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SOUTHERN AFRICA ENTERPRISE DEVELOPMENT FUND 
IMPLEMENTATION ASSISTANCE REPORT 

EXECUTIVE SUMMARY 

The purpose of the Southern Afncan Enterprise Development Fund (SAEDF) is to create an 
effective, sustamable mechanism provilng financial services to indigenous, previously 
disadvantaged small and medium-sized enterprises (SMEs) in the Southern Africa region Its 
purpose is to be accomplished through (1) establishing SAEDF as an independent, 
sustamable enterprise fund, (11) providing debt, equlty and loan guarantee financing to 
encourage the creation and expansion of commercially viable enterpnses, (in) directing these 
financial services to indigenous, previously disadvantaged SMEs throughout the region, and 
(iv) domg so in a financially responsible and sustsunable manner without substdy to the firms 
in which SAEDF Invests 

The first investment funds were disbursed by SAEDF In June 1997 As a result of longer than 
anticipated preparahons buildmg up to the commencement of investment operations, 
however, the U S Agency for International Development (USAID) and SAEDF's Board 
shared concerns over the Fund's progress and potential impact 

In thls consultancy, USAID undertook an independent study to detemne how SAEDF may 
improve upon its start-up expenence The results of thls study are intended to guide USAID, 
SAEDF's Board, and its management in malung rmd-course corrections where appropriate 
Thls study will hopefully assist SAEDF in fulfilling its mandate of becormng an effective, 
sustatndble mechanism providing financial services to indigenous, historically disadvantaged 
SMEs in the Southern African reglon 

Findings and Conclusions 

Throughout its startup phase, SAEDF's Board of Directors stressed their fiduciary 
responsibility in protecting and preserving the Fund's capital Management's subsequent 
cautious investment pace appears prudent, assessed agsunst the r~sks involved in learning and 
understandmg Southern Africa's evolving business environment, into which Western-style 
venture capital was being introduced The implication of such caution is that SAEDF will 
require funding beyond the lnitlal projections of $8 rmllion to support start-up administrative 
expenses 

Better clarification of SAEDF's mssion and pnontles in the future will help simpl~fy dally 
operations and enhance efficiency in SAEDF's core investment functions SAEDF's multiple 
objectives (profitability, sustainability, capital preservation, investment targets, job creation, 
specific Impact, innovation, demonstration effects), though not mutually exclus~ve, should be 
acknowledged as periodically calling for transaction-specific comprormses and organizational 
tradeoffs 



USAlD sensitivitres to the independence, style and culture of this pnvate sector-styled vehicle 
also need to be exmned Sirmlarly, USAID7s oversight obligation and objectives can be 
better understood within SAEDF SAEDF's Board also can play a stronger role in the 
evolution and continued development of SAEDF's mssion and priorities, and in proactively 
mediating policy level friction 

Management was found in thls study to have mantamed fundamental integnty in its financial 
reporting and internal control systems despite competing start-up demands and turnover in the 
finance function The Fund will continue to struggle, however, with dual operating 
constratnts in marketing to eleven developing countries from a single office, and with 
structural shortages and turnover in professional staff 

Single office operation saves SAEDF in admnistratrve costs, but forsakes possible 
advantages of a U S office, or additional in-region offices As the Fund quickly matures, it 
must now also take on additional responsibllitles in the form of portfolio monitoring, and 
creating and executing investment exits 

Staff hirmg and retention has been a challenge, and will continue to be so, given the 
r~sklreward tradeoffs and opportunities avadable to qualified professionals in the market 
Professional hrring and tratning will therefore reman a cnt~cal requwement of the Fund's 
basic operating archtecture 

A significant obstacle for SAEDF to date has been achieving its desired level of portfolio 
diversification, and specifically, in identifying or developing sustatnable, creditworthy 
intermediate financial institutions (IFLs) for investment This obstacle hampers SAEDF's 
effectiveness in reaching both mcro and smaller enterprises, and women owned businesses 
SAEDF would be well served by initiating and sustaning efforts to proactively target, 
outreach, evaluate and develop EIs and women-owned direct investments 

Competition in the Southern African financial market is growmg, and SAEDF will 
increasingly contest for participation w~th quality entrepreneurs in quality Investments More 
work will also be requlred to properly balance policy, global standards, market and financial 
considerations in the evolving arena of environmental screening, assessment, mtigation and 
monitoring 

An important role will contlnue to exist for SAEDF in supporting the ambitions of Southern 
Africa's most capable entrepreneurs SAEDF's first year of actwe investmg has already 
demonstrated ~ t s  potentla1 for impact Over the longer term it is llkely SAEDF's most 
slgmficant and endurmg Impact wdl be in less obv~ous demonstration effects withm the 
Southern Afrlcan economes, most notably m tra~ning and developmg Southern African 
managers d~rectors and entrepreneurs m the nuance and impact of entrepreneurism and 
venture capital 



SOUTHERN AFRICA ENTERPRISE DEVELOPMENT FUND 
IMPLEMENTATION ASSISTANCE REPORT 

I BACKGROUND 

Since its inception In March 1995, the Regional Center for Southern Africa (RCSA) has 
operated under a strategic start-up framework based on USAID'S Initiahve for Southern 
Africa The Initiative seeks to promote the development and Increased participahon of the 
lnd~genous private sector in all areas of the Southern Africa regional economy, with a focus 
on stimulating growth and increasing productivity of small and medium-slzed enterprises 
(SMEs) SMEs in Southern Africa have experienced difficulties acquiring the capital they 
need to start or expand thelr businesses for reasons whch include (1) inadequate access to 
bank and other financlal mshtutions, largely because SMEs must compete with other 
attractive investments offering hgher returns and less perceived nsk, (11) poor access to 
market information and technology, and (111) relatively weak management and business shlls, 
Including lack of experience m preparing proper buslness plans 

The purpose of the Southern Ahcan Enterpnse Development Fund (SAEDF) is to create an 
effective, sustamable mechanism providing financlal services to mdgenous, previously 
disadvantaged SNEs In the Southern Africa region (Angola, Botswana, Lesotho, Malawi, 
Mozambique, Nmbia,  South Africa, Swaziland, Tanzania, Zambia and Zimbabwe) Ths  
purpose is to be accomplished by (I) establishing SAEDF as an mdependent, sustamable 
enterprise fund, (11) providing debt, equlty and loan guarantee financing to encourage the 
creahon and expansion of commercially viable enterprises, (111) directing these financial 
services to mdigenous, previously dsadvantaged SMEs throughout the reglon, and (iv) doing 
so In a financially responsible and sustamable manner wlthout subsldy to the firms in whlch 
SAEDF invests 

SAEDF's Board 1s chsured by Ambassador Andrew Young and is comprised of twelve 
Americans appointed by President Clinton, and six Southern Africans Though the USAID 
Grant Agreement funding SAEDF at $100 mlllon was slgned on Aprll3, 1995, the Fund did 
not commence effective operahons as early as contemplated in the Project Paper or the Grant 
A Chef Execut~ve Officer (CEO) was selected by the Board In December 1995 Current 
headquarters were established in Johannesburg in January 1996 By July 1996, SAEDF had 
sufficient staff to glve serious consideration to prospechve chents, and has slnce reviewed 
more than 600 Investment proposals 

The first Investment funds were disbursed m June 1997 Through November 1977, 
SAEDF's Board had approved fifteen Investments totaling $12 6 rmllion ln seven countries 
Of this amount, SAEDF had disbursed approximately $3 8 rmllion in four Investments a 
leasing company In Zimbabwe, an asset management/d~scount house/stockbrohng company 
in Zimbabwe, an intermediate financial institution providing low-lncome housing loans in 
South Africa, and a fully integrated ostrich produchon facillty m Nambla 



As a result of longer than ant~cipated preparations budding up to the commencement of 
investment operations, however, SAEDF requested an extension to February 2001 to utilize 
the $8 rmllton in USAID funds authortzed for operating expenses, and the $100 mtllion in 
US AID funds designated for investment These hme per~ods presently expire on September 
30, 1999 According to its investment projections, SAEDF believed no further tlme 
extensions would be required, nor would addtttonal USAID funding be requested for 
operating expenses 

Simlarly, the Fund requested a seventeen month extension of the so-called "carve out" 
authority, pemtttng SAEDF to invest up to twenty percent of tts USAID capttal comtmen t  
outstde of the intended target of indigenous, historically disadvantaged Southern Afrlcans 
This authority, designed to enhance SAEDF's financlal sustanabihty, currently expires in 
Aprtl 1998 

USAID and SAEDF's Board shared concerns over SAEDF's progress and the potenhal 
impact of the slower than anticipated start on longer term goals and objectives SAEDF's 
Board expressed concern that (I) SAEDF would not Invest the full $100 mllion by September 
30, 1999, (11) grant funds targeted for admnistrattve expenses would be expended before 
SAEDF's annual income met annual expenses, and (111) SAEDF's most recent business plan 
appeared out-of-date US AID, subsequently, requested SAEDF's Board to conduct and share 
its assessment of the Fund's status, its projected performance, and any suggestions for 
improved operahons and proposed modifications to the Grant 

In this consultancy, USAID has undertaken an independent study to assist tn determining how 
SAEDF may improve upon its start-up experience The results of this study are intended to 
guide the RCSA, SAEDF's Board and Fund management in malung rmd-course corrections, 
as appropriate, to ensure that SAEDF fulfills its mandate of becormng an effective, 
sustamable mechanism providmg financial servtces to indigenous, hlstortcally disadvantaged 
SMEs tn the Southern African region 

I1 PURPOSE AND SPECIFIC OBJECTIVES 

The purpose of this consultancy was to provide short-term techn~cal assistance services in the 
areas of progress and Impact monitoring of the SAEDF project The specific objecttves of the 
consultancy were to 

conduct an interim study of SAEDF's progress to date offerlng recommendations for 
any necessary rmd-course corrections, 

finalize the SAEDF Performance Monttoring Plan, including mdicators and 
performance targets, in the context of the RCSA's new strategy 

collect baseline data for investments approved by the SAEDF Board through 
September 30, 1997, and 

develop systems and procedures which SAEDF can use to collect baseline and impact 
data In the future 



This intenm study of SAEDF's progress was designed to review SAEDF's specific 
implementation experience to date m 

providing debt, equity and loan guarantee financing in order to encourage the creation 
and expansion of commercially viable enterprises, 

directing these financial services to indigenous, previously disadvantaged SMEs 
throughout the region, 

dolng so in a financially responsible and sustamable manner, wlthout subsidy to the 
firms in which it invests, 

establishing and implementing appropriate environmental policies and procedures, 

establishmg and implementing appropriate accounting policies, systems and 
procedures, 

acheving long-term financial sustamabllity 

I11 METHODS AND PROCEDURES 

In accordance with the Scope of Work, the Implementation Assistance Team (The Team) 

reviewed files, papers, policies and procedures, financial statements, reports and 
other documentation defining SAEDF's origins and operations, both at the USAID 
Reg~onal Center for Southern Africa (RCSA) in Gaborone, Botswana and at the 
SAEDF offices in Johannesburg, South Africa, 

met with USAID staff in Washington, DC and with RCSA representatives in 
Gaborone, Botswana, 

interviewed telephonically or in person four SAEDF Drectors, includmg the 
Charman of the Board, 

interviewed SAEDF's CEO, Legal Counsel, senior investment officers, investment 
and accounting staff, 

conducted site visits and interviews w~th  owners and executive management at each 
of SAEDF7s four closed investments Kmgdom Securities Holding Limted (KSHL), 
Zimbabwe, Leasing Company of Zimbabwe (LCZ), Zimbabwe, Rural Housing 
Finance (RHF), South Afma, and Ostrich Production Narmbia (OPN), Narmbia, 

met with USAID bdateral Mission representatives in Zimbabwe, Narmbia and the 
Republic of South Africa, 



interviewed senior management of the Regional Technical Assistance Authority 
(RTAA) contract field team (The Star Group) 

conducted field research and interviews with investors, co-investors, multinational 
organizations, non-governmental organizations (NGOs) and technical assistance 
provtders and potential beneficiaries of direct SAEDF investments, 

conducted a Performance Monitoring Workshop in which The Team, along with 
representatives from RCSA, presented to SAEDF management its prelimnary 
observations, findings and recommendations per Section (C) of the Scope of Work, 

prepared the documentation required under Sections (D), (E) and (F) of the Scope of 
Work This material is covered in the Performance Monitoring Plan and Data 
Systems Manual 

Appendices A and B provide detals of the individuals and resources consulted by The Team 

IV PRESENTATION OF FINDINGS, CONCLUSIONS AND 
RECOMMENDATIONS 

A SAEDF's Implementation Experience 

1 Debt, Equlty and Loan Guarantee Flnancmg 

Inputs and Approaches 

The grant between USAID and SAEDF was signed on April 3,1995 However, SAEDF did 
not commence effective operations as early as contemplated m elther the Project Paper (1994) 
or the Grant Agreement 

The Fund's slower than projected ramp-up into active investmg is believed by most involved 
to have been a consequence of organizing a start-up operahon, made more complex by 
political and cross-border issues unique to SAEDF and its mssion Time elapsed as 
announcements were made of the Fund's formation (1994), a Board of Directors was 
selected, organized and cohered into a team, a CEO was sought, selected and retamed 
(December 1995), offices in Johannesburg were located and secured (January 1996), inihal 
staff was retained and trained, corporate, personnel, environmental and financial policies, 
procedures and systems were developed and approved by USAID (June 1996), and a proposal 
backlog generated from inltlal publicity was screened 

From these initial activities the first investment funds were disbursed by SAEDF in June 
1997, twenty-six months from the t~me of the Grant's execution This startup cycle-time may 
compare unfavorably with the experience of USAID'S European investment funds where the 
span from announcement to initial Investment averaged eight months SAEDF, however, 
operated with less autonomy and greater accountability to USAID than the European and 
Newly Independent States (ENI) Funds SAEDF's Board and management also consciously 



exercised a conservative posture to initial investing, emphasizing quality and Fund 
susta~nability over quickness of activity Finally, SAEDF's need to harmonize the legal and 
documentary requirements of U S , British legacy and African systems in eleven countries 
represented an incomparable challenge 

Outputs and Impact 

Through November 1997, SAEDF's Board had approved investments totaling $10 5 rmllion 
m five countries Of th~s amount, SAEDF had disbursed approximately $3 8 rmll~on in four 
investments, as follows 

Debt 

Equity 

Guarantees 

Rural Housing Finance (RHF) South Africa, an intermediate financial 
inshtution provrding low-income housing loans in South Africa, $550,000 in 
subordinated debentures 

Ostrich Production of Narmbia (OPN) Narmbia, a fully integrated ostrich 
production facility, $1,000,000 rn common shares, 

Gngdom Securities Holding Lrmted (KSHL) Zimbabwe, an asset 
management/discount house/stockbrokerage company in Zimbabwe, 
$1,200,000 in convertible preference shares, 
Leasing Company of Zimbabwe (LCZ) Zlmbabwe, a commercial leasing 
company, $1 ,000,000 in preference shares 

None 

Since each of the investments above received funding within the last year, the baseline 
experience upon which extensive empirical measurement may be based is only now being 
created It is difficult, therefore, at this early stage to quant~fy outputs and impact beyond the 
investments themselves However, the potential for positive impact by these investees on the 
overall economies of their host countries and the region appears to be impressive 

KSHL 1s positioned to make major contributions to the economy of Zlmbabwe, serving as a 
broker, trader, investment advisor and 'market maker' on the Zlmbabwe Stock Exchange 
(ZSE), encouraging retrul investment in the ZSE, educating new investors on stock market 
opportunities, participating in the privatization of State Owned Enterprises (SOEs) in 
addition to the three KSHL has already assisted, eliciting grassroots participation in SOE 
privatization, publishing investment guides in local languages, and sponsonng a financial 
education television program In addition, KSHL7s management expressed the belief that 
their operating capabilities have improved through the self-examnation required to respond 
to SAEDF's due diligence questions 

LCZ's leasing programs permit small and medrum sized enterprises in Zimbabwe to obtain 
essential productive equipment difficult to finance from other sources LCZ's Principal also 
indicated that the analysis required by SAEDF improved his understanding of the importance 
of liquidity management 



RHF provides a source of home mortgage financing otherwise unavadable in South Africa to 
lower mddle class workers and their famlies RHF management indicated that SAEDF 
funding was the critical factor in increasing its capitalization to the point where it was able to 
borrow sufficiently to expand its mortgage operations 

OPN provides an excellent example of comb~ning financial soundness with development 
Impact and potential, assisting both small farmerlherders, and the foreign exchange position 
of the Nmbian nation OPN's prlmary individual shareholder stated that encouragement in 
the form of SAEDF's support for their project provided co-investors with a vital measure of 
confidence 

In the attached Performance Monltorine; Plan, provision is being made to measure outputs and 
impact as they occur Both Baselme Data and Performance Data will be avalable when a 
full-scale evaluation is performed 

SAEDF, however, has already helped to create or strengthen four enterprises and 122 jobs 
They are a presence in the regional financial marketplace, adding directly to its liquid~ty and 
dynamsm Significantly, in a region laclung ample small scale, risk tolerant venture capital 
as it is thought of in the U S , the Fund has begun traning a cadre of venture capital managers 
and Directors whose greatest impact in the region may be felt beyond the hme of thelr direct 
associahon with SAEDF 

Opportunzttes and Constraznts 

With its organlzahonal foundation now in place, the Fund is positioned to deliver addihonal 
impact throughout its prescnbed initial ten year life Political systems in Afr~ca, in general, 
are stabilizing, and their economes are growing Cultures of commerce and entrepreneurism 
are expanding, as was evident to The Team In its vlsits and interviews in South Africa and 
Zimbabwe 

The World Bank summarized econormc opportunity in Afr~ca in its 1997 Annual Report 

"Improved policies continued to fuel Afnca's economc recovery, strengthening the reform 
momentum and the resolve of donors and African countries to work together Thls gives 
cause for optimsm as Afnca's agenda moves beyond recovery to focus on development 

Sub-Saharan Afr~ca's economc recovery both accelerated and spread to more countries 
in 1996 In sharp contrast to the early 1990's, the region's gross domestic product (GDP) 
grew faster than the populaQon for the second year in a row Estimated GDP growth was 
4 9 percent in 1996 compared to 3 6 percent in 1995 

In most countries, exports rebounded too, and evidence continues to confirm the lmk 
between good policies and good econormc performance Better policies resulted in a more 
broad-based recovery than in 1995 Performance benefitted from the stronger ownership 
of reform programs displayed by a new class of cornmtted leadership in many parts of the 
continent Africa's recent economc performance has energized both African leaders and 
donors 



Today there is a cauhous optimsm about Africa's future, with a new openness to talung 
nsks, trying new ideas, setang bolder targets, and loohng beyond the near term The entry 
of South Africa as an active participant onto the Afncan economc scene contributes to the 
recent optimsm All of this is refreshingly new for Africa " 

SAEDF has established itself in the Southern region of an African economc rev~val, having 
built relationships in the Investment and business cornmuni~es, staff to execute its investment 
strategy, systems and documentahon to support operations, and a Board to govern, steer 
policy and provide direction 

SAEDF's success, however, is not assured or uncomplicated The World Bank cautions in its 
Annual Report that 

" improvements [in Africa] are fragile, and the threat of reversal is real in some 
cases Several countries are mred in strife or civil disorder Social indicators remmn 
below those of other regions, fiscal deficits are hgh and domestic savings low, a d  
dependency remams hlgh, private investment and foreign direct investment levels, 
though beginning to improve, are low, and there is a significant unfinished agenda in 
areas such as the financial sector, public expenditure management, and privahzation " 

The Team's experience, observations and research suggest that investing venture capital in 
Southern Africa will prove to be more d~fficult than in the U S or Western Europe, and as 
difficult, if not more so, than in the EN1 states Quallty, seasoned entrepreneurs are still 
comparatively scarce, Investment opportunities present significantly greater unknowns, 
unpredictabillty and risk, and competition for quality deals 1s increasing The experience of 
SAEDF staff and The Team demonstrated that bottlenecks and breakdowns in transportauon, 
communtcation and infrastructure often turn routine investment development and monitoring 
into costly, time consumng affars 

Given real market constramts, SAEDF's success will still require a dramatic increase m 
prospects evaluated, processed and closed, and, at the same time, the commencement in 
earnest of portfolio monitoring responsibilities Other opportunities and constrants related to 
SAEDF's overall effectiveness are discussed in greater detal elsewhere in this report Three 
to be discussed in ths  section are (I) SAEDF's organizational mssion, (2) improved 
collaboration and leveraging with USAID country mssions, and (3) SAEDF outreach 
activities 

SAEDF's orgamzatlonal nusslon While attempting to establish and grow its basic 
operations, SAEDF has also sought to satisfy its dual governing objectives of "development" 
impact in the region, and "financial sustamability" of the Fund SAEDF's determination has 
been to define development to include commercial enterprises with the capacity to pay a 
satisfactory rate of return whose activities will, at some time, lead to economc or social 
development SAEDF further expects to mnimze the many risks of attempting to satisfy 
objectives and multiple mandates (financial, economc, developmental, political, environ- 
mental) through intenslve due diligence procedures 



Discussions between The Team and staff have made it clear that SAEDF is workmg towards 
balancing its many purposes In the case of the four Investments reviewed by The Team, it 
appears that staff has succeeded in balancing development and profitability conslderat~ons It 
is equally clear, however, from points rased in the Performance Monitoring Workshop and 
throughout this study, that mantaning this balance, wlthout greater clartty on SAEDF7s 
mission and priorities, will remsun difficult 

RCSA, USAID field mssions, SAEDF staff and its Board of Directors all agree that 
profitability and development can and must coexist What has not been agreed to is the 
definition and parameters of this coexistence The Fund presently operates by addressing 
issues and conflicts of this lund on a case-by-case basis Governing documentation, internal 
reports and interviews alternatively referenced SAEDF as 

pursuing a wide spectrum of objectives, spanning poverty reduction, economic and 
social development, empowerment, to wealth creation, 

primmly concerned with investment and sustamability, with development actwities 
(SMEs, IFIs, social), in turn, being the rationale and objective for the Star Group, 

funding enterprises which become sustanable and Increase economc participation on 
the part of inhgenous, hstoncally disadvantaged Southern Africans, therein 
constitutmg development, 

funding and guiding enterprises whch become sustsunable, contr~butmg to wealth 
creation which, in the Southern African context, constitutes de facto development 

While the lack of specificity on goals and priorities increases flexibility for SAEDF 
management to chart its own course, such flexibility may come at the expense of meeting 
expectations of external stakeholders, and of efficiency in achieving SAEDF's mssion 
Resolving this lack of specificity in SAEDF's mission lies outside of the scope of this study 
We believe, however, that the focus and performance of SAEDF7s management and staff 
would only improve should additional clarity and direchon be provided them on ths  
fundamental policy issue 

Improved collaborat~on w~th USAID country missions SAEDF possesses an opportunity 
in improved collaboration and leveraging of USAID country mssions Two of the USAID 
Missions contacted by The Team (Zimbabwe and Nambia) expressed the belief that they had 
not been communicated with sufficiently to assist SAEDF in optimzing the objectives of 
either the Fund or USAID The thud (South Africa) felt that Fund contacts with ~ t s  rmssion 
had been satisfactory 

It should be noted that steps have been taken by Fund officers to address country missions' 
perceptions of insufficient contact The Team belleves that a continued emphasis on 
developing and maintmning a working partnership between SAEDF and USAID will 
contribute to the Fund's objectives, and help equalize some of the competitive advantages 
enjoyed by investors with more capital, local offices, or longer tenure in the region 



Our interviews revealed a need for additional communication between SAEDF and USAID 
mssions in areas which include SAEDF country visits, investment and due diligence 
processes, return expectations, target investment size and focus, confidentrality requirements 
and expected goals and impact Where specific investment leads have been provided to 
SAEDF by USAID, SAEDF communication on investment follow-up and action is warranted 

Sirmlarly, country mssions, putting aside what resentments or mstrust they may harbor, can 
assist SAEDFs still-developing staff in understanding broad political and economc conditions 
across its diverse eleven nation market, individual national priorities whch may create or 
negate entrepreneurshp opportunities, and perhaps to some extent, in discovering specific 
investment opportunities 

SAEDF Outreach Act~vlt~es In seehng out potential investees, co-investors and IFIs, 
prelimnary indicatrons are that SAEDF has yet to maxirmze its potenhal to make its 
availability and willingness known to entrepreneurial prospects Most of the institutions and 
individuals contacted by The Team sad they had heard of SAEDF only in connection with the 
public announcements attendant with its initral authorization Many of the same (with the 
exception of actual investees) expressed disappointment in the lack of realized investments 
flowing from that campagn Virtually all sad they had heard little or nothlng from or about 
SAEDF smce 

SAEDF's management has expressed an appreciation for the need to outreach, and has 
indicated ~t is malung best efforts to deal with the need One example cited was a series of 
presentations on investment and co-investment opportunit~es to several Chambers of 
Commerce and busmess organizations in the region by SAEDF's CEO 

Management also indicated the low priority placed on publicity has been due to SAEDF's 
need to complete analysis and due dilgence on the backlog of approximately 500 investment 
proposals submtted subsequent to inltlal publicity in 1994, and the desire to fully develop 
staff in number and capabilities to process additional investment applications in an efficient 
and Omely manner Once the Fund is fully staffed (by 1998), however, management 
expressed its plans to undertake more extensive promotional efforts 

Strengths and Weaknesses 

As rllscussed above and in sections to follow, SAEDF's strengths tnclude (1) strong cap~tal 
bachng from the U S government, (2) a diverse, eager and intelligent team of managers and 
staff, (3) and a conservative, long term fiduciary perspective to investing 

SAEDF7s weaknesses include (1) lack of clarity In ~ t s  rmssion, (2) lack of venture capital 
expenence in ~ t s  managers and staff, (3) an unclear niche in a dynarmc market, and (4) lack of 
a comprehensive strategic marketing plan 



Alternahve Approaches and Recommendahons 

Clarify SAEDF's msslon (See Opportunzftes and Constraznts above) 

Completion of SAEDF's strategic marketing plan SAEDF is anticipating rapid growth 
which will necessitate changing its tactics and tasks This change will be difficult to achieve 
or manage without a plan which effectively organizes, maxirmzes, and leverages SAEDF's 
markets, customers and staff The Fund's existing business and marketing plans are 
extensive, and represent a good foundation for further efforts However, management 
believes these plans to be works-in-progress whlch are now outdated and incomplete 
The Team believes SAEDF would enhance its effectiveness towards achieving its investment, 
profitability and development targets by comt t ing  the requlred resources to completing and 
mantaming its strategic marketing plan Such a plan should organize and clearly 
communicate SAEDF's rmssion and vlsion, data research and analysis, conclusions and 
rationales, broad goals and opportunihes, detaled objechves, strategies and tactics, potential 
obstacles and challenges, and options and alternatives (See Appendix D 1 ) 

SAEDF's initial market planning has begun positively It needs to be continued, completed, 
critiqued, implemented and revisited Input from USAID country msslons, Directors resident 
and worlung in the region, and investment officer trip reports should be routinely reviewed 
and incorporated 

2 Dlrectlng financial services to mdlgenous, previously disadvantaged SMEs 

Inputs and Approaches 

SAEDF's investment efforts have focused enhrely on indigenous, previously disadvantaged 
SMEs, in line with their primary mssion As discussed below, there has been little conscious 
effort made to address investments qualifying under the twenty percent allocation for 
indigenous firms falling outside of the target group (the so-called "carve out" allocation) 

In many instances, the Fund has worked to develop a practical, operational definition for 
"previously disadvantaged which they believe, in the Southern African context, may not 
always translate into "black " For example, in formerly planned econormc systems where 
SAEDF believes individuals had been universally deprived of access to capital (e g Angola, 
Zambia), their approach is that indigenous individuals of any race or ethnicity may have been 
previously disadvantaged 

In all cases, The Team's interviews with SffiDF staff and others m the market reglstered a 
distinct preference for the more commonly used term "hstoncally disadvantaged" which The 
Team has adopted for this report 

SAEDF appears to have made attempts at visiting and establishing a presence in each of the 
eleven nations in its market region South Afnca, given its political and economic 
significance and SAEDF's mandate to target fifty percent of its ~nvestments there, has 
received the most attention Zimbabwe, economically important and comparatively rich in 
entrepreneurial tradition and potential, has followed closely 



Other countrres in the region appear to be positioned by SAEDF as more fertile terntory in the 
near term for polltical (e g Zambia, Mozambique, Malawi) or economc (e g Angola) reasons 
than others (e g Tanzania, Namibia, Botswana, Lesotho, Swaziland) These countries appex 
to rank as marketing priorities for SAEDF m approximate proportion to thelr near term 
promise as sources for Investments 

Outputs and Impact 

As detaled elsewhere, SAEDF has approved fifteen investments totaling $12 6 mlllon m 
seven countries, and has disbursed $3 8 rmlllon to four companies in two countries In the 
case of the four investments assessed by The Team, it appears that all met the subject crlterla 
Though only four investments have been closed, the two in Zimbabwe, both in the financial 
serwces sector, have had demonstration Impact beyond their job creation and &rect economc 
benefits 

Of other existmg comtments,  at least five investments totaling $3 5 mllion in four 
countries are expected to close in fiscal 1998, as follows 

Debt Dikangola Water Project Angola, a start-up water bottlmg plant, $550,000 in 
subordinated debentures 

Technolab LDA Angola, gravel company, $350,000 in senior debt 

Equity Kahn & Partners South Africa, pathology lab, $1,00O,UOO in common shares 

La Fleur D' Afrique Ltd Tanzania, rose production, $1,000,000 in common 
shares 

Mixed Llqulfied Foods dnnk manufacturer and distnbutor, $180,000 term loan, 
$450,000 in common and preference shares 

Guarantees None 

Opporttcnttzes and Constraznts 

An opportunity for SAEDF is the relahve absence of broad based marketing subsequent to 
in~tlal announcements of ~ t s  founding A well-designed marketing campagn, to which the 
Fund is prepared to respond with action on investment applications, may result m large 
numbers of additional qualified investment applicants To avold rasing unfulfillable 
expectations or burdening the Fund wlth applications outside of its target, this marketing 
campagn should clearly set forth the Fund's investment crlteria 

A constraint to SAEDF implementation has been the market's adverse reaction to the Fund's 
mability to fulfill in a timely manner the expectations of ~ t s  initial publicity Another possible 
constraint, SAEDF's management structure, will be discussed at length in sections which 
follow These constrants lend importance to the twin requirements that the Fund only seek 
types of funding requests wlthin its mandate, and that it be prepared to handle those it receives 
in an expeditious manner 



Another constrant to directing financtal services to SMEs is the number and availabiltty of 
capable intermedtate financial institutions (IFIs) m the regton The Fund projects meeting 
many of tts development objectives through IFIs The scarcity of effecttve, sustanable IFIs, at 
least as far as those SAEDF and RTAA have tdentified and developed to date, places the 
realization of a portion of SAEDF7s msston, t e mcro and small-enterprise lending, into 
queshon 
Now that it has been introduced and establtshed, SAEDF can begtn to bmld momentum 
throughout the region Another significant constrant, however, will be the existence and 
growth of regional and local competition for quality entrepreneurs and opportuntties 

Throughout this study, The Team encountered providers of nsk capital acttve in the market 
They included comrnerctal banks, tnsurance companies, merchant banks, tnstttutional joint 
ventures, country focused pnvate partnerships, empowerment groups, NGOs and 
multinational organizations Among those identified were Takura Ventures, Hook Ventures 
Z~mbabwe Venture Capital, Zambia Venture Capttal, Batana, NAIL, CDC, IFC, New Africa 
Advisors, New Africa Opportuntties Fund, Africa Growth Fund, Modem Afr~ca Fund, Africa 
Enterprise Fund, Equator Fund, Commonwealth Fund, Heritage Fund, Zimbabwe Progress 
Fund, Trust Bank, Un~ted Merchant Bank, Ctttbank and Zimbabwe Development Bank Many 
of these capital sources operate solely on commercial tnvestment crtterta with no 
consideratton of non-economc objecttves 

In the btgger ptcture, patient risk-tolerant financing appears to reman scarce in Southern 
Africa Increasmgly, however, it appears that SAEDF ts not the only, and often not the 
preferred, source of venture capttal for tndtgenous, htstorically disadvantaged SMEs in the 
regton SAEDF's U S orlgins, approaches and relationships may serve, however, as an 
example of attrtbutes the Fund may call upon to disttngutsh itself tn what appears to be an 
increasingly dynarmc marketplace 

Strengths and Weaknesses 

SAEDF's major strength in thts area appears to be tts staff, whlch is d~verse in compositton, is 
energetic and possesstng of s~gntficant potential, appears to be comrmtted to the ideal of 
servtng tndigenous, previously disadvantaged SMEs throughout the region, and seems 
suffic~ently dedicated gtven the sacrifices tncumbent in thts mandate 

SAEDF's lack of local presence elsewhere in the region may be a weakness in its ability to 
cover the entlre market SAEDF's s~ngle centralized location m Johannesburg has facilttated 
~ t s  operating consistently under budget In expenses outperformng nearly every other USAID- 
sponsored fund m ~ t s  ratlo of expenses to comrmtted capltal The attendant tradeoff however, 
may be lnsuffic~ent attention and focus on countries and sub-areas wlthln the Southern Afrlcan 
reglon, Inferlor market mtelligence and knowledge, and less than competlttve relationships 
with quality entrepreneurs and compattble co-mvestors 

These negative effects may be more pronounced in the Southern African context than tn the 
U S or Europe, gtven the dlverse conditions and circumstances of the eleven countries 
SAEDF serves and the frequency and severity of transportation, communicatton and logistical 



difficulties In companson, IFC operates in Southern Afr~ca out of three offices in 
Johannesburg, Harare, and Maputo 

SAEDF has considered establishmg a second office (most likely in Harare), or retaming 
consultants to provide an enhanced presence in the region Selecting between these two 
optlons necessitates a tradeoff Increased travel expenditures and managerial oversight at the 
expense of local presence, or increased office expenditures and improved local presence with 
the risks of lessened managerial control and operational consistency A thud alternative may 
be a conscious effort by SAEDF and USAID to duplicate many of the benefits of multiple 
offices through enhanced collaboration and leveraging with USAID country mssions 

Alternatwe Approaches and Recommendattons 

Complehon of SAEDF7s strategw marketlng plan (As discussed above) 

Evaluate and declde on strengthenmg SAEDF's local presence (As discussed above) 

SME definltlon SAEDF has detemned that World Bank definitions constitute an 
acceptable startmg point for definlng SMEs However, in light of the focus and requirements 
of the Fund, staff indicated its preference for retaming maximum flexibility, wlthn the spirit 
of the SME requirement, to make decisions on a case-by-case basis 

The Team surveyed USAID Miss~ons, USAIDN IFC and a number of Southern African 
business and financial institutions to determne the definitions used in the market It was 
generally found that SAEDF's need for flexibility was appropriate However, The Team 
would recommend that the Fund, at a mnimum, develop its own standards and criteria wh~ch 
would promote more uniform decision-malung by investment officers in SME detemnations 

Standardize and streamhe “historically disadvantaged " As discussed above, 
consideration has been given to an acceptable definition of "previously" or "historically" 
disadvantaged This mtght include any entrepreneur in a formerly socialist nation, or any 
female in a male dommated soclety It, however is likely to be perceived commonly as 
meaning black Afr~cans whose previous opportunities were circumscribed under Wh~te 
mlnority rule m South Afnca and elsewhere 

The Fund has managed to operate by malung its 'historically disadvantaged' decisions on a 
country-by-country basis However, the Fund has also recognized that this places a burden on 
the due diligence process The Team belleves that SAEDF's focus and performance would 
only improve should additional clarity and direction be provided on this policy issue 



3 F~nanc~al respons~b~l~ty and susta~nab~l~ty 

Inputs and Approaches 

SAEDF's Directors and management appear to have placed a premum on financial 
responsibility and Fund susta.~nabllity Despite chronic turnover in its accounting staff, 
substantial time and resources were invested to retain qualified temporary accountants to 
establish and mantam SAEDF's financial systems The Team's review of SAEDF's 
accounting policies, systems and procedures revealed no senous deficiencies or contravention 
of financial responsibility (see Section IV C ) 

SAEDF's careful, conservahve posture to organizational development, due diligence and 
investment, in fact, have generated crihcism and concern from the market, and from others 
knowledgeable on Fund matters Financial projechons, based on SAEDF's current expense 
assumptions and The Teams' more conservative investment assumptions, show SAEDF may 
still acheve its goal of sustamability (1 e revenue equal to expenses), though not before 2002 
(see Sechon IV D ) 

SAEDF has no specific provision for investment or techntcal assistance subsidies Their 
investment approach does provide, however, for flexibility with respect to financial returns 
where investments promse specific development impact (e g , RHF whch projects a 14% 
return) SAEDF's practice of local currency investments may also conshtute an indirect 
subsidy (see Weaknesses below) 

Outputs and Impact 

At thls still early stage, without significant investment portfolio assets, SAEDF remams 
financially sound, mantams adequate financial controls, operates consistently under-budget, 
and with a lower expense to capital raho than USAID's EN1 Funds 

Opportunzhes and Constraznts 

Though responsible and conservative, SAEDF7s investment pace has been slower than 
anticipated or planned Investment disbursements and reflows must be accelerated if SAEDF 
is to avoid depleting its cornrmtted capital, and if it expects to demonstrate staff competence 
and investment returns sufficient to attract second round financing, thereby providtng ultimate 
sustainabllity 

In thls regard, an opportunity for SAEDF lies reallzing greater portfolio diversification whtch 
they have sought, but have yet to achleve The experience and lessons learned from USAID's 
EN1 Funds suggests that the best perfomng Funds were more divers~fied, mcludmg dlrect 
mvestrnents, financial intermedlanes, joint bank lending programs, small busmess lending 
programs, joint ventures and other investment types in thelr portfolios SAEDF's progress in 
developing and closing direct investments, augmented by IFIs, carve-outs, joint ventures and 
special projects, should broaden and strengthen the Fund's financial base, improve its market 
presence and enhance its attractlveness to alternatlve capital sources 



Strengths and Weaknesses 

SAEDFYs primary strength in pursuing sustamability is, again, its staff, which appears 
committed to the concept of the long term, institutionalization of SAEDF and its presence in 
the region A further strength for SAEDF is ~ t s  U S ongins, which distinguish it among 
venture capital sources active in Southern Africa, mostly, though not always, in a positive 
way 

One weakness In SAEDF's pursuit of sustamabihty may be lts practice of investing in local 
currency SAEDF management has indicated that dollar denormnated investments rendered 
the Fund uncompetitlve in the market They found borrowers reluctant to bear the nsk of local 
currency devaluation against the U S dollar, resultmg in more expensive dollar-denommated 
future repayments 

SAEDF responded to this market condition with a creative foreign currency arrangement 
whlch fixes exchange rate nsk, the cost (approximately 10%) to be borne, in effect, by the 
Fund (see &scussion below) 

SAEDF's ability and willingness to be market responsive may, in fact, distinguish it in a 
positive way Team interviews and research found that the IFC and USAID'S EN1 funds all 
Invest in U S dollars Thelr general phlosophy IS to emphasize equity and export onented 
mvestments where exchange nsk is more easdy borne by investees Otherwise, foreign 
exchange losses become an expense to investees of doing business 

It remains in question, however, whether SAEDF's market responslveness in t h s  Instance will 
generate additional investments, whether SAEDF wlll recover its foreign exchange interest 
expense through higher returns on investments, or whether some comlpatlon of the two may 
prove sufficient to ultimately enhance SAEDF's profitability and sustamability 

SAEDF's weaknesses in the areas of financml respons~b~lity, are discussed at length in 
Section IV C , and include turnover at the Chlef F~nancial Officer position, the potential 
appearance for conflicts presented by the Deloitte consultancy, USAIDIRCSA reporting 
issues, and timng issues related to drawdowns from USAID and disbursements to investees 

Alternabve Approaches and Recommendatzons (See Sectlon IV D ) 

(2) ZmprovedJinanczal servtces for small and medzum enterprises 

SAEDF has contributed to the development of lmproved financ~al servlces for small and 
medmm enterprises 

As discussed above, in recent months SAEDF has provlded almost $4 million in investments 
to small and medium enterprises The potential for positive impact of these investments on 
the overall economes of the host countries, in many cases, appears to be impressive 



In at least two cases, The Team visited with investee companies exhibiting early and 
exceptlonal entrepreneurism and innovation in creahng and delivering products and services 
to its markets Kmgdom Securities of Zimbabwe (Kmgdom) acts as "market makers" of 
Zimbabwe Stock Exchange (ZSE) equity and other debt securities, serving the Zimbabwean 
broker market (ten companies total including lngdom), the 65 companies traded on the ZSE, 
and var~ous issuers of commercial and municipal debt instruments 

Notably, Kmgdom participated in the pnvatizahon of three national parastatal organizations, 
The Dary Board, The Cotton Company, and The Comrnercial Bank of Zimbabwe, and acted 
as lead advisor on the Commercial Bank of Zimbabwe transaction The company feels it has 
played a pivotal role in (1) educahng new investors to the stock market as a vehicle to grow 
capital and wealth, (2) ellciting grassroots sponsorshp of parastatal pnvatization, and (3) 
encouraging retad investment in the ZSE 

lngdom publishes investment guides in local languages (Shona and Ndebele) and sponsors a 
local television program providmg financial education and information, "Malung Money 
Make Sense " In 1997, they led a public offering for the Randalls Company whlch they 
indicate achleved a record in terms of indigenous public subscriptions They have also worked 
to broaden public acceptance of unlt trusts through the development of three new products for 
individual investors, a money market income fund, a capital appreciation wealth fund, and a 
special situation fund of the fifteen hlghest perfomng securities on the ZSE 

Leaslng Company of Zimbabwe (LCZ) is the first and only one of Zimbabwe's five leasing 
companies to be black owned, in itself of significant demonstrahon value to Southern African 
financial markets The Pnncipal estimates that LCZ has outstanding approximately 400 leases 
in 300 companies, divided as follows mcroenterprises-3% (10 companles), small and 
medium enterpnses-67% (200 companies), and large companies-30% (90 companles) In 
each case, where lease financing goes toward acquiring new or incremental equipment, they 
believe it results in the creation of at least one new employment posltion Their belief is that 
such positions are sem-permanent, beyond the life of the lease, as the equipment continues to 
be productively employed 

The Principal indicated that, as a result of analysis related to the SAEDF transaction, he 
gained a greater concern for liquidity management, i e matchmg the hmng and terms of time 
deposits (liabilities) and leases (assets) This greater appreciation he believes has strengthened 
LCZ's operations Further benefits from innovation, he believes, will become apparent as the 
relationship matures 

(zz) AppropnateJinancmE znstruments 

The financial instruments developed and offered by SAEDF have been made appropnate to 
the existlng circumstances of the Southern African economy and financial sector, the 
 objective^ and policies of SAEDF, and the investment in questlon Among the many things 
SAEDF has done well, the tadoring of its investments has been among the best As indicated 
herein, the four investments made to date have included common shares, preference shares, 
and subordinated debentures, each appropriate to the individual transaction Fund 
management has indicated its Intention to continue following this flexible policy 



Following a beginning period made difficult due to differences between US and British based 
legal systems, mtra-regional differences between target countnes, and logistical difficulties 
due to offshore legal counsel, the Fund appears to have resolved ~ t s  fundamental 
documentahon obstacles A core set of transaction documents is now in place whlch should 
facilitate quicker investment closings in the future 

Notably, in the absence of Amencan style venture capital cond~tions in the region, and 
consistent with the risk policies and return on investment objectives of SAEDF, management 
and legal counsel created and gamed South African regulatory approval for the use of zero 
coupon redeemable preference shares These shares p e m t  the fund to parmipate in equity 
appreciation in its investments SAEDF management indcates these instruments represent the 
first such of therr lund in the region 

(zzz) Country-speczfic definzkons of mzcroenterpnses and SMEs 

SAEDF has not consulted with RCSA or USAID bilateral ms3ions to develop country- 
specific definitions, and such definitions have yet to be developed SAEDF has inlcated an 
interest m following World Bank guidelines in malung these detemnahons The Fund is in 
the process of consulting the USAID Missions in the Region on possible further refinement of 
these definitions 

(zv) Skmulakng anvestments by other pnvate companzes 

SAEDF has stimulated investment by other pnvate companies In each investment reviewed, 
SAEDF has been a co-investor with private banks, companies or investment trusts The 
extent of leverage has varied from doubling SAEDF's Investment (LCZ) to increasing SAEDF 
funding fifty-fold (RHF ) 

(v) Technical asszstance 

Technical assistance, apart from the routine Interaction between SAEDF and investee 
management, has played a limted role in SAEDF's investment development Where 
provided, it is treated as an operahonal expense, and is not allocated as part of the investment 
on whch a financial return is sought More significant technical assistance, as that which may 
be provided by RTAA, is not presently part of a facility for cost recapture by SAEDF 

(vz) Forezgn Operakons, Export Fznanczng and Related Appropnakons Act 

No indications were found of violations of Section 547 of the Act Management is fully 
aware Section 547's provisions, and has made clear in its operational directives its intention 
to comply fully In addihon, in all of its due lligence exercises, SAEDF has placed its 
potential investees on nohce of the need to comply fully with Section 547 Ongoing 
compliance by investees wlll be recommended as part of an overall annual monitoring 
process 



(vzz) Shareholder/znvestment agreements and standards 

SAEDF has addressed the problem of differing legal standards such that future delays in 
closing deals should be reduced Following a beginning period made difficult due to 
differences between US and British based legal systems, intra-regional differences between 
target countries, and logistical difficulties due to offshore legal counsel, the Fund appears to 
have resolved its fundamental documentation obstacles A core set of transaction documents 
is now in place which should facilitate quicker investment closings in the future 

For example, consistent with the nsk policies and return on investment objectives of SAEDF, 
and in the absence of American style venture capital conditions in the region, management 
and legal counsel created and gamed South African regulatory approval for the use of zero 
coupon redeemable preference shares whlch permt the fund to partmpate in equity 
appreciation in its investments 

Further, in interviews conducted by the Team, the principals of KSHL indicated they believed 
themselves to be a better, more sustamable enterprise due to beneficial scrutiny applied by 
SAEDF in its demandmg due diligence and negotiation processes The application of 
Amencan and international standards and management practices they believe have prepared 
them for the public scrutiny which they antlcipate will come with future growth They also 
expressed the belief that SAEDF representatives worked to compromse where necessary, and 
have been educated as to the realities of the African marketplace whlch will prove beneficial 
in future investments 

(vzzz) Forezgn exchange nsk 

An interim foreign exchange facility employed by SAEDF has met initlal USAID approval 
Question remsuns, however, as to whether this facility is optimal, or whether a larger, longer 
term facility may offer SAEDF better rates and terms 

Notably, no other US AID enterprise fund employs any comparable mechanism to tnsulate 
investees from foreign exchange fluctuations According to USAID enterprise fund staff, 
currency nsk is hedged in their European enterprise funds with eqwty investments in 
companies whose growth in share values is intended to outstrip potential currency 
depreciation Where loans are made, borrowers are expected to bear the foreign exchange 
risk Thls same stance vis-a-vis the local market was taken by the IFC representative in 
Harare This rases questions as to the prudence and necessity of SAEDF's bearing the 
current 10% spread between interest recewed on dollar denommated deposits and interest 
pad on foreign currency borrowings for the purpose of investing in local currency 

The Team recommends that a detailed financial analysis be made by the Fund to detemne 

. whether the 10% per annum net cost of the experimental facility could be reduced by 
entering into a substantially larger or longer term facility, 

whether that 10% net cost is recompensed through addihonal client volume or the 
ability to charge an increased rate of interest to the IFI, or 



whether the development benefit of providing funds through such a program justifies 
an indirect subsidy 

The Team feels that judgement on this issue should be deferred pending completion of the 
study 

(4 Investments In non-target mdtgenousfirms 

The "carve-out" authorization should be extended through the active investment llfe of 
SAEDF Management indicates its priorities durlng the start-up phase have been to focus on 
investments drected at SAEDF's primary target, i e indgenous, historically disadvantaged 
Southern Africans To do otherwise would have caused negative public reaction 

Assumng that SAEDF's investment pace accelerates, the fund's "developmental" objectives 
will be addressed The carve-out authorization mantans its potentlal to assist SAEDF 
directly in its susta~nabihty objectrves 

In addition, carve-out investments potentially impact RCSA's specific Intermediate 
development results, namely broadened participation in regional markets, Increased use of 
financ~al resources, improved business competencies among indigenous entrepreneurs, and 
SAEDF's becomng a self-sustaning fund 

B SAEDF's progress m establ~sh~ng and ~mplement~ng appropr~ate 
envwonmental pol~c~es and procedures 

- 
1 Analysis of the Fund's overall pol~c~es and procedures 

Summary 

The Fund has not operated long enough or generated a sufficient number of appropriate projects 
to adequately test the Environmental Guidelines detaled in HQT-96-006 However, experience 
suggests that there are weaknesses whlch need to be mtigated so that the Guidelines may 
function in the manner for whlch they were onginally designed During the course of this study, 
a number of practical recommendations have been generated whlch require more discussion by 
the Fund's Board and staff 

On the few occasions that environmental concerns dtd arise during prelimnary Investigations, 
the staff exercised considerable wlsdom and foresight in dealing with such matters In the 
absence of expert guidance, thelr efforts demonstrated comtment,  initlatwe and creativity from 
which the Fund continues to benefit 

The study identified a senes of charactenstics, both good and bad, which were commented upon 
and in some instances, recommendations for Improvement and enhancement have been made 
A series of multi-functional environmental "tools" in the form of checklists, guidelines and 
explanatory notes have been developed as appendices to this report They may be used by 



investment staff in any combinatton to enhance their evaluation slulls for the ultimate benefit of 
the overall due diligence process A separate manual has been developed whtch can be used by 
investment officers, accordmg to their own tastes, preferences and interests, to rase the profile 
of environmental factors in the overall due dtligence exarmnahons 

This study further identified that 

informal environmental evaluations have been conducted, but there have been too few 
"environmental" investments to put the Environmental Guideltnes to the test, 

there was a need to protect the Fund's envtronmental nsk profile whlch was not evident 
at present, partly due to the lack of empirical data to test risk exposure, 

the review tdentified the need to tlghten environmental gurdelines by incorporating the 
growlng experiences of the investment staff with a view towards mnimzing 
environmental nsk to the Fund and maximzing market opportunities in supporting 
"environmental" projects that mght not otherwise attract manstream venture capital, 

it was necessary to enhance and consolidate envrronmental resources to equip staff with 
baslc slulls for perfonrung environmental evaluations dunng the course of normal due 
diligence, 

m the absence of clear policy on allocation of environmental evaluation costs, it was 
appropnate to review implementation options for flexibllrty and senstttvity to the market 

Inputs and Approaches 

SAEDF captures its policy and procedures regarding the environmental component of its work 
in Resolution HQT-96-006 Resolution Concenung Environmental Guidelines for the Southern 
Afnca Enterprise Development Fund to Observe When Malung Investments Thls resolutron was 
approved by SAEDF's Board at its meeting of September 26, 1996 Detaded comments on 
HQT-96-006 Environmental Guidelines under "Strengths and Weaknesses" are organtzed to 
correspond with the Guidelines' headings 

In view of the short time frame in whtch SAEDF has functtoned, tt is dtfficult to comment upon 
the overall envtronmental monitoring and review process It was noted that as with all new 
organizations, most effort and priority has been put into start-up procedures, systems and 
operations It is appropnate at thts stage however to begin reflection, introspection and review 
to ensure that pollcy and operations are moving in the same direction It 1s also appropnate to test 
activities and operations for practicality and effectiveness The review withtn this external study 
1s part of that initlatlve 

Outputs and Impact 

In vtew of the limted number of investments developed by the Fund and the lirmted 
environmental component of those investments, it is unfatr to pass judgement on the 
effectiveness of implementation of the envtronmental guidelines However, it was noted that 



there 1s an element of "shyness" in pushmg the Guldelmes, possibly due to hesitation that 
env~ronmental concerns may jeopardize the chances of an Investment moving forward 
Environmental concerns are bemg considered by Fund staff, but not in the style or format 
presented by the Guldellnes 

Opportunzttes and Constraznts 

It appears the Fund may be unconsciously avoldmg projects wlth potentral envlronmental factors 
whlch mght impact on decision-malung If the Fund follows through with the envlronmental 
gurdelmes to thelr full and loglcal conclusron, ~t would make good economc sense to develop 
new capabilitres through the new procedures and systems The opportunity lies in creatlng a 
market "nlche" through actrve pursuit of "envlronmental" projects Ths  opportunity is only 
reallzed if inherent safeguards, checks, balances and procedures protect the Fund from 
unacceptable envlronmental llablllty Unhl that occurs, the entlre mlhahve can be seen as a 
constrant 

At thls stage, it is premature to evaluate the costs of environmental evaluahon and revlew 
Clearly, th~s may become a "deal-malung or deal- brealung" issue In the future, part~cularly ~f 
there 1s competihon wlth other capltal sources less ethlcal or particular In their envlronmental 
lnvestlgatlons and requlrements Furthermore, where some countries are lachng m natlonal 
environmental policy or leglslatlon, the tendency could be to go for the fundlng source wlth the 
fewest bureaucrahc requlrements 

It would be invidious to see a situation develop where the Fund's envlronrnental nsk is 
compromsed by clients playlng one fundmg source aganst another on the terms and condhons 
of envlronmental revlew, or where the Fund must dlscount envlronmental risk aganst securmg 
Investments A firm, but flexible, enwonmental pollcy 1s required whlch does not compromise 
the Fund's competltweness m the market, but at the same tlme reflects a responsible attitude and 
approach to the Southern Afnca environment 

Strengths and Weaknesses 

The strengths of the envlronmental guidelmes are that they are broad and can be Implemented 
and interpreted accordmg to the circumstances of each investment or cllent 

The major weakness of the envlronmental guidelines 1s that they are as yet untested The 
investments closed so far have not progressed the policy beyond the lnltlal screenmg stage Only 
one Investment has resulted in "yes" responses and the Environmental Revlew has not yet been 
completed for that project 

General Comments on Implementatton of HQT-96-006 Envzronmental Guzdelznes 

Paragraph A of thls opening section says that SAEDF wlll "encourage the firms in which it 
Invests to be sensltlve to the envlronmental implications of thew activities [and will] help them 
amellorate over tlme any negabve environmental Impacts of such activltles " This cornmtment 
implies that the Fund wlll have internal resources to meet these comrmtments These resources 
would Include rnternal shlls (whlch mlght be a base level environmental ability of all staff 



dealing with clients) and funding, as well as access to outside expertise to advise the Fund on 
more specific issues The Fund should have mechanisms in place to ensure that, over hme, it is 
able to meet the comnutment made in this section 

Paragraph B recognizes that the process of environmental improvement is ongoing and gradual 
However, to support this policy statement, a plan and set of objectives needs to be in place to 
rase awareness, slulls, and expertise among Fund staff, and to add substance to the policy (See 
Appenhx C 1 for a suggested plan) 

Paragraph C sets out a number of far reaching management principles whch, by definttion, need 
to be brought to the attention of clients and potential clients at the earliest opportunity They 
pose issues that may need to be tncorporated into companies' official documentation, policies, 
programs and objectives It is possible that some of the principles may be so onerous as to 
influence clients aganst using SAEDF resources Ths  suggests that they should be exposed to 
the clients at the earliest opportunity and that the Fund should have the resources to reassure 
clients, offer support and assistance in understanding and complying with the principles 

Paragraph D establishes that the Fund "may" arrange briefings "May" should be substituted 
with "shall on a regular basis" 

Paragraph E is a necessary legal provision protecting the Fund from unforeseen liabllihes and 
obllga~ons It needs to be reworded, however, more positively as, at present, it could suggest that 
the Fund may wave the policy implications ~f it so desired This could suggest or lead others to 
thnk that the policy was merely "greenwash " 

Dzrect Investments 

Paragraph A sets out quite clearly that a detaled procedure should be in place which would 
ensure that appropriate environmental information is collected or subrmtted on a regular basis 
to enable the Fund to check that its environmental policy guidelines are being implemented by 
clients (See Appendx C 2 for a proposed procedure) The paragraph also suggests that there will 
be on-going review of acttvities and that the Fund will take an active role in the environmental 
affars of its clients 

Paragraph B is an incomplete llst of activities that rmght pose environmental risk The choice in 
this type of listing is to either have no list but broad categories and ~mpacts, or to try and draw 
up a full and complete list of achvities that the Fund feels are of environmental concern (See 
Appendix C 3 for a proposed revised list of activities) These options need to be discussed in 
light of Fund planning resources and pnoritles Guidelines are needed to assist in the 
development of briefs and the revlew of environmental assessments 

Paragraph C is a crucial element of the guidelines underlining the Fund's commtment to look 
at mtigahon, rather than rejection out of hand, of investments that are more environmentally 
complex or pose a different risk profile 

Paragraph D calls for monitoring environmental performance as part of overall investment 
monitoring This requires a set of guidelines for implementation (Appendix C 4 contains a 
proposed set of guidelines for this purpose) 



Paragraph E needs to be revisited on the basis of how far the Fund is prepared to go in terms of 
providing support or technical assistance The current tone of the paragraph is weak and 
inconsequential It needs to be reinforced with a firm policy direction which indicates the degree 
and strength of support A strong policy guideline on cost apportionment will help to give this 
concept more weight and relevance 

Paragraph F comrmts the Fund to mantarung appropriate records As mentioned earlier, records 
and information are ~mportant and need to be mantaned as a policy and procedural directive 
The type of documentahon to be kept should be spec~fied and should form a part of the wider 
evaluation and review process of the Fund (See Appen&x C 5 for a some guidelines and ideas 
to this end) 

Loan Programs Wzth Ftnancml Znstttuttons 

Paragraph A requires that loan applicants complete the environmental checklist It is important 
that the completed checklist be included in the review and evaluation process and not left until 
closing on the investment The env~onmental checklist could potentially uncover ' fatal 
environmental flaws" in the investment which information should be avulable as soon as 
possible It is also important that there be "yes" answers The avalabihty, type and form of 
appropriate techcal  assistance needs to be clarified 

As a part of checlung for "fatal envwonmental flaws," ~t may be useful for investment officers 
to consult their own, more detuled, personal environmental checklists to cover the perspective 
of the Fund's potential environmental liability and risk (See Appendix C 6 for a suggested 
Investment Officer Environmental Checklist, Appendix C 7 for a suggested IF1 Environmental 
Checklist and Appendx C 8 for a suggested Client Environmental Checklist) As part of an 
environmental manual produced as an Appen&x to ths report, a number of specialized checklists 
focusing on sectors have been developed These are modified from guidelines and checklists 
produced by the Environmental Division of the IFC As a supplement to these checklists, a basic 
contacts list is included in Appendix C 10 to enable Investment officers to "quick check" 
environmental situations Ths list is merely a starter It is expected over time that staff will add 
to the contacts list whch will contribute to the Fund's environmental resources base 

Paragraph B also needs to be strengthened to cope with follow-up and updates on environmental 
status and information It is suggested that evaluation and review (as well as chechng with 
financ~al ~nstitutions) form a part of an office's procedural annual review of loans and clients 

The record keeping and documentation process referred to in Paragraph C has been mentioned 
above and is dealt with in Appendix C 5 

The principle of the environmental screening form is sound i e , a short questionnure that 
quickly identifies broad-based environmental issues which may need addressing However, 
there would appear to be a reluctance on the part of those involved to complete the form in the 
early stages when it should be used for optimal effect 



Some modification, therefore, to the present format is probably needed It is suggested that, if 
the investment officers are tratned to the level where they have the confidence to assist clients 
in complehng the form, late presentation of completed forms may become redundant A revised 
Environmental Screening Form is presented in Appendix C 9 

Envzronmental Revzew 

The Environmental Guidelines ind~cate that, should there be a "yes" response to any of the 
environmental screening form questions, an Environmental Review must conducted To date, 
SAEDF has conducted no Env~ronmental Reviews The essence of the requirements for the 
Review are fundamentally sound However, more detad is required to clarify some of the 
requirements 

Alternahve Approaches 

Status Quo Whle there is a good degree of informal envuonmental evaluation work going on, 
the levels of structured env~ronmental evaluation and momtonng are limted and agmnst a 
background of almost non-existent procedures, detaded gcudelines, and techcal  environmental 
back up The status quo is unsahsfactory and potentially exposes the Fund to significant, but as 
yet, unquanhfiable envlronmental risk 

Pol~cy towards firms that "pose s~gmf~cant r~sk of envlronmental harm " If the Fund 
develops a strong environmental policy and an attendant evaluation and monitoring program, it 
would be well placed to make informed decisions at the level of "environmental r~sk/harm" of 
projects Thls, in itself, might open a potenhal niche in the marketplace for new projects Ths 
could also create opportunihes to budd capacity in the vital environmental management sector 

Avoidance of projects "posmg s~gnlticant env~ronmental rsk " The deliberate avoidance of 
envuonmentally sensitive projects would seem to be wasteful, considering the fact that the US 
Government has a clear stand on the environment and its protection, and that the Board saw fit 
to include specific guldelines to the Fund on environmental issues Others mght treat such 
environmentally sensitive projects with impunity, thus potentially creatlng significant damage 
to the environment It would be better to undertake such projects in an ethcal and responsible 
manner, using the significant infrastructure and bachng that the Fund enjoys 

Recommendattons 

Annual Review That a formal annual review of projects be Instituted as part of SAEDF policy 
which wlll revislt loan conditions envlronmental guldelines, financial status, etc and include 
a review of tnp reports and other evaluations undertaken dmng the course of the prevlous twelve 
months 

Detailed Procedures That more detaded procedures be put in place to augment the general 
environmental framework of the Environmental Guidelines in Resoluhon HQT-96-006 which 
will specifically cover the environmental nsk potential the Fund may be exposed to in the future 
(Appendices C 2 3,4,6 and 9 contam tools and suggestions to facilitate this) 



Records and Information That efforts be made to record and consolidate environmental 
mformation generated from discussions relahng to investments such that information is used by 
others and the "corporate memory" of the Fund is enhanced 

Tramng That specific efforts be devoted to additional environmental trmning for investment 
staff, to enable them to assess and manage potential environmental risks so that the Fund may 
benefit from increased business and decreased nsk (Appendix C 1 suggests an approach to 
dealmg w~th th~s  ~ssue) 

Pollcy Rev~ew That as part of the above-mentioned environmental trmning, investment staff 
review resolution HQT-96-006, along with this review document, and modify it in the llght of 
environmental field experience, practical operations and market dynamics 

Rrsk Assessment That the list of circumstances posing sigmficant nsk of environmental review 
(HQT-96-006 Environmental Guidelines II B) be critically reviewed with a perspective on 
selecting categones for investment that involve appropriate and mean~ngful environmental 
management Inputs and sound environmental impact management methodologies and techmques 

Env~ronmental Costs That policy guidelines be established whlch indcate how the costs of 
environmental evaluation and review are, or can be, apporboned accordmg to circumstances and 
market situahons (Appendix C 11 presents some options for &scussion and evaluation) 

(z) Inzhal Envzronmental Revzews Has SAEDF as part of its standard application and 
proposal evaluation process, reviewed the environmental posture offirms or projects 
which are being considered for direct investments loans or other financing mechantsms7 
Has relevant information on each firm or project been gathered through the due 
diligence revtew process, including informatzon on appbcable environmental laws and 
regulations7 Have the management principles zn Section I C of the Environmental 
Guidehnes been dzscussed wzth each firm or project7 

The Fund carries out an informal review of the environmental posture of firms and projects 
aganst the background of the Environmental Guidelines There have been too few instances to 
test the effectiveness of the guidelines to date At present, there is no clearly defined document 
trad that enables any judgements to be made on the effectiveness of current informal procedures 
It would appear from investigation and discussion that there is no central repository, structured 
filing system or library of environmental information and laws in the Fund Based upon their 
particular level of interest, some individuals have collected environmental information 

(zz) Envzronmental Assessment of Proposed Investments Has SAEDF assessed whether 
its investments would finance any of the actzvities listed in Section N B  of the 
Environmental Guidelines, or other activitzes which would pose a significant risk of 
irreparable harm to the environment7 Ifa proposed tnvestment does involve any such 
activitzes, has SAEDF undertaken an environmental assessment 7 Were such assessments 
per$ormed by quallJied experts contracted by SAEDF7 Were they appropriate in scope 
and level of analyszs to the size of the project or operations involved7 How do such 



assessments compare to those conducted by similar financial institutions in Southern 
Africa (e g , Znternational Finance Corporation, national development finance 
institutlons7) 

It would appear that, to date, the Fund has taken a conservative vlew on the type of projects listed 
in Secbon II B of the Envlronmental Gutdelines One or two potenbal environmentally sensitwe 
projects have not progressed beyond informal discussion and exploratory phases There is no 
evidence to suggest that the Fund, itself, has ever conducted any environmental assessments It 
would appear from a study of the files that no envlronmental assessments have been required 
Thts IS stated agamst a backdrop of it not being necessary to have the expertise or knowledge to 
know whether an envlronmental assessment was specifically needed 

(zzz) Mztzgatzon Measures for Envzronmental Rtsk If SAEDF has proceeded with a 
proposed investment involving activines whrch could pose a significant risk of 
environmental harm, has SAEDF made every reasonable effort to cause the project or 
firm in which it invests to develop and implement approprzate mitrgation measures7 

It would appear that there is no formal approach to environmental risk by the Fund By default, 
tt is imagined that this would be handled the same way as any other nsk factor would be dealt 
with, prov~ded the environmental information was avsulable 

(zv) Monztonng of Envzronmental Performance As part of rts overall investment 
monitoring e#orts, has SAEDF monitored the envzronmental peg5ormance or each finn 
in which it makes a direct investment through srte visits discusston with officers of the 
firm, andor attendance at Board meetings, as appropriate? Where feaszble and 
necessary to enhance the environmental petformance offirms in which it invests has 
SAEDF arranged for technical assistance from environmental consultants and others 
knowledgeable about envrronmental issues7 What is the practice of stmilar financial 
institutions in Southern Africa 7 

The Fund does not appear to have any formal envlronmental performance monitoring criteria or 
procedures It is assumed that, should the matter u s e ,  it would be dealt wtth on a subjective 
reporting basis 



(v) Envwonmental Procedures for ZFZs In connection with the provision offinancing to 
financial instmtions for loan programs, has SAEDF requestedfinancial institutions to 
require loan applicants to complete the environmental checklist attached to the 
Environmental Guidelines 7 

Only one Environmental Review has been called for and this is still awated from the client 

(vz) Overall Implementahon of Envzronrnental Procedures Has SAEDF periodically 
dzscussed withfinanclal instztuhons their experience with implementzng the procedures 
described m Section III A of the Environmental Guidelines 7 Have environmental reviews 
been prepared by loan apphcants as appropriate7 Have the loan applicants agreed to 
undertake the monitoring and implementation recommendations for mitigatton, as 
appropriate 7 

It appears from discussions with Fund investment staff that informal discussions are held on 
environmental issues There is no evidence from documentation exammed that any extensive, 
in-depth discussions have been held with financial institutions Although this review has not 
been conducted as an envuonmental au&t with the relevant document trals, it is noted that it IS 

difficult to locate and follow document trails whlch indicate evidence of env~onmental 
discussions Any envuonmental discussions should be documented or mnuted to enter that 
mformahon into the "corporate memory" of the Fund, thus enabling it to be of use to others 

(vzz) Envwonmental Records Has SAEDF maintained appropriate records (e g 
correspondence, file memoranda, reports of environmental reviews) to indicate the 
manner in which environmental zssues are addressed in connection with the review and 
approval of investment proposals and the monitoring of environmental issues7 Is 
SAEDF maintaining appropriate records to indicate the manner ia which environmental 
issues are addressed in connection with loan programs established with financzal 
institutions 7 

No formal environmental conditions have been set at the time of writing of ths  report No 
documentahon is avalable on environmental initiatives or monitoring, other than the 
Environmental Guidelines contaned in Resolution HQT-96-006 

(vzzz) Bnejings on Envmnmental Issues Has SAEDF management arranged any briefings 
for zts investment staff on environmental zssues faced m the Southern African business 
context (e g , national and local laws mitigation and monitoring methods 7 

The Fund has not, prior to this study, given any briefings or traning on environmental matters 
to investment staff 



C SAEDF's accountrng ~ollcles. systems and ~rocedures 

1 Analysrs of the Fund's Overall Pohcres, Systems and Procedures 

Summary 

SAEDF has made good progress toward developing and implementing its management policies, 
procedures and systems to comply with Grant financial management requirements There are a 
few areas where the Fund could improve its financial operations to better control payment, 
accounting and reportmg activities Our recommendatlons for suggested improvements in those 
areas are contamed in the following matenal 

The Fund's Polmes And Procedures Manual covers basic accounting and internal control 
systems Since October 1, 1996, the Fund has mantamed its financial records on an automated 
accountmg system (AccPac), which was installed and certified by Coopers and Lybrand in 
compliance with generally accepted accounting principles as well as with Grant requirements 

For several months dunng the rmddle of Fiscal Year 97, the Fund did not have strong, hands-on 
leadershp in the Flnance Office It also &d not have a sufficient number of qualified accounhng 
staff to permt adequate separatlon of functions as required for proper internal controls in all 
areas of financial management operations 

The Finance Office at the time of this study had on board one hrect-lure Accounting Clerk, a 
temporary Acting Chef Financial Officer (the "A/CFO through December 1997 after which 
a permanent CFO was placed) and a temporary Accountant Both temporaries are regular 
employees of Deloitte Touche Tohrnatsu Internabonal (Deloitte), the accounting firm whch has 
performed all external financial audits of the Fund The temporaries and the Accounting Clerk 
have worked diligently d u n g  the past few months to bnng the records current in preparation for 
the FY1997 audit With the addition of a permanent CFO and one or more qualified accountants, 
we believe the Finance Office will be able to adequately perform ~ t s  basic financial management 
responsibilities 

2 Specific Accountrng Questions 

( I )  Fznance office procedures 

In a letter of September 3,1996, to the Fund's CEO, the USAID/RCSA Grant Officer approved 
the Fund's accounting and internal control systems subject to the requirement inter alia that the 
Finance Office develop demled office procedures, including the flow and storage of documents 
assigned duties of staff, and other implementmg procedures The Fund's Polzc~es And 
Procedures Manual addressed some of the concerns contamed in the Grant Officer's letter 
including the issuance of purchase orders and processing of payments The Fund had no written 
procedures whch detaled the duties of the vanous staffers, flow of documents or procedures for 
handling other accounting or related actlvitles within the Finance Office, as requested by the 
Grant Officer 



It appeared that for the previous several months the Finance Office had not retamed sufficient 
numbers of qualified full-hme personnel whlch resulted in some non-compliance with the Fund's 
financial policies and internal control requirements, as noted below 

Control Accounts The prescribed Fixed Asset Register was not current until September 30, 
1997, when it was brought up-to-date by the Delo~tte tempormes A General Ledger Investment 
control account had not yet been utilized, but the AKFO planned to mstall and use the prescnbed 
account startlng m November 1997 Although the Payroll Reg~ster, prescnbed by the Pollcres 
And Procedures Manual, had not been utlhzed, the Deloitte temporaries had performed a 
reconclllation of the payroll to the General Ledger at the end of FY 1997 The A/CFO planned 
to open the required general ledger payroll account In November 

Bank and Cash Pre-numbered petty cash vouchers were not being utilized, nor were the 
prescnbed petty cash book being mamtained or reconc~led to the general ledger or to the cash 
on hand The prescribed receipts book (cash book) and check received register were not being 
mantamed The manual also required use of pre-numbered and controlled deposit slips which 
were not being used 

Periodic, accurate bank reconciliations and review by the CFO is an obvious key to internal 
controls whch avoid improper fund allocation Accordingly, the Deloitte team had recently 
initiated a system of penohc reconcillahon of cash and the regular use of a check register Since 
the Fund had no safe, blank checks were kept in a locked file cabinet The Accounting Clerk 
managed accounts payable, received vendor invoices and initiated check payments, a situahon 
which violated sound internal control pr~nciples 

Travel Advances The Finance Office treated travel advances as expenses, relying on memory 
to collect on advances aganst travelers' vouchers This practice resulted in unnecessary 
reconciliations to collect outstanding advances The A/CFO planned to regularize the control 
of travel advances early in FY 1998 

As noted above, it is our opinion that the lack of sufficient qualified staff In the Finance Office 
had been the prime factor causing less than full compliance with the Fund's prescribed policies 
and procedures, and with the weakening of its internal controls 

(zz) Fznance ofice duttes 

At the time of our review, the Finance Office had just three officers on-board two temporary 
accountants from the Deloitte & Touche staff and a direct-lure Accounting Clerk Dunng the last 
several months of his incumbency, the previous CFO was alleged to have been negligent in 
ensunng the adequacy and integrity of the Fund's financial operations We did not examne or 
attempt to evaluate the cause for these allegahons 

Due to the absence of strong leadership in the Finance Office, the financial records were not 
maintamed on a current basis, nor were timely financial reports rendered Consequently, the 
current staff had spent most of its time during October and November 1997, on reconclllation 
of the Fund's last six months' financ~al transactions and preparation of reliable financial reports 



The Finance Office had no prescnbed segregahon of duties The Accounting Clerk handled the 
payment process, data entry, bank liason and filing The temporary accountant devoted most 
of her tlme to reconciliation of accounts payable and fixed assets, while the NCFO spent his 
time on general reconciliation of accounts and preparation of financial reports These extensive 
reconciliation efforts were caused by mts-applied or umdentified payments These were caused 
by posting errors resulting from the lack of accounting classificahon on payment documents over 
approximately half of FY 1997 operations 

Early in FY 1998, the AICFO began uslng a voucher codmg sheet to indicate the proper account 
to be charged for each payment W~th the consistent use of this basic accounting tool, the 
Flnance Office is expected to experience fewer reconciliation problems The NCFO has also 
inshtuted the use of a monthly checklist to help insure that various reconcillation and reporting 
requirements have been properly completed We believe these fundamental changes will help 
improve the accuracy of Fund financial records and the timeliness of Fund financial reporting 

SAEDF's chart of accounts contaned approximately 1,900 accounts, although the FY 1997 year- 
end trial balance included only 242 active accounts The AKFO indicated he planned to delete 
up to 50% of the unused accounts from the AccPac system The F~nance Office handled about 
700 payment transachons annually, excluding payroll and petty cash activities Although the 
number of current accounhng transachons is not excessive, the workload will rise as investment 
activihes and staff Increase 

To prepare for the anhcipated Increase in investment workload and to provide for better internal 
controls, we belleve the Fund should add another professional accountant to its current staffing 
as soon as possible This would p e m t  immediate separation of the petty cash and bank 
reconciliation process, separation of check preparation and mantenance of accounts payable, and 
separation of payroll oversight and bank reconcillation 

As program achvities increase, the Finance Office will need to rase its staffing level to an 
optimum level of seven, including the CFO, five Accountants (one each for Accounts Payable, 
Accounts Receivable, BanlungiCash, Investments and Payroll) and a Data Entry Clerk Such 
staffing levels should p e m t  reasonable separation of duhes and better internal controls 

It is The Team's understanding that SAEDF hired a CFO in January We belleve the Fund 
should also start immediate recnutment efforts for a qualified accountant to augment the current 
three-person staff, two of whch are scheduled to end their consultancy assignment with the Fund 
in early m 1998 The Fund should intensify its recruiting efforts to get permanent, qualified staff 
on board for the Finance Office, especially as the two Deloitte temporaries cost the Fund in 
excess of $20 000 per month 

(zzz) Travel, per dzem and settlzng-zn allowances 

It appears the Finance Office operated at less than full capacity for several months before the 
consultants were brought in from Delo~tte As a result of staff shortage, supporting 
documentahon for payments was not always mantaned or properly filed The NCFO estimated 
that The Team had found approximately 80% of mtsslng documentatlon, but that much remaned 
to be located and reconciled to payment documents, including those for travel vouchers 



Travel Our review indicated that the Fund generally complied with its written policies and 
procedures governing official travel However, we believe there are some areas requiring 
strengthening For example, the policy manual provides for use of business class a r  
accommodations "on international long dlstance flights" To avoid any confusion or ms- 
interpretation as to when business class travel can be used, the Fund should amend its manual 
to define "long distance flights " 

Per D~em Although we generally found adequate docurnentabon supportmg travel clams, there 
seems to be some confusion on payng lodgtng costs The CEO advised that it was Fund policy 
to reimburse travelers for cost of official travel, based on standard per diem rates set by the U S 
government He added that the Fund reimbursed travelers for M&IE costs with no receipts 
required, and for lodging costs when supported by a hotel bill, up to the published U S  
government rate, and in certam special cases over the lodging limt He added that if lodging 
costs were less than the stated allowance, the Fund would reimburse traveler for such costs 

The Fund's travel reimbursement request (voucher) contaned separate columns for Lodging and 
M&E expenses However, it appeared the policy on reimbursement for lodging costs had not 
been consistently applied A casual review revealed one isolated case of an apparent 
overpayment It does ind~cate, however, a possible variance between what appears to be Fund 
policy on reimbursing travel costs and actual practices followed Policy and practice should be 
reconciled, and resulting travel clams must be carefully pre-audited pnor to payment 

For M&JE payments, we noted a case where a traveler clamed and was pad for a busmess lunch, 
supported by a restaurant bill for two, although the travel voucher Indicated the lunch was for just 
one business person Another traveler clamed reimbursement for several different business 
meals, which apparently resultmg in excessive reimbursement We believe it would be useful 
for the Fund to amend Section 1 1 of its policy/procedures manual by deletang "There should also 
be some reasonable limtahon on reimbursement of such business-related meals", and replacing 
it with a clmfying statement such as "The CEO or lusher designee must approve in advance any 
clam for reimbursement of business meals in excess of $50" 

Settl~ng-In Allowance The Fund had pad  seven employees the equivalent of about $38,000 
for setthng-in allowances However, we could not find evidence of written policies or 
procedures governing the authorization and payment of Settling-In Allowances The record for 
the last allowance pad indicates it was based on a 30-day per diem rate for the employee and a 
half-rate for hts dependent, plus $500 for "transportation allowance'' We believe the Fund 
should amend its policy and procedures manual to clearly indicate those conditions under which 
a settling-in allowance would be authorized and to prescribe the rates for such payments 

(zv) Fznanclal reporhng requzrements 

The Fund has not always met the financial reporting requirements contained in the Grant's 
General Provisions pnmmly due to Finance Office staffing problems during FY 1997 Because 
of the need to complete excessive reconciliahons required prior to closing the FY 1997 accounts 
tn preparation for year-end reporting and the annual audit, the Finance Office had not submitted 
the Federal Cash Transactions Report (SF-272) on a timely basis As of early November 1997, 
the last SF-272 submtssion covered August 1997 activity 



The Fund intends to fully comply with all financial reporttng requtrements after tt completes 
reconciliation of, and adjustments to, its accounts prelimnary to the annual audtt The AiCFO 
tntended to submt the next SF-272 and prescrtbed supporting reports by mid-November 1997 
He presently prepares a Monthly Treasurer's Report which he submts to the Board Treasurer 
Ths report shows the accrual aspect of the business, and thus provtdes a better lndicatton of the 
financial implementation and acttvities of the Fund 

The AICFO agreed to include thts report In the regular SF-272 submssions startlng in md-  
November Once the FY 1997 year-end reports are prepared and audited, the AKFO Intends to 
subrmt the prescribed financial reports to USAID (RCSA m Gaborone) on a timely basis 

(v)  OMB Czrcular A-122 complmnce 

Grant Amendment No 4 states that the Fund's corporate and accountmg policies and procedures 
must comply with OMB Circular A-122 Sentor Fund personnel generally are aware of A-122 
requirements Other than mnor violations of Fund poltcies and procedures reported above, ~t 
appears that the Fund generally complies with the cost pnnciples contiuned ~n A- 122 We found 
no evidence that the Fund has used Program Income to cover costs proscnbed by A-122 We &d 
ident~fy a few areas that, in order to fully comply with A-122, need attention, as follows 

Non-Expendable Property A-122 provides that capital expenditures for general purpose 
equipment are unallowable as a direct cost except wlth the prtor approval of the awarding agency 
On July 27,1996, the Grant Officer authonzed the Fund to "mcur reasonable capttal expendttures 
for general purpose equtpment to carry out the purposes of the grant" Ths  authonzahon appears 
to represent a blanket approval for the Fund to procure non-expendable property (NXP) for the 
life of the project The Fund &d not seek nor obtam subsequent USAID approval to procure non- 
expendable property, and it continued to purchase NXP well into the last quarter of FYI997 The 
Fund NXP inventory at the end of FY 1997 totaled just over $300,000 Since the inventory level 
should now be cons~dered material, the Fund and USAID should agree on how to comply with 
the provisions of A-122, Attachment B, paragraph 13 

Entertamment The Fund charged amounts to operatmg expenses whlch, though immaterial in 
size (less than $loo), appear to be entertiunment expenses prohibited by A-122 To preclude the 
appearance of impropnety, the Fund should collect the appropnate refund from the employee and 
credtt the expense account originally charged 

Atlanta Expenses Expenses tncurred by the Fund's Atlanta office durmg FY 1996 were not 
charged by the Atlanta office to the Fund's accounts, nor reviewed for compliance w~th A- 122 
principles The Fund asked Deloitte to provide an estimate of its charges to revlew and report 
on Atlanta start-up costs A3 of November 1997, Deloitte had not provided the requested prlce 
quote The Team has been informed by the SAEDFIRTAA Activity Manager, however that 
these expenses were reviewed by Deloitte in their 1997 audlt 

Hedge Fund Advance The Fund and a South African bank entered into an agreement providing 
that in return for an initlal deposit of $1 rmllton to be held as security, the bank will lend the 
Fund Rand for re-lending to ~ t s  investees The agreement provtded that the bank will pay the 
Fund tnterest at 6 125% per annum m arrears on the $1 mllion deposit The agreement further 
prowded that the Fund wtll pay the bank interest, at its Spot Exchange Rate (presently about 



17%), to borrow Rand for re-lending to investees The agreement has resulted in unresolved 
issues as follows 

In anticipation of lendlng Rand to three specific IFIS, the Fund drew down $1 mllion 
from its Letter of Credit with USAID and deposited it in the newly-established account 
at Nedbank The Fund included the deposit as an asset on its balance sheet, but treated 
it as an expense for SF-272 reporting purposes since the monies are not avadable for 
other purposes However, Grant Amendment No 4 provldes that such grant funds must 
be considered expended by the Fund only when the Rand equivalent is disbursed by the 
Fund to its borrowers Amendment 4 further provides that monies held in the special 
account pnor to Rand disbursement to Fund borrowers will be considered advances and 
subject to the same Letter of Credit requirements governing advances 

To solve this anomaly, it appears the Fund should report the advance in the "Remarks 
Section" on its SF-272 cash reports, support it with a brief narrative describing the 
transaction, includlng the anhcipated use of the advance for its re-lending activities, and 
then request an exemption for this particular advance only, from the usual requirement 
to treat an advance as cash on hand to be netted agarnst the amount of draw under the 
Letter of Credit The Fund should then stnctly adhere to the Letter Of Credlt and Grant 
reporting requirements 

As noted above, the Fund 1s obligated to pay the bank interest for borrowing Rand for re- 
lendlng to ~ t s  investees However, A-122 provides that costs incurred for Interest on 
borrowed funds are not allowable 

Since Grant Amendment No 4 provides that Program Income is exempt from A-122 
requirements, then investee interest payments, and if necessary principal repayments, 
could be attributed to those interest payments the Fund will make to Nedbank The Fund 
should establish the necessary accounts and procedures to track future interest payments 
and their eventual treatment as Program Income 

Alternatwely, the Fund mght seek a legal opinion that the differential between the cost 
of borrowing Rand and the income from the $1 rmllion on deposit could be considered 
as the cost of insurance agamst devaluation, not passed on to its borrowers, thus 
representing an allowable cost under A-122 provisions 

(vz) OMB Czrcular A-133 complmnce 

As noted earlier, a possible conflict of interest had been raised because Deloitte presently 
provides two consultants, at a cost exceeding $20,000 monthly, as temporary staff in the Fund's 
Finance Office, and Deloitte was conducting its annual external audit of the Fund's FY1997 
statements and financial operations Prior to hring the Deloitte temporaries, the CEO asked 
Deloitte for its views on a potential conflict of interest with the external audit team Deloitte 
responded that the consultants assigned to the Fund were members of its consultmg division 
(Special Services Group), while the external audit team members would be drawn from 
Deloitte's separate audt division (Financial Institutions Team) 



Deloltte pointed out that the consultants assigned to the Finance Office would take instructions 
from and report to the Fund CEO Deloitte noted that the audit team would conduct its audlt in 
accordance wlth the firm's audlt standards and guidelines Deloitte stated that in some past 
cases, thelr audlt reports had disclosed that certam accounting assistance had been provlded to 
the clients, and that this disclosure should alleviate any conflict of interest concerns 

Deloltte's engagement letter to the Fund outllned the nature and scope of work planned for the 
1997 SAEDF audlt The engagement letter is qulte detaded and lncluded the man provlslons 
of A-133, mcludlng testing of the grantee's Internal control systems and compliance wlth Grant 
provlslons We met wlth the Deloltte representatlve, who served as partner in charge of the 
audlt, and wlth the lead auditor on the audlt team We discussed those A-133 principles whch 
the Deloltte team has Incorporated ln thelr engagement letter Based on the above, we concluded 
that the scope of work for the FY 1997 audlt complles wlth A-133 requlrements 

( 2 )  Procurement and property management 

The Fund's operating manual incorporates baslc procurement pollcies and procedures whch 
conform to the requirements of 22 CFR 226 Dunng the recent penod when Flnance Office 
operations were severely restncted by lack of staff, procurement actlons, regularized by the 
lssuance of Purchase Orders, were not always conducted as prescr~bed by the manual The 
AKFO was aware of the need to follow prescribed procurement practices, and slnce the latter 
part of FY1997, he had requlred the lssuance of Purchase Orders to cover all but petty cash 
procurement As noted earlier, however, the Fund had not complled wlth A-122 requlrements 
of obtalnlng pnor approval from the fundlng agency for procurement of general purpose 
equipment The Fund should amend ~ t s  pollcies and procedures manual to provlde for 
compliance with this requlrement 

The Fund's Investment pollcles and guidelines contam certam prohibltlons on Investments, 
consistent with the Grant General Provlsion 8 (Prohblted Transactions) requlrements We were 
advised that In conduchng ~ t s  due diligence procedures, the Fund made reasonable inquiry 

regarding those prohhted transactions The Fund, however, had not Included ln ~ t s  contracts the 
provlslons and certifications requlred by General Provlsion 8 (A) and (B) The Fund wlll Include 
these requirements m ~ t s  future contracts 

The Fund generally complies with 22 CFR 226 property management standards The property 
records contalned all requlred lnformatlon except a notation ~dentlfy~ng the source of the 
equipment The Finance Office recently concluded a phys~cal Inventory of Fund-owned non- 
expendable property it continues efforts to reconcile the inventory to those fixed asset control 
records recently brought current The pollcies and procedures are in place With baselme 
information being recently established, the Fund should be able to meet all prescnbed non- 
expendable property management requirements 



D SAEDF's low-term financ~al susta~nabil~ty 

1 Analysls of the Fund's overall susta~nabil~ty 

Inputs and Approaches 

SAEDF has lad a foundation for financial sustanability, having invested the better part of two 
years in organiztng and developtng tts Board, management, office, staff, systems, policies, 
procedures, market knowledge and presence 

In its tntttal operations and investment activity, SAEDF's Directors and management appear to 
have placed a prermum on fiductary responsibility, preservation of capital and the Fund's long 
term sustanability Ths appears to have translated into a more cauhous, conservat~ve approach 
to financing indigenous, hstoncally disadvantaged SME's in the Southern Afncan region, than 
that anticipated by the market or others knowledgeable on Fund matters 

On a longer term basis, SAEDF's financial sustamab~hty will be detemned by its management 
and staff, Fund profitability and performance, and management's success in marketing these 
attributes to second round capital sources Staff has undertaken prelimnary planning towards 
rasmg follow-on fundmg Key to theu eventual success will be SAEDF's abil~ty to mantam a 
stable nucleus of D~ectors, managers and staff, and the Fund's mehum to long term financial 
performance 

Outputs and Impact 

SAEDF has begun to establish itself as a source of risk cap~tal for mdigenous, historically 
disadvantaged SME's in the Southern African region They have achieved some degree of 
market presence and credibility wlth their inihal four mvestments, thereby demonstrating to the 
market that capital is avalable, albeit selectively, for enterprises meeting their crltena 
At this stage, it remains premature to project with any degree of certamty the impact of these 
early outputs on SAEDFs long term sustanability Interviews and research conducted by The 
Team suggest, however, that pnvate capital flows tnto the Southern African region are 
increasmg, and that SAEDF, as an early and achve part~cipant in this marketplace, may be well 
positioned to benefit from growth in volume and scale of SME entrepreneursh~p activlty 

Opportunzhes and Constraznts 

Research and anecdotal reports point to growing interest on the part of worldwide industrial and 
financ~al circles in the markets and economes of post-apartheid Southern Afnca Team meetrngs 
d~sclosed a quiet, sustamed Interest in the region from diverse African, U S , European and 
multinational sources SAEDF enjoys a unique opportunity in that it has established itself 
relat~vely early In this growlng market, has attamed critical mass in slze and presence, has 
identified and retaned a youthful staff with upside potent~al, and carries with it U S 
perspectives, style and relabonships which appear to be d~stinct~ve in the current market 

Significant constraints to SAEDF's real~zation of this opportunity in the form of long-term 
financial sustamabil~ty include ( I )  the existence and growth of competition for quality SMEs 



seelng venture capital, and (2) the relative lack of, and competihon for, expenenced, market- 
savvy venture capital staff and financial professionals 

Strengths and Weaknesses 

SAEDF's most important strength has been staffs willingness to accept constructive criticism 
and implement changes 

Staff turnover A possible weakness, however, is the Fund's difficult experience in attracting 
and retaining qualified, expenenced staff The Southern Africa marketplace is hghly 
compehtive for well-educated, hlghly skdled, expenenced ind~genous professionals As SAEDF 
does not offer management or staff investment carry (a percentage participation in the gans or 
losses of an investment fund) as is customary in pnvate sector venture capital, or the conservative 
outlook and secunty of a commercial bank, findmg and retamng quality staff has been as cntical 
and difficult to the Fund's operations as identifying investment opportunities 

Investment development pace SAEDF's orgaruzahonal development requirements, long term 
investment perspechve, rnvestment size restrictions, eleven nation marketplace, dwersified 
investment outlook, inexpenenced staff, and single office in the disparate Southern African 
regon appear to have combined to contnbute to a slower than expected investment pace, whlch, 
if not ameliorated, will impede its financial sustanability 

Single office operatron Unllke another, somewhat comparable investor In the region, the IFC, 
SAEDF covers Southern African from a single office locatlon In addition, SAEDF operates 
without a U S office, unlike most of the USAID EN1 funds This has contributed to SAEDF's 
consistently underspending its budget and outperfomng its European peers with respect to 
operating expenses On the other hand, SAEDF may risk long term sustamability in forsalung 
expenditures which could develop additional regional investments, U S based joint venture 
opportunities and U S based second round capital sources 

Management and staff structure Within the limts of our expertise, The Team sought to 
detemne 

If SAEDF has suitable management, organizational, and supervisory structures with 
adequate lines of responsibility, accountability and authority, sufficient senior 
management presence, and satisfactory support systems to compensate for staff absences, 

How well SAEDF's internal operations can be carried out during absences of the CEO 
for tasks such as due dllgence Board meetmgs of investees, marketing and promotions, 

The degree to whlch SAEDF's management and staff are prepared to undertake the added 
functions of portfolio and Impact monitormg, 

Whether SAEDF staff at senior and junior levels is satisfactory in number, qualificat~ons 
and ability, 



If the youth and limted venture capital experience of SAEDF's current staff 
(accompanied by a dynamsm that has been prased by investees and others) should be 
complemented with addihonal experience, 

The degree to which SAEDF has lnstitutionallzed operating procedures through the 
development of manuals setting out those procedures, to mnimze the negatlve impacts 
of staff turnover, 

How well SAEDF has succeeded In efforts to mtigate excessive staff turnover in the 
compehtive Southern Africa employment market 

Satisfactory internal operational capability and outreach are key to SAEDF's ability to meet 
performance targets and become financially self-sustatmng The Team hscussed with SAEDF's 
CEO whether the Fund mght operate more efficiently and effecbvely if it were to employ a Chef 
Operating Officer (COO) to assist in oversight of datly investment operations, perrmttlng the 
CEO to focus on marketing, outreach and pollcy matters The CEO indrcated that, at the Fund's 
current sue and scope, he believed that 

a single Senior Executive is sufficient to manage all aspects of the Fund's activities, 

delegabon of authority during h s  absences to one or more Vice-Presidents had proven 
adequate, 

SAEDF's "team" approach (one VP, Associate and Analyst per investment) provided 
satisfactory back-up in case of absence, 

the new CFO, once m place, may fulfill some COO funct~ons, as did the former CFO, 
and 

8 wlth growth, the Fund may consider augmenting further its Senior Executive structure 

The CEO also indicated that SAEDF is malung best efforts to remedy staff shortages, both in 
number and experience, and is confident it will do so in a timely manner The Team noted, 
however, that new hres at executive levels would reverse SAEDF's stated intent to promote 
from withn, by hmng addrtional staff (except for the CFO) only at lower level positions This 
would nsk morale problems with current staff or require a budget increase for new VP posihons 

Environmental exposure The Team developed several questions in the course of thls study 
relating SAEDF's posture and preparedness in environmental management and performance to 
long-term financial sustamability, among whlch were 

What is the potential "flow-through" liability to SAEDF from SMEs supported by 
SAEDF-sponsored IFIs7 What level of effort devoted to environmental review IS 

commensurate with the level of risk? 

Does existlng language in investment documentation for SAEDF's four closed 
investments Indemnify investees and expose SAEDF to potential environmental 



rmtigation costs? 

These questions have yet to be addressed to The Team's complete satisfaction 

Portfol~o mon~tor~ng Having recently closed on its first Investments, SAEDF has yet to be 
tested in ~ t s  preparedness and ability to monitor ~ t s  portfolio Among the expenences and lessons 
learned by the older USAID EN1 funds, timely investment monltonng proved to be both critical 
to investment performance, and more difficult m developing nations where infrastructure and 
logistics are poorer, and information is neither bmely nor reliable SAEDF has yet to engage thts 
challenge, possesses relatively little expenence in venture capital monitormg, and as yet, has few 
standardized portfolio monitonng procedures 

Office plan SAEDF's offices are pleasant and well apportioned Although on a single floor, 
the staff has grown to a size where it is now physically separated among two dstmct areas 
Executive and financial management enter through one entrance, investment staff through 
another The Team belleves that thls configurabon htnders, though not cnbcally so, the oversight 
and supervlslon of junior staff, and compounds the Impact of SAEDFYs other human resource 
challenges 

Alternahve Approaches and Recommenduhons 

Market strategy and planning Since alternative sources of venture capital are avalable in the 
Southern Afnca region, SAEDF's ability to find its "niche" was discussed at length The Fund 
has indcated that as a grant-funded orgamzation, it believes it has a greater degree of flexibility 
to invest where its developmental, economc and env~onmental goals are met, than would a 
commercial venture capital fund seelung to optimze returns for exclus~vely profit-oriented 
investors 

Additionally, SAEDF (along with others such as IFC) has the abllity to offer combinations of 
debt and equity as needed to meet the unlque demands of each investor These Funds also have 
the rare capability of malung long term investments unlike many alternabve pnvate sources of 
capital These charactenstics represent potential competihve advantages for SAEDF, but only 
if they are leveraged effectively 

SAEDF's prospects for long term financial sustamabihty will be enhanced once such factors have 
been thoroughly organ~zed, analyzed, presented, approved and ~mplemented in the form of a 
final, comprehensive strategic marketing plan As previously discussed, the foundation for such 
a plan is in place What remams is building onto that foundation the adhtional knowledge and 
lnslght gamed systematic input from those knowledgeable on and involved w~th SAEDF its 
market and activities and the plan s completion 

Board composi~on and structure SAEDF's Board of Directors is by all accounts functionally 
diverse, broad in perspective, significant in capabilities, and substantive in contributions to the 
Fund The by-laws authorize that SAEDF's Board may consist of up to nineteen members, of 
which up to ten may serve from the U S , and up to nine may serve from indigenous Southern 
Africa nations The current board comprises twelve members from the U S , and six from 
Southern Africa 



To improve SAEDF's market knowledge, local presence, investment idenhfication and strategic 
decision malung, The Team recommends that SAEDF enlist addihonal Directors from 
~ndigenous Southern Africa nations, preferably from natlons in the region not already 
participating Should it be deemed that such expansion would result m a Board whlch is too 
large and unw~eldy to properly govern or exerclse ~ t s  responsib~hties, SAEDF mght cons~der an 
adjunct Advisory Board of Southern Afrlcan representatives whlch would counsel and advlse 
Directors and management on regional affirs 

Adduonal ~ndigenous Directors may mtigate the dual tradeoffs of SAEDF's operating from a 
single office, without adding the expense of multiple locahons First, it helps cure any remaning 
shortcomngs ~n SAEDF's market knowledge, relaQonslups and investment flow resulting from 
its limted local market presence Second, it frees U S Dlrectors to contribute more in the form 
of developing U S based joint venture opportunities and second round cap~tal sources In these 
areas, SAEDF may suffer as, unlike most of its EN1 counterparts, SAEDF operates wlthout a 
U S office 

Suggestions were offered dmng ths consultancy regarding Board structure namely, that there 
be more extensive use of Executive Sessions for Dlrectors only (without staff or observers), and 
that an Executive or Operating Commttee of business-mnded Directors take on an expanded 
role, meeting regularly to advise, assist and support Fund operations The Team concurs with 
these suggestions 

Management structure The Team recommends that SAEDF promote, name or retam a strong 
#2 executive as COO or Senior Vice President for Investments Ths position would augment 
the CEO's management presence, respons~bility and accountability for investment performance, 
and prov~de executive leadership for staff when the CEO is away from the office This person 
should preferably be experienced in both management and investment development 

Environmental exposure The Team recommends that the questions rased under 
"Weaknesses" above be further studied and addressed The Team also recommends that SAEDF 
monitor and align with global standards for environmental management and performance, as 
practiced by the World Bank and IFC, whlch emphasize industry screening, selectlve 
environmental assessment, systematic monitonng, mtlgation where advisable and on-going 
traning (twice annually for IFIS) 

Portfolio monitonng The Team has prepared a portfol~o monltonng program for adaptation 
and use by SAEDF (Appendix D) The Team recommends that SAEDF's new CFO undertake 
as a priority the establishment of a ngorous portfolio monitonng routine 

Staff tralnmg The Team recommends that SAEDF staff attend U S based classroom tranlng 
on venture cap~tal practices provided by the Nahonal Association of Small Business Investment 
Compmes' (NASBIC) Venture Capital Inshtute, in conjunction with hands-on rotations through 
practicing venture capltal companies of the National Association of Investment Company 
(NAIC) Thls combination will provide an excellent grounding in the fundamentals, distinctive 
aspects and real world obstacles and practices of venture capital investing 



(1) Fznanczal assumptzons 

Based on actual experience and current staffing components, SAEDF's present financial 
assumptlons are aggressive 

The Team has analyzed the above requests and statements Our findings are that 

The SAEDF Board of Directors, representing a broad range of key Arnencan institutions 
and individuals, exercised tts prerogative of examnlng Fund objectives and proposed 
operations with commendable thoroughness, 

Recruitment of the Fund CEO and initial staff were carried out with great care, 

The time and logistical requirements to set up, investigate structure and implement 
effectwe operattons m Southern Afnca had been underesttmated by the project planners 

A substantial backlog of investment requests had developed dunng the start-up penod, and a 
considerable time and effort was devoted to evaluate whch mertted more intensive 
investigation As an example of the burden lmposed by the large number of requests, 
USAIDlNamtbla felt compelled to use its own funds to retan a consultant to carry out an initial 
apprasal of the forty-five investment inquiries (many of them contantng insufficient information 
for full evaluation) received before SAEDF became operational 

Because of the unique importance of the initial Investments to the future of Fund operations, 
SAEDF management and Directors examned the viable applications in fullest detal and wlth 
emnent prudence to ensure the soundness and nature of the requests The thorough and time- 
consumng nature of SAEDF's due diligence into the qualifications of proposed investees has 
been prased by a number of lnvestees themselves as helping them to improve their operations 
Consideration was also given to the impact of differing legal standards between the U S and 
Africa, and between natlons in Africa, on the time needed to proceed from SAEDF Board 
approval to closing 

SAEDF's most recent financial projections are based on a full complement of SIX experienced 
senlor investment officers, each generating three investments per year at an average of 
$1,500,000 per Investment These assumptlons based on SAEDF's three year expenence, are 
not reasonable given 

the need to factor in tlme to hire and/or develop additional senior investment officers 

the likelihood of continued senior staff turnover in the competitive Southern African 
labor market 

the historical productivity of SAEDF investment staff (1 e one investment per senior 



investment officer), 

the historical size of average SAEDF transachon ($840,000), and 

the low probability of dramatic increases in average transaction size due to Board and 
USAID targets for developmental objectives 

(12) Investment targets 

A longer perlod wlll be requlred to Invest all of SAEDF's allotted fundlng 

In its formahve stages, SAEDF's management and Board have exercised prudence and 
emphasized Fund sustamability in its investment development process As a result, the current 
investment and funding targets are aggressive SAEDF 1s llkely to require at least untd the year 
2002 to invest all of the funds granted by U S A D  (see Appendix E) 

(zzz) Buszness plan 

SAEDF's business plan and marketing strategy remain works-m-process requlrlng 
cont~nued development and fine-tunmg 

Management is continuing to develop and resolve important strategic and tactical queshons, 
inclulng ~ t s  &stinchve competencies, overall marketing approach, country, industry and client 
focus, and staffing (hmng, trmnmg, compensation, etc ) strategies Addihonal questions were 
rased in this consultancy in the area of management structure 

(zv) Admm~stratzve expenses 

SAEDF's admnrstratwe expense budget may need to be mcreased The tlrmng of such 
expend~tures will likely reqmre extension 

Admnistrative expenses to date have reflected posihve budget variances pnmar~ly due to lower 
than projected personnel expenses However, negative revenue variances due to the poss~ble 
slower pace of investments over a longer time period look to offset expenditure reductions, 
requiring additional allocations for adrmnistrative expenses 

The addihonal allocahons appear to be in the range of $3 2-$3 5 mllion pealung in 2002 before 
reflows from the sale of equity are returned to SAEDF, replenishing Fund reserves The Fund 
will require extension to at least the year 2002 to expend the funds under the Grant 

Allocations beyond the $3 2-$3 5 mllion projected in thls study will be requlred, should SAEDF 
fall short of any of the following targets 

mamtenance of 6 fully functioning senior investment profess~onals, 

increase in investment efficiency to two closed transactions per senior mvestment 
profess~onal, 



Increase in average Investment slze to $2 million by 1998, 

effective monltonng and management of a portfolio of approximately 60 companies by 
2002, 

identification of exit vehcles returning 30% on equlty investments by 2002, 

capital losses of %5 

(v) Addztzonal capltal 

SAEDF has undertaken prelumnary planning only towards the development of addrt~onal capltal 
from other sources Investments and operations have been the focus of management's attentions 
to date One professional staff member has now been asslgned this task 

V CONCLUSIONS AND LESSONS LEARNED 

This study e x m n e d  SAEDF's start-up expenence from 1994-1997 in the followmg areas 

provldlng debt and equlty financing to encourage the creation and expansion of 
comrnerclally viable enterprises in the eleven country Southern African region, 

rn directing financial services to mdigenous, previously-disadvantaged SMEs throughout 
the region, 

investing in a financially responsible and sustamable manner, 

establishing and implementing appropriate environmental policies and procedures, 

establishing and implementing appropriate accountmg policies, systems and procedures, 

achieving long-term financial sustanablllty 

The detaled observations, interpretations and judgements from the qualitative findings and 
empirical evldence collected during this study are presented in the conclusions and 
recornmendatlons throughout the body of t h s  report In this section, some broader conclusions 
and lessons from this study are summmzed and presented 

SAEDF began operating under numerous challenges and fomdable constrants The Fund 
sought to profitably invest risk capital across eleven developing countnes while satisfying 
multiple, and at times, countervailing goals The Board of Directors charged with launching 
SAEDF comprised few if any of the Fund's lnitial architects or planners The slower than 
projected start-up can be attributed In part to the difficulties and complexities Incumbent in 
SAEDF's fundamental purpose, the lack of focus to its mission, and optimistic projections by 
the project's initial planners Given such an ambitious endeavor, more ground level input and 
greater coordination from project paper to implementation may have better matched SAEDF's 
business realities with its policy objectives 



Throughout its startup phase, SAEDF's Board of Directors stressed their fiduciary responsibil~ty 
in protecting and preserving the Fund's capital Management's subsequent cautious investment 
pace appears prudent, assessed agsunst the nsks involved in learning and understandmg Southern 
Africa's evolving business environment, into wluch western-style venture capital was being 
introduced 

The lmpllcation of such cauhon is that SAEDF wdl reqmre fund~ng beyond the in~tlal projecbons 
of $8 rmll~on to support start-up admnistrat~ve expenses SAEDF's Board and USAID must also 
revislt their and the or~ginal project planners' expectabons with respect to size of investments, 
number of investments, probable returns and employment creatlon 

Better clarificahon of SAEDF's msslon and priorities would simpllfy dady operahons and 
enhance efficiency in core investment funchons (markehng, analysis, due diligence, structuring, 
monitoring) While SAEDF's multiple objectives (profitability, sustanabihty, capital 
preservahon, investment targets, job creation, specific Impact, innovahon, demonstration effects) 
are not mutually exclusive, they are often fundamentally countervailing, calling for transaction- 
specific compromses and organizational tradeoffs whch should be acknowledged 

USAID sensitivities to the independence, style and culture of this private sector-styled vehlcle 
also need to be examned The adverse impact on staff morale and direction can only detract 
from the acluevement of SAEDF's overall goals Simlarly, US AID'S oversight obl~gation and 
objectives can be better understood witlun SAEDF 

The Board can play a stronger role in the evolution and continued development of SAEDF's 
mission and prlonhes, and in proactively mediating policy level friction Management will 
subsequently be provided with greater overall direction and with greater freedom to focus on its 
primary function--effectively planning and execuhng operational strategies 

Management was found in ths  study to have mantamed fundamental integrity in its financlal 
reporting and Internal control systems despite compehng start-up demands and turnover in the 
finance function The Fund will continue to struggle, however, with dual operating constrants 
in marketing to eleven developing countries from a single office, and with structural shortages 
and turnover in professional staff 

Single office operation saves SAEDF in admnistrative costs, but forsakes possible advantages 
of a U S office (providing more ready access to U S joint venture and second round financing 
sources) or ad&tional m-region offices (prov~ding local marketing and monitoring presence ) 
As the Fund quickly matures, ~t must now also take on addihonal responsibilities in the form of 
portfolio monitoring, and creating and executing investment exits Otherwise its aggressive 
investment return expectations will not be realized 



Staff hring and retenbon has been a challenge It will continue to be so, given the riskheward 
tradeoffs and opportunities avalable to qualified professionals in the market Professional hmng 
and tranlng will reman a cntical requirement of the Fund's basic operating architecture The 
current staff is young and able, and achleved great stndes before and dwng t h s  consultancy with 
respect to venture capital investing, environmental assessment and impact monitorrng Extensive 
portfolio monitonng, workouts, turnarounds and exits remain, however, as future challenges 

SAEDF operates in a high rlsk environment, and some business falures can be expected to 
occur The experience of USAlD funds in Eastern Europe found portfolio monitoring to be 
more difficult than m the West Sub-Saharan Africa is likely to be more challenging st111 
Absent dramatic changes in investment amounts, investment pace, and proactive definition of 
exit vehicles, profitability, even at the slower pace projected in this study, will not occur 

Another significant obstacle for SAEDF to date has been the difficulty in achieving desired 
portfolio diversity, and specifically, in identifyrng or developing sustainable, creditworthy F I s  
for investment This obstacle presents dual consequences in that it hampers SAEDF's 
effectweness in reachmg rmcro and smaller enterpnses Fewer IFI Investments also means that 
SAEDF will impact fewer women owned businesses, as women owned businesses are 
disproportionately represented m the informal and rmcroenterpnse sectors 

Given USAlD emphases on both rmcroenterpnses and women owned businesses, SAEDF would 
be well served by Initiating and sustaning efforts to proactively target, outreach, evaluate and 
develop IFIs and women-owned direct investments SAEDF should also encourage direct and 
IFI investees to make serrous efforts to collect on-lendmg and employment data m hsaggregated 
form by gender wherever possible, so as to heighten awareness of and Impact on the conditions 
which perpetuate gender based disparities 

Competition in the Southern Ahcan financial market is growing, and SAEDF will increasingly 
contest for participation with quality entrepreneurs in quality investments More work is also 
needed to balance adherence to policy, global standards, market and financial considerations in 
the evolving arena of environmental screening, assessment, rmhgation and monitoring 

Pollcy and operating challenges notwithstanding, an important role exists for c o m t t e d ,  
innovative institutions such as SAEDF They alone have the will and capacity to support the 
ambitions of many capable entrepreneurs in spite of the nsks and uncertanties of Southern 
Afrlca's fragile develop~ng economes SAEDF's first year of active investing included 
innovative companies in baslc industries, younger emerging entrepreneurs with aggressive ideas 
and global perspectives, and a veteran manager brealung ground with the first black-owned 
company in his industry SAEDF has already demonstrated its potential for impact 

Ultimately, SAEDF's broader accomplishments may be manifested more subtly Formal 
evaluations of the more expenenced USAID EM Funds have supported the idea of venture funds 
as a model--encouraging development through application of the best of Western free enterprise 
techniques and approaches By contrast, the concept of enterprise funds as a development 
panacea--simultaneously creating jobs, providing demonstration effects, and earning market 
competitive venture capital returns--has ebbed in the face of political and market realities 



Over the longer term, it is likely SAEDF's most significant and enduring impact will be in less 
obvlous demonstration effects within the Southern African economes in its mtroduction, 
tranmg and development of a corps of managers, directors and entrepreneurs in the nuance and 
impact of entrepreneunsm and venture cap~tal, and in its graduation on or before its nomnal ten 
year life to an independent Investment entity 
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Ostr~ch Produbon Namrbia (Vol 2) 
Ostrlch Report (ABLE) 

Eerste Rwer Medml Centre 
Get Ahead Fmancial Services 
Grand h a n c e  Company 
Kahn & Partners 
Quahty Press Lmted 
Rural Fmance Fachty Housrng 

1"' Ad& Bancorp Ltd 
La Fleur d'Afnque Lunlted 

Agro Supphes Lmted 
L~quefield Foods 

Kmgdom Secu11t.m Holdmgs 
Kubl Manufactumg 
Leasmg Company of Zunbabwe 
Systems Technology Llrmted 
Yanku  Pharmaceuticals 



APPENDIX C 
(APPENDICES RELATED TO ENVIRONMENTAL PROCEDURES) 

A SUGGESTED PLAN AND SET OF OBJECTIVES TO ASSEMBLE 
ENVIRONMENTAL RESOURCES AND RAISE AWARENESS, SKILLS, AND 
EXPERTISE AMONGST FUND STAFF TO BE ABLE TO ADD SUBSTANCE TO 
THE ENVIRONMENTAL POLICY 

Objectmes 
Identify and assemble reference documentation on the envlronmental policy and 
legislation m operahon in all the counttles in whch the Fund hc t ions  
Undertake a bas~c environmental t r m n g  course for all investment staff to enable 
them to use the environmental checklists optimally and broadly evaluate 
environmental risk to the Fund when ldentifymg and processing deals 
Bmld an environmental contacts network mthm the operahon area to supplement 
investment staff environmental slulls, awareness and expertise 
Put Into place an envlronmental slulls framework that can be called upon in the event 
that specific environmental advice or assistance is requlred on environmental nsk 
evaluahon, Environmental Impact Assessment or for client envlronmental support 
Sensitise clients and IFIs to recogmse and report on potential environmental concerns 
and issues relating to their busmesses or operations 

Plan 
Objectlve 1- Identzh and assemble reference documentatton on the envzronmental polzcy 
and legislatton m operatzon zn all the countrzes cn whlch the Fund functzons 
Consolidate exlshng information, identify gaps, commission consultants to gather missing 
information, file data in a retrievable format (preferably electronic but othemse in a hard 
copy filing system, appropriately cross-referenced) 
Time required - maximum of 6 months 
Cost - approx $10,000 00 

Objectlve 2- Undertake a baszc envzronmental traznzng course for all znvestment staff to 
enable them to use the envzronmental checkltsts optzmally and broadly evaluate 
envzronmental rsk  to the Fund when zdentzfizng andprocesszng deals 
A trairung course of this nature could be completed in one full day Schedule time for 
maximum attendance, commssion tramer 
Time required - one day (dependant upon staff availability) 
Cost - approx $3,000 00 

Objective 3- Budd an envzronmental contacts network wzthzn the operatzon area to 
supplement mvestment staff envzronmental skzlls, awareness and expertise 
Test environmental contacts network from Study for completeness and identify gaps (approx 
3 months), if gaps, commission consultant to fill in gaps and consolidate all information onto 
electronic network database Ensure information is centrally accessible (network database) 



and appoint custodian to manage updating of contact information Review effectiveness of 
information annually 
Time required - between 3 and 6 months 
Cost - time of staff to check data, consultant - approx $5,000, plus approx $1,000 for 
database software, network installation, etc 

Objectme 4- Put znto place an envzronmental skzlls framework that can be called upon zn 
the event that speczfc envzronmental advzce or asststance ts requzred on envzronmental 
rcsk evaluatzon, Envzronmental Impact Assessment or for clzent envzronmental support 
Use the contacts network to establish consultant avalability Draw up a smple performance 
evaluatron form for use by investment officers wbch can rnclude comment from cl~ents on 
quality of consultants' work File forms centrally to enable other s W  to check out 
performance when choosing consultants Assign custodian to manage and keep a check on 
file 
T~me reqwred - mima1  to establish Value of checlung performance wl l  increase as more 
forms filled m 
Cost - muumal staff tme 

Objechve 5- Sensztme clzents and IFIs to recogncse and report on potentzal envzronmental 
concerns and wsues relahng to thezr busznesses or operatzons 
Ths  involves mvestment officers discussng enwonmental issues w th  clients and ramng 
their environmental awareness and interest to a degree where the chents will take interest in 
loolung at environmental concerns themselves Tlus could be carried out at two levels, firstly 
by mvestment officers applying slulls gamed from the results of Objectme 2, and secondly, 
by commissiomng a senes of smple leaflets and handouts to be passed on to clients and IFIs 
which would provlde basic environmental mformation and contacts and also discreetely 
publicise the Fund 
Tune required Part 1 - on-gong reinforcement and environmental commUt?lcation d u n g  the 
course of deal &scussions Part 2 - Probably requires a two part commrssiomng of an 
environmental advisor and publicat~ons consultant to work together to develop and design a 
set of leaflets and handouts 
Cost - Part 1 - mirumal, on-gomg wtlun existing staff tasks Part 2 - Approx $5,000 plus 
printing costs 



A PROPOSED PROCEDURE FOR COLLECTION AND EVALUATION OF 
APPROPRIATE ENVIRONMENTAL INFORMATION 

Normally, the collection, management and updating of environmental data is a costly and 
time-consuming exercise It can ofien only be carried out by large cornparues and 
orgmsabons who have the money and slulls to undertake the work or where there is a 
specific legal requirement for such data and the company or client are obliged to gather the 
data m order to contlnue their busmess Any form of environmental data, formal or mformal, 
creates a basis for decision-malung or understandmg of the dynamcs of envlronmental 
concerns relating to an operation or busmess 

The procedure detsuled below categonses environmental data Into three levels whch relate, 
broadly to the circumstances that mght be found, surroundmg a loan applicabon It should be 
noted that the envlronmental data will form only a part of wder data collected For example, 
trlp reports wl l  probably be made for all projects but the level of environmental data content 
w11 vary 

LEVEL 1 
Onginal envlronmental morutomg data such as stack emission data, water quality data, test 
results and sampling data normally collected by the client 

LEVEL 2 
Envuonmental data fiom other sources, "second-hand" data that does not relate dlrectly to the 
projectfclient but is from adjoinmg areas or is of an area or regional nature, or other forms of 
related data that is avsulable 

LEVEL 3 
Subjective information, trip reports, observations, anecdotal mformation, information fi-om 
other anecdotal or subjective sources, client reports 

Every effort should be made to collect hlgh order environmental data at Level 1 to enable 
environmental nsk or risk assessments to be undertaken as appropriate If that information is 
not available or "not collectable", the next level down, Level 2 data should be collected The 
value of that data wll be sound but not to the same degree as level 1 Level 2 data will not 
contribute as sigmficantly to risk assessment exercises and should be treated accordingly 
Should level 2 data not be available, the final resort is to collect Level 3 data Level 3 data 
has limted scientific value but is vital in the absence of any other means of making 
judgements or decisions 



Appendix 3 

A PROPOSED REVISED LIST OF ACTIVITIES WHICH WILL EVOKE 
ENVIRONMENTAL SCRUTINY 

The following activities or projects could pose sigmficant risk to the environment if they are 
not managed in a manner whch specifically prevents sigmficant negative impacts upon the 
envwonment In reviewng the SAEDF's potentml fundmg of these activitles, environmental 
management tools such as environmental impact assessments, strategic environmental 
assessments, environmental audits and other specialist evaluations w11 be used to ensure 
mimmal environmental nsk and to guide clients m complying wrth environmental leg~slatlon 
The Fund will not h d  projects or activities whch are shown to have sigmficant negative 
environmental impacts whch cannot be adequately or appropriately mitigated Actrvltles 
listed below will be carefully scrutimsed to ensure that all resultmg negative environmental 
impacts are managed appropriately 

Manufacture, importabon, reformulation, storage, use or disposal of sigtuficant 
quanbties of hazardous or toxlc materials 
Sigmficant encroachment upon natural hab~tats of regional, national or internabonal 
sigmficance 
Conversion of wetlands or natural forest tracts to other land uses 
AcQons or activities whch may jeopardise threatened and endangered species or 
adversely modify thew habitats 
Cleanng or levellmg of natural land, or areas undisturbed by human achvity, of more 
than one hectare 
Involuntary or unplanned resettlement of households or commumties 
Sigtllficant wthdrawals from, or hscharges to, surface waters or groundwaters 
Procurement or wde area application of ago-chemcals 
All activitles that involve bio-technology, biological mohfication or genetic 
manipulabon 
Any activities which have the ability to significantly disrupt natural ecosystem 
equilibrium to the extent that it may not be possible to mitigate the negative effects 



A PROPOSED SET OF GUIDELINES FOR THE MONITORING OF 
ENVIRONMENTAL PERFORMANCE 

Introduction 
The degree to whch a lending agency gets involved in a client's business can be a delicate 
and sensitive matter m l s t  the lending agency, needs to ensure that its interests and 
mvestment are protected, any element of excessive "interference" in the business of the client 
could cause disruption and disequllibnum Environmental performance, if not carehlly 
defined, could easily fall w i t h  thls category 

In order to ensure that env~onmental performance momtonng does not become a political 
issue, it is unportant to clearly spell out precisely what enmronmental performance is, m the 
context of the client's operations, and to clan@ precisely what measurement and momtoring 
of the performance lnvolves and what parameters are used Ths  wll, of course, vary from 
project to project and vary from the upper extreme of a formal environmental audd to simple 
checks such as a review of the origlnal enmronmental checklist prepared and a site inspection 

As a pomt of clmfication, momtomg of envlronmental performance involves - . checlung actual environmental performance agamst projected or planned performance 
evaluatlng environmental performance for unforeseen envuonmental eventualities or 
results . checlung environmental measurements taken (e g chunney stack emsslons and 
effluent quality data) agamst environmental performance predicted 

. checlung actual environmental performance agsunst environmental policies and loan 
conditions and commitments 

Environmental Performance Monitormg Checklist 

4 If environmental conditions formed a part of the loan agreement, have these 
conditions been adhered to7 
Has it been necessary, at Board level, to agree to any changes of procedure, pollcy, 
systems or operation as a result of environmental concerns, impacts or 1ssues7 

4 Has the client been able to manage environmental circumstances adequately and 
according to his original plans and predictions? 

4 Has lt been necessary to utllise envlronrnental consultants or experts to deal with 
environmental matters that have ansen7 

4 Are there any significant environmental changes since the original site visrt? (Only 

I ,  A management tool comprmg a systematic documented perlodlc and objectwe evaluat~on of 
how well enwronmental organlsatlon, management, and equrpment are performing w~th the arm of 
helpmg to safeguard the environment by (I) facilrtat~ng management control of envlronmental 
practices and (11) assessing comphance with company pollcles wh~ch would Include meeting 
regulatory requlrements - International Chamber of Commerce 



applicable if same investment officer carried out both evaluabon and momtoring) 
Do the environmental data from an and water quality measurements mdicate any 
trends that could be cause for concern or are unexplamed or unsatlsfactonly 
explamed? 
Are the environmental authorities (local, provinc~al and national) satisfied wlth the 
client's compliance to environmental reqwements, conditions, laws, ordinances and 
regulations? 



ENVIRONMENTAL RECORDS AND DOCUMENTATION GUIDELINE 
The data list below is an mdication of the lund of documents that can provide environmental 
information whlch is relevant and useful in assessing environmental nsk and performance 
- Plantlsite Layout* 
- Orgamsation and management structure chart/document* 
- Job respons~b~lities/ job descnpt~ons* 
- Schedule of Chemicals (Trade name & chemcal description) on site (raw materials, 
catalysts, etc and fimshed product)* 
- Hazard Data Sheets for ALL chemicals on site* 
- Summary & Flow chart(s) of processes on site* 
- List of regulations, standards & legislation af3ectmg site* 
- Copies of Pemts,  licences, wavers, relaxations, approvals* 
- Legislative compliance statistics 
- Company Environmental policies documents 
- Company Envlronmental Policies for Site* 
- CompanyISite Envlronmental Objectives 
- Company Environmental Standards* 
- External or Customer Envlronmental Standards 
- Copies of Environmental or SHE Committee meetmgs* 
- Conhtions of operation for contractors & subcontractors* 
- Contractor documents and agreements 
- Budget for environmental management 
- Activities, Operations & Procedures Manuals* 
- Plant Modifications Sheet File 
- Emergency Plan & Procedures Manuals* 
- Emergency Plan & Procedures Practlce Schedule 
- Emergency Contacts Lists 
- Media Contacts Lists 
- Traimng Manuals 
- Traimng Schedules 
- Traimng Records 
- Internal & External Environmental information & publicity material 
- Emission & Effluent momtoring schedules 
- Schedules of Internal & external complamts 
- Schedule of wastes removed from site (internally and by contractor)" 
- Accidental ReleasetEscape Stahstics & reports 
- Incident BooMFile* 
- Control Room activity log* 
- Mass Balance Equations for processes 
- Plant Audit Schedules 
- Plant Audit Protocols 
- Environmental Improvement Plans 

"indicates recommended, important core documentation 



data list - OEagle Environmental & Arend Hoogervorst 1992, used wth  permission 
ENVIRONMENTAL RECORD KEEPING 
Environmental record keeping mvolves the storage of environmental data for the purpose of 
verification of compliance to environmental policy, procedures and principles Data 
collection requirements wl l  vary accordmg to the particular circumstances of the business 
under consideration For example, a business that generates liquld effluents whch are 
disposed of to mutllcipal sewers would be expected to mamtam records on the quality and 
content of the effluent, and the samplmg and testmg thereof Similarly, a factory wth a boiler 
would be expected to keep records on the management of stack emssions from the boiler 
chlrnney to ensure that they comply wth the law and do not cause a numince to surrounding 
land uses 

The documents listed above described the hnd of repositories for environmental data that 
could be expected W l s t  the list could be seen as both too long and too short (from the 
perspective of an SME or a large corporate orgarusation, respectively), it does provide a 
broad guide 



Appendur 6 
ENVIRONMENTAL CHECKLIST 

INVESTMENT OFFICERS 

S~te  
What was the site previously used for7 
Is there a documented hstory for the site? 
Were any areas of the site used to dump/dispose or bury solid or l~quid waste? 
Are you aware of any contaminahon of the soil or water on srte7 
Have any boreholes or trenches been dug onslte to check groundwater and potentral 
contmnatlon7 
Will adjoining land uses or neighbours affect, or be affected by the project? 
Are storage areas on site bunded, concreted/asphalted or in any way sealed to prevent leakage 
to soil of deletenous liqwds7 
Is there any evidence that there were storage tanks on site (surface or below ground)? If so 
detail, type, status, age and contents 
Is the s ~ t e  close to any sensitwe enwonmental or human assets and fac1lities7 
Will the add~tion of site employees to the area cause social or envrronmental problems? 

Raw Mater~als 
Are there any envrronmental impacts related to raw matmals in the project? 
Does the transport of raw materials pose an envuonrnental problem? 

Water 
What arrangements have been made to handle stormwater on site7 
Is the site l~able to flash floods or heavy rams at any time7 
Is water for the project piped in or drawn from borehole or collected and stored from ramfall? 
If others, detad 
Could the project or programme contaminate water on site in any way7 
Does the project Include water conservation polmes and programmes? 
Will, or are, nitrates, phosphates, hgh  BOD/COD materials a potential problem to water 
supplies? 

Alr 
What sources of air emissions are there? (Relatmg to stacks or vents or chunneys) 
Are there any smells or nuisance odours that are related to the project? 
Is there a dust problem on site? (Wmdblown, stacks, etc ) 
Will the project or programme create a dust problem7 

Wastes 
Where is the nearest waste disposaVlandfil1 site? 
How w11 the project/progratnrne's wastes be disposed of, 
Are there any hazardous or toxic wastes to be d~sposed of, If so, how wll  thls be done? 
Are there any genet~c/pathological/metential recycling7 How are orgmc wastes handles? Do 
they pose a potential pollution threat? 
Are there hazardous wastes that are present in small quantities? (E g laboratory wastes) 



What arrangements have been made to handle process water or waste water? 

Materials 
Will materials used in the project be harmfcLVhazardous or a threat to the environment? HOW? 
What plans are in place to ensure that stored materials do not affect the environment? 
What chemicals are to be used? Are there Material Safety Data Sheets avadable? 
Can chemicals be replaced by less hazardous matenals? 
Is asbestos used anywhere on site? If so detail 
Are PCBs part of transformer oils or transformer banks on site? Evidence? 

Processes 
Are the processes to be used hazardous in any way to the environment? Explam 
Has a full and explanatory flow chart of project processes been drawn up? 

Admmstrat~on 
Do insurance policies carry sufficient cover for pollution clean-up/remediation? 
Do insurance policies have exclusionary clauses for environmental or polluhon episodes? 
Does the orgamsation's adm~mstration have any envuonmental files, documentation, or 
references? 

LIST OF POTENTIALLY CONTAMINATIVE USES 
When carrying out due diligence checks on potential deals, inspections of connected 
properties often reveal a great deal of information One clue to possible problems is the nature 
of previous land uses or businesses of previous land occupiers The followmg list of uses 
could indicate the presence of contaminated land to some degree or other Should any of 
these uses emerge from discussions, it strongly suggests that further investigation is 
undertaken to ensure that past use or past waste disposal on site did not contaminate the land 
to a degree that remediation or clean up may be requued at some point . A m a l  processing works 
b Asbestos works 
b Brickworks 
b Cemeteries . Chemical works . Coal mines and coal preparation plants 
C Dry cleaners 
b Docks 

Electrical equipment manufacturers . Engineering works . Food processmg or manufacture . Garages and petrol stations 
Gasworks . Hospitals . Heavy engineering installations including shipbuilding and ship breaking . Land used by the m~litary 
Landfills and waste disposal facil~ties 



Metal processing industries (smelters, foundries, iron and steel works) 
M~litary firing or exercise ranges or grounds 
M~neral workmgs 
Mineral processmg works (brickworks, cement works, tarmaclasphalt plants) 
Mmt~ons  production and testmg sites 
Oil Refineries, petroleum storage and distnbut~on sltes 
P m t  manufacturers 
Paper and pnnting works 
Power stations 
Quarries or mmes 
Ra~lways lines 
Rad~o active materrals 
Research laboratones 
Scrap Yards 
Sewage works and water treatment plants 
Tanneries 
Tmber treatment works 
Tyre manufacture 



Appendur 7 
A SUGGESTED IF1 ENVIRONMENTAL CHECKLIST 

Will your client's operation cause or contribute to any form of polluhon? (Air, water 
or soil) 
Will your client's operation cause or contnbute to any form of nuisance? (E g noise, 
odours, unsocial or anti-social actwities, etc ) 
Do your cllent's activihes generate waste whch might contnbute to increased littering 
or waste that must be disposed of on landfills or burnt? If so, detail 
Do your client's activities generate any toxic, polsonous or hazardous waste whrch 
might be hazardous to health or the environment? If so, detad 
Are there any risks associated wth your client's activihes? If so, detail 
Would your cl~ent be mterested m helping to rmmmise hrs impact on the 
environment? If so Indicate what type of help or ~f he requlres assistance or advice 
Are any of your client's activ~Qes dangerous or hazardous to health? E x p l a  
Do any of your client's activities mvolve streams, water courses, rivers, lakes, vleis 

or other freshwater? Please explam 



A SUGGESTED CLIENT ENVIRONMENTAL CHECKLIST (BASIC OR FOR IF1 
CLIENTS) 

Have you thought about the environmental aspects (positwe and negative) of your 
project? 
W111 your project cause an, sol1 or water polluQon? 
Will your project cause any nuisance to neighbours or adjollllng operations? (Noise, 
dust, smoke, smells, traffic at unsocial hours, any other unsoclal actwities) 
Have you made adequate provision to dispose of your waste in a safe and 
envuonmentally respons~ble manner? 
W111 you be usmg any chem~cals or substances whch could be hazardous to health or 
the environment? 



Appendm 9 

ENVIRONMENTAL SCREENDIG CHECKLIST 

The followng envuonmental screerung checklist is to assist clients in promding ~nformation 
to the SAEDF whch wl l  help them to assess the environmental signrficance, or othemse, of 
loan proposals 

The followng activities are deemed mappropnate, illegal, environmentally unacceptable The 
SAEDF 1s not permitted, by US law, to provide financial support to activities whtch lnclude 
or practice any of the following listed below Please ensure that your activibes do not fall 
w i h n  these areas 

Production or trade m any product or act~vity deemed illegal by host country 
regulat~ons or international law 
Production or trade m weapons and munitions 
Production or trade in tobacco 
Garnblmg, casmos and equvalent enterprises ("adult leisure" centres) 
Trade in wildlife or wldlife-related products (CITES) 
Trade m ra&o-acbve matenals or use m unlicensed or illegal achvibes 
Trade in products contaimg PCBs 
Trade or use of unbonded asbestos fibres 
Trade m pharmaceuticals subject to international phase-outs or bans 
Trade in pesticideskerbicides subject to internahonal phase-outs or bans 
Trade m ozone depleting compounds subject to international phase out? 

Revwed categories requlrrng envlronmental rev~ew/assessmen~ 
Please ~ndicate if any of the aspects listed below form a part of the activities that are covered 
by your busmess or for the financing for which you are applying 

r Sigmficant env~ronmental impacts whch are likely to affect thrd parties (e g local 
comrnumty, adjacent landowners, etc ) 
Industrial plant production or processing 
fiver basin or new lands development 
Large scale housing development on "greerzfield" locabons 
Road building or rehabilitation of roads (primary, secondary or tertlary over 10 krns 
length and building or rehabilitation of any roads whch may pass through or near 
relatively undergraded forest lands or other sensitive ecological areas 
Substantial piped water supply, water treatment operations or sewage construction 
Major borehole or water pomt construction, other than small scale water points or 

'Subject to conditions of the Montreal Protocol govemng host country 

3Note that certam countries, e g South Africa, have now introduced compulsory EIA 
regulations which will be enforced once the project is ready for legal permitting or licensing 



water storage dev~ces which will not affect environmentally sensitive areas or 
jeopardise threatened specles (Note-the concentration of a large number of small 
scale operahons constitutes an impact due to the cumulahve effects and should be 
considered ) 
Large scale irngatlon 
Dams, unpoundments, flood control, or other water diversionary schemes 
Large scale agricultural mechamsation 
Any projects that lnvolve clearance or removal of vlrgin forest 
Agricultural land levellrng 
Agrochemicals (pesticides, herbicides, fertilisers) - production, use, procurement, 
lrnportmg 
Activities that may impact protected natural habitats, areas or hgh  biological 
diversity, threatened and endangered species or the modificatron of habitats that 
support the above 
Impacts upon mdigenous peoples 

The following are potential issues or impacts that MAY affect environmental risk or 
decisions relating to the proposal Please indicate if any might apply to your proposal 

Environmental issues subject to local or national pemttmg/licensingflegal approval 
Workplace health and safety issues 
Em~ssions to an- 
Generahon of wastewater 
Generahon of solid waste (inert and toxic) 
Sigmficant or nuisance noise levels 
Chemcals (mcluding oil, diesel, paraffin, and petrol) stored or site 
Use of significant volumes of water (coolmg, diluhon, washng, etc ) 
Use of ozone depleting substances 
Fire nsk or prevention 

The Investment Officer or Vice President handling your application will discuss wth you 
whether an environmental review or assessment is required wth h s  application Ths  w11 
also relate to local environmental legislation reqmrements, where appropr~ate 



Contacts List 
(Please note that although the numbers below are the latest avadable, telephone numbers are 
constantly changing and it may be necessary to consult directory inquines or "New Numbers" 
for the very latest detsuls ) 

Industry Assoc~at~ons/Agenc~es/adv~sory bodles 
Agricultural and Vetennary Chemicals Association (Agrochemicals) 
P 0 Box 1995 
1685 MIDRAND 
Tel - (01 1) 805-2000, Fax - (01 1) 805-2222 Executive Director Mr Jan Kleynhans 

Aerosol Manufacturers' Associabon (Ozone-fnendly label) 
P 0 Box 483 
1665 OLIFANTSFONTEIN 
Tel - (01 1) 318-2716, Fax - (01 1) 318-1698 Executive Dlrector Mr Mike Naude 

Chemcal and Allied Industries' Association 
P 0 Box 91415 
2006 AUCKLAND PARK 
Tel - (01 1) 482-167114, Fax - (01 1) 726-83 10 Execubve Dlrector Dr Laurrame Lotter 

Dept Environment Affsurs & Tounsm (Dlrectorate Envlronmental ManagementEIAs) 
Pnvate Bag X447 
0001 PRETORIA 
Mr Wynand Foune, Director Environmental Management - Tel - (012) 310-3703 
Mr Jerry Lengoasa, Deputy Director Envlronmental Management - Tel - (012) 3 10-3709 
Fax - (012) 3222682 

Dept Environment Maws & Tounsm (Directorate Montreal Protocol) 
Private Bag X447 
0001 PRETORIA 
Mr Morkel Steyn, Deputy Director Montreal Protocol, Tel -(012) 312-021 5 

Dept Environment Affairs & Tourrsm (Dlrectorate Air Pollution Control) 
Private Bag X447 
0001 PRETORIA 
Tel - (012) 3 12-230, Fax - (012) 221-5392, Chef Air Pollution Control Officer - Mr M m n  
Lloyd 

Dept Environment Affars & Tourism (Waste Management Policy & Legislation) 
Pnvate Bag X447 
0001 PRETORIA 
Te1 - (012) 3 10-3671, Fax - (012) 3222682, Deputy Director (Waste Management) - Mr 
Tinus Joubert 



Dept Water Affairs & Forestry (Registration of Landfill sites and toxic waste d~sposal) 
Pnvate Bag X3 13 
0001 PRETORIA 
Tel - (0 12) 33 8-7552 Deputy Dlrector (Waste Management) - Mr Leon Bredenhann 

Industtral Envwonmental Forum 
P 0 Box 1091 
2000 JOHANNESBURG 
Tel - (01 1) 800-2687, Fax - (01 1) 800-4360 

Institute of Quarrying 
P 0 Box 940 
1876 WALKERVILLE 
Tel - (01 1) 949-1534, Fax - (01) 949-1608 

Fertlllser Society of Southern Mica 
P 0 Box 75510 
0040 LYNNWOOD 
Tel - (012) 349-1450, Fax - (012) 349-1363 

Pharmaceutical Manufacturers Assoc~ation 
P 0 Box 
2000 JOHANNESBURG 
Tel - (01 1) 805-5100, Fax - (01 1) 
Cell No - 083-377-1 546 

Plast~cs Federation of Southern Afhca 
Private Bag X68 
1685 HALFWAY HOUSE 
Tel - (01 1) 314-4021, Fax - (01 1) 314-3764 

Manager - Ms Kam Ireton 

Secretary - Mrs Lynn Montgomery 

Manager - Mr H Venter 

Chef Executive - Ms M~rryena Deeb, 

Envlronmental Off~cer - Mr Douw Steyn 

Provmcial Envlronmental Affiurs Departments 
(Provmcial telephone numbers and departmental responsibllit~es are constantly changmg and 
the detalls below may already be out of date ) 

Eastern Cape 
Department of Economlc Affam, Environment & Tourism 
Pnvate Bag X0054 
5605 BISHO 
Tel - (0401) 956-4266, Fax - (0401) 91883 Contact - Duector Environmental Affasrs 

Free State 
Dlrector Envu-onmental Affars 
Department of Environmental Affiurs & Tomsm 
P 0 Box 517 
9300 BLOEMFONTEIN 



Tel - (051) 405-4443, Fax - (051) 448-1758 Dlrector Envlronmental Affars -Mr I Moroe 
Gauteng 
Directorate Enmronmental Management 
Department of Conservation, Agriculture & Environment 
P 0 Box 8769 
2000 JOHANNESBURG 
Tel - (01 1) 333-2106, Contact - Ms Z Budmk 

KwaZulu-Natal 
Department of Tradibonal& Environmental Affam 
Private Bag X01 
3 83 8 ULUNDI 
Tel - (0358) 70-0552, Fax - (0358) 70-0580, Contact - Actmg Director Environment 

Mpumalanga 
Head Environmental Affars 
Mpumalanga Provmncial Government 
Pnvate Bag XI1289 
1200 NELSPRUIT 
Tel - (013) 759-4000, Fax - (013) 759-4032 Contact - Mr J C Mhlongo 

Northern Cape 
Health & Welfare and Envwonmental Affa~rs 
Prlvate Bag X5049 
8300 KIMBERLEY 
Tel - (0531) 81-4218, Fax - (0531) 3-1925 Contact - Dr M F Matlaopane 

Northern Provmce 
Department of Agnculture, Land & Envlronmental Affars 
Pnvate Bag X9487 
0700 PIETERSBURG 
Tel - (0152) 295-7090, Fax - (0152) 295-7046 Contact - Admimstratwe Secretary 

North West 
Department of Agnculture 
Pnvate Bag X2039 
2735 MMABATHO 
Tel - (0140) 875 1 1 1, Fax - (0140) 84-2679 Contact - Mr 0 J Tselapedl 

Western Cape 
Department of Envlronmental & Cultural Affairs 
Pnvate Bag X9086 
8000 CAPE TOWN 
Tel - (021) 483-4093, Fax - (021) 23-0939 Head - Dr J H Neethlmg 



South Afi~can Chamber of Commerce & Industry 
P 0 Box 91267 
2006 AUCKLAND PARK 
Tel - (01 1) 358-9700, Fax - (01 1) 358-977314 Infrastructure & Environment Manager 

South Afhcan Petroleum Industry Assoclation (Env~ronrnental Officer) 
P 0 Box 6094 
8012 ROGGEBAAJ 
Tel - (021) 419-8054, Fax - (021) 419-8058 Envlronmental Officer - Mr Anton Molda. 

South Afhcan Property Owners Assoaation (Head Office) 
P 0 Box 78544 
2 146 SANDTON 
Tel -(0 1 1) 883-0679, Fax - (0 1 1) 883-0684 Chef Executive Officer - Mr B Kmhmann 

Aggregate & Sand Producers Associahon of South Africa 
Prlvate Bag 34 
2006 AUCKLAND PARK 
Tel - (01 1) 726-5300, Fax - (01 1) 482-2000 Dlrector - Slr Rupert Bromley 

Profess~onal Assoc~atrons or Bodles 
Env~ronmental Planrung Professions Inter&sc~plmary Cornm~ttee (EPPIC) 
P 0 Box 90142 
2013 BERTSHAM 
TelRax - (01 1) 942-3450 Secretary - Mrs Yvonne Poole 

International Assoclation of Impact Assessment (South Afncan Chapter) 
P 0 Box 44335 
7700 CLAREMONT 
Tel - (02 1) 45-1609, Fax - (021) 461 -8926 Secretary - Ms Glaudm Kruger 

South African Institute of Ecologists & Envlronmental Scientists 
P 0 Box 36356 
7702 GLOSDERRY 
Tel/Fax - (021) 788-1 153 Secretary - Ms D L Stafford 

Envlronmental NGOs 
Endangered Wildlife Trust ( T W F I C  Officer, Southern Afhca, CITES) 
Prlvate Bag X 1 1 
2 122 PARKVIEW 
Tel - (01 1) 486-1 102, Fax - (01 1) 486-1506 TRAFFIC Officer - Mr Dav~d Newton 

Wlldhfe & Environment Soclety (Ozone-friendly label) 
P 0 Box 394 
3290 HOWICK 



Tel- (0332) 30-3931, Fax - (0332) 30-4576 Director - Mr Malcolm Powell 
Envlronmental Consultants4 
(Alphabetical order) 

All consultants listed are small groups of professionals worlung together or single 
consultants Ths  is done in the Interest of supporting small entrepreneurral business 

Afhcan Envrronmental Solutions (Env Auditing, EIAs, EMSs) 
P 0 Box 53577 
7745 KENILWORTH 
Tel- (021) 797-8479, Fax - (021) 797-8482 MD - Dr John Rcumondo 

Agency for Cultural Resource Management (cultural resources, archaeology) 
P 0 Box 159 
7306 RIEBEEK WEST 
Tel/Fax - (0224) 6 1-2755 Drrector - Mr Jonathan Kaplan 

CEN Integrated Enwonmental Management (ecologists, EIA, EMS, biological surveys) 
36 Rwer Road 
6070 WALMER 
TeUFax - (041) 5 1-2983 Drrector Dr M&e Cohen 

Digby Wells & Associates (Mmes, Mine rehabilitation, audihng, EMPRs, EMPs ) 
Pnvate Bag XI0046 
2 1 25 RANDBURG 
Tel- (01 1) 789-9495, Fax - (01 1) 789-9498 Contact - Mr Ken van Rooyen 

Eagle Environmental @nvironmental auditing & trai~mg, EIAs, Env Networlung) 
Private Bag X1 
3 6 1 1 PAVILION 
Tel- (031) 701-5315, Fax - (031) 701-5377 Contact - Mr Arend Hoogervorst 

Ecoserv (Pty) Ltd (EIAs, Air quality momtoring & modellmg, Env Audits, Chem Eng ) 
P 0 Box 37945 
4067 OVERPORT 
Tel - (03 1) 309-2391, Fax - (03 10 3 19-2952 Director Mr Quentin Hurt 

Environmental Management Services (Air quality measurement and modelling) 
P 0 Box 52668 
0 149 VIERDA PARK 

4The author takes no responsibility for standards or quality of the consultants listed At the 
time of writing, the consultants were undertaking work l~sted of a standard that could be 
construed as satisfactory Users are advised to check the credentials of the consultants and 
satisfy themselves that the service that they provide will meet the needs of the SAEDF 



Tel - (012) 668-1047, Fax - (012) 668-1828 Duector Dr Lucien Burger 

IDEAS Environmental Consultants (EIAs, B~ological& Ecological Surveys) 
P 0 Box 50826 
4062 MUSGRAVE ROAD 
Tel - (031) 23-5948, Fax - (031) 23-4841 Director Mr Kevm Weerts 

Lombard & Associates (Waste Management, Landfill design, Waste M~tumsation) 
POBox115 
3652 LINK HILLS 
Tel - (031) 763-3222, Fax - (0310 763-3041 Director - Mr Ray Lombard 

Mark Wood Consultants (EIAs, Mme & Quarry P l m n g  & rehabilita&on, auditmg) 
P 0 Box 2963 
2040 HONEYDEW 
Tel - (01 1) 958-1920, Fax - (01 1) 958-1858 Contact - Mr Mark Wood 

Walmsley Environmental Consultants (EIAs, Mines, Quarries, Housing) 
P 0 Box 5384 
2125 RIVONIA 
Tel - (01 1) 807-1360, Fax - (01 1) 803-4248 Duector - Ms Bryony Walmsley 



COST APPORTIONMENT OPTIONS FOR ENVIRONMENTAL REVIEW AND 
EVALUATION 

Introduct~on 
Environmental concerns have only been Incorporated into feaslbillty studies, financial rlsk 
assessments and other financial review and assessment documents over the past few years It 
1s clear that the evaluation and consideratton of such concerns url11 cost money Fundamental 
questions are rased whtch argue that possibly the evaluations may be unnecessary or may be 
relevant only to certan sectors or groups5 The questions that anse include the follourlng - 
Why carry out the evaluation? 
Who pays for the evaluabon? 
Who benefits from the mformatlon? 
If there are multiple beneficlanes, should costs be apportioned? 
Should there be quallty controls on evaluabon? 
If so, who bears the costs? 

It IS not mthm the scope of t h ~ s  study to justify envlronmental management Issues u r l b  the 
busmess of money lendmg However, it is of value to mclude a few slmple responses to the 
questions above to put the envlronmental tasks mto perspectwe The envlronmental 
evaluations are carried out to identify and mmmlse envuonmental risk to the Fund and the 
client The absence of t h s  could expose both to substantial legal, remehahon and restituhon 
costs Ideally, the client should pay for the costs as a part of h s  feas~bility studies but ~t may 
be m the Fund's interests, and to make them more keenly compehtive from a semce 
perspecttve, to carry part or all of vanous environmental costs All participants benefit from 
env~ronmental ~nformabon from a preventatwe as well as management point of vlew 
Baseline envlronmental informahon can often help in savrng money, particularly when it 
comes to water, effluent and emlssion treatment programmes Once benefits are 
demonstrated, it becomes easier to apportion environmental evaluation costs The problem is 
that benefits are not always clearly visible at the early stages of a project development 
Quality controls are always important and ~t is m everyone's interests to pursue them 
However, m view of the financial considerations, it may be a competitive advantage for the 
Fund to establish its own internal envlronmental quality controls as a means of optimal 
management of environmental experts/consultants at ophmal cost 

Environment Screemng 
Environmental screenlng is the cheapest area of environmental evaluation, yet can be the 
most crucial m terms of ~dentlfying potential "fatal envlronmental flaws" in a possible deal 
Two stage screenmg based upon the perspective of the lnvestrnent officer where deemed 
necessary m the case of doubt or lack of informabon Scopmg consists of bawc desk study 

'More countries in Southern Afiica are beginrung to legislate for compulsory 
Environmental Scoping and Environmental Impact Assessment so t h s  argument may be 
rendered academlc in the short term 



work plus a site visit It would be rare that a basic scoping exercise would take more than two 
days 

Environmental Review 
The environmental review involves a more detailed examination of the project to ascerkun its 
envuonmental impacts f i s  would probably take not more than 2-5 days and would either 
clarrfy hmited or no impact, give basic options to mihgate idenhfied environmental impacts, 
or recommend that a full EIA is required to test more complex impacts and decide whether 
mltigatmg measures can deal wth the problem, or ~f there are fatal env~ronmental flaws 
whch may make the project too hlgh an env~ronmental r~sk 
Envuonmental Impact Assessment 
The need for an environmental impact assessment could be tnggered at any one of the above 
stages Time needed for an EIA could vary from a day to several years m extreme cases 

Type and Magn~tude of Costs 
Environmental Screenmg costs 
Assurmng 2 days for the screerung, the costs could varying from virtually ml (where the 
costs are absorbed by the fact that the mvestment officer must collect the environmental 
information at the same time as he collects other data) to the cost of consultmg an 
environmental expert whch mght cost $500 - $1000 

Envlronmental Review Costs 
Once agam, assurmng 2-5 days for the review, one is probably l o o h g  at between $1000 and 
$5000 In t h ~ s  case, it may involve an expert visitmg the site, carrying out some research, 
analysis and prepmng a report 

Envlronmental Impact Assessment Costs 
It is essenhally a very d~fficult task to estmate the costs of an EIA 1 day to 2 years has been 
suggested as a possible range with World Bank experiences saying that most African EIAs 
cost less than $100,000 

COST APPORTIONMENT OPTIONS 
1 Full cost carried by SAEDF 
Advantages * SAEDF can exert full control over standards, quality and cost control 

Scale of fees and charges can be pre-deterrmned and included in budgets 
Disadvantages 

In the absence of legislation in thls area, SAEDF could become less competitive and a 
funding agency 
Clients could resent extra charges 
The Fund has to manage the environmental experts/consultants to protect its financial 
interests 

2 Full cost carrled by Cllent 
Advantages 

Less adrninlstration for SAEDF 



Less cost for SAEDF 
Management of environmental experts in the hands of the client 

Disadvantages 
Could make the SAEDF less attractive and competitive to potent~al clients 

3 Cost spM between SAEDF 
Advantages 

More equitable shamg of loan assessment costs ("shared pan") 
Both parhes have an equal comrmtment to obtam value for money from the effort 

Disadvantages 
None 

4 Alternatnve Instruments 

4 1 Part of Standing Costs 
A set sum could be included m the application fee, comtment  fee or the closmg fee whch 
could be calculated to cover part or all of the average costs of environmental screemng, or 
envrronrnental review In the case of an Envuonmental Impact Assessment, the cost could be 
lugher and more vanable and rf dealt wth  on a fee basis, would probably need a separate fee 
structure 

4 2 Percentage of Project Value 
The costs of environmental impact assessments vary enormously and the World Bank6 has 
mdicated that " m the Africa regon, most EAs (Envuonrnental Assessments) cost less than 
$100,000 when looking at EA costs as percentage of total project costs the share can be 
as low as 0 01 or as hlgh as 1 00 per cent " (Page 15) In the case where an EIA is 
necessary, the Fund may like to consider, if it is to carry the responsibility of EIAs, charging 
a percentage of the project cost, say one per cent, as a mntnbubon towards the costs 

4 3 Delayed Charges 
The Fund may consider absorbmg the costs of env~ronmental evaluation (includmg scopmg, 
review and assessment) and adding the costs towards the end of the loan period to enable the 
client to establish lus business and take on the costs at a later stage 

6 ~ n o n  (1 996) The Impact of Environmental Assessment - The World Bank's Experience 
- Second Assessment Review", November 1996, 146 pp, Land, Water, and Natural Habitats 
Division, Environment Department, The World Bank 
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Operattonal Dvechve 4 00, APau A E n w o n m e n t a l  Assessment 

1 Thu annex o u h a  Bank poky and prrr 
Kdum for the envrronmental asxssment (EA) of 
Bank mwstment lendmg opeaaons,l and related 
typa of enwronmental analyns EA u a flutrble 
pmcedcvc, whch can vary in breadth, deprh, and 
type of analyns, dependmg on the p c o ~ ~  It may 
be camed out at one point m t~me, smtched over 
a year to account for seasonal vanaaons, or done 
m ducrrte stages 

2 For the purpose of th~s ma, EA COVCIS 

aLo project unpacts on health, cultural property, 
and tnbal people, and the ennmnmentd unpact 
of project-mduced resetdement Ekr u t b e  the 
findrags of country envlmnmental studres and 
amon plans wtueh cover natmnmde mes, the 
o v a 4  pokey framework, legulatlon, and uutlm- 
aonal capabhaa m the country 

Purpose and Na-e of EA 

3 The purpose of EA u to ensure that the 
dewlopment opuons under connderaoon am enn- 
ronmentally sound and sustatnable, and that any 
enwonmental consequences are mgnued early 
m the project cyde and taken rnto account m 
project dcsrgn EAs ~denufy ways of rmpronng 
projects env~ronmentally, and m~mrn~zmg, mt1- 
gaung, or compensatmg for adverse unpacu By 
alemng project dcsxgntn, unplemenmg agenaa, 
and borrower and Bank st& to usues cady, EAs 
(a) enable them to address enwonmental usues 

m a timely and practical faduon, (b) reduce the 
aced for project condmonlty, because appro- 
pnate steps can be ulren m advance or mearpo- 
rated urto pmjm dm@, and (c) help awld cosu 
and delays m unplcmcntauon due ro unanaapued 
cnwonmentd pmbIem EAs also provide a for- 
mal mechanum br mterageacy eoordrnrnon and 
for d d m m g  the conccms of&cad groups and 
loca nongovuamcntal bgaauaaons (NGOs) In 
adiuon, they can play a major role m buald~ng 
enwonmental capabhty m rht country 

4 L&e economic, financial, ~lutnuuonal, 
and engureenng analyses, EA a pan of project 
preparatron, and e therefore the borrower's 
mspons~bd~ty Close lutepaon of EA mth these 
ocher aspects of project prcpafaaon ulturrs that 
(a) urwonmcntai c o n s r d ~ ~ o ~  PCE p e n  due 
m g h t  m project sclecnon, mug, and d a p  d m -  
srons. and (b) carrying out Ekr docs not unduly 
delay project pmceamg 

5 Projea-sptafic EAs arc used to analyze 
spedc mvestmcnt projects (e g , dams, fac 
tones, mgatron systems) wrth srdcant enn- 
ronmental lssues The detad and soph~stxauon 
of andysls &odd be commensurate wth the 
expected unpacu A project speafic EA should 
nonnally cover (a) cxtsang enwonmental "base- 
Ime" condrtrons, (b) potuit~al ennronmental 
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unpacta, dvea and dmct ,s  mdudurg oppom 
111tles for mwoamenul m)mnwnmt, (c) sysmn 
aac ennronmcnta compMson of alternaave 

(c) e n h d  MIIP[FQMllt and mnmg, and 
(f) moxutonng To thc extent po9lbIe. 
rccumnta#p, m n r o n m c l l t a l ~ g ,  pammg, 
and monrtonng rtquucmenu, and the benefit3 of 
proposed alt~rnrrnwa and rmagatlon me-, 
should be quaadid Anna A1 p a  a sample 
o u c h  for a project-qedic EA report, and 
Annex A2 u a chcdrLn of speafic m a  to be 
c o v d  when devrnt 

6 Regtonal Ek arc wed where a number 
of s r ~ c a n t  development acanues wtli poten 
aally cumuLove u n p ~  are planned for a m- 
s o d 1 y  Iotalued a n 8  xr 3udr cases, they ore 
gemmlly moze cfiiaent than a senes of project- 
speahc~,aIKlmayulm~~esthatthclutet 
rmght ovaiook (e g , mtffacoon among &uenu, 
or competrtmn for water or lad) Resod EAs 
compaie d ~ v e  development a&oa, md 

7 Sectoral Eh arc u d  b r  the dwgn of 
aectorm-t prognmr They are pMcukrly 
s u r W  for mrimurg (a) rector mvenment alter- 
naclvea, (b) the effect of sector polrcy changes, 
(c) ulltltutrod capacrtrea md requlremenu for 
~WONIIIIUI revlaw, implementauon, Md mon- 
~tonng u rhs maoral I d ,  and (d) the cumul.ave 
lmpacu of many nlauvely d, sundu meat- 
menu which do not ment mdIvrdud project* 
spcdfie 

8 In some caws, rcgronal or seaoral EAa 
awer dl the n o d  requuementa of project- 
rpcafic EAs More o h ,  the latter are strU 
nsaded tbr myor mvafmcuts (see para. 14 con- 

9 Alterpulve approaches that focus on a 
LuIIower map of m u  arc rcaeptabIe for many 
types of projects, upaady  W c r  ones and thaK 

cnnrrmm~lltal coneant into the bomweria okn- 

(a) put mMagunent PmgramS 
for mtny agnculrurel projccm w&ch 
do not lavolvc major mgaaon or land 
dmlopmenr, 

0 t h ~ ~  CXUIIplct of pmjeCU for whCh dterntlvt 
approrcho arc g e n d y  rccepuble arc hted m 
Annex A3, para 9, under "Category B " 

10 A numkr of rpecutued rgenaca-mnde 
md outrule the U N system-urry out raenufic 
~-IU of gkrbrl a ~ l l ~ ~ n e n c a l  urua (ozone 
depleuon, giobd wumrng, hwrdous wutea, 
ecc ) The Bank keep8 fully rbrcut of fmdmga, 
p n m d y  through rtr Pnnctpd Advrser, Scrence 
and Tcehndogy, a d  dram upon p d m g  news 

f lndlm impwuam Ih. h d u d  ddu pmj.n wbkb occur W u, .aochn puc dlh. rnvlmnmenr g I I ~  rim 
II chnndkd or dunmrd its upuiy lor sell puriflutlon may b. nduud .ad lh. .gu% .coryuem rlamaqd or Jeumycd 
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m develapmg ~ t s  own envuonmcnd, ewnomtc, 
urd sectoral polrcles, wrth a vtew to mrnunmng 
possrble adverse unpacu on global systems such 
u che atmosphere and oceans Whde EAs should 
collect or refer to the relevant data, the Bank don 
not normally expecr gIobPi cavvomntal  ucucs 
to rquvc separate analyss ur project-specific Ekr 
Such usucs should, however, be addrcsaed when 
relevant m polley and sector work 

11 Bcuuse envlronmcntal wues genedy  
rnvolve nauond, regonal, and local govenunent 
agcncres, m d  cover; broad m g e  of responslbd 

(mwlte, hd th ,  Water md  land ura, tounmr, 
etc ); coordwaon among government agenctcr 
u marl Thu u beat d w c d  through U ~ ~ C I *  

ageacymeeaagaatkeypornmintheEAycle 
The Ant meenng, n o n d y  held soon .ftcr dm 
dearton to prepus an EA, Idenatlea the umea, 
typo of d y s u  r c q u d ,  sources of relevant 
axperaae, rcrponstbjraea md schedule for he 
EA, m d  mtagmng meuures to be conndered 
Another meeang should normally be held when 
the W repon u completed .ad rubrmtted fbr r&lrl 
ipvernment rrnm 

12 TheB;mkexpearthebommatoukethe 
of .ftected gioUp8 a d  l d  NW8' fully 

tots account m project d e ~ g n  .ad implemenu- 
cton, uld m putlculu m the preparation of EAa 
Thrr u tmpolunt m order to underrtmd both the 
nature and extent of any d or envvonmenul 
imprct, and the aceeptrbrtity of proposed mlngr 
tion meuures An approuh whtch h u  proven 
effettlve m many counma u to urpmd the mt td  
urter agency meeung (para 11) anro a "forum" 
or "scopang  sato on'* wlth represen~t~vea of 
&wd p u p s  and nlcvanc N W a  Sunrlu con- 

dtaaons after the EA report u completed are also 
a valuable way to obtrun feedback on the report 
and to mcrease communtty coopcratlon m rmple 
menung the mommentiat~ons 

13 The ulumate ruceeu of EA depends upon 
rhe development of envvoruaenul capabdrty and 
lmdcmdms la rhe y(enan concerned Pm.ecu 
mth mjar ~morl Impma n o d y  requ~& the 
esubluhment or atrennrhcnana of an-house en- 
ronmental uruu for th~projc~(locrted or repre- 
sented on ate), the unplemenung agency and the 
m m t r y  Involvement of these uluu throughout 
rhe EA proccss (a) ensures that the agenu rl 
mmmy's knowledge and penpecuve us taken 
mto account tn the EA, (b) prov~du on the job 
truntng for the staff, .nd'(c) prov~des contrn61tv 
for the unplementaaon of the W s  rrcomrnen- 
dntioaa Such projcca n o d y  need to mdude 
m uuanraonrl development and crunrng com- 
ponent lor such wta In d i a o n ,  to help develop 
EA capabdrty m the country, the Bank should 
(a) encourage the luc of toul expemre m W 
prepmaon (m urocl.aon wrth mtern8aorul 
conrulturu, where appmpnrte), and (b) help 
u ~ g e  EA nunrng courser for I d  spectabst 
st& m d  eondunta 

l t  For sector mvestment l o w  and louu 
through f inmad mtermedrules, Subproject 
detuh may not be known at the m e  of project 
apprurd In such urea, the project unplement- 
mg ~nsutut~ana wdl need to screen ~ubprojecu 
(see p w  18) and cury our envlmnmencd and- 
yrer consrsrent mth thwdmcuve To enntn thu 
thu can be done, the Bank should appruse rhc 
unplemenung agenclea' capabtlruea for W, and 
rtrengrhen them where necessuy The appnrsd 
mlss6n should .Ira andrcate the proper &vrrron 
of nsponnb~lq for p r e p m g  and rmmrng WI 
between che darnate borrower, the trnancd 
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mtennedcy or rector agency, and the agenues 
rrspomble for enwonmend tegulauon 

E m d  Admrv  Pads 

15 For mnjor pmjects wtth senour and multi- 
dunmsrod enwonmental concern, the Burk 
rhould explore mth the borrower whether the lat- 
ter necrdr to engage an adwry  p a d  of mdepen- 
dent, m t e n u a o d y  m o p e d ,  envupnmental 18 Projeas/componenu should be sacaed 

at ldeMticraon by the TM, wth a d w e  from the 
RED, .nd ungned to one of the follomng ate- 
g o n c r b u c d u p o n t h c ~ , ~ t u d e , a n d ~  
many of mvuonmental unru 

spcdutc, to m e w  and advw on, uttm olro, the 
mm, of rrfuaru (TOR) d tindmgs of the EA, 
the unplementatlon of iu recommendrtlonr, and 
the drvelopment of enwonmental apaaty m rhe 
Implenlentlllg ageacy/rmautly Such a panel 
should meet at lern once a year unal the pmject 
n o p u ~ l n g  mumely md envvoamend luucs 
have been addressed samfactonly 5 

Cuegory A-EA u mnnally rrguucd u the 
prgamryhrw&vascrad~ 
lyficmt enwonmental ~mpun 

EA Procedures Category B-Mom kmtted enwonmental 
d y a w  u appmpnate, as the 
project may have speafic an- 
mnmental unpacw 

16 Th~ugh EA pmpuatlon n the m p o m ~  
b&ty of the borrower, the d manager (TM) m 
thcBurkunroaadmo~~~thcEApmtesr,wlrh 
support d y  horn the Regrod enwonment 
drvtrlon (RED) The borrowu md the Bank 
rhould a p e  a8 euly ar pomble on the selectu,n 
of codma or borrower staff to prepare the EA, 
and the EA proecdum, schedule, and outkne 
Major step m the EA pmcar normdy lndude 
(a) ~crrentng, @) dcnrrons based on the b u d  
Execuuve Project Summary (IEPS), (c) noufi= 
oontothcBoudduough~MonrhlyOparaollrl 
Summary (MOS), (d) prepuuron of TOR, for 
the EA, (e) EA preparmon, (0 EA rmew a d  
Lncorponuon of enwonmend m u n v n  LUW the 
PmJ-, (8) NpennnOnt md @) a d m n  

Cuegorp D-Envuonmentd projects, for 
whch separate EAa may not 
be rquutd, as e n m n m a u  
would be a major focus of pmp 
Ict prcpvaaon 

Anaar 3 p a  dlurtrrave luts, to be apphed flex- 
hly, of the type of pmject/component m #ch 
-goy 

19 In the IEPS, the TM, m codtauon m h  
the RED, ahould (a) ~denafy key envuonmental 
urua, @I mdum the tuesory (A-D) a d  the ype 
of enwonmental d y s u  recommended, md 
(c) p m d c  r pdnnmary EA schedule If an U 
u not bkely to be wadable pnor to appraual, the 

17 Smce project and country condiuom, 
naaond legrdauon, and msntuuod urpcnence 
vary among borrowem, both the borrower md the 
Bank mure exercue judgement in uslng the% 
proecdum to dwga and unplement prqects 
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f E P S - ~ r o p o # : r p c a r l ~ - ~ ~  
tbe ruurtlon The IEPS metang would confirm 
dm type, amang, and uruer of ennrrmmc~ld mrl- 
) n t ( . l t h o u ~ k r t h e s v r n t o f ~ r n t o ~ *  
mulan, the dearron may be deferred) 

20 The TM should ensure that the MOS, 
wluch u UpCd to rlu( the exmave dvKton to 
focthco=g projects, contarnr the followmg &IC 
mrtura u soon u a v h b l e  (a) the utepy  
utlgntd (A-D); @) thc mun ma to be  ex^. 
med, (c) whether .gmment wth the borrower 
lwbeenm8chedonEAprepuuron, md(d)the 
EAadmiuk TheMOSmay3houldbeupdued 

21 Fallomng the IEPS meeting, the Bank 
ahould discun mth the borrowu the scope of the 
EA,duarrthcborrrmu,uncca#yr,mprc- 
p8nngTORtCbrthcEA Forthupurporc,rMd 

" n a c b y B . n k e n w o M l e n t a l n r f f u ~ y  
den* TheBMkrhouldauurrthutheTOIL 
pmvde for rdequate ~ncu agency coo-n 
(pa .  11) d coIuultatlon mth deaed group 
urd 104 NGOa @am 12) 

22 An EA for r nujor project typ~ully ulru 
6-18 month to prepare and m e w  EA dnttr 
rhould bs WUhbh at pOmU Ul the PtOJCet 
cvda The find EA should be rvulrble Dnor to 

23 In moat w s ,  the EA ahodd form put 
of the d feaa~bdrty mdy, ao that the EA'a 
andrn~p Ur cLrscdy lntegrucd into pmj#r d- 
However, the EA u normally prepared Kpuuely 
by 8peduu For prqenr whlch would have 
myor unp.nr, wch u luge dam or projecu 

lndVUlg SC& nX4%d~UIt, It IS -Ill- 
mendcd that the borrower rctau~ mdepeodmt 
acpuCr not .ftiLUed ~ t h  the project -rr 
may quest Bank urut.na for !haang EAg 
thmu* a h ~ e e t  h p u l ~ l a ~ ~  Fa&ty (PPF) 
ufvmae,(c#framtheTechrualAmreraeaGnnt 
Rogmm for the Ennmnment EAa gmarlly 
account for 5-10 percent of the cost of prow 
pnpurruan 

~ ~ u m g e d  to dmw &e matter wrth the Bank 

25 ThebormmrrhouldrubrmtrhebinrlEA 
report to the Bank p m r  K, B d  rpprwrl The 
EAnponuthek#mmt'spropaty,hutth~ 
a r a w r g a t h e b o m M a t o r d ~ ~ t m f o o r  
mrttonto.pprepn8tclntcTefted~ Th:F'  
ExcccutivePmjeCtSummuyshould~dle 
W'S S8tll8 md dctcnbe how majot GQVUOW 

mental uruu have been resolved or are to be 
rddmaed, noang any propoled condraodtv 
The rpprwJ. mualon should rmm both the 
procedural md rubr~ntive demenu of the Eh 
with the borrower, molve any uruu. uaua the 
dquacy  of the UUONUOIU & p ~ n ~ b l e  for ma- 
r~lllllental management m kght of the EA's h d -  
mga, and detcm&he dthe er rCC0IrUIIu~dru0~ 
ue properly rddnued m project deargn and 
eeononue d y r u  

26 The EA proccdurrr followed and the E4's 
mun findtnp ahould be cxpluned bnefly In the 
text of the Staff Appruul Report (SAR) and the 
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MemoMdum and RccommcOhhQn of the Prm- 
dart An SAR annex should lummvlrr the EA 
mom my, covering, wr &, ennrwmenul 
lurfinr?coaddo~~(, coadauh lllm 
~ . n d a n n ~ . c h c w r , c r p r b @ l y 0 f  
e~vrmnmclluluoltraadmcuurrrtormn~ell 

&for the RED'S f o n d  e n v ~ n m k l  elt.r 

unplanenuaon Compliance mth e n m a m a d  

PmJCCt S U v n  When WJOr WU Mt, 
a p e d  rupcrvmon mmmns wth adequue am- 
ronmenut arpuase may k needed 

E * & s t E w b t a  
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Checkfut of Potenhrl Iuuer for an EA 

AgrwhuclL The Bank promow the we 
of integrated pest management (EM) and 
the caretid selrmon, appheatlon, md dw 
posal of pesuades (see OPN 11 01, Cut&- 
11nufor Ilu &&ton and Ust t$Puurtdrr m 
B o n k F ~ ~ ~ ~ r d p m l a c l ~ a n d ~ ~  
whtn FuranudbIluhnk, tobenurued 
a a O D 4 0 0 , A n n e x C , A ~ P ~  
Munagmunt, and SII#hon and Us# #Pa- 
&) The use of fwnluur, due to thur 
unpactsonsuifsceandgroundwlterqwl- 
uy, rnua aiso k carefully uKtsed 

Cmtal and Mannr RUQWCU hhapmt.  
G~udekna are avadable fmm the Envuon- 
mental Department (EM) on the plm- 
nmg and management of c o u d  mame 
rewurca uqludmg c o d  mfs, ma- 
apves, and wetlurb 

CulrwolPropnuP OPN 11 0 3 , M e  
of Culrwol P l o p @  m B a n k - F d  PQtcts 
(to be nlssued u OD 4 SO, Cu(lum[ 
nty), confirms the Bank's commrunent to 
uttvely protect uch.eologcrl rlter, hu- 
tom monumenu, and hutonc Kttlanencr 

D o m r d R c m w v r  OD400,AnnurB, 
Env~ronmntal P o l y  &r D m  and Rumou 
Pro~tcb, provldea rpecafic gurdurce for 
ddresrlng envlmnmentd wues In the 
plurnmg, unplemenutlon, and opennon 
of dam md reKNOlr prOJeCU 

poul of hrutdow and toxic muenrlr 

@) I * H d  All energy and mdwtev 
pmjars ahould rnclude a formal pian to 
prevent rod muuge i n d u d  hPtudr 
(see Toclbugwr OJAxrruurg I* Hat- 
&-A M d ,  Wodd Bank Teehrual 
Paper No SS ) 

should rrnm the sums a d  a p p h o n  
of such current md pcndrng cremes and 
-mats, d u & g  the; noaliauon 
requmments The Legal Department 
muntuns a h t  of rntenrauonal m a  
and could obtam, whenever rquued. 
mfomaon on applrcable law ur m&vld- 
unl countries 

Incnohonol W-s OD 7 50, h p c f s  
on I n t a n d u d  W-s prowdes gurd- 
ance Thu Ob exempts fram notlfiatlon 
rrquanents rcbab~tauon projects w M  
wdl not fleet the qudrty or qulnnty of 
water flows 

(k) I I I W ~  Rurulnnmr OMS 2 33, Sonol 
tuurs Auoccabdwtth InoolmtqY R~~ 
m Bud Fifionrsd Pqu&, urd OPN 10 08 
Opuahons Iuuu III tht Trtatmmt ofinvolun- 

R d  tn Bank Ftnanctd ADpu (to 
be reurued u OD 4 30, Invofunlor) Rrsd 
thmt), pmvlde gu~dance 
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(4 Wan* -pdreyu~promotepro- 
anton and management of wuenhain 
u m element of I e h g  openaonr for 
d.mr, rercrvour, .ad lmgraon ryItcrm 
(OD400. ADn# B, E m m m d P d o r J l  
Jbr~OfidR==W.P- 6) 

(s) W W  The Bank u comrmtced to pro- 
tea vnldlpndr, urcludmg through corn- 
pauuoy munrm when lend~ng could 
multmdveneunpras(rw0PN 11 02, 
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Sample OutIure of a Project-Specific EA Report 

1 EA repom should be concw urd h r t e d  ap lond  The extent and q u d q  of avml 
to spt lcant  enwonmental WWY The urd abk data, key data gaps, and u n c c ~ -  
aophuacauon of u u l p  ihould be comme~vptc aes uroaated mtb prcd~caom &odd 
mth the potenud unpacu The target ur&ence & XknnfinVcmmpled Topiu that do 
b u l d  be project deagnen, unplernenang agen- not q u u e  further attenaon should be 
am, md borrower and B d  staff speclried 

The EA report shodd d u d e  

Ex~cutluc Sununay Conc~se dtscusr~on of 
s~gauf"cant fmd~ngs and recommended 
OCUolW 

Polrcg, &gal, und adm~nutratwt fnnuwrk 
wthm w h ~ d  the E4 u prepared The 
envuonmcntd reqummenu of any cofi- 
n a m e n  should be cxplaurcd 

Pro~rci dunrplton m a geograph~, ecolog 
cal, socud, and temporal context, d u d -  
mg any off nte mvestmurts that may be 
n~UlCtd by the PCOJeCt (e g , dCdlmCd 
p~pellnes, access r o d ,  power phu, 
water supply, housmg, and raw marenal 
and product storage f d t ~ e s )  

Bozcf~nr Data Dunens~ons of the study 
area and descnpnon of relevant physlcd, 
blolopcal, and soc~o economlc condl 
tlons lndudlng any changes antmpated 
before the project commences Current 
and proposed development actiwtles 
wthm the project area (but not d r d y  
connected to the project) should d m  be 
taken into account 

Enormnrnenlol Impac& The poslt~ve and 
negative impacts likely to result kom the 
proposed project should be ~dentfied and 
assessed M~t~ga t~on  meaaures and the 
ms~dual Impacts that cannot be mr~gated 
should be ~dent~fied Opponun~t~es for 
envtronmental enhancement should be 

( t )  Anolysu of A h ~ v u  Proposed mvert- 
ment des~gn, ate, technology, and opera- 
uonal altematlves should be compared 
syatemat~dy m term of theu po tend  
cnvlrunmental unpacw, capltal and nxlm 
rent casts, surtabd~ty under local con&- 
horn, and lluatunonal, tmnmg, and 
monltonng rquvcnienu To the extent 
poss~ble, for each of the dternauves, the 
envlronmenlal costs and benefits should 
be quantrfied, and economlc values 
attached where feas~ble 

(g) Mxttptmn P h  Feastble and cost-effective 
rneaaurcs wL& may reduce potenually 
ngnrficant adverse enwonmend unpacu 
to acceptable levefs should be proposed, 
and rhe pocennal enwonmend unpacts. 
cap~cal and recurrent costs, and uutttu- 
aond and mimmg quvcments of those 
measures cstunated The plan (somemu 
known as an "act~on plan" or "cnvlron- 
mental management plan") should pro- 
v~de  detlls on proposed work programs 
and schedules, to ensure that the ~rowscd 
envxronmentd actions are m phas; wlth 
engmetnng acuvlues throughout prepiua 
tlon The plan should cons~der compen- 
satory mcasum dmltlgauon measures am 
not feas~ble or cost effective 

(h) Enaanmmmull Ma~gnmt and Tmtnlng The 
aurtence. role and capab~l~ty of envtron- 
mental u k  at the on sm, agency and 
mur~stry level should be assessed and 
mommcndat~ons made concerning the 
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Pott .ad Hubor Dcvdopment; 

Reclunuu,nmdNmtodDm?lop 
meat, 

R#mlunent? 

%ver Buur Dtvelopment, 

R u d  Roads, 

T h e d  and Hydrapower Dwchp- 
meat. 

nunun @w scrl4, 

Tnnrpo-on (urpom, d w v ,  
-, wa-v), 

Uehn W o p m e n t  (luge d ) ,  

Urban Wuer Supply md Smmaoa 
(lyle 

M.nufamrc, Tmupomt~on, d 
Uae of Peaaadtr or o h  Huudow 
andlor Toxic Muczd.4  and 
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Opporrmuaa to mhuux cnvlconmeaul 
bendits should be rougbt m there p m p u  

(w) Nutnaon, 

&uw emergency recovery prqeetl 
(a) need to be p d  rap~diy and (b) seek 
d y  to rutore uusnng fdaes, they normally 
would not rrqu~re a hrll EA However, the extent 
w wlucb the emergency was prcap~tated andlor 
arrah#d by uuppmpmte enwonmend pnc- 
acu ahodd be detennmed, and correctwe mea- (xu) U b  Dmlopment (d sale), md 

(xua) R d  Water Supply .nd htuaon 
sum burit mto e~ther the emergency project or 

funua lendrng opmaon 
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(APPENDICES RELATED TO OPERATIONS) 

Appendw 1 Strategw and Market Plannmg 

Mlss~on and Vwon 
Idenaty and purpose 
Values and pnonhes e g , preservation of capital, profitability/sustainability, broad- 
based development impact, broad-based job creation, specific development Impact 

External Data and Analysls 
Regional analysis e g , broad econormc, financial, political, legal trends and influences, 
strategic mdustnes, nature and keys to lnvestment opporhmties, role of indigenous SME 
participation 
Country analysis e g , political climate, economic structure, country nsk, growth factors, 
key sectors, demographcs, depth of entrepreneurial talent, capital base for co-rnvestment 
Competitive analysis e g , regional, national and local venture capital, pnvate equity, 
Investment banlung and commercial banlung 

Conclusions and Rahonales 
Market oppomt ies  and threats 
SAEDF strengths and weaknesses 
Market mches complementrng SAEDF ' s distrnctive competencies 

Broad Goals and Approaches 
Investment phlosophy e g , company size, ownershp composihon, size of investment, 
investment role, venture stage 
Geographc segmentahon e g , South Ahca  and Zimbabwe, other large pnvatiung, other 
former South Afnca Customs Umon, other small agnculhual, language clusters 
Industry emphasis e g , tounsm, extractive and related industnes, agriculture, 
telecommunications and ifrastructure, technology transfer, light industry, banlung and 
financial services, consumer products 
Specialized mches and Investment strategies e g , IFIs, joint ventures, empowerment, 
franchsing, export, carve-outs, environmental 

Deta~led Objectives, Strateges and Tacbcs 
Individual country objectives, strategies and tactics 
Allocation of personnel, marketing and travel expenses, office or consulting costs, other 
resources 
Anticipated Results 
Success Cntena 

Potengal Obstacles and Challenges, e g , 
Local presence, contacts and representabon 
Monitonng and work-outs . Exit mechanisms 



Opbons and Alternabves, e g , 
Local offices and consultants 
Small loan programs and syndications 
Secondary markets, refinance optlons and strategic partners 
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Appendlx 2 Investment Development 

Sources for Qual~ty Investments and Entrepreneurs 
Investees and other entrepreneurs 
Other venture capitalists, bankers, lenders and investors 
Accountants, attorneys, auditors, consultants and associates 
Brokers, finders and promoters 
Large cornparues (spmn-offs and jolnt ventures) 
Meehngs, shows and conferences 
Industry, professional and service orgaruzahons 
Development orgaruzahons, public authorities and chambers of commerce 
General and Industry press 

Promobonal Techniques (Gwen a tightly focused investment strategy) 
a Co-mvest 

Cultwate referral networks 
Public speakmg 
Targeted advertising 
Tombstones 
Industry dlrectones 
Press and penodcal armles 
Associahon activities 
Venture birhngs 
Proactive prospecting and cold calls 

Early Pre-Screening C r ~ t e n a  
Company age and stage 
Sales and sales growth 
Earmngs and eamngs growth 
Capltal needs 
IRR expectations relattve to nsk 
Probability of timely extt vehicle 
Probability of sufficient Input and control relattve to investment 
Ownershp and management team 

Integnty 
Motivation 
Market onentatlon 
Techtucal and operahonal shlls and expenence 
Business and financial slulls and expenence 
Leadership and management slulls and expenence 
Problem solmg skills and expenence 
Rapport among team and with Investors 
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Appendur 3 Portfolio Mon~toring 

Goals 
Venfj7 portfolio company financial statements, reporting and performance 
Assure compliance wth terms and conditions of mvestment agreements 
Remedy reportmg and documentation deficiencies 
Anticipate potential problems 
Recommend appropnate actions 
Enhance mvestor/mnvestee relationshps 
Identify opportuties 
Share experhse, slulls and experience 

Evaluate overall mvestment and investment company positmon 

Mon~toring Opbons 
Ongmatmg mvestment officer (most knowledgeable and mvested) 
Other company professional (more unpart~al) 
Syndicates and local co-mvestors (more cost effectwe) 
Outside consultants (most objechve) 

Informahon Sources 
Monthly flash reports (sales, receivables, order bwklog, mventory, cash position, bank 
debt, major purchases, employee levels, summary of progress and condition) 
Quarterly reports (mntemal or external as appropnate) 
Annual reports (preferably externally audited wth an opimon as appropnate) 
Formal meetmgs (annual board of directors meetings, investor meetmgs, project reviews, 
momtonng vislts) 
Informal meetings (owners, directors, managers, employees, co-investors) 
Intenm cornmunicatmons (telephone, fax, e-mad) 
Industry and market sources (customers, suppliers, competitors, investors) 
Public and commmty sources 

S~te  Vrsits 
Performed annually--no exceptions 
Precede wth  a letter indicating date, time, purpose, documents to be reviewed, meehngs 
to be scheduled and preparations to be made 
Document wlth memorandum to the files mdicatmg tnp purpose, procedures, findings, 
analyses, conclusions and recommendations 
Follow-up wth letter to investee company mdicating findngs, recornmendahons and 
requrements 



Key Information Collected and Analyzed m Mon~torlng Vlslts 
Revenue and mcome growth 
Profitability ratios 
Forecasts and projections 
Liqwdity rahos 
Solvency ratios 
Turnover ratios 
Payment history and collections 
Reporhng reqwrements 
Other delinquencies and defaults 
Tax and regulatory compliance 
Liens, swts and legal achons 
Rewew of receipts and disbursements 
Review of records, accounts and systems of internal controls 
Compensation to officers, shareholders, hectors or employees 
Loans or advances to officers, shareholders, &rectors or employees 
Capital expend~tures and tndebtedness 
Cntical events 
Exlt mtewiews (key managers) 
Assessment of industry and market posibon 
Envlronrnental Assessment Update 
Impact Momtomg Questionnme(s) 

Early Warmug Signals 
Negative trends or vmances in sales growth, profit rnargms or selling expenses 
Sharp or persistent declines in cash, current ratio and worlung capital 
Drarnatx increases in receivables and mventones 
Slowed or incomplete financial reporting 
Strong performance by competmg compames or products 
Unexpected loss or turnover m customers, financiers, managers or employees 
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Appenduv 4 Workout Investments 

Workout Investments 
Workouts are an Inevitable consequence of investing nsk capital 
Workouts demand decisive management as a key to Investment company success 
Workouts are investments whlch experience financial or operattonal distress, but offer 
potential for rehabdltation 
Workouts cannot meet their contractual obligahons m the ordmary course of busmess 
Workouts normally generate Investment losses or break-even returns 
Workouts require a readjustment of financtd and operational expectahons 

The Workout Process 
Confiont demal of urgency and seventy of problems and condrhons 
Mitigate urgent and cnttcal problems 
Diagnose underlymg problems and condihons 
Identlfy and assess options and consequences 
Identify and assess avarlable resources 
Analyze nsklreward tradeoffs and payoffs 
Analyze investor position, strengths, weaknesses, allies and adversaries 
D e t e m e  workout plan and cntical path 
Negohate temporary cooperation mth mvestees and co-mvestors 
Implement long term plan 
Review and revlse as requred 

Workout Opbons 
Turnaround of operatrons based on investee strengths and opportutllties to revitalize 
earmngs' capacity 
Introduction oflexpanston to new products or markets 
Pnce increases and/or expense reductions 
Restructure or settlement of key contracts, liabilities or litigation 
New mvestors or follow-on financtng 
Rghtsizmng through divestiture of unprofitable operations 
Downstnng through partial disposition of productive assets 
Retenhon of outside consultants 
Management change 
Merger or acquisibon 
Orderly asset sale to competitors, suppliers, credrtors, shareholders, investors or others 
Investor takeover 
Liqmdation 
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Rev~sed Projected Investments From USAID Funds and Pro,ram Reflows 1997 1003 

OPERATIONAL EXPENSES 
Personnel 

Semor Management 
SalarJ 
Benefits 
Allowances 

Seruor Investment Profess~onal Staff 
salary 
Benefits 
Allowarlces 

Other F'rofess~onal Staff 
salary 
Benefits 
AUowmces 

Other Personnel 
salafJ 
Benefits 
A u o ~ c e s  

Bonus program percentage 
Bonus Program 

Total Personnel Expenses 

Bus~ness Jixpeuses 
Travel Out of region 
Trasel W I ~  regron 
Other Bwmess expense. 

Total Business Expenses 

Occupancy Capts 
Rental penuses 
Rental parking 
Eleebnclty 
Water 
Rates 

Total Occupaacj Costs 

Investment Expenses 
Legal expenses 
Outs~de Expnses 

Total Imestment Expenses 

Dmetors' Expenses 

Gen Br Admuustrative expenses 

TOTAL OPERATING EXPENSES 

67 597 81 265 89 391 98 330 108 163 118 980 I30878 143 %S 

16 500 I8 150 19 965 21 962 29 231 32 154 24 11 26 573 
5 760 6 336 6 970 7 667 8 433 9 277 10 204 11 225 
985 1 084 1192 1311 1 412 116 1745 1919 

13 728 12480 - -  15 101 16 611 18 272 20 099 nlw 24 320 
see G & A 103 722 1-0 5 9  132 618 145 880 160 468 176 515 194 167 213 583 


