and sharing

Replication is an idea that occurs often to those engaged in a pilot effort.  Usually,
replication does not occur as such, but rather lessons are learncd and passed on, not always
formally, and a next generation of efforts are built on the past experiences. Sharing of
lessons and experiences is an activity which can strengthen all those who engage init. For
ETED/MED, onc of the challenges in the future is te increase participation in such sharing,
both to gather ideas on measures which might strengthen the Business Centers and to assist
those working in other arcas to gain from what is being learned by ETED/MED.
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KEY RESULTS OF MED

OUTPUT INDICATORS: ENTERDPRISES AND EMPLOYMENT
(June 30, 1994)

—

Total Mahaweli Total Total Fotal Total Tedal Projec
1991 1592 1993 this 1904 tto
Quarter date
Total jobs created (including Full ume 1336 1192 116% ARA W44 4540
self, micro, small, medium and
large enterprises, not including Part time 74 690 a8 106 714 3080
outgrowers and parments)
Total jobs created mn eelf. nuicro Full tune 92 939 783 33 622 1266
and small enterprises
Part ume 410 492 476 141 35y 1697
Self employnient opportumitics Full time 628 447 180 42 [ 1373
created
Part ume 145 194 949 60 110 549
Johs created i micro and small Full time 297 92 6l A | S01 1%01
calerpnses of which
Part ime 268 M i by 249 114%
a) Jobs created by stytupe of bull time MU I I 41 135 X6Y
micro and smali
enterprises Part tinw 19% 112 b i 37 413
by Jobs created by expansions Full tine Y 246 6 230 166 1024
of micro and small
enterpriscs Pant ume 67 143 AR 78 212 713
Jol = created in agribusiness Full time 47 96 187 126 126 BO6
Part ume R3] 15% 142 210 27 k9|
Quigrowers 1450 RLILY 91 6224
J DI
Jobs created 1n other MLEs Fult time 17 187 14% 9N Y 470
Pant ime bl 264 1S 14X 492
Jobs created in garment tactones Full tune §183 1012 Xy RO 7145
Part time i 0 0 0.(x)
Clients assisted total NI N 2620 nl? 1402 1780
Aspiring entreprencurs 7501 %0 589 306 Stu 1187
Existing entreprencurs 134 2089 2035 $71 982 2023
Wonien clients assisted (a0 piring plus existing) 153 (L} it 131 2 ToOY
Clients trained 0749 My RERIE i 1260 940
Entreprencur development tramning number ol RRR 10 T uy 127 1368
participants trained
Other traming (ad hov traming) i 1403 M oY 1133 STKY
Husincss consultancics 1775 (AL Flood [ERD] (PN 26347
Busineas consultancics to women 6H7% [RLE) 240 156 567 5067
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OUTPUT INDICATORS: SMALL ENTERPRISES CREDIT
(June 30, 1994)

Total Mahawel [l fotal 1 otal Fotal otal Projpect
tua] RN (R this 1994 1o date
Quanter
Tota! loans submitted to Number of foans suh Sod "o Iny 1 2%
banks
Value of oans Ry oy IR [REND] MO RIR 11405 R
Direct foans submitted to Number of loans At AN ix, AN (AR [RERY
hank« for entreprencurs
Vatue of Toans (R ek, IRILTAY 1 Tesiny IRRT JATARY EURELY)
Dhirect Joans recerved from Number of foans Hiy ih 27 Ia 91 1324
banks
Valdue of foans (Ra oy RAN LXRRY [RIARN] LK) HUX) 3 't
b oar ¢ submitted 1o MVCC Numbe: of Joans b tee 183 13 [1th 260
Value of Joans (Re ooy A i AR [ 1w u.46)
Loans received trom MV SNunber alb oans see b 8] I IRE 1)
Value of Ly (R ooy, b b [RRV ERE| Pl LR
I onns subnitted to banks 1o Numher of Joans Nl v AR 1 [N 134
Navings and Credt Seicts
members NMalue of Jeans (R eay Nii 16y RARTE TR ERITA 17284
I oans recened by Savings Taamber o oans Ml i R 1 6 147
and Credit Socicty members
Vatue of loans (s 1rwy N 174 (R [ RRLR) e
Savings and Credit Sovicties Noob souctios tonmed K M 3 W 4 65
N submintted for rogstiation ! I 4 i i [iN]
Novrepintenad St in i N 10 N
g
Number ot giembors R Yu AR <1 12 el
Valur o meniber cguets TR ey i dons xR " 1 7% [
Vatue ol collaterad ity R onapy Nl (1 HRAYY N 12490 LR
Gieants to Savings and Credat Number of grants mads Nil I AR ) » 14 S
Sewachies
Vilue of grants made (R 00dy ~Nil Yix [RREY ARA] RN [REE)
Noo ot grants disburs) < AN Kl 15 N
Value of grant disburssmnts *al (W 14 i ARL 1106
Ry (kK
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OUTGROWERS
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OVERVIEW OF N\1994 TARGETS FOR EMPLOYMENT CREATION AND ACTIVITIES

Job creation

Total employment generation

Activities

Sceure land tenure

Technology transter

Market development

Stnall business tinanee
FHuman rescurcees development
Bustness center senvices

Agribusiness outgrower schemes

Innovitive ivestinent projects
Private associations

Policy development

Targets

Create 3,150 jobs, including 1,600 as oulgrowers

Issue 1OOO Tand grants, long term leases and housing
SHes to enterprises

Assist 100 small basinesses to adopt new technology
and upgrade existing technology

Assist P20 enterprises tosell products to new buyers
OF ew mathets

Arrange credit for 1100 small businesses
Train 2,700 entreprencur participants

Scrve 3100 small business clients

Assistcompanices to contractwith 6,000 settler farmers
tor export prmluc[jnn

Suppart Sthinnovative private investment projects
Assist the development of 20 private associations

Support 12 specttic actions o improve  policy
frameworks tor business development
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ACTIVITIES OF EMPLOYMENT, INVESTMENT AND
ENTERPRISE DEVELOPMENT DIVISION OF MAHAWELI AUTHORITY

l. Background.  Non-farm employment and crop diversification are principal avenues to
increased family incomes in the Mahaweli. To advance along these avenues suceesstully. with widely
shared increases in output and productivity. requires a continual process of technological and
institutional change. investments in human and physical capital, and a policy framework which
cncourages increasing efficieney in the allocation and use of resources. The Mahaweli Enterprise
Development project was designed during the late T980's 1o suppertactions by EIED and the private
seetor in all of these arcas.

EIED promotes employment, investment and cntreprencurship in Mahaweli arcas. The MED
projectsupports EIED activities which generate private scctor Jobseparticularly tor second and third
generation Mahaweli seiilers, and strengthen the covironment for sustiinahle cnterprise formation
and growth. During 1993, EL:DMED cfforts were increasingly concentrated on sectors which
preseatviable opportunities in Mahaweli arcas, particularly (i) non-tarm micro and small businesses
and (i) agribusinesses hased on contractoutgrowers growing diversificd exporterops. Activities were
scaded down i several other arcas, notably individual commercial farm development and direct
torcign and other farge seale investment promotion, which offer fewer prospects tor contributing to
Mahaweli development. The gradual shift o a more sharply tugeted range of activities was
consolidated towards the end of 1993 and is now retlected in the SED MED programmic for 1994,

2. Start-up. ETED started the project i mid-1990 with a core technical assistance team in
Colombo. Fullticld operations were mitiated in mid-1992. The complete set of activitics anticipated
i the design were carricd out during 1993, with the exception of the group credit phase of the small
business program, which will begin during 1994,

KX Clients. MED/EIED'S clients are entreprencurs and investors in Mahaweli arcas. During
1993 MEDETED served more than 2,700 clicnts, covering the full range ot enterprise types, sectors
and markets, through its head office in Colombo and 12 Business Centres located in Mahaweli arcas.

4. Services.  MEDEIED provide entreprencurs and investors with: (i) credit facilitation
services, such as doan preparations and appraisals and group lending arrangements; (i) technical,
cntreprencur developmentand business management traning: (i) individual business counscehingand
techmcal assistiance: (1) marke tand ted hnology intormation and referrals: (ivy assistance in obtaining
Lind and buildings: and (v) other support services where they wre not available trom the private
sectors such as telephone, fax and photocopying fucilities. Special cost-sharing grants are provided
tor innovative projects for pre-investment support, technology transter and market development.

The 1993 highlights arc

- LSOO jobs generated

. 6,000 ourtgrowers contracted

- 2800 entreprencur participants trained

- 770 entreprencurs assisted to access eredit from financial institutions, and
- 2 initial long term leases issued 1o businesses on commereial plots,
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S. Results. Entreprencurs and enterprises assisted by MED/EIED have created more than
9.000 jobs in Mahawcli arcas, 47% as contract outgrowers, 37% in small businesses half of whom
are self-employed entreprencurs, and 169% in medium and large scale enterprises.

6. Adjustments for 1994, The basic design focus on non-farm employment generation and crop
diversification through business development remains valid. Hlowever, in general, the interventions
tosupport smallbusinesses, including sclf-cmployed people, micro enterprises and small enterprises,
are yiclding results greater than anticipated, while those aimed at medium and large enterprises are
yiclding results less than andcipated. With our experience and in response to changes in
entrepreneur demands and the steady evolution of the policy framework, for the 1994 program we
have made adjustments to increase the effectiveness and etticiency of MED/EIED activitics:

- The emphasis on micro and small enterprises has increased;

- The emphasis on serving all enterprise sectors has narrowed, with agribusinesses,
including manutacturing and scrvices seetor enterprises which produce inputs and
services for the agricultural sector. now clearly the main, though not exclusive, tocus:

- The emphasis on linkages betweon non-farm and farm sectors within the Mahaweli
has increased, along with linkages with other Sri Lankan markets, including indirect
export markets in Sri Lanka. The cimphasis on direct export markets has lessened;

- The emphasis has increased on technology and marketing support services tor small
businesses, while maintaining the strong emphasis on credit services:

- The emphasis on sceure land tenure policies has now shitted from one of policy per
se, as the policies now in place tor the issuing of land grants and long term leases for
businesses are quite adequate, to one of implementation;



Annex 11, page 23

- The emphasis on medium and large agribusinesses is now on outgrower based
schemes while the focus on individual commercial farms is climinated™

- The emphasis on growing businesses within the Mahawcel has increased and there ds
now less emphasis on promoting inward investment. including forcign investment™:

- The main policy support activities have shitted from fand tenure policies to the
consolidation (restructuring) of Mahaweli services:

- The emphasis on developing entrepren sur associations and other participatory
associations has increased:

- The emphasis on strengthening the sustainability of MED/EIED business support
services has increased, while maintaining the strong cmphasis on achieving results.

1) Agribusiness. The main oppartunities for high employment agribusiness have been:
(i) Hand-labor intensive outgrower schemes which produce products for cxport in a senmi-
processed form. ¢.g.. small gherkins and tobaccor (i) services and manufacturing activities which
produce low cost, aceeptable guality inputs to settler agriculture, such as tractor repair and
implement manufacturing: and (i) small and medium scale tood and other agricultural
processing for local markets. Not developed hase been the anticipated ten 565 acre commercial
farms producing horticultural products for fresh export and cmploying an average one person per
acre. Development of tarms along such line confronts major constraints, including: (i) national
land policy ceiling of S0 acres exceept in cases which reeeive Cabinct approval: (i) policies which
protect the rural sector and make it often fess competitive In attracting investment resourcees
compared to sector such as finance and manufacturing: (i) policies which protecet small farmer
food crops and raise procurement prices of agribusiness based onoutgrower prodaction: and (iv)
the shortage of technical packages for proven low risk, high vicld crop options for Mahaweli
areas.

2) Investment promotion. [t was anticipated that investor promotion and support
services, combined with comparative advantages of land and water, would attract medium and
large. including forcign. investors into export agribusinesses in the Mahaweli, In the event,
extensive promotional activitics were carried out over 1591-93, including in collaboration with
other national agencics. These were successful in generating in generating hundreds of inquirices,
contacts, lengthy discussions, ficld visits and applications. However, the constraints noted in the
previous footnote along with difficultios in securing land and at times the problems of the
Mahaweli's rice-based irrigation infrastructure and water issue sehedules appear to have largely
oftsct the antictpated advantages.
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Excerpts from Richard Huntington’s May, 1994
“Sustainability Assessment of MED Project”

Sustaining the Field Business Centres

The Field Business Centres play a major role in providing for busincss advisory (including
technology, training and marketing) services for micro- and small enterprises. They also play a major
role in the in the credit programs and. depending on the location of the Center, an important role
in contract farming arrangements. In this section, we will discuss the institutional and financial
sustainability options tor the FBCs and their services, with little mention of their roles regarding
credit and contract farming, which will be discussed in the cnsuing scctions.

Present Situation

The main organizational vehicle of the MED/EIED program, as it has evolved over the past three
years. is the network of twelve Field Business Centres (FBC) that has been established rural centres
in the Mahaweli systems. They were an important design featuie in the Project Paper and the
individual FBCs arc the focal points for delivery of MED/EIED services, As the project emphasis
has shifted toward supporting the growth of micro and small enterprises, these FBCS have become
even more critical to the achicvement of project purposces. The FBCs have played a supporting role
in the cftorts to cncourage inward investment in larger enterprises. In that ¢ffort. their role has been
to follow-up and support the investment promotion and investor identification activitics that were
spearheaded by senior staft at MED/IED headquarters in Colombo. Regarding micro and small
enterprise development cftorts, by contrast, the Field Business Centres are in the driver's seat, with
back-up support required fron MED/EIED headquarters. With the main focus of MED/EIED on
micro and small enterprise development, the FBCs have emerged as the primary effective dehivery
mechanism for MED'SIED benefits, The question of providing for the sustainability of FBC
activities, of finding a way to assure the cotinuation of their services to the cmerging entreprencurs
of their Mahaweli locales yields no CASY answers.

The most important and striking characteristic of these Field Business Centres is that they are
customer-oricnted, business-like service operations, rather than rural government offices. EachFBC
has developed, and continues to deveiop, a portfolio ot clients. They continue to keep track of their
clients, helping them grow and deal with new problems that are faced at stages of business
development. Clients are tracked in a clicnt-based information system. Each client is given a client
number at the time of the tirst consultancy and basic information on the enterprise and its number
ot employees is entered. Fach subscquent serviee from the FBC 1o this elient is simply recorded in
the course of business, Any changes in the numbers of cmployees (or eredit) are recorded simply
on a change of swatus form. Additionallv, cvery quarter. the MIS produces a list for cach FBC of
those clients for whom it has recorded no change of status during the previous six months.

The typical FBC is situated in premises in reasonable proximity to local commercial activity and
prominently accessible to entreprencuars. The facilities have in general a picasant customer-friendly
and professional appearance. and are for the most pari reasonably well cquipped with computer,
printer, typewriters, fax and photocapy machines. They intentionally have established more the

appearance of business centers than of government oftices. Each FBC presently has a combined
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statt which includes one Field Business Consultant and a sceeretary supplicd under the MED project,
and between one and three ficld officers from EIED, one of whom is the director of the FBC. The
director has a four-wheel drive vehicle provided by the goverament. Tie MED Business Consultant
has a motorbike provided by the project,

One mmportant decsion in the direction of sustainability was taken by NMED in 1992, namely the
integration of the MED Field Business Centres with the activities of the EIED Field Officers into
once team. Starting from that vear, cacn business contre’s staff included both EIED and MED ficld
personnel, who together formulated the annual workplan and targets for their FBC, and theether
manage the monitoring andinformation system that tracks the FBC's record in mecting these targets,
The successtub implementation of this mtegration of MED and ETED field activity means that the
sustainability question today is how to continue the activities of the FBC minus the MED personnel;
rather than, as it nught have beend how o find or ereate wholesale an institutional home tor the
entirely project-funded and operated FRC apparatus.

Fhe "one team™ approach tikes various working torms in the FBCs. While the command is unificd
m ali FBCsa number of the FRCs tend o divide the relatively heavy workload between the FIED
officer and the MED consultant so that the MED consultant takes the Tead in much of the business
advice and foaa facilitinon work, winle the EIED officer tends o take the fead in the more
government-oriented tasks such as seeuring feases. on one hand, and facilitating the outgrower
programs, commercial farms, ond medium and large scale snvestments in the arca Ly other words,
following up on dircetives that come from headguarters, to help smooth the was for these larger
enterprises. This division of tasks is a natural one taasimizing the comparative advintages of skills
and networks of cach officer. This s notuniversally the stvle of FRC operation, however. In some,
the EIED and MED otficers work more closely together, covering the tull range of tasks: in others,
they have divided the work geographically, and cach handles the clients in his or her assigned
territory, cooperating on the reporting and monitonng task. Hlowever, i most instances, the FBC
stalt has taken the casicr route of cach doing what he o sheis bestsuited for. The implication for
sustainability of this work pattern is that. with the end of MED, the FHED ticld staft are not all
preparcd to take over the ull operation of their FBCS.

The wecomplishiments o the Field Business Centies are impressive. As atypical example, the
Girandurukotte FBC m System Cowith one MED Consultant and one EIED officer (supported by
a MED scerctiny), created 165 new tull time simall enterprise jobs during 1993 through providing
advice and service o a total of over 200 clients. Additionally, they arranged a total of 69 loans
through three eredit mechanisis (divectly with banks, to banks through Savings end Credit Socictics,
and with the Mahawcel Venture Capital Companyy with i total value of 2.4 million rupees. They
also formed three Savings and Credit Associations with a total of 45 members, facilitated the transfer
ot over 360 commercial small enterprise plots.and direety delivered or faclitated the arrangements

tor a total of seven traming courses serving over 130 trainees,

Mostimportant, these accomplishiments arce against specitic tugets identiticd inadvance, focused
targets that result from their strategic analvsis of the previous vear's results. Furthermore, these
accomplishments we appropriately documented and monitored through their computerized MIS,
The MIS is important as a selt-management tool becanse it ereates an up to date quarterly resord
of their accomplishments vis avis their tirgets, feading them to modity their efforts during the year
in order to achieve the desired rosults,
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Such accomplishments are multiplied twelve times, so that in total the FBCs annually assist their
client enterprises to create over 2,000 new full and part time jobs. Over one-third (3.000) of the
total number of enterprises in the Mahaweli are clients of the FBCs (not including those clients who
are still only aspiring entreprencurs). On the important credit side, the FBC staff facilitate the
submission of over 750 loans per year with a value of over 25 million rupees. This is the strcam of
benefits flowing to micro and small enterprises that needs to be sustained for the toreseeable future
-- 2,000 new jobs, Rs. 25 miltion in credit, advisory serviees to 3,000 enterprises -- year in and year

out.

What are the strengths of the Field Business Centres that explain their success, and which therefore
need to nc maintained for the future?

Q

Q

(0]

Field Location  MED/EIED, through these rural based centers, delivers these services
directly to the rural entreprencurs out where they live and work. The full time residence of
the MED business consultant and EIED officers in the Mahaweli system where they work
also maximizes their understanding of their clients. of business possibilitics, and of those
business opportunities that, while attractive, are not realistic possibilitics. The Field Business
Centres have achicved a certain degree of local rootedness, even after just a few years of
operation.

Faciinies  The FBCs provide facilitics and seivices to entreprencurs that are not casily
available in these rural 2eeas. Telephone lines, fax machines, photocopiers, and computers
bring some necessary urban type services to rural business PCrsons.

Mahaweli Affiliation It is also uscful that they are associated with the Mahaweli Authority
and that partof their staff are Mahaweli officers. Fazilitation with the government apparatus
is one of the important needs of micro-entreprencurs unfamiliar with government structures.
This aftiliation may be less important in the future, but for now, given the ubiquitousness of
the Mahaweli Authority in the systems, the affiliation is a plus. The role of the ETED Field
Officers arc particularly important in this facilitation.

MED Business Consultant ~ Without disparaging the competence and dedication of the
EIED ficld ofticers, it is important to stress that the presence of the MED business
consultants is important. These peeple are particulacly well qualitied and articulate. They
have an air and credentials that inspire a degree of confidence on the part of local banking
officials and business persons. It would be difficult to provide persons of their calibre to
remote Mahaweli arcas on the public salary scale. They provide a businesslike atmosphere
and critical professional expertise to the FBC.

Planning and Management Systems  The organization of FBC activitics according to an
annual strategic workplan with quarterly targets is an important factor in FBC eftectiveness
and efficicncy. Not that government agencies do not have workplans and targets, but such
targets and directives in the public sector generally are set at higher levels and are handed
down to ficld personnel. There is an important sense in which the FBCs establish their own
targets and strategics for meeting them.  Although this is done in consultation with
MED/EIED headquarters, there is animportant element of decentralization of responsibility
in the FBCs which creates a sense of ‘ownership” amonyg the ficld staft,
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A plan for sustainability need not replicate the exact present arrangement for the future, but it must
provide in some way these characteristic strengths that are responsible for the FBC's effectiveness.

Options for Sustaining the Ficeld Business Centres

The services provided by the Field Business Centres are a key element of what we wish to continue
atter the end of the MED Project. and the FBCs themselves, in some form, appear to be an ctfective
and viable service delivery mechanism. They have steadily become more efficient and the project
have internalized its learning and this process continues. There are three options for strategics to
sustain the FBCs. We will present and analyze cach in terms of its financial and institutional
sustainability.

But first, it is important to consider some general lessons from the literature on similar small
business development centers in other parts of the world. Regarding financial sustainability,
nowhere in the world do such centers serving rural entrepreneurs and aspicing catrepreneurs, survive
fully oft the fees they charge to their clients. This is reported to be the case throughout the United
States, in the Enited Kingdom, and in Eastern Europe. Ttis of course possible for business centers
to support themselves by providing advisory services to private clicnts. but not if they are dedicated
in a significant way to helping new entreprencurs. In developed countries. small business centers
survive on a conihination of fees for serviee. grants from government (national and/or local), support
from local business associations and chambers of commeree, or as part of a local university (which
also receives a government grant for pooviding these services).,  In developing countries (and
“ceconomics in transition”), small business centers tend to continue to rely largely on support from
international donors, although not neeessarily a single donor or the original supporting donor.  The
example of the Sri Lanka Business Development Centre, a private, non profit organization sct up
by USAID to provide business services to small and micro enterprises, is not encouraging.  [its
stipulated clientele is unable to afford its fees for serviee, and it faces financial crises as it scarches
for support from one external donor atter another.

Regarding institutional arrangements, there are three common models. Smali business centers are
often government agencies, providing tledgling entreprencurs with assistance as a means of
strengthening the local cconomy and assuring that "new blood" continues to enter the business
community.  This is a government service not unlike the services of a government agricultural
extension department. The second common maodel is the business center as an outreach program
of & community-based university or of @ vocational cducation institute.  The third common
institutional home for the provision of such serviees is the private business association or chamber
of commeree.

Obviously these forms of funding and institutional form cannot be simply replicated in the Mahaweli,
but they serve to suggest what are the likely constraints and realistic limitations to the sustainability
of the MED/EIED Ficld Business Centres. Within this perspective. three logical options emerge for
the Ficld Business Centres: (a) FBCs serve as the ficld offices of the EIED, largely funded by
government, (b) FBCs as private. for-profit businesses serving the Mahaweli and nearly commercial
centers; and (¢) the FBCs as a publie/private sector hybrid.
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The FBC as a Governmeni Service. The Field Business Centres could continue as public sector
entitics as the field offices of the EIED, providing business advisory services to entreprencurs and
encouraging and coordinating NGOs and other government programs to deliver complementary
business development services. This option is the direct continuation and evolution of the present
situation, and as such builds on the momentum of the MED Project. Ttis the simplest option both
in terms of institutional arrangement and of future financing.  This public sector option is
foreshadowed to a certain extent, by the decision to integrate the programs of the MI:D ficld
business consultants and the EIED ficld officers under the umbrella of Field Business Centres.

As mentioned above, business centers focusing mainly on the start-up and development of micro-
and small enterprises are often and appropriately (given the public good nature of most of the
services) run as government activitics, with varving forms of public-private linkages, clsewhere in the
world. Depending on the final outcome of the process of Mahawel restructuring, the Field Business
Centres could either continue to be operated by EHED, or be handed over to a different government
agency, although it is not clear just what other line ministry or agency has responsibility for small and
microenterprise development in rural arcas. The discussions of the Mahaweli Restructuring task
force regarding options for business promotion activitics, view it as an appropriate public sector
activity.

Financial and Institutional Sustainability. This option pussesses the strong likelihood of financial
sustainability. The EIED ficld officers are already civil servants and the Field Business Centres are,
tor the most part established in government quarters.  Staff salaries, office rent, cquipment
maintenance, and transportation are covered for the foresecable future on the government budget.

This public scctor option should include the recovery of costs as a supplement to the government
support of the FBC. The FBC sets sliding schedules of fees tor services such as preparation of loan
applications or business plans, hased on the abilitics of different categories of clients to pay, or on
the size of the loan er proposed investment project. Expericnce worldwide has shown that such fees
increase the perecived value of the services to the beneticiarics, and inculeate a businesslike
appreciation of the importance of such services. Similarly, the FBC charges clients for use of the
fax, phone, and photocopier, using such reecipts for maintenance and replacement costs. Training
courses should also charge modest fees in order to recover the costs of refreshiaents, hall rental, and
preparation of special materials.

Regarding institutional sustainability. this public sector option can and should include the tacilitation
and coerdination of local NGOs and private business associations to carry out entreprencurship
training and support programs. In these instances, the role of the government FBC might be to
provide transportation or other support to programs delivered and funded by the private entities.

When considering this public sector option it is important to remember the rcality of the Mahaweli
asarcelatively recentresettlement area, lacking the sizable towns. chambers of commeree, community
universities. and other institutions that normally might support a more private scctor institutional
structure ftor the FBCs. Also. the public sector home for the FBCs is a special government division
devoted to private sector development. EIED s a small specialized government unit dedicated to
private scetor development, rather than a large generalized bureaucracy.
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Strategies for Phasing Out and Replacing MED Resources.  Fow, within this public sector
operation, can once cffectively operate the FBCs without the resources of the MED Project? What
resources can be brought in to permanently fill this gap? The challenge is to develop more efficient
management systems, upgrade the human skills, and ereate a synergy by working more fully with and
through local associations, NGOs, and government line agencies. The following strategics would
greatly enhance the tuture abilities of the FBCs to coniinue to provide the kinds of usetul and valued
benefits presently being delivered with MED support.

Training for EIED Field Officers. What is required is a gradual reorientation of the roles of EIED
officers” responsibilities in the FBC, and at headquarters. EIED field officers must be specifically
trained and made responsible for the business advising and credit advising activity.

A number ot the present EIED ofticers are already operating very effectively in this mode, but
others presently coneern themselves with those activities that are to be de-emphasized. i, industrial
parks, commercial farms. leases, and so on. Furthermore, most have not been spectfically trained
tor the business advisory role, and there has been a general tendeney to kave the MED conszltant
take the lead in that arca. Itis important that cach FBC has one more of less dynamic individual,
who has the skills to command respeet among the entreprencurs and the banking officials in the
arca.

The MED project should organize a series of formal training scssions for the selected EIED Field
Otticers. This training should stress the details of loan applications. business plans, and small
teasibility studics, as well as broader coneepts of business development and «ven enhanced
communication skills. This formal training should be supported by organizing the FBC workload so
as to maximize the joint working together of the EIED Officer and the MED Consultant. In this
way the training will be put to immediate use, and the skills gained will be strengthened. This
training program will need to work against the prevailing culture of training for government officers
which too often involve overseas courses, and then litue opportunity to utihze the skills upon return,
What is nceded in this case is a series of formal short courses, delivered m-country, integrated with
a planned program of on the job training and assumption of full respousibility for business advising
and all other FBC activitics.

Mobilization of Other Resources. Continuing and enhancing present trends, the FBCs will
coordinate and facilitate the activities of avaricty of other persons and institutions providing services
to strengthen enterprise development. This coordination and facilitation role might best be put in
the hands ot a EIED Officer stationed at the RPM complex in cach system. The sustainability
implications of this strategy extend beyond the provision of supplementary resources. There is also
a diversification of institutions providing business development services to the Mahaweli
entreprencurs. In the long run, this increases the likelihood that benefits from some source will
lways reach the Mahaweli. In the recent past, the MASL was not very open to having other such
institutions operating in the Mahaweli, however, there is now a real interest and peginning to the
process of "opening up” the Mahaweli. The other resourees that can be mobilized and coordinated
are:

0 Local Pancls of Experts. In cach system, or cach FBC a pancl of cxperts in business,
banking, and technologices could be ereated which could periodically mecet to provide advice
to FBC clients, and, in the process, to the EIED officers. This panel would essentially be
a local service organization and could be registered as such. 1t could also serve as an
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advisory board for the Field Business Centre itself. This arrangement would also help inform
the pancl members of the entreprencurial activities near where they live and work.

0 Non-governmental Organizations. There are a number of NGOs engaged in training and
follow-up activitics related to selt-cmployment and micro-cnterprise development. Where
appropriate. the Field Business Centres should reach agreements with locally active NGOs
to provide services through the FBC. Having these agreements tailored to the local level is
preferred to having a Mahawcli-wide arrangement with one powerful NGO, as it reduces the
political risk and increases the diversity of institutions. FIED and these NGOs could reach
a mutually beneticial agreements on cost sharing in support of the activities.

0 Private Associations.  The FBCs are currently active in forming credit socicties and
entreprencur associations. In the future these associations can also serve as resourees and
means of outreach for the FBC.

0 Other Government Agencies.  Incvitably, the Mahaweli arca is becoming more closely
integrated with local government structures and line ministry services. It will be the
responsibility of the EIED ficld officers and the FBCs to facilitate and coordinate this
process as it pertain. to enterprise development,

Weaknesses of the Public Sector Option. The weaknesses from a the point of view of sustainability
are the usual problems of public sector institutions in many contexts: the lack of incentives in
compensation packages, burcaucratic procedures, personnel shifts regardless of training, talent, or
interest, changing priorities and politics, lack of resources (other than salaries), and lack of
commitment.

Through an cffective programn of staft training, measures to continue to increase operating
ctticiencices and a carefully orchestrated phased turnover of e FBCs to the best and brightest of
EIED's already strong ficld staff. the Field Business Centres would operate ctfectively. But for how
long?  The EIED ficld staff will be tempted by outside onportunities. They will bit by bit be
replaced by staft who did not experiencee the training, management system and so on under MED
The Mahaweli Authority may in the tuture be reorganized, and government and donor priorities may
change.  As a public sector institution, the FBC will continue to be supported for as long as
government policy encourages rural micro-cnterprise development and contract OUtgrower programs,

Private Sector Options and Variations. As stated carlier, nowhere in the world do small business
centers aimed at helping new and small entreprencurs, survive entirely from their fees tor service.
Thercfore there s dittle reason to expect this to occur in the Mahaweli, However, we should
consider at least how similar services might be provided to some Mahaweli cntreprenceurs from a
private sector institution. MED could consider assisting the establishment of sie or more private,
for-profit firms, serving Mahaweli entreprencurs and businesses in the nearby commercial towns,
Obviously, such a firm would rely primarily on larger, non-Mahaweli clients, but could coneeivably
also provide services to some Mahaweli entreprencurs, some of the suceess stories that may have
grown larger in time. Such serviee would be supplementary to the services performed by the Field
Business Centres. Some of the present MED Field Business Consultants may be interested in
investing in such an operation. In discussions with ficld business consultants. we determined that
a fully private FBC would have fixed costs, including good salarics, of approximately 80,000 rupeces
per month. Figures 2 and 3 show the caleulations of monthly costs and capital costs. Figure 4 shows
an optimistic estimation of revenue.
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Whether or not such private business centers are viable commercial enterprises themselves is not
clear. As with most entreprencurship, there is a significant risk. Whether such enterprises are
commercially viable and would still serve a Mahaweli clientele, directly or indirectly, or partially, is
also not elear. The option should be explored during the remaining time of M1:D Project support.

The MED/EIED covisupport sueh a potential enterprise, as it does other potential cnterprises, by
working together with the potential entreprencursinvestors (in this case some of its own
employees/field business consultants) to design a pre investment program (PIP). Feasibility studices
should be done to determine the strongest locations, the demand tor ditferent categories of services,
and so on. An important factor to determine would be what pereent of this private FBC's clientele
would consist of Mahaweli micro and small enterprises. A small grant couid help share the risk of
a pilot operation,

A variant approach would negotiate tor the private business serviee to share the space and use the
tucilities of the EIED FBC. This would reduce the monthly fixed costs of the private business
service by approximately 304, reducing the risk to the private business consultancy while ai the same
time providing an additional valuable and attractive resourcee o the FIED Field Business Centre,
[n exchange, the private business cervice would agrec to provide a certain level of serviee and certain
types of serviee to micro- and small enterprises of Mahaweli settlers. The private sernvice might, for
instance, take the responsibility for arganizing and running the activitics of the "Pancl of Lxperts”,
which would likely include some ot its chict clients from the nearby commercial centers.
Additionally, the private serviee could ofter special training courses and handle a certain targeted
number of small business credit tacilitations. The ETED officer would focus his or her attention on
the wihaweli clientele, providing direetservices and coordinating activities of NGOs, government
agencies, and this private business serviee which shares its ofticial abode.

This option would give the EIED Field Business Centre a strong commercial character while still
assuring that it serve in large measure the intended beneficiaries. It could also enhance the
important linkages between the settler entreprencars and the wider cconomy as represented by the
nearby commercial centers.,

Recommendations for Sustaining the Field Business Centres

MED/ELED should implement the prograny for strengthening the FBCs as EIED operated rural
business centers. This recommendation includes the staft training program and the cttorts to
associate other institutions (Pancls of experts, NGOs, private associations, government line agencies)
with the FBC programs and increasedemphasis on cost recovery and continued inerease in
ctficiencics.

At the same time, MED/EILED sheuld carry out feasibility studies for private, for-profit business
service firms in certair of the most promidsing locations. Based on the results of these feasibility
studies, MED/EEED should take steps to support the establishment of a private business service firm,
or a hybrid public/private FBC, if cither option still scems potentially viable.
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Private Field Business Center
Estimated Monthly Expenditures

Salaries
Director 25,000
Deputy Dir. 15,000
Secretary 7,500
Clcanecr, ctc. 2,500
SUBTOTAL Salarics 50,000
Facility
Rent 5,000
Telephone 3,000
Electricity 1,000
SUBTOTAL Facility 9,000
Consumables
Stationary, Paper 1,000
Toner, ribbons. cte. 1,000
SUBTOTAL Consumables 2,000
Transportation
Maintenance, gas 4,600
Depreciation 1,000
SUBTOTAL Transport. 5,000

Capital Costs
Repayments on Rs. 500,000 Loan 14,000

TOTAL MONTIILY EXPENDITURES 80,000



Annex 1V, page 33

EIED/MED MICROENTERPRISE CREDIT PROGRAM

Background

Onc of the critical issues addressed by the EIEDMED program is access of small scale
entreprencurs (SSEEs) to eredit. Stadices in the late 1980's tound that three out of four SSEs in
Mahaweli considered Tack of finance to be a major constraint to expansion. The main constraints
identificd were the high risks and transaction costs associated with formal financial sector lending
to small enterprises. The MEL projeet design provided that institutional solutions to these
constraints would be promoted which Jowered risks and transaction costs by improving the
creditworthiness of clients.,

In the latter part of 1990, EIED/MED conducted studies to assess the feasibility of eredit related
assistance. The team, while noting that ten non-farm SSE credit schemes were being implemented
i Mahaweli arcas by formal seetor eredit institutions. confirmed the carlier findings with regard to
constraints on aceess to these tacilities.

A key tinding was that for loans of Jess than Rs 10,000, usually for start-ups or expansions of very
smadl enterprises, SSEs had relatively casy access as banks were somewhat motivated by public
relations and policy coneerns and by the availability of dirceted credit lines, often with refinancing
facilitics.

Aseeond finding was that for loans in the Rs 10,000 - Rs 50,000 range, often necessary for the solid
growthor transformation of the enterprise. the aceess of entreprencurs was severely limited, as banks
placed more emphasis on seeurity and other aspects of ereditworthiness. This was an important
creditsegment asitis the segmentinwhich microenterprises with one o four cmployeces (as opposed
to self-employment, with less than one emplovee, or small enterprises, with five to 24 cmployees)
are coneentrated.

On the basis of the study findings it was recommended that one of the services of the Business
Centers, which were being established in 12 rural Jocations, should be to assist entrepreneurs,
particularly microenterprises, to:

(1) access credit direetly trom financial institutions.

(i1) access eredit from financial institutions through Savings and Credit Socictics (SCSs)
along experimertal lines similar to those which had been proposed in the project
design.

Results

After two and a half years of operation by the end of June 1994, 2734 small entreprencurs had been
assisted to aceess credit. 807 by value of the eredit arranged for these entreprencurs was directly
with financial institution: 20% was arranged ihrough Savings and Credit Socictics.
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SUMMARY OF CREDIT ACTIVITIES
(as at 30.6.94)

Loans submitted Loans disbursed
No. Value Nao. Value
Rs. Mn. Rs. Mn.
Dircct 2338 59.13 1475 33.87
(including MVCC) (79.4 %¢)
Through SCSs 396 15.3 185 6.77
(20.5%)
Total 2734 74.43 1660 40).64

Direct credit assistance. The Business Centers assist clicnts direetly to aceess foans tfrom banks and
from the Mahaweli Venture Capital Company (MVCC). The assistance. which is close ly coordinated
with the activities of the banks which have branches in Mahaweli areas and with the MVCC office
in Colombo, is in the form of advice on the preparation and submission of loan proposals and
documents backed by complementary assistance in the arcas of technology, marketing and business
practices. The support and recommendations to the banks and MVCC of the Business Center statf,
who have dircet knowledge of the entreprencurs and their businesses. raise the creditworthiness of
the clients in the judgement of the bank staft. Under this direet lending assistance, the banks have
adircet relationship with the small entreprencur client and do not inform EIED/MED on a periodic
basis of loan performance. In the case of the MVCC. which does not have oftices in the ficld. the
Business Centers play a stronger role in the relationship between the small enterprise borrower and
the lender. Both the Lanks and the MVCC inform of problem loans and, as most of e
entreprencurs continue receiving other Business Center services, potcntial problems and solutions
arc identified early. The frequent and close consultations between Business Center and bank branch
staff and MVCC staff are important in maintaining satisfactory loan performance by MED clients.

Group based credit. With regard to aceessing credit through SCSs, the broad framework set out in
the projectdesign was claborated during 1991 in detailed discussions with banks, fawyers and USAID
resulting in the preparation of legal documentation and a Project Implementation Letter.  In
negotiations the banks insisted that the programme be developed in a gradual fashion, to enable the
institutional capacity of the socicties to be developed betore their taking on responsibility for
borrowings and lendings. Thus the SCS programme was approved as a two phase programme by
USAID and the MASL in September, 1991, In the first phase. Socicties are formed and lending
from financial institutions is facilitated to membere: The loans are made direct by the banks to the
individual entreprencurs with the Socicty as a legal entity providing backing for the loans. In the
scecond, the Socicties borrow as legal entities from the banks dircetly and onlend to their members.

The balance of this report covers this group lending based eredit assistance of EHZD/MED.
(Note: carly this year separate programs ot group fending, based on socictics registered under the
Agrarian Services Act, was initiated in System C in a program with Bank of Ceylon, Seylan Bank and
the MVCC. This program, which is in its very initial stage, is not covered in this report.)
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Savings and Credit Societies.
Phase one implementation (1992 - 94).
During the 1992-94 implementation of the first phase of the programme,

- agreements were reached with five eredit institutions (People’s Bank, Bank
of Ceylon, Regional Rural Development Banks of Polonnaruwa and Nuwara
Eliya and Hambantota) providing for their participation in the programme,

- 61 Socictics were formed with a membership of 893 entreprencurs,

- 54 Socicties completed legal registration,

- 42 Socictics entered into Collateral Fund agreements with banks,

- 47 Socictices facilitated direet borrowing by 396 entreprencur members,
- 30 Socicties received disbursements of Collateral Fund grants,

Memberskin. The Socicties are formed by groups of 10 to 15 non-farm small scale entreprencurs,
mainly from industry sub-scctors. including agro-processing. Of the total membership in societics
tormed, 14% were women and 299 were aspiring entrepreneurs,

Grants.  The MASL makes grants to SCSs, utilizing USATD MED funds, for the purpose of
providing partial collateral tor small enterprise eredits. The grantis made through a Memorandum
of Agreement (MOA) between the SCS and the MASL which sets out the terms and the grant
budget. The grant amount is 124 of anticipated loans, based on the estimated credit requirements
of members. The maximum grant per SCS is US$2,000. After signing the MOA, the SCS enters
into a standard Collateral Fund Agreement (CFA) with a participating bank. As of ¢nd June 1994,
53 grants for Rs 2919.00¢ had been approved by the MASL out of which Rs 824,434 had been
disbursed to 30 socicties. (In addition to Collateral Tund assistance, SCSs are cligible for grants up
to US$350 for reimbursement of up o 5097 of start-up expenses and initial operational costs. This
facuity has been used sparingly.)

Collateral fund. The CEFA provides that the bank will lend up to five times the combined amount
deposited in two accounts owned by a socicty, one being for the grant funds, the other being for
deposits by members equivalent to 87 of the approved loans to members. These two accounts,
which together are referred to as “the collateral fund', carn market rates of interest. They are used
to provide partial security for business loans to a socicty's members.

Loan procedures. Loans are made by the bank subject to the recommendation of the socicty. The
loans may not cxceed five times the amount deposited in the collateral fund. Disbursements and
recoveries are managed directly by the bank with cach borrower. The loans may be secured by
business assets, inter se guarantees of two members of the society, and the collateral fund. In the
event of default, the bank draws, tirst, the 852 from the collateral tund: sceondly. it exhausts the
normal legal remedies including claims on the inter se guarantees: and. finally, it draws remaining
amounts from the collateral fund.
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Loan terms. Loans are made on normal banking terms. Individual loans may not cxceed Rs50,000,
and may be for fixed or permancent working capital or both. The period depends upon the
requirements in cach case. Market rates of interest, currently 20% to 229%, are charged by banks
on the reducing balance, with a rebate to the individual of 29 for prompt repayment.

Performance. After a very slow start, due to ditficultics in Socicty registration and in completing the
initial legal agreements with the banks, as of the end of June 1993 Rs 1.1 milion of members’
savings had been mobilized and deposited in banks; Rs 27 Mn. of investments by 185 enterprises
had been financed backed by MED collateral fund grants of Rs 824,434; a pipeline of an additional
211 projects was pending with the banks: bank credits disbursed were Rs 6.8 Mn; the average loan
size was Rs 36,0007 60% of the loans were for working capital, the balance were for a mix of fixed
and working capital; average period of the loans was 30 months: repayments on 26 loans were in
arrears of over three installments.

Phase one activities by Business Centers (1992-93).

—

Formation and legal registration of Savings And Credit Socictics.

Making of legal agreements between Societies and MASL and between Socicetics and

banks.

Assisting Societics to aceess credit for their members.

Fostering thrift and savings amongst members.

Assisting in technical and marketing support to members,

Encouraging good business practices amongst members.

Strengthening the internal controls of the Socicties.

. Strengthening  the institutional  capacity of socicties to  undertake higher
responsibilitics of deposit taking and lending to members during phase two.

9. Facilitating, monitoring and reporting on grant disbursements, loans and savings

mobilization,

to

© N LW

Phase two implementation (1994 - )
During the second phase, after gaining experience and financial capacity,

- the institutional development of the Socictics s being deepened through the
establishment of sccond tier associations of SCSs for cach Mahaweli area and
subsequently an apex organization of SCSs. These will assume responsibilities for the
supervision and internal auditing necessary for the long term sustainability of the
Socicties. Already five such unions have been formed.

- the membership is being expanded from an average 12 to an average 20 per Society
to strengthen their financial viability and their capacity to serve as participatory,
representative bodies of small entreprencurs;

- the capabilitics and systems of the individual Socictics neeessary to function as
financial institutions are being developed through training and advice provided
through the Business Centers.
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Societics are being assisted to enter gradually into the group lending phase of the
programme during which they borrow from credit institutions for lending to their
members.

an upward review of the individual credit limit of Rs 50,0007 is being considered by
banks for members who have satisfactorily repaid their first loan.



MED/EIED PUBLICATIONS AVAILABLL
Local Market for Pickled Froducts (Dccember 1990)

Non Farm Small Scale Enterprise Credit on Selecied Mahaweli Systems, Geoftrey Peters and
M.W. Panditha (Deccmber 1990)

Crop Profiles - Spices, Herbs and Aromatics, 1.. Denzil Phillips (July 1991)
Studv of the Tourism Development in the Uda Walawe (July 1991)
Potential for Silver Skin Onions in the Mahaweli, Waiter Nucberg (August 1991)

Nursery Development of Papava and Mango, Papava Growers' Guide and Techmical Notes
Jor Business Plan for Mixed Fruit Cultivation Investmert, Ben Hatfield (November 1991)

Denvdrated Fruit Processing Opportunities and Trends in Sri Lanka, Wanchai Somchit,
(November 1991])

An Evaluation of the Entrepreneur Development Programmes, Dr. Susan 1ixo and Hina Shah,
(December 1991)

Aromatics PIP Interim Report on Trials Es:oSlishment, Dr Thomas Davies (December 1991)
Agro-Business Financing Review, Dennis De Santis (December 1991)

Integrated Fruit Drving, juicing, Pulping project - Prep Feasibility Study, Michael Smedley,
Ben Hatfield and Wanchai Somchit (December 1991)

Cold Chain Requirements for Uda Walawe, Fredrick L. Henry (March 1992)
Field Manual for Processing Tomatoes, Peter Florance (March 1992)
Processing Tomato Trials in Mahaweli System H, Peter Florance (March 1992)
Processing Tomato Trials in Mahoweli Svstem C, Peter Florance (March 1992)
Dried Fruit Processing in the Mahaweli, Dr. Kamal Hyder (September 1992)

Feasibility Study on Commercial Potential of Snake Venoms in Mahaweli Systems, Anslem de
Silva, (January 1993)

Census of Mahaweli Enterprises and Em»loyment (January 1993)

Most publications aic priced at Rs.100/-. The publications are available at the MED
Office at 8th Floor, Unity Plaza, Colombo 4. (inquirics, Ph. 508682-4)

An EIED publication entitled - "Information Available for the Mahaweli Investor", is
also available at the MED Office.



