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SOUTHERN AFRICA ENTERPRISE DEVELOPMENT FUND
IMPLEMENTATION ASSISTANCE REPORT

EXECUTIVE SUMMARY

The purpose of the Southern African Enterpnise Development Fund (SAEDF) 1s to create an
effective, sustamnable mechanism providing financial services to indigenous, previously
disadvantaged small and medium-sized enterprises (SMEs) 1n the Southern Africa region Its
purpose 1s to be accomplished through (1) establishing SAEDF as an independent,
sustainable enterprise fund, (11) providing debt, equity and loan guarantee financing to
encourage the creation and expansion of commercially viable enterprises, (111) directing these
financial services to indigenous, previously disadvantaged SMEs throughout the region, and
(1v) doing so 1n a financially responsible and sustainable manner without subsidy to the firms
in which SAEDF 1nvests

The first mmvestment funds were disbursed by SAEDF 1n June 1997 As a result of longer than
anticipated preparations bulding 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 this consultancy, USAID undertook an independent study to determune how SAEDF may
umprove upon 1ts start-up experience The results of this study are intended to gmde USAID,
SAEDF’s Board, and 1ts management in making mid-course corrections where appropriate
Thas study will hopefully assist SAEDF i fulfilling its mandate of becoming an effective,
sustainable mechanism providing financial services to indigenous, historically disadvantaged
SME:s 1n the Southern African region

Findings and Conclusions

Throughout 1ts startup phase, SAEDF’s Board of Directors stressed their fiduciary
responstbility 1n protecting and preserving the Fund’s capital Management’s subsequent
cautious investment pace appears prudent, assessed against the risks mvolved in learning and
understanding Southern Africa’s evolving business environment, into which Western-style
venture capital was being mtroduced The implication of such caution 1s that SAEDF will
require funding beyond the 1nitial projections of $8 mulhion to support start-up admuinistrative
expenses

Better clarification of SAEDF’s mussion and priorities mn the future will help sumplify daily
operations and enhance efficiency in SAEDF’s core mvestment functions SAEDF’s multiple
objectives (profitability, sustainabuility, capital preservation, investment targets, job creation,
specific impact, innovation, demonstration effects), though not mutually exclusive, should be
acknowledged as periodically calling for transaction-specific compromises and orgamzational
tradeoffs
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USAID sensitivities to the independence, style and culture of this private sector-styled vehicle
also need to be examined Smmlarly, USAID’s oversight obligation and objectives can be
better understood within SAEDF SAEDF’s Board also can play a stronger role m the
evolution and continued development of SAEDF’s mussion and priorities, and in proactively
mediating policy level friction

Management was found 1n this study to have maintaimned fundamental integrity in 1ts financial
reporting and internal control systems despite competing start-up demands and turnover 1 the
finance function The Fund will continue to struggle, however, with dual operating
constraints i marketing to eleven developing countries from a single office, and with
structural shortages and turnover 1n professional staff

Single office operation saves SAEDF 1 administrative costs, but forsakes possible
advantages of a U S office, or additional in-region offices As the Fund quickly matures, 1t
must now also take on additional responsibilities 1n the form of portfolio monitoring, and
creating and executing investment exits

Staff hiring and retention has been a challenge, and will continue to be so, given the
nisk/reward tradeoffs and opportunities available to qualified professionals in the market
Professional hiring and training will therefore remain a critical requirement of the Fund’s
basic operating architecture

A sigmificant obstacle for SAEDF to date has been achieving 1ts desired level of portfolio
diversification, and specifically, in 1dentifying or developing sustamnable, creditworthy
mtermediate financial mnstitutions (IFIs) for investment This obstacle hampers SAEDF’s
effectiveness 1n reaching both mucro and smaller enterprises, and women owned businesses
SAEDF would be well served by initiating and sustaining efforts to proactively target,
outreach, evaluate and develop IFIs and women-owned direct investments

Competition 1n the Southern African financial market 1s growing, and SAEDF will
increasingly contest for participation with quality entrepreneurs 1n quality investments More
work will also be required to properly balance policy, global standards, market and financial
considerations 1n the evolving arena of environmental screening, assessment, mutigation and
monitoring

An 1mportant role will continue to exist for SAEDF in supporting the ambitions of Southern
Africa’s most capable entrepreneurs SAEDF’s first year of active investing has already
demonstrated its potential for impact Over the longer term 1t 1s likely SAEDF’s most
sigmificant and enduring impact will be 1n less obvious demonstration effects within the
Southern African economues, most notably 1n training and developing Southern African
managers directors and entrepreneurs in the nuance and 1mpact of entrepreneurism and
venture capital



SOUTHERN AFRICA ENTERPRISE DEVELOPMENT FUND
IMPLEMENTATION ASSISTANCE REPORT

I BACKGROUND

Since 1ts inception 1n March 1995, the Regional Center for Southern Africa (RCSA) has
operated under a strategic start-up framework based on USAID’s Imtiative for Southern
Africa The Imtiative seeks to promote the development and increased participation of the
indigenous private sector 1n all areas of the Southern Africa regional economy, with a focus
on stimulating growth and increasing productivity of small and medium-sized enterprises
(SMEs) SMESs n Southern Africa have experienced difficulties acquiring the capital they
need to start or expand their businesses for reasons which include (1) inadequate access to
bank and other financial 1nstitutions, largely because SMEs must compete with other
attractive investments offering higher returns and less percerved risk, (1) poor access to
market information and technology, and (1) relatively weak management and business skills,
mcluding lack of experience 1 preparing proper business plans

The purpose of the Southern African Enterprise Development Fund (SAEDF) 1s to create an
effective, sustainable mechanism providing financial services to indigenous, previously
disadvantaged SMEs in the Southern Africa region (Angola, Botswana, Lesotho, Malaw1,
Mozambique, Namibia, South Africa, Swaziland, Tanzania, Zambia and Zimbabwe) This
purpose 1s to be accomplished by (1) establishing SAEDF as an independent, sustainable
enterprise fund, () providing debt, equity and loan guarantee financing to encourage the
creation and expanston of commercially viable enterprises, (1) directing these financial
services to indigenous, previously disadvantaged SMEs throughout the region, and (1v) doing
so 1 a financially responsible and sustainable manner without subsidy to the firms i which
SAEDF nvests

SAEDF’s Board 1s chaired by Ambassador Andrew Young and 1s comprised of twelve
Americans appointed by President Clinton, and six Southern Africans Though the USAID
Grant Agreement funding SAEDF at $100 mullion was signed on April 3, 1995, the Fund did
not commence effective operations as early as contemplated 1n the Project Paper or the Grant
A Chief Executive Officer (CEO) was selected by the Board in December 1995 Current
headquarters were established 1n Johannesburg 1n January 1996 By July 1996, SAEDF had
sufficient staff to give serious consideration to prospective clients, and has since reviewed
more than 600 1nvestment proposals

The first investment funds were disbursed 1n June 1997 Through November 1977,
SAEDF’s Board had approved fifteen investments totaling $12 6 million 1 seven countries
Of thus amount, SAEDF had disbursed approximately $3 8 mullion in four investments a
leasing company in Zimbabwe, an asset management/discount house/stockbroking company
in Zimbabwe, an mtermediate financial mstitution providing low-income housing loans m
South Africa, and a fully integrated ostrich production facility in Namibia



As a result of longer than anticipated preparations building up to the commencement of
investment operations, however, SAEDF requested an extension to February 2001 to utilize
the $8 mullion 1n USAID funds authornzed for operating expenses, and the $100 mullion in
USAID funds designated for investment These time periods presently expire on September
30, 1999 According to its investment projections, SAEDF believed no further time
extensions would be required, nor would additional USAID funding be requested for
operating expenses

Simuilarly, the Fund requested a seventeen month extension of the so-called “carve out”
authonity, permutting SAEDF to invest up to twenty percent of 1ts USAID capital commutment
outside of the intended target of indigenous, hustorically disadvantaged Southern Africans
Thus authority, designed to enhance SAEDF’s financial sustainabihity, currently expires m
April 1998

USAID and SAEDF’s Board shared concerns over SAEDF’s progress and the potential
impact of the slower than anticipated start on longer term goals and objectives SAEDF’s
Board expressed concern that (1) SAEDF would not mvest the full $100 mllion by September
30, 1999, (1) grant funds targeted for adnumstrative expenses would be expended before
SAEDF’s annual income met annual expenses, and (11) SAEDF’s most recent business plan
appeared out-of-date USAID, subsequently, requested SAEDF’s Board to conduct and share
its assessment of the Fund’s status, 1ts projected performance, and any suggestions for
improved operations and proposed modifications to the Grant

In this consultancy, USAID has undertaken an independent study to assist in determining how
SAEDF may improve upon 1ts start-up experience The results of this study are intended to
gude the RCSA, SAEDF’s Board and Fund management in making mid-course corrections,
as appropriate, to ensure that SAEDF fulfills its mandate of becomung an effective,
sustainable mechanism providing financial services to indigenous, historically disadvantaged
SME:s 1n the Southern African region

II PURPOSE AND SPECIFIC OBJECTIVES

The purpose of this consultancy was to provide short-term technical assistance services in the
areas of progress and impact momtoring of the SAEDF project The specific objectives of the
consultancy were to

. conduct an interim study of SAEDF’s progress to date offering recommendations for
any necessary mid-course corrections,

. finalize the SAEDF Performance Monitoring Plan, including indicators 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 interim study of SAEDF’s progress was designed to review SAEDF’s specific
implementation experience to date mn

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

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

domng so 1n a financially responsible and sustainable manner, without subsidy to the
firms 1n which 1t invests,

establishing and implementing appropriate environmental policies and procedures,

establishing and implementing appropriate accounting policies, systems and
procedures,

achieving long-term financial sustamability

III 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
Regional Center for Southern Africa (RCSA) 1n Gaborone, Botswana and at the
SAEDF offices in Johannesburg, South Africa,

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

mterviewed telephonically or 1n person four SAEDF Directors, including the
Chairman of the Board,

mterviewed SAEDF’s CEO, Legal Counsel, senior investment officers, investment
and accounting staff,

conducted site visits and interviews with owners and executive management at each
of SAEDF’s four closed investments Kimmgdom Securities Holding Limited (KSHL),
Zimbabwe, Leasing Company of Zimbabwe (LCZ), Zimbabwe, Rural Housing
Fmance (RHF), South Africa, and Ostrich Production Namibia (OPN), Nambia,

met with USAID bilateral Mission representatives in Zimbabwe, Namibia and the
Republic of South Africa,



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

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

. conducted a Performance Monitoring Workshop 1n which The Team, along with
representatives from RCSA, presented to SAEDF management its prelimimary
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 matenal is covered n the Performance Monitoring Plan and Data
Systems Manual

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

IV PRESENTATION OF FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

A SAEDEFE’s Implementation Experience

1 Debt, Equity and Loan Guarantee Financing

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 1n either the Project Paper (1994)
or the Grant Agreement

The Fund’s slower than projected ramp-up 1nto active ivesting 1s behieved by most involved
to have been a consequence of orgamzing a start-up operation, made more complex by
political and cross-border 1ssues unique to SAEDF and 1ts mission Time elapsed as
announcements were made of the Fund’s formation (1994), a Board of Directors was
selected, organized and cohered 1nto a team, a CEO was sought, selected and retained
(December 1995), offices in Johannesburg were located and secured (January 1996), imitial
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 initial publicity was screened

From these mitial activities the first investment funds were disbursed by SAEDF m June
1997, twenty-six months from the time of the Grant’s execution Thus startup cycle-time may
compare unfavorably with the experience of USAID’s European investment funds where the
span from announcement to imtial 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
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exercised a conservative posture to mitial investing, emphasizing quality and Fund
sustamabulity over quickness of activity Fally, SAEDF’s need to harmonize the legal and
documentary requrements of U S , British legacy and African systems n eleven countries
represented an incomparable challenge

Outputs and Impact

Through November 1997, SAEDF’s Board had approved investments totaling $10 5 mullion
in five countries  Of this amount, SAEDF had disbursed approximately $3 8 mullion 1n four
mvestments, as follows

Debt Rural Housing Finance (RHF) South Africa, an intermediate financial
mstitution providing low-income housing loans 1n South Africa, $550,000 1n
subordinated debentures

Equity Ostrich Production of Namibia (OPN) Namubua, a fully mtegrated ostrich
production facility, $1,000,000 i common shares,

Kingdom Securities Holding Limited (KSHL) Zimbabwe, an asset
management/discount house/stockbrokerage company 1 Zimbabwe,
$1,200,000 1n convertible preference shares,

Leasing Company of Zimbabwe (LLCZ) Zimbabwe, a commercial leasing
company, $1,000,000 n preference shares

Guarantees  None

Since each of the investments above received funding within the last year, the baseline
experience upon which extensive empirical measurement may be based 1s only now being
created It 1s difficult, therefore, at this early stage to quantify outputs and impact beyond the
investments themselves However, the potential for positive impact by these investees on the
overall economues of their host countries and the region appears to be impresstve

KSHL 1s positioned to make major contributions to the economy of Zimbabwe, serving as a
broker, trader, investment advisor and 'market maker' on the Zimbabwe Stock Exchange
(ZSE), encouraging retail mnvestment 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 1n local languages, and sponsoring a financial
education televiston program In additton, KSHL’s management expressed the belief that
ther operating capabilities have improved through the self-examination required to respond
to SAEDF’s due diligence questions

LCZ’s leasing programs permit small and medium sized enterprises 1n 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
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RHF provides a source of home mortgage financing otherwise unavailable in South Africa to
lower muddle class workers and their families RHF management indicated that SAEDF
funding was the critical factor 1n increasing its capitalization to the point where it was able to
borrow sufficiently to expand 1ts mortgage operations

OPN provides an excellent example of combining financial soundness with development
mmpact and potential, assisting both small farmer/herders, and the foreign exchange position
of the Namubian nation OPN’s primary individual shareholder stated that encouragement 1n
the form of SAEDF’s support for their project provided co-investors with a vital measure of
confidence

In the attached Performance Monitoring Plan, provision 1s being made to measure outputs and
mmpact as they occur Both Baseline Data and Performance Data will be available when a

full-scale evaluation 1s performed

SAEDF, however, has already helped to create or strengthen four enterprises and 122 jobs
They are a presence 1 the regional financial marketplace, adding directly to its hquidity and
dynamsm Sigmficantly, n a region lacking ample small scale, risk tolerant venture capital
as 1t 1s thought of 1n the U S , the Fund has begun training a cadre of venture capital managers
and Directors whose greatest impact in the region may be felt beyond the time of their direct
association with SAEDF

Opportunities and Constraints

With 1ts organizational foundation now 1n place, the Fund 1s positioned to deliver additional
impact throughout its prescribed mitial ten year life  Political systems in Africa, in general,
are stabilizing, and their economies are growing Cultures of commerce and entrepreneurism
are expanding, as was evident to The Team 1n 1ts visits and interviews i South Africa and
Zimbabwe

The World Bank summarized economic opportunity in Africa in its 1997 Annual Report

“Improved policies continued to fuel Africa’s economic recovery, strengthening the reform
momentum and the resolve of donors and African countries to work together This gives
cause for optimusm as Africa’s agenda moves beyond recovery to focus on development

Sub-Saharan Africa’s economic recovery both accelerated and spread to more countries
1 1996 In sharp contrast to the early 1990's, the region’s gross domestic product (GDP)
grew faster than the population for the second year in arow Estimated GDP growth was
4 9 percent 1n 1996 compared to 3 6 percent in 1995

In most countries, exports rebounded too, and evidence continues to confirm the link
between good policies and good economic performance Better policies resulted i a more
broad-based recovery than 1n 1995 Performance benefitted from the stronger ownership
of reform programs displayed by a new class of commutted leadership in many parts of the
continent  Africa’s recent econonuc performance has energized both African leaders and
donors



Today there 1s a cauntious optimusm about Africa’s future, with a new openness to taking
nisks, trymg new 1deas, setting bolder targets, and looking beyond the near term  The entry
of South Africa as an active participant onto the African economic scene contributes to the
recent optimusm  All of this 1s refreshingly new for Africa ”

SAEDF has established 1itself 1n the Southern region of an African economic revival, having
bualt relationships 1n the mvestment and business commumities, staff to execute 1ts mvestment
strategy, systems and documentation to support operations, and a Board to govern, steer
policy and provide direction

SAEDF’s success, however, 1s not assured or uncomplicated The World Bank cautions 1n its
Annual Report that

“ improvements [1n Africa] are fragile, and the threat of reversal 1s real in some
cases Several countries are mured in strife or civil disorder Social indicators remain
below those of other regtons, fiscal deficits are high and domestic savings low, aid
dependency remains hgh, private investment and foreign direct investment levels,
though beginning to 1mprove, are low, and there 1s a significant unfinished agenda 1n
areas such as the financial sector, public expenditure management, and privatization ”

The Team’s experience, observations and research suggest that investing venture capital 1n
Southern Africa will prove to be more difficult than 1n the U S or Western Europe, and as
dafficult, 1f not more so, than in the ENI states Quality, seasoned entrepreneurs are still
comparattvely scarce, mvestment opportunities present significantly greater unknowns,
unpredictability and risk, and competition for quality deals 1s increasing The experience of
SAEDF staff and The Team demonstrated that bottlenecks and breakdowns 1n transportation,
communication and infrastructure often turn routine investment development and monitoring
into costly, time consuming affaurs

Given real market constraints, SAEDF’s success will still require a dramatic increase
prospects evaluated, processed and closed, and, at the same time, the commencement 1n
earnest of portfolio momtoring responsibihities Other opportumties and constraints related to
SAEDF’s overall effectiveness are discussed 1n greater detail elsewhere 1n this report Three
to be discussed in this section are (1) SAEDF’s orgamizational misston, (2) improved
collaboratton and leveraging with USAID country mussions, and (3) SAEDF outreach
activities

SAEDF’s orgamizational mission  While attempting to establish and grow 1ts basic
operations, SAEDF has also sought to satisfy its dual governing objectives of “development”
1mpact 1n the region, and “financial sustainability” 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 economic or social
development SAEDF further expects to mmimize the many risks of attempting to satisfy
objectives and multiple mandates (financial, economic, developmental, political, environ-
mental) through intensive due diligence procedures
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Discussions between The Team and staff have made it clear that SAEDF 1s working towards
balancing its many purposes In the case of the four investments reviewed by The Team, 1t
appears that staff has succeeded m balancing development and profitability considerations It
1s equally clear, however, from points raised 1n the Performance Monitoring Workshop and
throughout this study, that mamtaining this balance, without greater clarity on SAEDF’s
mussion and priorities, will remain difficult

RCSA, USAID field mussions, SAEDF staff and 1ts Board of Directors all agree that
profitability and development can and must coexist What has not been agreed to 1s the
definition and parameters of this coexistence The Fund presently operates by addressing
1ssues and conflicts of this kind on a case-by-case basis Governing documentation, mternal
reports and interviews alternatively referenced SAEDF as

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

. primarily concerned with mvestment and sustamnability, with development activities
(SMEs, IFIs, social), 1n turn, bemng the rationale and objective for the Star Group,

. funding enterprises which become sustainable and increase economic participation on
the part of indigenous, historically disadvantaged Southern Africans, theren
constituting development,

. funding and gumding enterprises which become sustainable, contributing to wealth
creation which, m the Southern African context, constitutes de facto development

While the lack of specificity on goals and prionties increases flexibility for SAEDF
management to chart 1ts own course, such flexibility may come at the expense of meeting
expectations of external stakeholders, and of efficiency 1n achieving SAEDF’s mission
Resolving this lack of specificity in SAEDF’s mussion lies outside of the scope of this study
We believe, however, that the focus and performance of SAEDF’s management and staff
would only improve should additional clarity and direction be provided them on this
fundamental policy 1ssue

Improved collaboration with USAID country missions SAEDF possesses an opportunity
in 1mproved collaboration and leveraging of USAID country missions Two of the USAID
Missions contacted by The Team (Zimbabwe and Namibia) expressed the belief that they had
not been communicated with sufficiently to assist SAEDF 1n optimizing the objectives of
either the Fund or USAID The third (South Africa) felt that Fund contacts with its mission
had been satisfactory

It should be noted that steps have been taken by Fund officers to address country nussions’
perceptions of insufficient contact The Team believes that a continued emphasis on
developing and maintaining a working partnership between SAEDF and USAID will
contribute to the Fund’s objectives, and help equalize some of the competitive advantages
enjoyed by nvestors with more capital, local offices, or longer tenure 1n the region

-10-



Our interviews revealed a need for additional communication between SAEDF and USAID
missions 1 areas which imnclude SAEDF country visits, mvestment and due diligence
processes, return expectations, target mvestment size and focus, confidentiality requirements
and expected goals and impact Where specific investment leads have been provided to
SAEDF by USAID, SAEDF communication on nvestment follow-up and action 1s warranted

Simularly, country missions, putting aside what resentments or mustrust they may harbor, can
assist SAEDFs still-developing staff in understanding broad pohitical and economic conditions
across 1ts diverse eleven nation market, individual national prionities which may create or
negate entrepreneurship opportunities, and perhaps to some extent, in discovering specific
investment opportunities

SAEDF Outreach Activities In seeking out potential investees, co-investors and IFIs,
preliminary indications are that SAEDF has yet to maximize its potential to make 1ts
availability and willingness known to entrepreneunal prospects Most of the nstitutions and
mdividuals contacted by The Team said they had heard of SAEDF only 1n connection with the
public announcements attendant with its initial authorization Many of the same (with the
exception of actual investees) expressed disappointiment 1n the lack of realized investments
flowing from that campaign Virtually all said they had heard hittle or nothung from or about
SAEDF since

SAEDF’s management has expressed an appreciation for the need to outreach, and has
mdicated 1t 1s making best efforts to deal with the need One example cited was a series of
presentations on investment and co-investment opportunities to several Chambers of
Commerce and business orgamzations 1n the region by SAEDF’s CEO

Management also indicated the low prionity placed on publicity has been due to SAEDF’s
need to complete analysis and due diligence on the backlog of approximately 500 investment
proposals submitted subsequent to itial publicity in 1994, and the desire to fully develop
staff 1n number and capabilities to process additional investment applications 1n an efficient
and timely manner Once the Fund 1s fully staffed (by 1998), however, management
expressed 1ts plans to undertake more extensive promotional efforts

Strengths and Weaknesses

As discussed above and m sections to follow, SAEDF’s strengths include (1) strong capatal
backing 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

SAEDF’s weaknesses include (1) lack of clanity i its mussion, (2) lack of venture capital

experience 1n 1ts managers and staff, (3) an unclear niche 1n a dynamic market, and (4) lack of
a comprehensive strategic marketing plan

-11-
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Alternative Approaches and Recommendations
Clanfy SAEDF’s mission (See Opportunities and Constraints above)

Completion of SAEDF’s strategic marketing plan SAEDF 1s 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, maximizes, 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 which are now outdated and incomplete

The Team believes SAEDF would enhance its effectiveness towards achieving 1ts investment,
profitabihity and development targets by commuitting the required resources to completing and
maintaining 1ts strategic marketing plan Such a plan should organize and clearly
commumcate SAEDF’s mussion and vision, data research and analysis, conclusions and
rationales, broad goals and opportunities, detaled objectives, strategies and tactics, potential
obstacles and challenges, and options and alternatives (See Appendix D 1)

SAEDF’s mitial market planning has begun positively It needs to be continued, completed,
critiqued, implemented and revisited Input from USAID country missions, Directors resident
and working 1n the region, and investment officer trip reports should be routinely reviewed
and incorporated

2 Directing financial services to indigenous, previously disadvantaged SMEs
Inputs and Approaches

SAEDF’s investment efforts have focused entirely on indigenous, previously disadvantaged
SMEs, 1n line with their primary rmussion  As discussed below, there has been little conscious
effort made to address investments qualifying under the twenty percent allocation for
mdigenous 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 definttion for
“previously disadvantaged” which they believe, 1n the Southern African context, may not
always translate into “black ” For example, 1n formerly planned economic systems where
SAEDF believes individuals had been universally deprived of access to capital (e g Angola,
Zambua), their approach 1s that indigenous individuals of any race or ethnicity may have been
previously disadvantaged

In all cases, The Team’s interviews with SAEDF staff and others in the market registered a
distinct preference for the more commonly used term “historically disadvantaged” which The
Team has adopted for this report

SAEDF appears to have made attempts at visiting and establishing a presence 1n each of the
eleven nations 1n 1ts market region South Africa, given its political and economic
significance and SAEDF’s mandate to target fifty percent of its investments there, has
recerved the most attention Zimbabwe, economucally important and comparatively rich in
entrepreneurial tradition and potential, has followed closely
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Other countries 1n the region appear to be positioned by SAEDF as more fertile territory in the
near term for political (e g Zambia, Mozambique, Malaw1) or economic (e g Angola) reasons
than others (e g Tanzama, Namibia, Botswana, Lesotho, Swaziland) These countries appear
to rank as marketing priorities for SAEDF 1n approximate proportion to their near term
promuse as sources for investments

Outputs and Impact

As detailed elsewhere, SAEDF has approved fifteen investments totaling $12 6 mullion 1n
seven countries, and has disbursed $3 8 nullion to four companies 1 two countries In the
case of the four investments assessed by The Team, 1t appears that all met the subject criteria
Though only four investments have been closed, the two 1n Zimbabwe, both 1n the financial
services sector, have had demonstration impact beyond their job creation and direct economic
benefits

Of other existing commitments, at least five investments totaling $3 5 nullion 1n four
countries are expected to close in fiscal 1998, as follows

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

Technolab LDA Angola, gravel company, $350,000 1n senior debt

Equity Kahn & Partners South Africa, pathology lab, $1,000,000 in common shares
La Fleur D’Afrique Ltd  Tanzama, rose production, $1,000,000 1n common
shares

Mixed Liquified Foods drink manufacturer and distributor, $180,000 term loan,

$450,000 1n common and preference shares
Guarantees  None
Opportunities and Constraints

An opportunity for SAEDF 1s the relative absence of broad based marketing subsequent to
mutral announcements of 1ts founding A well-designed marketing campaign, to which the
Fund 1s prepared to respond with action on 1nvestment applications, may result in large
numbers of additional qualified mvestment applicants To avoid raising unfulfillable
expectations or burdening the Fund with applications outside of its target, this marketing
campaign should clearly set forth the Fund's investment criteria

A constraint to SAEDF implementation has been the market’s adverse reaction to the Fund’s
ability to fulfill 1n a timely manner the expectations of its initial publicity Another possible
constramt, SAEDF’s management structure, will be discussed at length 1n sections which
follow These constramnts lend importance to the twin requirements that the Fund only seek
types of funding requests within 1ts mandate, and that 1t be prepared to handle those it receives
n an expeditious manner



Another constraint to directing financial services to SMEs 15 the number and availability of
capable intermed:ate financial mstitutions (IFIs) in the region The Fund projects meeting
many of 1ts development objectives through IFIs The scarcity of effective, sustainable IFIs, at
least as far as those SAEDF and RTAA have 1dentified and developed to date, places the
realization of a portion of SAEDF’s mussion, 1 ¢ mucro and small-enterprise lending, into
question

Now that 1t has been introduced and established, SAEDF can begin to butld momentum
throughout the region Another significant constraint, however, will be the existence and
growth of regional and local competition for quality entrepreneurs and opportunities

Throughout this study, The Team encountered providers of nisk capital active i the market
They included commercial banks, insurance companies, merchant banks, mstitutional joint
ventures, country focused private partnerships, empowerment groups, NGOs and
multinational organizations Among those 1dentified were Takura Ventures, Hook Ventures
Zimbabwe Venture Capital, Zambia Venture Capital, Batanai, NAIL, CDC, IFC, New Africa
Advisors, New Africa Opportunities Fund, Africa Growth Fund, Modern Africa Fund, Afrnica
Enterprise Fund, Equator Fund, Commonwealth Fund, Heritage Fund, Zimbabwe Progress
Fund, Trust Bank, United Merchant Bank, Citibank and Zimbabwe Development Bank Many
of these capital sources operate solely on commercial mnvestment criteria with no
consideration of non-economic objectives

In the bigger picture, patient risk-tolerant financing appears to remain scarce in Southern
Africa Increasingly, however, 1t appears that SAEDF 1s not the only, and often not the
preferred, source of venture capital for indigenous, historically disadvantaged SMEs 1n the
region SAEDF’s U S origins, approaches and relationships may serve, however, as an
example of atiributes the Fund may call upon to distingussh itself n what appears to be an
increasingly dynamic marketplace

Strengths and Weaknesses

SAEDF’s major strength in this area appears to be 1ts staff, which 1s diverse in composition, 1s
energetic and possessing of significant potential, appears to be commutted to the ideal of
serving indigenous, previously disadvantaged SMEs throughout the region, and seems
sufficiently dedicated given the sacrifices incumbent 1n this mandate

SAEDF’s lack of local presence elsewhere 1n the region may be a weakness n 1ts ability to
cover the entire market SAEDF’s single centralized location in Johannesburg has facilitated
its operating consistently under budget 1n expenses outperforming nearly every other USAID-
sponsored fund 1n 1ts ratio of expenses to commmutted capital The attendant tradeoff however,
may be nsufficient attention and focus on countries and sub-areas within the Southern African
region, inferior market intelligence and knowledge, and less than competitive relationships
with quality entrepreneurs and compatible co-investors

These negative effects may be more pronounced in the Southern African context than in the

U S or Europe, given the diverse conditions and circumstances of the eleven countries
SAEDF serves and the frequency and severity of transportation, communication and logistical
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difficulies In comparison, IFC operates in Southern Africa out of three offices
Johannesburg, Harare, and Maputo

SAEDF has considered establishing a second office (most likely in Harare), or retaining
consultants to provide an enhanced presence 1n the region Selecting between these two
options necessitates a tradeoff 1ncreased 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 thurd 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 missions

Alternative Approaches and Recommendations
Completion of SAEDF’s strategic markefing plan (As discussed above)
Evaluate and decide on strengthening SAEDE’s local presence (As discussed above)

SME defimtion SAEDF has determined that World Bank definitions constitute an
acceptable starting point for defimng SMEs However, 1n hght of the focus and requirements
of the Fund, staff indicated its preference for retamning maximum flexibility, within the spirt
of the SME requirement, to make decisions on a case-by-case basis

The Team surveyed USAID Missions, USAID/W IFC and a number of Southern African
business and financial mstitutions to determine the defimitions used 1n the market It was
generally found that SAEDF's need for flexibility was appropriate  However, The Team
would recommend that the Fund, at 2 mimmum, develop its own standards and criterta which
would promote more uniform decision-making by investment officers in SME determinations

Standardize and streamline “historically disadvantaged ” As discussed above,
consideration has been given to an acceptable definition of “previously” or “historically”
disadvantaged This might include any entrepreneur 1n a formerly socialist nation, or any
female 1 a male dominated society It, however 1s likely to be percerved commonly as
meaning black Africans whose previous opportunities were circumscribed under White
minority rule in South Africa and elsewhere

The Fund has managed to operate by making 1ts "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 believes that SAEDF’s focus and performance would
only improve should additional clarity and direction be provided on ths policy 1ssue
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3 Financial responsibility and sustamnability
Inputs and Approaches

SAEDF’s Directors and management appear to have placed a premium on financial
responsibility and Fund sustainability Despite chronic turnover 1n 1ts accounting staff,
substantial time and resources were mvested to retain qualified temporary accountants to
establish and maintain SAEDF’s financial systems The Team’s review of SAEDF’s
accounting policies, systems and procedures revealed no serious deficiencies or contravention
of financial responsibility (see Section IV C)

SAEDF’s careful, conservative posture to organtzational development, due diligence and
mvestment, in fact, have generated criticism and concern from the market, and from others
knowledgeable on Fund matters Financial projections, based on SAEDF’s current expense
assumpttons and The Teams’ more conservative mvestment assumptions, show SAEDF may
still achieve 1ts goal of sustainability (1 e revenue equal to expenses), though not before 2002
(see SectionIV D)

SAEDF has no specific provision for investment or technical assistance subsidies Their
investment approach does provide, however, for flexibility with respect to financial returns
where mvestments promuse specific development impact (e g , RHF which projects a 14%
return) SAEDF’s practice of local currency mvestments may also constitute an mdirect
subsidy (see Weaknesses below)

Outputs and Impact

At this still early stage, without significant investment portfolio assets, SAEDF remains
financially sound, maintains adequate financial controls, operates consistently under-budget,
and with a lower expense to capital ratio than USAID’s ENI Funds

Opportunities and Constraints

Though responsible and conservative, SAEDF’s investment pace has been slower than
anticipated or planned Investment disbursements and reflows must be accelerated 1f SAEDF
1S to avoid depleting 1ts commutted capital, and if 1t expects to demonstrate staff competence
and mvestment returns sufficient to attract second round financing, thereby providing ultimate
sustainabihity

In this regard, an opportumty for SAEDF lies realizing greater portfoho diversafication which
they have sought, but have yet to achieve The experience and lessons learned from USAID’s
ENI Funds suggests that the best performung Funds were more diversified, including direct
mvestments, financial intermediaries, joint bank lending programs, small business lending
programs, jomnt ventures and other investment types 1n their portfolios SAEDF’s progress in
developing and closing direct mvestments, 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 1ts attractiveness to alternative capital sources
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Strengths and Weaknesses

SAEDF’s primary strength in pursuing sustamnabulity 1s, agam, its staff, which appears
commutted to the concept of the long term, mstitutionalization of SAEDF and 1ts presence mn
the region A further strength for SAEDF 1s its U S onigins, which distinguish 1t among
venture capital sources active in Southern Africa, mostly, though not always, in a positive

way

One weakness 1n SAEDF’s pursuit of sustainability may be 1ts practice of nvesting 1n local
currency SAEDF management has indicated that dollar denominated investments rendered
the Fund uncompetitive in the market They found borrowers reluctant to bear the risk of local
currency devaluation against the U S dollar, resulting in more expensive dollar-denominated
future repayments

SAEDF responded to this market condition with a creative foreign currency arrangement
which fixes exchange rate risk, the cost (approximately 10%) to be borne, 1n effect, by the
Fund (see discussion below)

SAEDF’s ability and willingness to be market responsive may, i fact, distinguish 1t in a
positive way Team interviews and research found that the IFC and USAID’s ENI funds all
mvest n U S dollars Their general philosophy 1s to emphasize equity and export oriented
mvestments where exchange risk 1s more easily borne by mnvestees Otherwise, foreign
exchange losses become an expense to mvestees of doing business

It remains 1n question, however, whether SAEDF’s market responsiveness 1 this instance will
generate additional investments, whether SAEDF will recover its foreign exchange interest
expense through higher returns on investments, or whether some combination of the two may
prove suffictent to ultimately enhance SAEDF’s profitability and sustamnability

SAEDF’s weaknesses in the areas of financial responsibility, are discussed at length in
Section IV C, and include turnover at the Chief Financial Officer position, the potential
appearance for conflicts presented by the Deloitte consultancy, USAID/RCSA reporting
1ssues, and timing 1ssues related to drawdowns from USAID and disbursements to mvestees
Alternative Approaches and Recommendations (See Section IV D)

4 Specific Implementation Questions

) Improved financual services for small and medum enterprises

SAEDF has contributed to the development of improved financial services for small and
medum enterprises

As discussed above, 1n recent months SAEDF has provided almost $4 mullion 1n investments

to small and medium enterprises The potential for positive impact of these investments on
the overall economues of the host countries, 1n many cases, appears to be impressive
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In at least two cases, The Team visited with investee companies exhibiting early and
exceptional entrepreneurism and mnovation 1n creating and delivering products and services
to 1ts markets Kingdom Securities of Zimbabwe (Kingdom) acts as “market makers” of
Zimbabwe Stock Exchange (ZSE) equity and other debt securities, serving the Zimbabwean
broker market (ten companies total including Kingdom), the 65 compantes traded on the ZSE,
and various 1ssuers of commercial and municipal debt instruments

Notably, Kingdom participated 1n the privatization of three national parastatal orgamzations,
The Dairy Board, The Cotton Company, and The Commercial Bank of Zimbabwe, and acted
as lead advisor on the Commercial Bank of Zimbabwe transaction The company feels 1t has
played a pivotal role 1n (1) educating new mnvestors to the stock market as a vehicle to grow
capital and wealth, (2) eliciting grassroots sponsorship of parastatal privatization, and (3)
encouraging retail investment in the ZSE

Kingdom publishes investment guides 1 local languages (Shona and Ndebele) and sponsors a
local television program providing financial education and information, “Making Money
Make Sense ” In 1997, they led a public offering for the Randalls Company which they
indicate achieved a record in terms of indigenous public subscriptions They have also worked
to broaden public acceptance of unit trusts through the development of three new products for
mdividual investors, a money market income fund, a capital appreciation wealth fund, and a
special situation fund of the fifteen highest performing securities on the ZSE

Leasing Company of Zimbabwe (LCZ) 1s the first and only one of Zimbabwe’s five leasing
companies to be black owned, 1 1tself of significant demonstration value to Southern African
financial markets The Principal estimates that LCZ has outstanding approximately 400 leases
in 300 companies, divided as follows mucroenterprises-3% (10 companies), small and
medium enterprises-67% (200 companies), and large companies-30% (90 companies) In
each case, where lease financing goes toward acquiring new or incremental equipment, they
believe 1t results in the creation of at least one new employment position Their belief 1s that
such positions are semt-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
ganed a greater concern for liquidity management, 1 ¢ matching the timing and terms of time
deposits (liabilities) and leases (assets) Thus greater appreciation he believes has strengthened
LCZ’s operations  Further benefits from innovation, he believes, will become apparent as the
relationship matures

(u)  Appropriate financial instruments

The financial instruments developed and offered by SAEDF have been made appropriate to
the existing circumstances of the Southern African economy and financial sector, the
objectives and policies of SAEDF, and the investment 1 question Among the many things
SAEDF has done well, the tarloring of its investments has been among the best As ndicated
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
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Following a beginning period made difficult due to differences between US and British based
legal systems, mtra-regtonal 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 1s now 1n place which should
facilitate quicker investment closings in the future

Notably, in the absence of American style venture capital conditions in the region, and
consistent with the nisk policies and return on investment objectives of SAEDF, management
and legal counsel created and gained South African regulatory approval for the use of zero
coupon redeemable preference shares These shares permut the fund to participate i equity
appreciation 1n 1ts investments SAEDF management indicates these instruments represent the
first such of their kind 1n the region

(uz)  Country-specific definttions of microenterprises and SMEs

SAEDF has not consulted with RCSA or USAID bilateral missions to develop country-
specific definitions, and such definitions have yet to be developed SAEDF has indicated an
interest 1n following World Bank guidelines in making these determinations The Fund 1s 1n
the process of consulting the USAID Missions in the Region on posstble further refinement of
these defimtions

(tv)  Stimulating investinents by other private companies

SAEDF has sumulated investment by other private compames 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 assistance

Techmical assistance, apart from the routine interaction between SAEDF and 1investee
management, has played a limited role in SAEDF’s investment development Where
provided, 1t 1s treated as an operational expense, and 1s not allocated as part of the mnvestment
on which a financial return 1s sought More significant technical assistance, as that which may
be provided by RTAA, 1s not presently part of a facility for cost recapture by SAEDF

()  Foreign Operations, Export Financing and Related Appropriations Act

No 1ndications were found of violations of Section 547 of the Act Management 1s fully
aware Section 547's provisions, and has made clear 1n 1ts operational directives 1ts mtention
to comply fully In addition, 1n all of its due diligence exercises, SAEDF has placed 1ts
potential mvestees on notice of the need to comply fully with Section 547 Ongoing
compliance by investees will be recommended as part of an overall annual monitoring
process
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(vit)  Shareholder/investment 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 1ts fundamental documentation obstacles A core set of transaction documents
1s now 1n place which should facilitate quicker mvestment closings 1n the future

For example, consistent with the risk policies and return on investment objectives of SAEDF,
and 1n the absence of American style venture capital conditions 1n the region, management
and legal counsel created and gained South African regulatory approval for the use of zero
coupon redeemable preference shares which permt the fund to particrpate 1n equity
appreciation in its mnvestments

Further, 1n 1nterviews conducted by the Team, the principals of KSHL indicated they believed
themselves to be a better, more sustainable enterprise due to beneficial scrutiny applied by
SAEDF m 1ts demanding due diligence and negotiation processes The application of
Amernican and international standards and management practices they believe have prepared
them for the public scrutiny which they anticipate will come with future growth They also
expressed the belief that SAEDF representatives worked to compromise where necessary, and
have been educated as to the realities of the African marketplace which will prove beneficial
1n future investments

(vin) Foreign exchange risk

An nterim foreign exchange facility employed by SAEDF has met imitial USAID approval
Question remains, however, as to whether this facility 1s optimal, or whether a larger, longer
term facility may offer SAEDF better rates and terms

Notably, no other USAID enterprise fund employs any comparable mechanism to imsulate
investees from foreign exchange fluctuations According to USAID enterprise fund staff,
currency risk 1s hedged in their European enterprise funds with equity investments 1n
companies whose growth in share values 1s intended to outstrip potential currency
depreciation Where loans are made, borrowers are expected to bear the foreign exchange
risk This same stance vis-a-vis the local market was taken by the IFC representative in
Harare This raises questions as to the prudence and necessity of SAEDF’s bearing the
current 10% spread between 1interest recetved on dollar denominated deposits and imterest
paid on foreign currency borrowings for the purpose of investing 1n local currency

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

. whether the 10% per annum net cost of the experimental facility could be reduced by
entering 1nto a substantially larger or longer term facility,

i whether that 10% net cost 1s recompensed through additional client volume or the
ability to charge an increased rate of interest to the IFI, or
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. whether the development benefit of providing funds through such a program justifies
an idrect subsidy

The Team feels that judgement on thus 1ssue should be deferred pending completion of the
study

(ix)  Investments in non-target indigenous firms

The “carve-out” authorization should be extended through the active investment life of
SAEDF Management indicates 1ts priorties during the start-up phase have been to focus on
investments directed at SAEDF’s primary target, 1 € digenous, historically disadvantaged
Southern Africans To do otherwise would have caused negative public reaction

Assumung that SAEDF’s investment pace accelerates, the fund’s “developmental” objectives
will be addressed The carve-out authorization mamntains 1ts potential to assist SAEDF
directly 1 its sustamability objecttves

In addition, carve-out mvestments potentially impact RCSA’s specific intermediate
development results, namely broadened participation 1n regional markets, increased use of
financial resources, improved business competencies among indigenous entrepreneurs, and
SAEDF’s becomung a self-sustaining fund

B SAEDEFE’s progress in estabhishing and implementing appropnate
environmental policies and procedures

1 Analysis of the Fund’s overall pohcies and pr:)cedures
Summary

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

On the few occastons that environmental concerns did arise during preliminary investigations,
the staff exercised constderable wisdom and foresight in dealing with such matters In the
absence of expert giuidance, their efforts demonstrated commmutment, imtiative and creativity from
which the Fund continues to benefit

The study 1dentified a series of characteristics, both good and bad, which were commented upon
and 1n some 1nstances, recommendations for improvement and enhancement have been made
A series of multi-functional environmental “tools” 1n the form of checklists, guidelines and
explanatory notes have been developed as appendices to this report They may be used by
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mvestment staff 1n any combination to enhance their evaluation skills for the ultimate benefit of
the overall due diligence process A separate manual has been developed which can be used by
investment officers, according to their own tastes, preferences and interests, to raise the profile
of environmental factors in the overall due diligence examinations

Thus study further 1dentified that

informal environmental evaluations have been conducted, but there have been too few
“environmental” investments to put the Environmental Guidelines to the test,

. there was a need to protect the Fund’s environmental risk profile which was not evident
at present, partly due to the lack of empurical data to test risk exposure,

. the review identified the need to tighten environmental guwidelines by incorporating the
growing experiences of the investment staff with a view towards minimizing
environmental risk to the Fund and maximuzing market opportunities in supporting
“environmental” projects that might not otherwise attract mainstream venture capital,

. 1t was necessary to enhance and consolidate environmental resources to equip staff with
basic skills for performing environmental evaluations during the course of normal due
diligence,

. 1 the absence of clear policy on allocation of environmental evaluation costs, 1t was

appropnate to review 1mplementation options for flexibility and sensitivity to the market

Inputs and Approaches

SAEDF captures 1ts policy and procedures regarding the environmental component of 1ts work
1n Resolution HQT-96-006 Resolution Concerming Environmental Guidelines for the Southern
Africa Enterprise Development Fund to Observe When Making Investments Thus resolution was
approved by SAEDF’s Board at i1ts meeting of September 26, 1996 Detailed comments on
HQT-96-006 Environmental Guidelines under “Strengths and Weaknesses” are orgamzed to
correspond with the Gudelines’ headings

In view of the short time frame 1n which SAEDF has functioned, 1t 1s difficult to comment upon
the overall environmental 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 1s appropriate at this stage however to begin reflection, introspection and review
to ensure that policy and operations are moving 1n the same direction It 1s also appropriate to test
activities and operations for practicality and effectiveness The review within this external study
1s part of that initiative

Outputs and Impact
In view of the limited number of investments developed by the Fund and the limited

environmental component of those investments, it 1s unfair to pass judgement on the
effectiveness of implementation of the environmental guidelines However, it was noted that
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there 1s an element of “shyness” n pushing the Guidelines, possibly due to hesitation that
environmental concerns may jeopardize the chances of an mmvestment mowving forward
Environmental concerns are being considered by Fund staff, but not m the style or format
presented by the Guidelines

Opportunities and Constraints

It appears the Fund may be unconsciously avoiding projects with potential environmental factors
which might impact on decision-making If the Fund follows through with the environmental
guidelmes to therr full and logical conclusion, 1t would make good economuc sense to develop
new capabilities through the new procedures and systems The opportunity hies 1n creating a
market “niche” through active pursuit of “environmental” projects This opportunity 1s only
realized 1if mmherent safeguards, checks, balances and procedures protect the Fund from
unacceptable environmental habihity Until that occurs, the entire 1mtiative can be seen as a
constraint

At this stage, 1t 15 premature to evaluate the costs of environmental evaluation and review
Clearly, this may become a “deal-making or deal- breaking” 1ssue 1n the future, particularly 1f
there 1s competition with other capital sources less ethical or particular 1n their environmental
mvestigations and requirements Furthermore, where some countries are lacking in national
environmental policy or legislation, the tendency could be to go for the funding source with the
fewest bureaucratic requirements

It would be invidious to see a situation develop where the Fund’s environmental risk 1s
compromused by clients playing one funding source against another on the terms and conditions
of environmental review, or where the Fund must discount environmental risk against securing
mvestments A firm, but flexible, environmental policy 1s required which does not compromise
the Fund’s competitiveness 1n the market, but at the same tume reflects a responsible attitude and
approach to the Southern Africa environment

Strengths and Weaknesses

The strengths of the environmental gmdelnes are that they are broad and can be implemented
and interpreted according to the circumstances of each investment or client

The major weakness of the environmental guidelines 1s that they are as yet untested The
mvestments closed so far have not progressed the policy beyond the iitial screening stage Only
one mvestment has resulted 1n “yes” responses and the Environmental Review has not yet been
completed for that project

General Comments on Implementation of HQT-96-006 Environmental Guidelines

Paragraph A of this opening section says that SAEDF will “encourage the firms in which 1t
mvests to be sensitive to the environmental implications of ther activities [and will] help them
ameliorate over tune any negative environmental impacts of such activittes ” This commutment
mmplies that the Fund will have mternal resources to meet these commutments These resources
would include internal skills (which might be a base level environmental ability of all staff
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dealing with clients) and funding, as well as access to outside expertise to advise the Fund on
more specific 1ssues The Fund should have mechamsms n place to ensure that, over tume, 1t 1s
able to meet the commitment made 1n 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 1n place to
raise awareness, skills, and expertise among Fund staff, and to add substance to the policy (See
Appendix C 1 for a suggested plan)

Paragraph C sets out a number of far reaching management principles which, by definition, need
to be brought to the attention of clients and potential chients at the earliest opportunity They
pose 1ssues that may need to be incorporated mnto companies’ official documentation, policies,
programs and objectives It 1s possible that some of the principles may be so onerous as to
mnfluence clients against using SAEDF resources Thus suggests that they should be exposed to
the clients at the earhiest opportunity and that the Fund should have the resources to reassure
clients, offer support and assistance 1n 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 1s a necessary legal provision protecting the Fund from unforeseen habilities and
obligations It needs to be reworded, however, more positively as, at present, 1t could suggest that
the Fund may waive the policy implications 1f 1t so desired This could suggest or lead others to
think that the policy was merely “greenwash ”

Drrect Investments

Paragraph A sets out quite clearly that a detailed procedure should be 1n place which would
ensure that appropriate environmental information 1s collected or submutted on a regular basis
to enable the Fund to check that its environmental policy guidelines are being implemented by
clients (See Appendix C 2 for a proposed procedure) The paragraph also suggests that there will
be on-going review of activities and that the Fund will take an active role in the environmental
affairs of its chients

Paragraph B 1s an incomplete hist of activities that might pose environmental risk The choice 1n
this type of listing 1s to either have no list but broad categories and impacts, or to try and draw
up a full and complete list of activities 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 priontties Guidelines are needed to assist 1n the
development of briefs and the review of environmental assessments

Paragraph C 1s a crucial element of the gumidelines underlining the Fund’s commutment to look
at mutigation, 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)
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Paragraph E needs to be revisited on the basis of how far the Fund 1s prepared to go in terms of
providing support or technical assistance The current tone of the paragraph 1s 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 commuts the Fund to mamtaining appropriate records As mentioned earlier, records
and information are important and need to be mantamed as a policy and procedural directive

The type of documentation to be kept should be specified and should form a part of the wider
evaluation and review process of the Fund (See Appendix C 5 for a some gmdelines and 1deas
to this end)

Loan Programs With Financial Institutions

Paragraph A requires that loan applicants complete the environmental checklist It 1s important
that the completed checklist be included in the review and evaluation process and not left until
closing on the investment The environmental checklist could potentially uncover *fatal
environmental flaws” n the investment which information should be available as soon as
possible It 1s also important that there be “yes” answers The availability, type and form of
appropriate technical assistance needs to be clanfied

As a part of checking for “fatal environmental flaws,” 1t may be useful for investment officers
to consult their own, more detailed, personal environmental checklists to cover the perspective
of the Fund’s potential environmental hiability and risk (See Appendix C 6 for a suggested
Investment Officer Environmental Checklist, Appendix C 7 for a suggested IFI Environmental
Checklist and Appendix C 8 for a suggested Client Environmental Checklist) As part of an
environmental manual produced as an Appendix to this report, a number of specialized checklists
focusing on sectors have been developed These are modified from gmdelines and checklists
produced by the Environmental Division of the IFC  As a supplement to these checklists, a basic
contacts hist 1s mcluded i Appendix C 10 to enable investment officers to “quick check”
envrronmental situations Thus list 1s merely a starter It 1s expected over time that staff will add
to the contacts list which wall 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 1s suggested that evaluation and review (as well as checking with
financial nstitutions) form a part of an office’s procedural annual review of loans and clients

The record keeping and documentation process referred to 1n Paragraph C has been mentioned
above and 1s dealt with in Appendix C 5

The principle of the environmental screening form 1s sound 1e, a short questionnaire that
quickly 1dentifies broad-based environmental 1ssues which may need addressing However,
there would appear to be a reluctance on the part of those involved to complete the form 1n the
early stages when 1t should be used for optimal effect
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Some modification, therefore, to the present format 1s probably needed It 1s suggested that, if
the mnvestment officers are trained to the level where they have the confidence to assist clients
in completing the form, late presentation of completed forms may become redundant A revised
Environmental Screening Form 1s presented in Appendix C 9

Environmental Review

The Environmental Guidelines indicate 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 Environmental Reviews The essence of the requirements for the
Review are fundamentally sound However, more detail 1s required to clanfy some of the
requirements

Alternative Approaches

Status Quo Whule there 1s a good degree of informal environmental evaluation work going on,
the levels of structured environmental evaluation and monitoring are limited and agamnst a
background of almost non-existent procedures, detailed gwdelines, and technical environmental
back up The status quo 1s unsatisfactory and potentially exposes the Fund to significant, but as
yet, unquantifiable environmental risk

Policy towards firms that “pose significant risk of environmental harm”  If the Fund
develops a strong environmental policy and an attendant evaluation and monitoring program, 1t
would be well placed to make mformed decisions at the level of “environmental rnisk/harm” of
projects Thus, 1n 1tself, mught open a potential niche 1n the marketplace for new projects This
could also create opportunities to build capacity i the vital environmental management sector

Avoidance of projects “posing significant environmental risk ” The deliberate avoidance of
environmentally sensitive projects would seem to be wasteful, considering the fact that the US
Government has a clear stand on the environment and 1ts protection, and that the Board saw fit
to include specific gmidelines to the Fund on environmental 1ssues Others might treat such
environmentally sensitive projects with impunaty, thus potentially creating significant damage
to the environment It would be better to undertake such projects mn an ethical and responsible
manner, using the significant infrastructure and backing that the Fund enjoys

Recommendations

Annual Review That a formal annual review of projects be mstituted as part of SAEDF policy
whuch will revisit loan conditions environmental gumdelines, financial status, etc and include
areview of trip reports and other evaluations undertaken during the course of the previous twelve
months

Detailed Procedures That more detailed procedures be put 1n place to augment the general
environmental framework of the Environmental Guidelines in Resolution HQT-96-006 which
will specifically cover the environmental risk potential the Fund may be exposed to 1n the future
(Appendices C 2 3, 4, 6 and 9 contain tools and suggestions to facilitate this)
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Records and Information That efforts be made to record and consolidate environmental
information generated from discussions relating to investments such that information 1s used by
others and the “corporate memory” of the Fund 1s enhanced

Trammng That specific efforts be devoted to additional environmental tramning for investment
staff, to enable them to assess and manage potential environmental risks so that the Fund may
benefit from ncreased business and decreased risk (Appendix C 1 suggests an approach to
dealing with this 1ssue)

Policy Review That as part of the above-mentioned environmental tramming, investment staff
review resolution HQT-96-006, along with this review document, and modify 1t m the light of
environmental field experience, practical operations and market dynamics

Rusk Assessment That the list of circumstances posing significant risk of environmental review
(HQT-96-006 Environmental Guidelnes II B) be critically reviewed with a perspective on
selecting categories for investment that involve appropriate and meaningful environmental
management mputs and sound environmental impact management methodologies and techniques

Environmental Costs That policy guidelines be established which indicate how the costs of
environmental evaluation and review are, or can be, apportioned according to circumstances and
market situations (Appendix C 11 presents some options for discussion and evaluation)

Specific Environmental Questions

(r) Intral Environmental Reviews Has SAEDF as part of its standard application and
proposal evaluation process, reviewed the environmental posture of firms or projects
which are being considered for direct investments loans or other financing mecharmisms?
Has relevant information on each firm or project been gathered through the due
diligence review process, imcluding mformation on applicable environmental laws and
regulations? Have the management principles in Section I C of the Environmental
Guidelines been discussed with each firm or project?

The Fund carries out an informal review of the environmental posture of firms and projects
agamnst the background of the Environmental Gmdelines There have been too few instances to
test the effectiveness of the guidelines to date At present, there 1s no clearly defined document
trail that enables any judgements to be made on the effectiveness of current informal procedures
It would appear from investigation and discussion that there 1s no central repository, structured
filing system or library of environmental information and laws 1n the Fund Based upon their
particular level of interest, some mndividuals have collected environmental information

(n)  Environmental Assessment of Proposed Investments Has SAEDF assessed whether
its investments would finance any of the activities hsted in Section lI B of the
Environmental Guidelines, or other activities which would pose a sigmificant risk of
irreparable harm to the environment? If a proposed investment does involve any such
activities, has SAEDF undertaken an environmental assessment? Were such assessments
performed by qualified experts contracted by SAEDF? Were they appropriate in scope
and level of analysis to the size of the project or operations imvolved? How do such
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assessments compare to those conducted by similar financial imstitutions in Southern
Africa (e g, International Finance Corporation, national development finance
institutions?)

It would appear that, to date, the Fund has taken a conservative view on the type of projects listed
mn Section I B of the Environmental Guidelines One or two potential environmentally sensitive
projects have not progressed beyond mformal discussion and exploratory phases There 1s 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 environmental assessments have been required
Thus 1s stated against a backdrop of 1t not being necessary to have the expertise or knowledge to
know whether an environmental assessment was specifically needed

(m) Mihganon Measures for Environmental Risk If SAEDF has proceeded with a
proposed nvestment wnvolving activities which could pose a significant risk of
environmental harm, has SAEDF made every reasonable effort to cause the project or
Jfirm in which it invests to develop and implement appropriate nutigation measures?

It would appear that there 1s no formal approach to environmental risk by the Fund By default,
1t 1s 1magined that this would be handled the same way as any other risk factor would be dealt
with, provided the environmental information was available

()  Monitoring of Environmental Performance As part of its overall investment
monitoring efforts, has SAEDF monitored the environmental performance or each firm
in which 1t makes a direct investment through site visits discussion with officers of the
firm, and/or attendance at Board meetings, as appropriate? Where feasible and
necessary to enhance the environmental performance of firms in which it invests has
SAEDF arranged for technical assistance from environmental consultants and others
knowledgeable about environmental issues? What 1s the practice of similar financial
stitutions in Southern Africa?

The Fund does not appear to have any formal environmental performance monitoring criteria or
procedures It 1s assumed that, should the matter arise, 1t would be dealt with on a subjective
reporting basis



v) Environmental Procedures for IFIs In connection with the provision of financing to
financial mstitutions for loan programs, has SAEDF requested financial institutions to
require loan applicants to complete the environmental checklist attached to the
Environmental Guidelines?

Only one Environmental Review has been calied for and this 1s still awaited from the chient

(vt)  Overall Implementation of Environmental Procedures Has SAEDF periodically
discussed with financial imstitutions their experience with implementing the procedures
described in Section Il A of the Environmental Guidelines? Have environmental reviews
been prepared by loan applicants as appropriate? Have the loan applicants agreed to
undertake the monitoring and implementation recommendations for nutigation, as
appropniate?

It appears from discussions with Fund mvestment staff that informal discussions are held on
environmental 1ssues There 1s no evidence from documentation examined that any extensive,
in-depth discussions have been held with financial mstitutions  Although this review has not
been conducted as an environmental audit with the relevant document trauls, it 1s noted that 1t 15
difficult to locate and follow document trails which indicate evidence of environmental
discussions Any environmental discussions should be documented or minuted to enter that
mnformation into the “corporate memory” of the Fund, thus enabling 1t to be of use to others

(va) Environmental Records  Has SAEDF mamtained appropriate records (e g
correspondence, file memoranda, reports of environmental reviews) to indicate the
manner i which environmental 1ssues are addressed m connection with the review and
approval of nvestment proposals and the mowmtoring of environmental issues? Is
SAEDF maintainng appropriate records to indicate the manner s which environmental
issues are addressed in connection with loan programs established with financial
mstitutions”?

No formal environmental conditions have been set at the time of writing of this report No
documentation 1s available on environmental imtiatives or monitoring, other than the
Environmental Guidelines contained in Resolution HQT-96-006

(var)  Briefings on Environmental Issues Has SAEDF management arranged any briefings
for its investment staff on environmental issues faced in the Southern African business

context (e g , national and local laws minigation and monutoring methods?

The Fund has not, prior to this study, given any briefings or traming on environmental matters
to investment staff
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C SAEDEF’s accounting policies, systems and procedures

1 Analysis of the Fund’s Overall Policies, Systems and Procedures

Summary

SAEDF has made good progress toward developing and implementing 1ts management policies,
procedures and systems to comply with Grant financial management requirements There are a
few areas where the Fund could improve 1ts financial operations to better control payment,
accounting and reporting activities  Our recommendations for suggested improvements in those
areas are contained 1n the following matenal

The Fund’s Polictes And Procedures Manual covers basic accounting and mternal control
systems Since October 1, 1996, the Fund has maintained its financial records on an automated
accounting system (AccPac), which was nstalled and certified by Coopers and Lybrand n
compliance with generally accepted accounting principles as well as with Grant requirements

For several months during the muddle of Fiscal Year 97, the Fund did not have strong, hands-on
leadershup 1n the Finance Office It also did not have a sufficient number of qualified accounting
staff to permt adequate separation of functions as required for proper internal controls 1n all
areas of financial management operations

The Finance Office at the time of this study had on board one direct-hire Accounting Clerk, a
temporary Acting Chief Financial Officer (the “A/CFO” through December 1997 after which
a permanent CFO was placed) and a temporary Accountant Both temporanes are regular
employees of Deloitte Touche Tohmatsu International (Delottte), the accounting firm which has
performed all external financial audits of the Fund The temporaries and the Accounting Clerk
have worked diligently during the past few months to bring the records current in preparation for
the FY1997 andit  With the addition of a permanent CFO and one or more qualified accountants,
we believe the Finance Office will be able to adequately perform 1ts basic financial management
responsibilities

2 Specific Accounting Questions
) Finance 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 1nternal control systems subject to the requirement tnter alia that the
Finance Office develop detailed office procedures, mcluding the flow and storage of documents
assigned duties of staff, and other implementing procedures The Fund’s Policies And
Procedures Manual addressed some of the concerns contained m the Grant Officer’s letter
including the 1ssuance of purchase orders and processing of payments The Fund had no written
procedures whuch detailed the duties of the various staffers, flow of documents or procedures for
handling other accounting or related activities within the Finance Office, as requested by the
Grant Officer
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It appeared that for the previous several months the Finance Office had not retained sufficient
numbers of qualified full-time personnel which resulted 1n 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 1t was brought up-to-date by the Deloitte temporanes A General Ledger mvestment
control account had not yet been utilized, but the A/CFO planned to install and use the prescribed
account starting in November 1997 Although the Payroll Register, prescribed by the Policies
And Procedures Manual, had not been utilized, the Deloitte temporaries had performed a
reconciliation of the payroll to the General Ledger at the end of FY1997 The A/CFO planned
to open the required general ledger payroll account 1n November

Bank and Cash Pre-numbered petty cash vouchers were not being utilized, nor were the
prescribed petty cash book being maintained or reconciled to the general ledger or to the cash
onhand The prescribed receipts book (cash book) and check received register were not being
mamtamned The manual also required use of pre-numbered and controlled deposit ships which
were not being used

Periodic, accurate bank reconciliations and review by the CFO 1s an obvious key to internal
controls which avoid improper fund allocation Accordingly, the Deloitte team had recently
mitiated a system of periodic reconciliation of cash and the regular use of a check register Since
the Fund had no safe, blank checks were kept 1n a locked file cabinet The Accounting Clerk
managed accounts payable, recerved vendor mnvoices and nitiated check payments, a situation
which violated sound internal control principles

Travel Advances The Finance Office treated travel advances as expenses, relying on memory
to collect on advances against travelers’ vouchers This practice resulted 1 unnecessary
reconcihiations to collect outstanding advances The A/CFO planned to regularize the control
of travel advances early m FY1998

As noted above, 1t 15 our opinton 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 1ts internal controls

()  Finance office duties

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-hire Accounting Clerk During the last
several months of his ncumbency, the previous CFO was alleged to have been neghgent in
ensuring the adequacy and integrity of the Fund’s financial operations We did not examine or
attempt to evaluate the cause for these allegations

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 reconciliation
of the Fund’s last s1x months’ financial transactions and preparation of reliable financial reports
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The Finance Office had no prescribed segregation of duties The Accounting Clerk handled the
payment process, data entry, bank haison and fiing The temporary accountant devoted most
of her time to reconciliation of accounts payable and fixed assets, while the A/CFO spent his
time on general reconctliation of accounts and preparation of financial reports These extensive
reconcthation efforts were caused by mus-applied or umdentified payments These were caused
by posting errors resulting from the lack of accounting classification on payment documents over
approximately half of FY1997 operations

Early in FY 1998, the A/CFO began using a voucher coding sheet to indicate the proper account
to be charged for each payment With the consistent use of this basic accounting tool, the
Finance Office 1s expected to experience fewer reconciliation problems The A/CFO has also
msfituted the use of a monthly checklist to help insure that various reconciliation and reporting
requirements have been properly completed We believe these fundamental changes will help
improve the accuracy of Fund financial records and the ttimeliness of Fund financial reporting

SAEDF’s chart of accounts contamned approximately 1,900 accounts, although the FY 1997 year-
end tnial balance mcluded only 242 active accounts The A/CFO indicated he planned to delete
up to 50% of the unused accounts from the AccPac system The Finance Office handled about
700 payment transactions annually, excluding payroll and petty cash activities Although the
number of current accounting transactions 1s not excessive, the workload will rise as investment
activities and staff increase

To prepare for the anticipated increase in investment workload and to provide for better internal
controls, we believe the Fund should add another professional accountant to 1ts current staffing
as soon as possible This would permit immediate separation of the petty cash and bank
reconciliation process, separation of check preparation and mamtenance of accounts payable, and
separation of payroll oversight and bank reconciliation

As program activities mncrease, the Fiance Office will need to raise its staffing level to an
optimum level of seven, including the CFO, five Accountants (one each for Accounts Payable,
Accounts Recervable, Banking/Cash, Investments and Payroll) and a Data Entry Clerk Such
staffing levels should permut reasonable separation of duties and better internal controls

It 1s The Team’s understanding that SAEDF hired a CFO 1n January We believe the Fund
should also start immediate recrurtment efforts for a qualified accountant to augment the current
three-person staff, two of which are scheduled to end their consultancy assignment with the Fund
in early in 1998 The Fund should mntensify 1ts recruiting efforts to get permanent, qualified staff
on board for the Finance Office, especially as the two Deloitte temporaries cost the Fund 1n
excess of $20 000 per month

(i)  Travel, per diem and setthng-in allowances

It appears the Finance Office operated at less than full capacity for several months before the
consultants were brought mn from Deloitte As a result of staff shortage, supporting
documentation for payments was not always mamntained or properly filed The A/CFO estimated
that The Team had found approximately 80% of mussing documentation, but that much remaimed
to be located and reconciled to payment documents, including those for travel vouchers
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Travel Our review mdicated 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 buswness class air
accommodations “on imternational long distance flights” To avoid any confusion or mus-
terpretation as to when business class travel can be used, the Fund should amend 1ts manual
to define “long distance flights

Per Diem Although we generally found adequate documentation supporting travel claims, there
seems to be some confusion on paying lodging costs The CEO advised that 1t was Fund policy
to retmburse 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 1 certain special cases over the lodging limit He added that 1f lodging
costs were less than the stated allowance, the Fund would retmburse traveler for such costs

The Fund’s travel rermbursement request (voucher) contained separate columns for Lodging and
M&IE expenses However, i1t appeared the policy on rexmbursement for lodging costs had not
been consistently applied A casual review revealed one isolated case of an apparent
overpayment It does mndicate, 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 claims must be carefully pre-audited prior to payment

For M&IE payments, we noted a case where a traveler clasmed and was paid for a business lunch,
supported by a restaurant bill for two, althcugh the travel voucher indicated the lunch was for just
one business person  Another traveler claimed reimbursement for several different business
meals, which apparently resulting m excessive reimbursement We believe 1t would be useful
for the Fund to amend Section 11 of its policy/procedures manual by deleting “There should also
be some reasonable limitation on retmbursement of such business-related meals”, and replacing
1t with a clanifying statement such as “The CEO or his/her designee must approve n advance any
claim for reimbursement of business meals 1n excess of $50"

Setthng-In Allowance The Fund had paid seven employees the equivalent of about $38,000
for settling-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 paid indicates 1t was based on a 30-day per diem rate for the employee and a
half-rate for lus dependent, plus $500 for “transportation allowance” We believe the Fund
should amend 1ts policy and procedures manual to clearly indicate those conditions under which
a settling-mn allowance would be authorized and to prescribe the rates for such payments

(v)  Financial reporting requirements

The Fund has not always met the financial reporting requirements contained 1n the Grant’s
General Provisions pnimarily due to Finance Office staffing problems during FY1997 Because
of the need to complete excessive reconciliattons required prior to closing the FY1997 accounts
1n preparation for year-end reporting and the annual audat, 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 submussion covered August 1997 activity
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The Fund mtends to fully comply with all financial reporting requirements after it completes
reconcihation of, and adjustments to, 1ts accounts preliminary to the annual audit The A/CFO
intended to submut the next SF-272 and prescribed supporting reports by mid-November 1997

He presently prepares a Monthly Treasurer’s Report which he submuts to the Board Treasurer

This report shows the accrual aspect of the business, and thus provides a better idication of the
financial implementation and activities of the Fund

The A/CFO agreed to include this report 1n the regular SF-272 submissions starting in md-
November Once the FY1997 year-end reports are prepared and audited, the A/CFO ntends to
submut the prescribed financial reports to USAID (RCSA m Gaborone) on a timely basis

) OMB Circular A-122 comphance

Grant Amendment No 4 states that the Fund’s corporate and accounting policies and procedures
must comply with OMB Circular A-122  Sentor Fund personnel generally are aware of A-122
requirements Other than munor violations of Fund policies and procedures reported above, 1t
appears that the Fund generally complies with the cost principles contained m A-122 We found
no evidence that the Fund has used Program Income to cover costs proscribed by A-122 We did
dentify 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 with the prior approval of the awarding agency
On July 27, 1996, the Grant Officer authorized the Fund to “incur reasonable capital expenditures
for general purpose equipment to carry out the purposes of the grant” This authorization appears
to represent a blanket approval for the Fund to procure non-expendable property (NXP) for the
life of the project The Fund did not seek nor obtain subsequent USAID approval to procure non-
expendable property, and 1t continued to purchase NXP well into the last quarter of FY1997 The
Fund NXP inventory at the end of FY1997 totaled just over $300,000 Since the inventory level
should now be considered material, the Fund and USAID should agree on how to comply with
the provisions of A-122, Attachment B, paragraph 13

Entertainment The Fund charged amounts to operating expenses which, though immaterial 1n
size (less than $100), appear to be entertainment expenses prohibited by A-122 To preclude the
appearance of impropriety, the Fund should collect the appropriate refund from the employee and
credit the expense account originally charged

Atlanta Expenses Expenses mncurred by the Fund’s Atlanta office during FY 1996 were not
charged by the Atlanta office to the Fund’s accounts, nor reviewed for compliance with A-122
principles The Fund asked Deloitte to provide an estimate of 1ts charges to review and report
on Atlanta start-up costs As of November 1997, Deloitte had not provided the requested price
quote The Team has been informed by the SAEDF/RTAA Activity Manager, however that
these expenses were reviewed by Deloitte n their 1997 audit

Hedge Fund Advance The Fund and a South African bank entered into an agreement providing
that 1n return for an 1mtial deposit of $1 mullion to be held as security, the bank will lend the
Fund Rand for re-lending to its investees The agreement provided that the bank will pay the
Fund nterest at 6 125% per annum 1n arrears on the $1 million deposit The agreement further
provided that the Fund will pay the bank interest, at its Spot Exchange Rate (presently about
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17%), to borrow Rand for re-lending to mvestees The agreement has resulted in unresolved
1ssues as follows

(vt)

In anticipation of lending Rand to three specific IFIs, the Fund drew down $1 mullion
from 1ts 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
1t as an expense for SF-272 reporting purposes since the monies are not available for
other purposes However, Grant Amendment No 4 provides that such grant funds must
be considered expended by the Fund only when the Rand equivalent 1s disbursed by the
Fund to 1ts borrowers Amendment 4 further provides that monies held in the special
account prior 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, 1t appears the Fund should report the advance mn the “Remarks
Section” on its SF-272 cash reports, support 1t with a brief narrative describing the
transaction, including the anticipated use of the advance for 1ts re-lending activities, and
then request an exemption for thus particular advance only, from the usual requirement
to treat an advance as cash on hand to be netted aganst the amount of draw under the
Letter of Credit The Fund should then strictly adhere to the Letter Of Credit and Grant
reporting requirements

As noted above, the Fund 1s obligated to pay the bank interest for borrowing Rand for re-
lendmng to its mvestees However, A-122 provides that costs incurred for mterest on
borrowed funds are not allowable

Since Grant Amendment No 4 provides that Program Income 1s exempt from A-122
requirements, then investee interest payments, and 1f 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

Alternatrvely, the Fund mught seck a legal opinion that the differential between the cost
of borrowing Rand and the income from the $1 million 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

OMB Circular A-133 comphance

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 hiring the Deloitte temporaries, the CEO asked
Deloitte for 1ts views on a potential conflict of interest with the external audit team Deloatte
responded that the consultants assigned to the Fund were members of its consulting division
(Special Services Group), while the external audit team members would be drawn from
Deloitte’s separate audit division (Financial Institutions Team)
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Deloitte pointed out that the consultants assigned to the Fitance Office would take mstructions
from and report to the Fund CEO Deloitte noted that the audit team would conduct 1ts audit in
accordance with the firm’s audit standards and guidelines Deloitte stated that in some past
cases, their audit reports had disclosed that certain accounting assistance had been provided to
the clients, and that this disclosure should alleviate any conflict of interest concerns

Deloitte’s engagement letter to the Fund outlined the nature and scope of work planned for the
1997 SAEDF audit The engagement letter 1s quite detailed and included the main provisions
of A-133, including testing of the grantee’s mnternal control systems and comphance with Grant
provisions We met with the Deloitte representative, who served as partner 1n charge of the
audit, and with the lead auditor on the audit team We discussed those A-133 principles which
the Deloitte team has incorporated 1n their engagement letter Based on the above, we concluded
that the scope of work for the FY1997 audit complies with A-133 requirements

(va)  Procurement and property management

The Fund’s operating manual incorporates basic procurement policies and procedures which
conform to the requirements of 22 CFR 226 During the recent period when Finance Office
operations were severely restricted by lack of staff, procurement actions, regularized by the
1ssuance of Purchase Orders, were not always conducted as prescribed by the manual The
A/CFO was aware of the need to follow prescribed procurement practices, and since the latter
part of FY1997, he had required the 1ssuance of Purchase Orders to cover all but petty cash
procurement  As noted earlier, however, the Fund had not complied with A-122 requirements
of obtamning prior approval from the funding agency for procurement of general purpose
equpment The Fund should amend 1ts policies and procedures manual to provide for
comphance with this requirement

The Fund’s investment policies and gudelines contain certain prohibitions on mvesiments,
consistent with the Grant General Provision 8 (Prohibited Transactions) requirements We were
advised that in conducting 1ts due diligence procedures, the Fund made reasonable mquiry
regarding those prohibited transactions The Fund, however, had not included 1n its contracts the
provisions and certifications required by General Provision 8 (A) and (B) The Fund will include
these requirements 1n 1ts future contracts

The Fund generally complies with 22 CFR 226 property management standards The property
records contained all required information except a notation identifying the source of the
equipment The Finance Office recently concluded a physical inventory of Fund-owned non-
expendable property it continues efforts to reconcile the inventory to those fixed asset control
records recently brought current The policies and procedures are 1 place With baseline
information being recently established, the Fund should be able to meet all prescribed non-
expendable property management requirements
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D SAEDF’s long-term financial sustainabihty

1 Analysis of the Fund’s overall sustamability

Inputs and Approaches

SAEDF has laid a foundation for financial sustainability, having mvested the better part of two
years 1n organizing and developing its Board, management, office, staff, systems, policies,
procedures, market knowledge and presence

In 1ts mitial operations and investment activity, SAEDF’s Directors and management appear to
have placed a premum on fiduciary responsibility, preservation of capital and the Fund’s long
term sustainability This appears to have translated into a more cautious, conservative approach
to financing indigenous, historically disadvantaged SME’s 1n the Southern African region, than
that anticipated by the market or others knowledgeable on Fund matters

On a longer term basis, SAEDF’s financial sustamnabzlity will be determined by its management
and staff, Fund profitability and performance, and management’s success in marketing these
attributes to second round caprtal sources Staff has undertaken preliminary planning towards
raising follow-on funding Key to their eventual success will be SAEDF’s ability to mamtain a
stable nucleus of Directors, managers and staff, and the Fund’s medmum to long term financial
performance

Outputs and Impact

SAEDF has begun to establish itself as a source of risk capital for indigenous, histonically
disadvantaged SME’s in the Southern African region They have achieved some degree of
market presence and credibility with their initial four mvestments, thereby demonstrating to the
market that capital 1s available, albeit selectively, for enterprises meeting their criteria

At this stage, 1t remains premature to project with any degree of certamnty the impact of these
early outputs on SAEDFs long term sustainability Interviews and research conducted by The
Team suggest, however, that private capital flows mto the Southern African region are
mcreasing, and that SAEDF, as an early and active participant in this marketplace, may be well
positioned to benefit from growth in volume and scale of SME entrepreneurship activity

Opportunities and Constraints

Research and anecdotal reports point to growing interest on the part of worldwide industrial and
financial circles 1n the markets and economues of post-apartheid Southern Africa Team meetings
disclosed a quiet, sustamned nterest 1n the regton from diverse African, U S, European and
multinational sources SAEDF enjoys a unique opportumty 1n that it has established itself
relatively early 1n this growing market, has attamed critical mass 1n size and presence, has
dentified and retamned a youthful staff with upside potential, and carries with it US
perspectives, style and relattonships which appear to be distinctive 1n the current market

Sigmficant constramnts to SAEDF’s realization of this opportunity in the form of long-term
financial sustamability nclude (1) the existence and growth of competition for quality SMEs
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seeking venture capital, and (2) the relative lack of, and competition for, experienced, market-
savvy venture capital staff and financial professionals

Strengths and Weaknesses

SAEDF’s most important strength has been staff’s willingness to accept constructive criticism
and implement changes

Staff turnover A possible weakness, however, 1s the Fund’s difficult experience 1n attracting
and retaining qualified, experienced staff The Southern Africa marketplace 1s highly
competitive for well-educated, highly skilled, experienced indigenous professionals As SAEDF
does not offer management or staff investment carry (a percentage participation 1n the gans or
losses of an investment fund) as 1s customary in private sector venture capital, or the conservative
outlook and secunty of a commercial bank, finding and retaiming quality staff has been as critical
and difficult to the Fund’s operations as identifying investment opportunities

Investment development pace SAEDF’s organizational development requirements, long term
investment perspective, investment size restrictions, eleven nation marketplace, diversified
ivestment outlook, mexperienced staff, and single office in the disparate Southern African
region appear to have combined to contribute to a slower than expected investment pace, which,
if not ameliorated, will impede 1ts financial sustainability

Single office operation Unlike another, somewhat comparable mvestor in the region, the IFC,
SAEDF covers Southern African from a single office location In addition, SAEDF operates
without a U S office, unlike most of the USAID ENI funds This has contributed to SAEDF’s
consistently underspending its budget and outperforming 1ts European peers with respect to
operating expenses On the other hand, SAEDF may nisk long term sustaimabuility 1n forsaking
expenditures which could develop additional regional investments, U S based jomt venture
opportunities and U S based second round capital sources

Management and staff structure Within the limits of our expertise, The Team sought to
determine

. 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 dihigence Board meetings of investees, marketing and promotions,

. The degree to which SAEDF’s management and staff are prepared to undertake the added
functions of portfolio and 1impact monitoring,
. Whether SAEDF staff at semior and junior levels 1s satisfactory in number, qualifications
and ability,
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. If the youth and limuted venture capital experience of SAEDF’s current staff
(accompanied by a dynamism that has been praised by mvestees and others) should be
complemented with additional expenence,

. The degree to which SAEDF has nstitutionalized operating procedures through the
development of manuals setting out those procedures, to minumize the negative impacts
of staff turnover,

. How well SAEDF has succeeded 1n efforts to mitigate excessive staff turnover 1n the

competitive Southern Africa employment market

Satisfactory internal operational capability and outreach are key to SAEDF's ability to meet
performance targets and become financially self-sustaiming The Team discussed with SAEDF's
CEO whether the Fund might operate more efficiently and effectively 1f 1t were to employ a Chief
Operating Officer (COO) to assist 1n oversight of daily investment operations, permitting the
CEO to focus on marketing, outreach and policy matters The CEO mdicated that, at the Fund's
current size and scope, he believed that

. a smgle Sentor Executive 1s sufficient to manage all aspects of the Fund's activities,

. delegation of authority durig his 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 1n case of absence,

. the new CFO, once n place, may fulfill some COO functions, as did the former CFO,
and

. with growth, the Fund may consider augmenting further its Senior Executive structure

The CEO also indicated that SAEDF 1s making best efforts to remedy staff shortages, both mn
number and experience, and 1s confident 1t will do so in a tumely manner The Team noted,
however, that new hures at executive levels would reverse SAEDF’s stated mtent to promote
from withimn, by hiring additional staff (except for the CFO) only at lower level positions This
would risk morale problems with current staff or require a budget increase for new VP positions

Environmental exposure The Team developed several questions in the course of this study
relating SAEDF’s posture and preparedness 1 environmental management and performance to
long-term financial sustainability, among which were

. What 1s the potential “flow-through” liability to SAEDF from SMEs supported by
SAEDF-sponsored IFIs? What level of effort devoted to environmental review 1s

commensurate with the level of risk?

. Does existing language 1 investment documentation for SAEDF’s four closed
investments mdemnify ivestees and expose SAEDF to potential environmental
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mutigation costs?
These questions have yet to be addressed to The Team’s complete satisfaction

Portfolio momtoring Having recently closed on its first mvestments, SAEDF has yet to be
tested 1n 1ts preparedness and ability to momtor its portfolio  Among the experiences and lessons
learned by the older USAID ENI funds, timely mnvestment momtoring proved to be both critical
to mvestment performance, and more difficult 1n developing nations where infrastructure and
logistics are poorer, and information 1s nerther iumely nor rehiable  SAEDF has yet to engage thus
challenge, possesses relatively little experience 1n venture capital monitoring, and as yet, has few
standardized portfolio monitoring procedures

Office plan SAEDF’s offices are pleasant and well apportioned Although on a single floor,
the staff has grown to a size where 1t 18 now physically separated among two distinct areas
Executive and financial management enter through one entrance, mnvestment staff through
another The Team believes that this configuration hinders, though not critically so, the oversight
and supervision of junior staff, and compounds the mmpact of SAEDF’s other human resource
challenges

Alternative Approaches and Recommendations

Market strategy and planming Since alternative sources of venture capital are available in the
Southern Africa region, SAEDF's ability to find 1ts “niche” was discussed at length  The Fund
has indicated that as a grant-funded orgamzation, it believes 1t has a greater degree of flexibility
to invest where its developmental, economic and environmental goals are met, than would a
commercial venture capital fund seeking to optimize returns for exclusively profit-oriented
INvestors

Additionally, SAEDF (along with others such as IFC) has the ability to offer combinations of
debt and equity as needed to meet the umique demands of each investor These Funds also have
the rare capability of making long term investments unlike many alternative private sources of
capital These characteristics represent potential competitive advantages for SAEDF, but only
if they are leveraged effectively

SAEDF’s prospects for long term financial sustamnability will be enhanced once such factors have
been thoroughly organized, analyzed, presented, approved and implemented in the form of a
final, comprehensive strategic marketing plan  As previously discussed, the foundation for such
aplan 1s in place What remains 1s building onto that foundation the additional knowledge and
msight gamed systematic input from those knowledgeable on and involved with SAEDF 1ts
market and activities and the plan s completion

Board composition and structure  SAEDF’s Board of Directors 1s by all accounts functionally
diverse, broad 1n perspective, significant 1 capabilities, and substantive in contributions to the
Fund The by-laws authonze 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
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To improve SAEDF’s market knowledge, local presence, investment 1dentification and strategic
decision making, The Team recommends that SAEDF enlist additional Directors from
indigenous Southern Africa nations, preferably from nations in the region not already
participating Should it be deemed that such expansion would result 1n a Board which 1s too
large and unwieldy to properly govern or exercise its responsibilities, SAEDF mught consider an
adjunct Advisory Board of Southern African representatives which would counsel and advise
Directors and management on regional affairs

Additional indigenous Directors may mitigate the dual tradeoffs of SAEDF’s operating from a
single office, without adding the expense of multiple locations First, 1t helps cure any remaining
shortcomings in SAEDF’s market knowledge, relationships and investment flow resulting from
its limuted local market presence Second, it frees U S Directors to contribute more 1n the form
of developing U S based joint venture opportunities and second round capital sources In these
areas, SAEDF may suffer as, unlike most of its ENI counterparts, SAEDF operates without a
US office

Suggestions were offered during this consultancy regarding Board structure namely, that there
be more extensive use of Executive Sessions for Directors only (without staff or observers), and
that an Executive or Operating Commuttee of business-minded 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 This position would augment
the CEO’s management presence, responstbility and accountability for investment performance,
and provide executive leadership for staff when the CEO 1s away from the office This person
should preferably be experienced in both management and mvestment development

Environmental exposure The Team recommends that the questions raised under
“Weaknesses” above be further studied and addressed The Team also recommends that SAEDF
monttor and align with global standards for environmental management and performance, as
practiced by the World Bank and IFC, which emphasize mdustry screemng, selective
environmental assessment, systematic monitoring, mutigation where advisable and on-going
tratming (twice annually for IFIs)

Portfoho momtorimg The Team has prepared a portfolio monitoring program for adaptation
and use by SAEDF (Appendix D) The Team recommends that SAEDF’s new CFO undertake
as a prionty the establishment of a rigorous portfolio monitoring routine

Staff trammng The Team recommends that SAEDF staff attend U S based classroom training
on venture capital practices provided by the National Association of Small Business Investment
Companies’ (NASBIC) Venture Capital Institute, in conjunction with hands-on rotations through
practicing venture capital companies of the National Association of Investment Company
(NAIC) This combination will provide an excellent grounding 1n the fundamentals, distinctive
aspects and real world obstacles and practices of venture capital investing
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2 Specific sustamability questions
] Financial assumptions

Based on actual experience and current staffing components, SAEDF’s present financial
assumptions 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 American wnstitutions
and 1ndividuals, exercised its prerogative of examuning Fund objectives and proposed
operations with commendable thoroughness,

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

. The tume and logistical requirements to set up, mvestigate structure and implement
effective operations i Southern Africa had been underestumated by the project planners

A substantial backlog of investment requests had developed during the start-up period, and a
considerable time and effort was devoted to evaluate which mented more mtensive
investigation As an example of the burden imposed by the large number of requests,
USAID/Namibia felt compelled to use its own funds to retain a consultant to carry out an inifial
appraisal of the forty-five investment inquirtes (many of them containung msufficient nformation
for full evaluation) received before SAEDF became operational

Because of the unique importance of the imitial investments to the future of Fund operations,
SAEDF management and Directors examined the viable applications in fullest detail and with
eminent prudence to ensure the soundness and nature of the requests The thorough and time-
consunung nature of SAEDF's due diligence mto the qualifications of proposed investees has
been praised by a number of investees 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 nations 1n 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 expertenced
sentor 1nvestment officers, each generating three investments per year at an average of
$1,500,000 per investment These assumptions based on SAEDF’s three year experience, are
not reasonable given

. the need to factor 1n time to hire and/or develop additional senior imvestment officers

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

. the historical productivity of SAEDF mvestment staff (1 e one investment per senior
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mvestment officer),
- the historical size of average SAEDF transaction ($840,000), and

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

(n)  Investment targets
A longer period will be required to invest all of SAEDF’s allotted funding

In its formative stages, SAEDF’s management and Board have exercised prudence and
emphasized Fund sustamnability in 1ts mvestment development process As a result, the current
investment and funding targets are aggressive SAEDF 1s likely to require at least until the year
2002 to mvest all of the funds granted by USAID (see Appendix E)

(1)  Business plan

SAEDF’s business plan and marketing strategy remam works-mn-process requiring
continued development and fine-tuning

Management 1s continuing to develop and resolve important strategic and tactical questions,
including its distinctive competencies, overall marketing approach, country, mdustry and chent
focus, and staffing (hirning, traming, compensation, etc ) strategies Additional questions were
rarsed 1n this consultancy 1n the area of management structure

(xv)  Administrative expenses

SAEDF’s admmstrative expense budget may need to be increased The timing of such
expenditures will hikely requre extension

Admmstrative expenses to date have reflected positive budget variances primanly due to lower
than projected personnel expenses However, negative revenue variances due to the possible
slower pace of mvestments over a longer time period look to offset expenditure reductions,
requiring additional allocations for administrative expenses

The additional allocations appear to be 1n the range of $3 2-$3 5 mullion peaking 1n 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 mullion projected i this study will be required, should SAEDF
fall short of any of the following targets

. maintenance of 6 fully functioning senior investment professionals,
. increase 1n mvestment efficiency to two closed transactions per senior investment
professional,
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. increase 1n average investment size to $2 million by 1998,

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

- identrfication of exit vehicles returning 30% on equity mnvestments by 2002,

. capital losses of %5

(v)  Addutronal capital
SAEDF has undertaken preliminary planning only towards the development of additional capital

from other sources Investments and operations have been the focus of management’s attentions
to date One professional staff member has now been assigned this task

A% CONCLUSIONS AND LESSONS LEARNED

Thus study exammed SAEDF’s start-up experience from 1994-1997 in the following areas

. providing debt and equity financing to encourage the creation and expansion of
commercially viable enterprises i the eleven country Southern African region,

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

- ivesting in a financially responsible and sustainable manner,

- establishing and implementing appropriate environmental policies and procedures,

- establishing and 1implementing appropriate accounting policies, systems and procedures,

- achieving long-term financial sustainability

The detailed observations, mterpretations and judgements from the qualitative findings and
empirical evidence collected during this study are presented in the conclusions and
recommendations throughout the body of this report In this section, some broader conclusions
and lessons from this study are summarized and presented

SAEDF began operating under numerous challenges and formidable constramnts The Fund
sought to profitably mvest risk capital across eleven developing countries while satisfying
multiple, and at times, countervailing goals The Board of Directors charged with launching
SAEDF comprsed few 1f any of the Fund’s mitial architects or planners The slower than
projected start-up can be attributed 1 part to the difficulties and complexities mcumbent 1n
SAEDF’s fundamental purpose, the lack of focus to its mission, and optimustic projections by
the project’s imitial planners Given such an ambitious endeavor, more ground level mput and
greater coordination from project paper to implementation may have better matched SAEDF’s
business realities with 1ts policy objectives
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Throughout 1ts startup phase, SAEDF’s Board of Directors stressed their fiduciary responsibility
m protecting and preserving the Fund’s capital Management’s subsequent cautious investment
pace appears prudent, assessed against the risks involved in learning and understanding Southern
Africa’s evolving business environment, into which Western-style venture capital was being
introduced

The implication of such caution 1s that SAEDF will require funding beyond the mitial projections
of $8 mullion to support start-up administrative expenses SAEDF’s Board and USAID must also
revisit therr and the original project planners’ expectations with respect to size of mvestments,
number of mvestments, probable returns and employment creation

Better clanification of SAEDF’s mussion and prionties would simphfy daily operations and
enhance efficiency 1n core mvestment functions (marketing, analysis, due diligence, structuring,
monitoring)  While SAEDF’s multiple objectives (profitability, sustainability, capital
preservation, investment targets, job creation, spectfic impact, innovation, demonstration effects)
are not mutually exclusive, they are often fundamentally countervailing, calling for transaction-
specific compromises and organizational tradeoffs which should be acknowledged

USAID sensttivities to the independence, style and culture of this private sector-styled vehicle
also need to be examined The adverse impact on staff morale and direction can only detract
from the achievement of SAEDF’s overall goals Simularly, USAID’s oversight obligation and
objectives can be better understood within SAEDF

The Board can play a stronger role in the evolution and continued development of SAEDF’s
mussion and prionities, and 1n proactively mediating policy level friction Management will
subsequently be provided with greater overall direction and with greater freedom to focus on 1ts
primary function--effectively planning and executing operational strategies

Management was found m this study to have mamntamed fundamental integrity 1n 1ts 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 constraints
n marketing to eleven developing countries from a single office, and with structural shortages
and turnover n professional staff

Single office operation saves SAEDF 1n administrative costs, but forsakes possible advantages
ofaUS office (providing more ready access to U S joint venture and second round financing
sources) or additional n-region offices (providing local marketing and monitoring presence )
As the Fund quickly matures, 1t must now also take on additional responsibilities 1n the form of
portfolio monstoring, and creating and executing investment exits Otherwise its aggressive
mvestment return expectations will not be realized



Staff hiring and retention has been a challenge It will continue to be so, given the nisk/reward
tradeoffs and opportunities available to qualified professionals in the market Professional hiring
and training will remain a critical requirement of the Fund’s basic operating architecture The
current staff 1s young and able, and achieved great strides before and during this consultancy with
respect to venture capital investing, environmental assessment and impact monitoring  Extensive
portfolio monitoring, workouts, turnarounds and exits remain, however, as future challenges

SAEDF operates 1n a high risk environment, and some busimness faillures can be expected to
occur The expenience of USAID funds 1n Eastern Europe found portfolio monitoring to be
more difficult than in the West Sub-Saharan Africa 1s likely to be more challenging still
Absent dramatic changes 1n mvestment amounts, investment pace, and proactive definition of
exit vehicles, profitability, even at the slower pace projected n this study, will not occur

Another significant obstacle for SAEDF to date has been the difficulty in achieving desired
portfolio diversity, and spectfically, 1n 1dentifying or developing sustainable, creditworthy IFIs
for mvestment This obstacle presents dual consequences in that 1t hampers SAEDF’s
effectiveness 1n reaching micro and smaller enterprises Fewer IFI investments also means that
SAEDF will mmpact fewer women owned busmnesses, as women owned businesses are
disproportionately represented 1n the informal and microenterprise sectors

Given USAID emphases on both microenterprises and women owned businesses, SAEDF would
be well served by imitiating and sustaining efforts to proactively target, outreach, evaluate and
develop IFIs and women-owned direct investments SAEDF should also encourage direct and
IFI mvestees to make serious efforts to collect on-lending and employment data in disaggregated
form by gender wherever possible, so as to heighten awareness of and mmpact on the conditions
which perpetuate gender based disparities

Competition m the Southern African financial market 1s growing, and SAEDF will increasingly
contest for participation with quality entrepreneurs 1n quality investments More work 1s also
needed to balance adherence to policy, global standards, market and financial considerations 1n
the evolving arena of environmental screening, assessment, mitigation and momtoring

Policy and operating challenges notwithstanding, an important role exists for commutted,
innovative mstitutions such as SAEDF  They alone have the will and capacity to support the
ambitions of many capable entrepreneurs 1n spite of the risks and uncertainties of Southern
Africa’s fragile developing economues SAEDF's first year of active mvesting mcluded
mnovative companies in basic industries, younger emerging entrepreneurs with aggressive ideas
and global perspectives, and a veteran manager breaking ground with the first black-owned
company 1n his industry SAEDF has already demonstrated its potential for impact

Ultimately, SAEDF’s broader accomplishments may be mamfested more subtly Formal
evaluations of the more expenenced USAID ENI Funds have supported the 1dea of venture funds
as a model--encouraging development through application of the best of Western free enterprise
technmques 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 1n the face of political and market realities
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Over the longer term, 1t 1s likely SAEDF’s most significant and enduring impact will be 1n less
obvious demonstration effects within the Southern African economies 1n 1ts mtroduction,
tramning and development of a corps of managers, directors and entrepreneurs 1n the nuance and
impact of entrepreneurism and venture capital, and 1n its graduation on or before 1ts nomunal ten
year life to an independent mvestment entity
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Southern Africa Enterprise Development Fund
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Kingdom Securmes Holdings Ltd
2™ Floor, Karigamombe Center
Samora Machel Avenue

P O Box CY 3205

Causeway

HARARE
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Colin Clarke
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Southern Africa Enterprise Development Fund
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Internet cclarke@saedf rg,za
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APPENDIX C
(APPENDICES RELATED TO ENVIRONMENTAL PROCEDURES)

Appendix 1

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

Objectives
Identify and assemble reference documentation on the environmental policy and
legislation 1n operation 1n all the countries in which the Fund functions
Undertake a basic environmental trammg course for all mvestment staff to enable
them to use the environmental checklists optimally and broadly evaluate
environmental risk to the Fund when 1dentifying and processing deals
Build an environmental contacts network within the operation area to supplement
mvestment staff environmental skills, awareness and expertise
Put mto place an environmental skills framework that can be called upon 1n the event
that specific environmental advice or assistance 1s required on environmental risk
evaluation, Environmental Impact Assessment or for client environmental support
Sensttise clients and IFIs to recogmise and report on potential environmental concerns
and 1ssues relating to their busmesses or operations

Plan

Objective 1- Identyfy and assemble reference documentation on the environmental policy
and legislation 1n operation in all the countries m which the Fund functions

Consolidate existing information, 1dentify gaps, commussion consultants to gather missing
information, file data 1n a retrievable format (preferably electronic but otherwise in a hard
copy filing system, appropriately cross-referenced)

Time required - maximum of 6 months

Cost - approx $10,000 00

Objective 2- Undertake a basic environmental training course for all investment staff to
enable them to wuse the environmental checklists optimally and broadly evaluate
environmental risk to the Fund when identifying and processing deals

A traimmg course of this nature could be completed in one full day Schedule time for
maximum attendance, commussion tramer

Time required - one day (dependant upon staff availability)

Cost - approx $3,000 00

Objective 3- Build an environmental contacts network within the operation area to
supplement investment staff environmental skills, awareness and expertise

Test environmental contacts network from Study for completeness and 1dentify gaps (approx
3 months), if gaps, commission consultant to fill in gaps and consolidate all information onto
electronic network database Ensure mformation 1s centrally accessible (network database)



and appoint custodian to manage updating of contact mformation Review effectiveness of

mformation 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

Objective 4- Put into place an environmental skuls framework that can be called upon in
the event that specific environmental advice or assistance is required on environmental
risk evaluation, Environmental Impact Assessment or for client environmental support

Use the contacts network to establish consultant availability Draw up a simple performance
evaluation form for use by mvestment officers which can include comment from chents on
quality of consultants’ work File forms centrally to enable other staff to check out
performance when choosing consultants Assign custodian to manage and keep a check on
file

Time required - mimimal to establish Value of checking performance will increase as more
forms filled m

Cost - mimmimal staff time

Objective 5~ Sensttise clients and IFIs to recognise and report on potential environmental
concerns and issues relating to thewr businesses or operations

This mvolves investment officers discussing environmental issues with clients and raising
their environmental awareness and nterest to a degree where the chients will take interest in
looking at environmental concerns themselves This could be carried out at two levels, firstly
by investment officers applying skills gained from the results of Objective 2, and secondly,
by commuissioning a series of simple leaflets and handouts to be passed on to clients and IFIs
which would provide basic environmental information and contacts and also discreetely
publicise the Fund

Time required Part 1 - on-gomng reimnforcement and environmental communication during the
course of deal discussions Part 2 - Probably requires a two part commissioning of an
environmental advisor and publications consultant to work together to develop and design a
set of leaflets and handouts

Cost - Part 1 - mimmal, on-going within existing staff tasks Part 2 - Approx $5,000 plus
printing costs



Appendix 2

A PROPOSED PROCEDURE FOR COLLECTION AND EVALUATION OF
APPROPRIATE ENVIRONMENTAL INFORMATION

Normally, the collection, management and updating of environmental data 1s a costly and
time-consuming exercise It can often only be carried out by large companies and
organisations who have the money and skills to undertake the work or where there 1s a
specific legal requirement for such data and the company or client are obliged to gather the
data in order to continue thewr business Any form of environmental data, formal or informal,
creates a basis for decision-making or understanding of the dynamics of environmental
concerns relating to an operation or business

The procedure detailed below categorises environmental data into three levels which relate,
broadly to the circumstances that might be found, surrounding a loan application It should be
noted that the environmental data will form only a part of wider data collected For example,
trip reports will probably be made for all projects but the level of environmental data content
will vary

LEVEL1
Original environmental momtoring data such as stack emission data, water quahity data, test
results and samphing data normally collected by the chent

LEVEL 2

Environmental data from other sources, “second-hand” data that does not relate directly to the
project/client but 1s from adjomning areas or 1s of an area or regional nature, or other forms of
related data that 1s available

LEVEL 3
Subjective information, trip reports, observations, anecdotal information, information from
other anecdotal or subjective sources, client reports

Every effort should be made to collect lugh order environmental data at Level 1 to enable
environmental risk or risk assessments to be undertaken as appropriate If that information 1s
not available or “not collectable”, the next level down, Level 2 data should be collected The
value of that data will be sound but not to the same degree as level 1 Level 2 data will not
contribute as significantly to risk assessment exercises and should be treated accordingly
Should level 2 data not be available, the final resort 1s to collect Level 3 data Level 3 data
has himted scientific value but 1s vital m the absence of any other means of making
Judgements or decisions

T
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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 1f they are
not managed 1n a manner which specifically prevents sigmificant negative impacts upon the
environment In reviewing the SAEDF’s potential funding of these activities, environmental
management tools such as environmental 1mpact assessments, strategic environmental
assessments, environmental audits and other specialist evaluations will be used to ensure
minimal environmental risk and to gumde clients in complymg with environmental legislation
The Fund will not fund projects or activities which are shown to have sigmficant negative
environmental impacts which cannot be adequately or appropriately mitigated Activities
listed below will be carefully scrutinised to ensure that all resulting negative environmental
impacts are managed appropriately

® Manufacture, wmportation, reformulation, storage, use or disposal of sigmificant
quantities of hazardous or toxic materials

e Sigmficant encroachment upon natural habitats of regional, national or international
significance

® Conversion of wetlands or natural forest tracts to other land uses

) Actions or activities which may jeopardise threatened and endangered species or

adversely modify their habitats

® Clearing or levelling of natural land, or areas undisturbed by human activity, of more
than one hectare

° Involuntary or unplanned resettlement of households or commumnities

® Significant withdrawals from, or discharges to, surface waters or groundwaters

® Procurement or wide area application of agro-chemicals

) All activities that involve bio-technology, biological modification or genetic
manipulation

® Any activities which have the ability to sigmficantly disrupt natural ecosystem

equilibrium to the extent that 1t may not be possible to mitigate the negative effects

A
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Appendix 4

A PROPOSED SET OF GUIDELINES FOR THE MONITORING OF
ENVIRONMENTAL PERFORMANCE

Introduction

The degree to which a lending agency gets mvolved mn a client’s business can be a delicate
and sensitive matter Whilst the lending agency, needs to ensure that its interests and
mvestment are protected, any element of excessive “interference” m the business of the client
could cause disruption and disequlibrium Environmental performance, if not carefully
defined, could easily fall within this category

In order to ensure that environmental performance monitoring does not become a political
1ssue, 1t 1s important to clearly spell out precisely what environmental performance 1s, n the
context of the client’s operations, and to clarify precisely what measurement and monitoring
of the performance mnvolves and what parameters are used This will, of course, vary from
project to project and vary from the upper extreme of a formal environmental audit' to sumple
checks such as a review of the original environmental checklist prepared and a site inspection

As a pomnt of clarification, monitoring of environmental performance mvolves -

- checking actual environmental performance agamnst projected or planned performance

. evaluating environmental performance for unforeseen environmental eventualities or
results

. checking environmental measurements taken (e g chimney stack emissions and
effluent quality data) against environmental performance predicted

> checking actual environmental performance agamnst environmental policies and loan

conditions and commitments

Environmental Performance Monitoring Checklist

u If environmental conditions formed a part of the loan agreement, have these
condrtions been adhered to?

| Has 1t been necessary, at Board level, to agree to any changes of procedure, policy,
systems or operation as a result of environmental concerns, impacts or 1ssues?

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

| Has 1t been necessary to utilise environmental consultants or experts to deal with
environmental matters that have arisen?

| Are there any sigmficant environmental changes since the original site visit? (Only

A management tool comprising a systematic documented periodic and objective evaluation of

how well environmenta! organisation, management, and equipment are performing with the aim of
helping to safeguard the environment by (1) facilitating management control of environmental
practices and (1) assessing compliance with company policies which would include meeting
regulatory requirements - International Chamber of Commerce



applicable if same investment officer carried out both evaluation and momtoring)

[ | Do the environmental data from awr and water quality measurements mdicate any

trends that could be cause for concern or are unexplamed or unsatisfactorly
explamned?

[ | Are the environmental authorities (local, provincial and national) satisfied with the

client’s compliance to environmental requirements, conditions, laws, ordinances and
regulations?



Appendix 5

ENVIRONMENTAL RECORDS AND DOCUMENTATION GUIDELINE
The data list below 1s an mdication of the kind of documents that can provide environmental
information which 1s relevant and useful in assessing environmental risk and performance
- Plant/site Layout*

- Organisation and management structure chart/document*

- Job responsibilities/ job descriptions*®

- Schedule of Chemicals (Trade name & chemical description) on site (raw  matenals,
catalysts, etc and finushed product)*

- Hazard Data Sheets for ALL chemicals on site*

- Summary & Flow chart(s) of processes on site*

- Last of regulations, standards & legislation affecting site*

- Copies of Permuts, licences, watvers, relaxations, approvals*

- Legislative compliance statistics

- Company Environmental policies documents

- Company Environmental Policies for Site*

- Company/Site Environmental Objectives

- Company Environmental Standards*

- External or Customer Environmental Standards

- Copies of Environmental or SHE Committee meetings™

- Conditions of operation for contractors & subcontractors*

- Contractor documents and agreements

- Budget for environmental management

- Actrvities, Operations & Procedures Manuals*

- Plant Modifications Sheet File

- Emergency Plan & Procedures Manuals*

- Emergency Plan & Procedures Practice Schedule

- Emergency Contacts Lists

- Media Contacts Lists

- Tramming Manuals

- Traiming Schedules

- Traiming Records

- Internal & External Environmental mformation & publicity material
- Emission & Effluent monitoring schedules

- Schedules of internal & external complaints

- Schedule of wastes removed from site (internally and by contractor)*
- Accidental Release/Escape Statistics & reports

- Incident Book/File*

- Control Room activity log*

- Mass Balance Equations for processes

- Plant Audit Schedules

- Plant Audit Protocols

- Environmental Improvement Plans

*indicates recommended, important core documentation
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data list - ©Eagle Environmental & Arend Hoogervorst 1992, used with permission
ENVIRONMENTAL RECORD KEEPING

Environmental record keeping mvolves the storage of environmental data for the purpose of
vertfication of compliance to environmental policy, procedures and principles Data
collection requrements will vary according to the particular circumstances of the business
under consideration For example, a business that generates liqud effluents which are
disposed of to mumcipal sewers would be expected to mamntain records on the quality and
content of the effluent, and the sampling and testing thereof Similarly, a factory with a boiler
would be expected to keep records on the management of stack emussions from the boiler
chimney to ensure that they comply with the law and do not cause a nuisance to surrounding

land uses

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



Appendix 6
ENVIRONMENTAL CHECKLIST

INVESTMENT OFFICERS

Site

What was the site previously used for?

Is there a documented history for the site?

Were any areas of the site used to dump/dispose or bury solid or liquid waste?

Are you aware of any contamumnation of the soil or water on site?

Have any boreholes or trenches been dug onsite to check groundwater and potential
contamination?

Will adjoining land uses or neighbours affect, or be affected by the project?

Are storage areas on site bunded, concreted/asphalted or m any way sealed to prevent leakage
to soil of deleterious liqumds?

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 site close to any sensitive environmental or human assets and facthities?

Will the addition of site employees to the area cause social or environmental problems?

Raw Matenials
Are there any environmental impacts related to raw matenials 1n the project?
Does the transport of raw materials pose an environmental problem?

Water

What arrangements have been made to handle stormwater on site?

Is the site liable to flash floods or heavy ramns at any time? .

Is water for the project piped 1n or drawn from borehole or collected and stored from rainfall?
If others, detail

Could the project or programme contaminate water on site in any way?

Does the project include water conservation policies and programmes?

Will, or are, mtrates, phosphates, mgh BOD/COD materials a potential problem to water
supphies?

Awr

What sources of air emissions are there? (Relating to stacks or vents or chimneys)
Are there any smells or nuisance odours that are related to the project?

Is there a dust problem on site? (Windblown, stacks, etc )

Will the project or programme create a dust problem?

Wastes

Where 1s the nearest waste disposal/landfill site?

How will the project/programme’s wastes be disposed of?

Are there any hazardous or toxic wastes to be disposed of? If so, how will this be done?

Are there any genetic/pathological/metential recycling? How are organic wastes handles? Do
they pose a potential pollution threat?

Are there hazardous wastes that are present in small quantities? (E g laboratory wastes)
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What arrangements have been made to handle process water or waste water?

Matenals

Will materials used 1n the project be harmful/hazardous or a threat to the environment? How?
What plans are 1n place to ensure that stored materials do not affect the environment?

What chemicals are to be used? Are there Material Safety Data Sheets available?

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 m any way to the environment? Explain
Has a full and explanatory flow chart of project processes been drawn up?

Admmistration

Do insurance policies carry sufficient cover for pollution clean-up/remediation?

Do insurance policies have exclusionary clauses for environmental or pollution episodes?
Does the orgamisation’s admimustration have any environmental files, documentation, or
references?

LIST OF POTENTIALLY CONTAMINATIVE USES

When carrying out due diligence checks on potential deals, mspections of connected
properties often reveal a great deal of information One clue to possible problems 1s the nature
of previous land uses or businesses of previous land occupiers The following list of uses
could mdicate the presence of contaminated land to some degree or other Should any of
these uses emerge from discussions, 1t strongly suggests that further mvestigation 1s
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 required at some point

> Animal processing works

> Asbestos works

. Brickworks

8 Cemeteries

- Chemical works

. Coal mines and coal preparation plants
> Dry cleaners

> Docks

. Electrical equipment manufacturers

- Engmeering works

- Food processmg or manufacture

- Garages and petrol stations

- Gasworks

> Hospitals

> Heavy engineering installations including shipbuilding and ship breaking
- Land used by the mulitary

. Landfills and waste disposal facilities

10



Metal processing mdustries (smelters, foundries, 1ron and steel works)
Military firing or exercise ranges or grounds

Mineral workings

Mineral processing works (brickworks, cement works, tarmac/asphalt plants)
Mumtions production and testing sites

O1l Refineries, petroleum storage and distribution sites

Paint manufacturers

Paper and printing works

Power stations

Quarries or mines

Railways lines

Radio active materials

Research laboratories

Scrap Yards

Sewage works and water treatment plants

Tanneries

Timber treatment works

Tyre manufacture

11
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Appendix 7
A SUGGESTED IFI ENVIRONMENTAL CHECKLIST

Will your client’s operation cause or contribute to any form of pollution? (Air, water
or so1l)
Will your client’s operation cause or contrtbute to any form of nmsance? (E g noise,
odours, unsocial or anti-social activities, etc )
Do your client’s activities generate waste which might contribute 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, poisonous or hazardous waste which
mught be hazardous to health or the environment? If so, detail
Are there any risks associated with your chient’s activities? If so, detail
Would your client be mterested in helpmg to mumimise his impact on the
environment? If so mmdicate what type of help or 1f he requires assistance or advice
Are any of your client’s activities dangerous or hazardous to health? Explain

Do any of your chent’s activities mvolve streams, water courses, rivers, lakes, vleis
or other freshwater? Please explain
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Appendix 8

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

. Have you thought about the environmental aspects (positive and negative) of your
project?

. Will your project cause air, soil or water pollution?

. Will your project cause any nuisance to neighbours or adjoining operations? (Noise,
dust, smoke, smells, traffic at unsocial hours, any other unsocial activities)

. Have you made adequate provision to dispose of your waste mm a safe and
environmentally responsible manner?

. Will you be using any chemicals or substances which could be hazardous to health or

the environment?

13
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Appendix 9

ENVIRONMENTAL SCREENING CHECKLIST

The following environmental screening checklist 1s to assist clients in providing information
to the SAEDF which will help them to assess the environmental significance, or otherwise, of

loan proposals

The following activities are deemed mappropriate, 1llegal, environmentally unacceptable The
SAEDF 1s not permitted, by US law, to provide financial support to activities which include
or practice any of the following histed below Please ensure that your activities do not fall

within these areas

Production or trade in any product or activity deemed illegal by host country
regulations or international law

Production or trade in weapons and munitions

Production or trade 1n tobacco

Gambling, casinos and equivalent enterprises (“adult leisure” centres)
Trade m wildlife or wildhife-related products (CITES)

Trade 1 radio-active materials or use 1n unlicensed or illegal activities
Trade 1n products containing PCBs

Trade or use of unbonded asbestos fibres

Trade 1n pharmaceuticals subject to international phase-outs or bans
Trade 1n pesticides/herbicides subject to international phase-outs or bans
Trade 1n ozone depleting compounds subject to international phase out’

Revised categories requiring environmental review/assessment’
Please indicate 1f any of the aspects listed below form a part of the activities that are covered

by your business or for the financing for which you are applying

Signmificant environmental impacts which are likely to affect third parties (e g local
community, adjacent landowners, etc )

Industrial plant production or processing

River basin or new lands development

Large scale housing development on “greenfield” locations

Road bulding or rehabilitation of roads (primary, secondary or tertiary over 10 kms
length and building or rehabilitation of any roads which 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 point construcfion, other than small scale water points or

*Subject to conditions of the Montreal Protocol governing host country

*Note that certain countries, e g South Africa, have now mtroduced compulsory EIA

regulations which will be enforced once the project 1s ready for legal permitting or licensing

14



water storage devices which will not affect environmentally sensitive areas or
jeopardise threatened species (Note-the concentration of a large number of small
scale operations constitutes an mmpact due to the cumulative effects and should be
considered )

Large scale irmgation

Dams, impoundments, flood control, or other water diversionary schemes

Large scale agricultural mechanisation

Any projects that nvolve clearance or removal of virgin forest

Agricultural land levelling

Agrochemicals (pesticides, herbicides, fertiisers) - production, use, procurement,
mporting

Activities that may impact protected natural habitats, areas or high biological
diversity, threatened and endangered species or the modification of habitats that
support the above

Impacts upon mndigenous peoples

The following are potential issues or impacts that MAY affect environmental risk or
decisions relating to the proposal Please indicate 1f any might apply to your proposal

LR 2R 2R 2K 2B 2B 2B 2B JB

Environmental 1ssues subject to local or national permutting/licensing/legal approval
Workplace health and safety 1ssues

Emussions to air

Generation of wastewater

Generation of solid waste (inert and toxic)

Significant or nuisance noise levels

Chemucals (including o1l, diesel, paraffin, and petrol) stored or site

Use of significant volumes of water (cooling, dilution, washing, etc )

Use of ozone depleting substances

Fire risk or prevention

The Investment Officer or Vice President handling your application will discuss with you
whether an environmental review or assessment 1s required with this application This will
also relate to local environmental legislation requirements, where appropriate

15
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Appendix 10

Contacts Last

(Please note that although the numbers below are the latest available, telephone numbers are
constantly changing and 1t may be necessary to consult directory inquuries or “New Numbers”
for the very latest details )

Indusiry Associations/Agencies/advisory bodies

Agricultural and Vetermary Chemicals Association (Agrochemicals)

P O Box 1995

1685 MIDRAND

Tel - (011) 805-2000, Fax - (011) 805-2222  Executive Director Mr Jan Kleynhans

Aerosol Manufacturers’ Association (Ozone-friendly label)

P O Box 483

1665 OLIFANTSFONTEIN

Tel - (011) 318-2716, Fax - (011)318-1698 Executive Director Mr Mike Naude

Chemucal and Allied Industries’ Assoclation

P O Box 91415

2006 AUCKLAND PARK

Tel - (011) 482-1671/4, Fax - (011) 726-8310  Executive Director Dr Laurrame Lotter

Dept Environment Affarrs & Tounism (Directorate Environmental Management/EIAs)
Private Bag X447

0001 PRETORIA

Mr Wynand Fourie, Director Environmental Management - Tel - (012) 310-3703

Mr Jerry Lengoasa, Deputy Director Environmental Management - Tel - (012) 310-3709
Fax - (012) 3222682

Dept Environment Affairs & Tourism (Directorate Montreal Protocol)
Private Bag X447

0001 PRETORIA

Mr Morkel Steyn, Deputy Director Montreal Protocol, Tel -(012) 312-0215

Dept Environment Affairs & Tourism (Directorate Air Pollution Control)

Private Bag X447

0001 PRETORIA

Tel - (012) 312-230, Fax - (012) 221-5392, Chief Awr Pollution Control Officer - Mr Martin
Lloyd

Dept Environment Affairs & Tourism (Waste Management Policy & Legislation)

Private Bag X447

0001 PRETORIA

Tel - (012) 310-3671, Fax - (012) 3222682, Deputy Director (Waste Management) - Mr
Tinus Joubert
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Dept Water Affairs & Forestry (Regstration of Landfill sites and toxic waste disposal)
Private Bag X313

0001 PRETORIA

Tel - (012) 338-7552  Deputy Director (Waste Management) - Mr Leon Bredenhann

Industrial Environmental Forum

P O Box 1091

2000 JOHANNESBURG

Tel - (011) 800-2687, Fax - (011) 800-4360 Manager - Ms Karn Ireton

Institute of Quarrying

P O Box 940

1876 WALKERVILLE

Tel - (011) 949-1534, Fax - (01) 949-1608 Secretary - Mrs Lynn Montgomery

Fertiliser Society of Southern Africa

P O Box 75510

0040 LYNNWOOD

Tel - (012) 349-1450, Fax - (012) 349-1363 Manager - Mr H Venter

Pharmaceutical Manufacturers Association

P O Box

2000 JOHANNESBURG

Tel - (011) 805-5100, Fax - (011) Chief Executive - Ms Mirryena Deeb,
Cell No - 083-377-1546

Plastics Federation of Southern Africa

Private Bag X68

1685 HALFWAY HOUSE

Tel - (011) 314-4021, Fax - (011) 314-3764  Environmental Officer - Mr Douw Steyn

Provincial Environmental Affairs Departments
(Provincial telephone numbers and departmental responsibilities are constantly changing and
the details below may already be out of date )

Eastern Cape

Department of Economic Affairs, Environment & Tourism

Private Bag X0054

5605 BISHO

Tel - (0401) 956-4266, Fax - (0401) 91883 Contact - Director Environmental Affairs

Free State

Darector Environmental Affairs

Department of Environmental Affairs & Tourism
P O Box 517

9300 BLOEMFONTEIN

17
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Tel - (051) 405-4443, Fax - (051) 448-1758 Director Environmental Affairs -Mr I Moroe
Gauteng

Directorate Environmental Management

Department of Conservation, Agriculture & Environment

P O Box 8769

2000 JOHANNESBURG

Tel - (011) 333-2106, Contact - Ms Z Budmk

KwaZulu-Natal

Department of Traditional & Environmental Affears

Private Bag X01

3838 ULUNDI

Tel - (0358) 70-0552, Fax - (0358) 70-0580, Contact - Acting Director Environment

Mpumalanga

Head Environmental Affairs

Mpumalanga Provincial Government

Private Bag X11289

1200 NELSPRUIT

Tel - (013) 759-4000, Fax -~ (013) 759-4032 Contact - Mr J C Mhlongo

Northern Cape

Health & Welfare and Environmental Affairs

Private Bag X5049

8300 KIMBERLEY

Tel - (0531) 81-4218, Fax - (0531) 3-1925  Contact - Dr M F Matlaopane

Northern Province

Department of Agriculture, Land & Environmental Affaurs

Private Bag X9487

0700 PIETERSBURG

Tel - (0152) 295-7090, Fax - (0152) 295-7046 Contact - Admstrative Secretary

North West

Department of Agriculture

Private Bag X2039

2735 MMABATHO

Tel - (0140) 875111, Fax - (0140) 84-2679 Contact - Mr O J Tselaped:

Western Cape

Department of Environmental & Cultural Affairs

Private Bag X9086

8000 CAPE TOWN

Tel - (021) 483-4093, Fax - (021) 23-0939 Head - Dr J H Neethling
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South African Chamber of Commerce & Industry

P O Box 91267

2006 AUCKLAND PARK

Tel - (011) 358-9700, Fax - (011) 358-9773/4 Infrastructure & Environment Manager

South African Petroleum Industry Association (Environmental Officer)
P O Box 6094
8012 ROGGEBAAI

Tel - (021) 419-8054, Fax - (021) 419-8058  Environmental Officer - Mr Anton Moldan

South African Property Owners Association (Head Office)

P O Box 78544

2146 SANDTON

Tel -(011) 883-0679, Fax - (011) 883-0684 Chief Executive Officer - Mr B Kurchmann

Aggregate & Sand Producers Association of South Africa

Private Bag 34

2006 AUCKLAND PARK

Tel - (011) 726-5300, Fax - (011) 482-2000 Darector - Sir Rupert Bromley

Professional Associations or Bodies

Environmental Planning Professions Interdisciplinary Committee (EPPIC)

P O Box 90142

2013 BERTSHAM

Tel/Fax - (011) 942-3450 Secretary - Mrs Yvonne Poole

International Association of Impact Assessment (South African Chapter)

P O Box 44335

7700 CLAREMONT

Tel - (021) 45-1609, Fax - (021) 461-8926 Secretary - Ms Glaudin Kruger

South African Institute of Ecologists & Environmental Scientists
P O Box 36356

7702 GLOSDERRY

Tel/Fax - (021) 788-1153 Secretary - Ms D L Stafford

Environmental NGOs

Endangered Whldlife Trust (TRAFFIC Officer, Southern Africa, CITES)

Private Bag X11

2122 PARKVIEW

Tel - (011) 486-1102, Fax - (011) 486-1506 TRAFFIC Officer - Mr David Newton

Wildlife & Environment Society (Ozone-friendly label)

P O Box 394
3290 HOWICK
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Tel - (0332) 30-3931, Fax - (0332) 30-4576 Director - Mr Malcolm Powell
Environmental Consultants*
(Alphabetical order)

All consultants hsted are small groups of professionals working together or smngle
consultants Thus 1s done 1 the mterest of supporting small entrepreneurial business

African Environmental Solutions (Env Auditing, EIAs, EMSs)
P O Box 53577

7745 KENILWORTH
Tel - (021) 797-8479, Fax - (021) 797-8482 MD - Dr John Raimondo

Agency for Cultural Resource Management (cultural resources, archaeology)
P O Box 159

7306 RIEBEEK WEST

Tel/Fax - (0224) 61-2755 Director - Mr Jonathan Kaplan

CEN Integrated Environmental Management (ecologists, EIA, EMS, brological surveys)
36 River Road

6070 WALMER

Tel/Fax - (041) 51-2983 Director Dr Mike Cohen

Digby Wells & Associates (Mines, Mine rehabilitation, auditing, EMPRs, EMPs )
Private Bag X10046

2125 RANDBURG

Tel - (011) 789-9495, Fax - (011) 789-9498  Contact - Mr Ken van Rooyen

Eagle Environmental (Environmental auditing & training, EIAs, Env Networking)
Private Bag X1

3611 PAVILION
Tel - (031) 701-5315, Fax - (031) 701-5377 Contact - Mr Arend Hoogervorst

Ecoserv (Pty) Ltd (E1As, Air quality monitoring & modelling, Env Audits, Chem Eng)
P O Box 37945

4067 OVERPORT

Tel - (031) 309-2391, Fax - (0310 319-2652 Director Mr Quentm Hurt

Environmental Management Services (Air quality measurement and modelling)
P O Box 52668
0149 VIERDA PARK

‘The author takes no responsibility for standards or quality of the consultants listed At the
time of writing, the consultants were undertaking work listed 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
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Tel - (012) 668-1047, Fax - (012) 668-1828 Director Dr Lucien Burger

IDEAS Environmental Consultants (EIAs, Biological & Ecological Surveys)
P O Box 50826

4062 MUSGRAVE ROAD

Tel - (031) 23-5948, Fax - (031) 23-4841 Director Mr Kevin Weerts

Lombard & Associates (Waste Management, Landfill design, Waste Mmumsation)
P OBox 115

3652 LINK HILLS

Tel - (031) 763-3222, Fax - (0310 763-3041 Darrector - Mr Ray Lombard

Mark Wood Consultants (EIAs, Mine & Quarry Planning & rehabilitation, auditing)
P O Box 2963

2040 HONEYDEW

Tel - (011) 958-1920, Fax - (011) 958-1858 Contact - Mr Mark Wood

Walmsley Environmental Consultants (EIAs, Mines, Quarries, Housing)

P O Box 5384

2125 RIVONIA

Tel - (011) 807-1360, Fax - (011) 803-4248 Director - Ms Bryony Walmsley
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Appendix 11

COST APPORTIONMENT OPTIONS FOR ENVIRONMENTAL REVIEW AND
EVALUATION

Introduction

Environmental concerns have only been mcorporated into feasibility studies, financial risk
assessments and other financial review and assessment documents over the past few years It
1s clear that the evaluation and consideration of such concerns will cost money Fundamental
questions are raised which argue that possibly the evaluations may be unnecessary or may be
relevant only to certamn sectors or groups’ The questions that anse include the following -
Why carry out the evaluation?

Who pays for the evaluation?

‘Who benefits from the mformation?

If there are multiple beneficiaries, should costs be apportioned?

Should there be quality controls on evaluation?

If so, who bears the costs?

It 15 not within the scope of this study to justify environmental management 1ssues within the
busmess of money lendmg However, 1t 1s of value to include a few simple responses to the
questions above to put the environmental tasks mto perspective The environmental
evaluations are catried out to identify and mimmise environmental risk to the Fund and the
client The absence of this could expose both to substantial legal, remediation and restitution
costs Ideally, the client should pay for the costs as a part of hus feasibility studies but 1t may
be in the Fund’s interests, and to make them more keenly competitive from a service
perspective, to carry part or all of various environmental costs All participants benefit from
environmental mformation from a preventative as well as management pomt of view
Baseline environmental mformation can often help i saving money, particularly when it
comes to water, effluent and enussion freatment programmes Once benefits are
demonstrated, i1t becomes easier to apportion environmental evaluation costs The problem 1s
that benefits are not always clearly visible at the early stages of a project development
Quality controls are always mmportant and 1t 15 1n everyone’s interests to pursue them
However, 1n view of the financial considerations, 1t may be a competitive advantage for the
Fund to establish its own mternal environmental quality controls as a means of optimal
management of environmental experts/consultants at optimal cost

Environment Screeming

Environmental screenmng 1s the cheapest area of environmental evaluation, yet can be the
most crucial 1n terms of identifying potential “fatal environmental flaws” in a possible deal
Two stage screeming based upon the perspective of the mvestment officer where deemed
necessary i the case of doubt or lack of information Scoping consists of basic desk study

*More countries in Southern Aftica are beginning to legislate for compulsory
Environmental Scoping and Environmental Impact Assessment so this argument may be
rendered academic in the short term
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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 examnation of the project to ascertain its
environmental impacts This would probably take not more than 2-5 days and would either
clarify limited or no impact, give basic options to mutigate identified environmental impacts,
or recommend that a full EIA 1s required to test more complex impacts and decide whether
mutigating measures can deal with the problem, or if there are fatal environmental flaws
which may make the project too lgh an environmental risk

Environmental Impact Assessment

The need for an environmental impact assessment could be triggered at any one of the above
stages Time needed for an EIA could vary from a day to several years in extreme cases

Type and Magnitude of Costs

Environmental Screening costs

Assuming 2 days for the screening, the costs could varymng from virtually ml (where the
costs are absorbed by the fact that the wvestment officer must collect the environmental
mformation at the same tume as he collects other data) to the cost of consulting an
environmental expert which might cost $500 - $1000

Environmental Review Costs

Ongce again, assuming 2-5 days for the review, one 1s probably looking at between $1000 and
$5000 In this case, 1t may nvolve an expert visiting the site, carrying out some research,
analysis and preparing a report

Environmental Impact Assessment Costs

It 15 essentially a very difficult task to estimate 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-determuned and included in budgets

Disadvantages

L In the absence of legislation mn this 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
mterests

2 Full cost carried by Chent
Advantages
[ Less administration for SAEDF
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® Less cost for SAEDF

® Management of environmental experts 1n the hands of the chient

Disadvantages

® Could make the SAEDF less attractive and competitive to potential clients

3 Cost sphit between SAEDF

Advantages

® More equitable sharing of loan assessment costs (“shared pamn”

L Both parties have an equal commitment to obtain value for money from the effort
Disadvantages

None

4 Alternative Instruments

4 1 Part of Standing Costs
A set sum could be mncluded 1n the application fee, commitment fee or the closing fee which

could be calculated to cover part or all of the average costs of environmental screening, or
environmental review In the case of an Environmental Impact Assessment, the cost could be
higher and more vanable and if dealt with 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 Bank® has
mdicated that “ 1n the Africa region, most EAs (Environmental Assessments) cost less than
$100,000 when looking at EA costs as percentage of total project costs  the share can be
as low as 001 or as high as 100 per cent ” (Page 15) In the case where an EIA 1s
necessary, the Fund may like to consider, 1f 1t 1s to carry the responsibility of EIAs, charging
a percentage of the project cost, say one per cent, as a contribution towards the costs

4 3 Delayed Charges

The Fund may consider absorbing the costs of environmental evaluation (including scoping,
review and assessment) and adding the costs towards the end of the loan period to enable the
client to establish his business and take on the costs at a later stage

®Anon (1996) 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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Operatmnal Directive

WLAUMCL L0

OD 4 00--Annex A
Page 1 of 6

Operational Directive 4 00, Annex A Environmental Assessment

Introduction

1 Ths annex outlines Bank policy and pro-
cedures for the environmental assessment (EA) of
Bank mvestment lending operanons,! and related
types of environmental analyns EA ts a flexible
procedure, which can vary i breadth, depth, and
type of analysis, depending on the project It may
be carried out at one point in tme, stretched over
a year to account for seasonal vanauons, or done
in discrete stages

2 For the purpose of this annex, EA covers
also project smpacts on health, cultural property,
and tribal people, and the environmental impact
of project-induced resertlement 2 EAs unlize the
findings of country environmental studies and
acnon plans which cover natonwide 1ssues, the
overall policy framework, legislation, and msttu-
uonal capabilities 1n the country

Purpose and Nature of EA

3 The purpose of EA 15 to ensure that the
development opuons under consideration are envi-
ronmentally sound and sustainable, and thac any
environmental consequences are recognized early
in the project cycle and taken into account 1
project design  EAs idenufy ways of improving
projects environmentally, and mimmizing, mti-
gaung, or compensaung for adverse impacts By
alernng project designers, implementing agencies,
and borrower and Bank staff to 1ssues early, EAs
{a) enable them to address environmental 15sues

§ Refer:ncu to xhe Bank include XBRD und IDA louu

i a umely and pracucal fashion, (b) reduce the
need for project conditonahity, because appro-
priate steps can be taken 1n advance or incorpo-
rated into project design, and (c) help avoid costs
and delays in implementaaon due to unanacaipated
environmental problems EAs also provide a for-
mal mechanism for inter-agency coordinanon and
for addresning the concerns of affected groups and
local nongovernmental organizations (NGOs) In
addition, they can play a major role 1n buidding
environmental capability in the country

4 Like economic, financial, insticutional,
and engineening analyses, EA 1s part of project
preparation, and 1s therefore the borrower’s
responuibility Close mntegraton of EA with these
other aspects of project preparauon ensures that
(a) environmental considerations are qiven due
weight in project selection, aung, and design dear-
si0ns, and (b) carrying out EAs does not unduly
delay project processing

Types of Eavironmental Analyss
Project-Speaific EAs

5 Project-specific EAs are used to analyze
specific investment projects {e g, dams, fac
tories, irrigation systems) with significant envi-
ronmental 1ssues The detad and sophistication
of analysis should be commensurate with the
expected impacts A project speafic EA should
normally cover- (a) exisung environmental *“base-
line” conditions, (b) potential environmental

lude credits [ lending covers specific and sector

losns th

and the p of hybnd leans Sector and structueal

adjumm loans are not covered by this annex but ase subject (o the general policies in OMS 236 Ensrronmentel Aspects of Bank
Work (10 ba ceusued 28 OD 4 00 Ensrrenmensal Polscsas) IFC u developing numilar procedures for environmental review which reflect
the Ypecial circumstances of s wark Beanng in mind its speetal circumstances MIGA will coaperate with the Bank 1o ensure to

the excens posnbi hn the L, of the d

are et o 1ty oparanons

2 For Bankp sce (2) OPN 11 03 Managernent of Cultural Preperty in Benk Financed Propees 10 be cersued
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Restloment in Bank Financed Propects and OPN 10 08 Opevatsons [rsust 1 the Trost
Resutloment

mnew of mnmumumrmm to be retssusd as OD 4 30 Inve/ansary

Thu & was peipurnd for the pudance of ssaff of the Werld Bank and 11 nst nsersanly « complese treatmens of the subpects covered.
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impacts, direct and indirect,? including opportu
mues for environmental enhancement, (c) system
auc environmental comparison of alternauve
mvestments, sites, technologies, and designs,
(d) preventive, mtigatory, and compensatory
measures, generally n the form of an acton plan,
(¢) environmental management and tramng, and
(f) monttonng To the extent possible, capital and
recurrent costs, environmental staffing, trawng,
and momtoring requirements, and the benefits of
proposed aiternatives and mitigation measures,
should be quanafied Annex Al gives a sample
outhne for a project-speafic EA report, and
Annex A2 15 a checkhist of specific 1ssues to be
covered where relevant

Regunal and Sectoral Eds

6 Regional EAs are used where a number
of significant development activities with poten
tially cumulanve impacts are planned for a rea-
sonably localized area Ir such cases, they are
generally more efficient than a senes of project-
specific EAs, and may wdentfy 1ssues that the latter
mught overlock (¢ g , interaction among effluents,
or competition for water or land) Regional EAs
compare alternative development scenarios, and
recommend environmentally sustainable growth
rates and land use patterns and polictes The study
area 15 normally defined on a physical and/or bio-
logical bans (e g, awshed, habieat type, nver
basin), and may someumes extend across nanonal
boundarzes, however, regional EAs with an st~
tutional focus might follow administrative boun-
danes instead

7 Sectoral EAs are used for the design of
sector investment programs They are

suitable for reviewing (a) sector investment alter-
natives, (b) the effect of sector policy changes,
{c) instreutional capacities and requirements for
environmental review, implementaton, and mon-
ttoring at the sectoral level, and (d) the cumulatve
impacts of many relatively small, similar invest-
ments which do not ment individual progect-

specific EAs

8 In some cases, regional or sectoral EAs
cover all the normal requirements of project-
specific EAs More often, the latter are sull
needed for major wnvestments (see para. 14 con-
cemung sector investment loans), but the regional
or sectoral EAs will have identified the relevant
1ssues, collected much of the data, and, n general,
greatly reduced the work needed in the project-
speafic EAs

Alternatives to EAs

9 Alternative approaches that focus on a
narrower range of 1ssues are acceptable for many
types of projects, especially smaller ones and those
not m environmentally sensinve areas These
approaches may be more effective in integrating
environmental concerns mto the borrower’s plan-
mung process Such alternative approaches indude

(a) mtegrated pest management programs
for many agricultural projects which
do not involve major rngation or land
development,

(b) speafic environmental denign critena and
pollution standards for small- or medium-
scale industrial plants, and

(c) speafic environmental design cntena and

construction supervision programs for
small-scale rural works projects

Other examples of projects for which alternanve
approaches are generally acceptable are listed 1n
Annex A3, para 3, under ‘‘Category B

Consideration of Global Issues

10 A number of speciahized agencies—innde
and outnide the U N system—carry out scienufic
wnvestigations of global environmental 1ssues (ozone
depletion, global warming, hazardous waastes,
etc) The Bank keeps fully abreast of findings,
primanly through s Principal Adwviser, Saience
and Technology, and draws upon prevailing views

3 [Indirect imp are the induced g of the project which oceur later or 10 h of the eavi facl
1 ch iled or di d i1s capacity for self purification may be reduced and the original ‘pm y d '.:r'l rored
Thas 4 s pecpared for thr gusdance of sisly of ths Werld Bank and st met necessonly & compleie troasment of ihe sabjrsts cocered
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in developing its own environmental, economic,
and sectoral polictes, with a view to mimmizing
possible adverse impacts on global systems such
as the atmosphere and oceans While EAs should
collect or refer to the relevant data, the Bank does
not normally expect global environmental 1ssues
to require separate analysis in project-specific EAs
Such 1ssues should, however, be addressed where
relevant 1n pohicy and sector work

Institutional Aspects of Projects
Inter-Agency Coordination

11 Because environmental 1ssues generally
involve national, regional, and local government
agencies, and cover & broad range of responnbil

wtes (wildhife, health, water and land use, tounsm,
etc ), coorcination among government agencies
1s cructal Thus 1s bese achieved through tnter-
agency meeungs at key pomts in the EA cycle

The first meeting, normally held soon after the
decision to prepare an EA, 1denufies the 1ssues,
types of analyns required, sources of relevant
experuse, responsibihties and schedule for the
EA, and miugaung measures to be considered

Another meeting should normally be held when
the EA report 13 completed and submutted for final
government review

Involvement of Affected Groups
and Nongovernmental Organseations

12 The Bank expects the borrower to take the
views of affected groups and local NGOst fully
mto account 1n project design and implementa-
tion, and 1n particular tn the preparation of EAs

Thus 15 important in order to understand both the
nature and extent of any social or environmental
impact, and the acceptability of proposed minga

tion measures An approach which has proven
effective 1n many countries 13 to expand the imtal
inter agency meeting (para 11) into a *‘forum’’
or ‘scoping session’’ with representatves of
affected groups and relevant NGOs Simudar con-

+  SeOD 1470 lsswising No

sultations after the EA report 13 completed are also
a valuable way to obtain feedback on the report
and to increase community cooperation in imple
mentng the recommendations

Strengthening Environmental Capabilities

13 The ulumate success of EA depends upon
the development of environmental capability and
understanding in the agencies concerned Projects
with major potennal impacts normally require the
eatablishment or strengthening of in-house envi-
ronmental unuts for the project (located or repre-
sented on snite), the implemenung agency and the
munusery  Involvement of these unies throughout
the EA process (a) ensures chat the agencv &/
minustry’s knowledge and perspecuve are taken
wnto account tn the EA, (b) provides on the job
trammng for the staff, and (c) provides conunuitv
for the implementation of the EA’s recommen-
dations Such projects normally need to include
an msutuuonal development and tramning com-
ponent for such units In addinon, to help develop
EA capability in the country, the Bank should
(a) encourage the use of local experuse i EA
preparation (mn assoctation with incernational
consultants, where appropnate), and (b) help
arrange EA traming courses for local speciahist
staff and consultants

Sector and Financia! Intermediary Lending

14 For sector wnvestment loans and loans
through financial intermedianes, subproject
derails may not be known at the ume of project
appraisal In such cases, the project iumplement-
ing wnstirunions will need to screen subprojects
(see para 18) and carry out environmental anal-
yses congistent with thisdirecaive To ensure that
this can be done, the Bank should apprase che
implementing agencies’ capabilities for EA, and
strengthen them where necessary The appraisal
massion should also indicate the proper division
of responnibility for prepanng and reviewing EAs
between the uitumate borrower, the tnancial

* i Orgon 8 Bonk-Supportod Acturssas for the Bank s overall approach to NGOs

This dirictsoe was prepared for the guidance of iely of the World Bank and u 2t Iy & campl of the subpreis covered

L .

W



October 1989
OD 4 00--Annex A
Page 4 of 6

30
Operational Directive

Tue WorLd BaNk OPERATIONAL MANUAL

intermediary or sector agency, and the agencies
responsible for environmental regulation

Ennironmental Adosory Panels

15 For major projects with serious and mula-
dimennonal environmental concerns, the Bank
should explore wath the borrower whether the lat-
ter needs to engage an advisory panel of indepen-
dent, internationally recogmized, environmental
specialiats, to review and advise on, inter alia, the
terms of reference (TOR) and findings of the EA,
the implementation of its recommendations, and
the development of environmental capacity in the
implementing agency/mumstry Such a panel
should meet at least once a year unul the project
13 operating routinely and environmental 1sues
have been addressed sausfactonly 3

EA Procedures

Overvsew

16 Though EA preparation 1s the respons
bality of the borrower, the task manager (TM) n
the Bank asnsts and monutors the EA process, with
support munly from the Regional environment
divinon (RED) The borrower and the Bank
should agree a3 early as posuible on the selecuion
of consultants or horrower staff to prepare the EA,
and the EA procedures, schedule, and cuthne
Major steps in the EA process normally include
(a) screening, (b) decisions based on the Inital
Executive Project Summary (IEPS), (c) nonfica
non to the Board through the Monthly Operational
Summary (MOS), (d) preparaton of TORs for
the EA, (e) EA preparauon, (f) EA review and
ncorporation of environmental measures into the
project, (g) superviston, and (h) ex post evaluanon

17 Since project and country conditions,
natonal legislation, and institutional expenence
vary among borrowers, both the borrower and the
Bank must exercise judgement in using these
procedures to design and implement projects

whuch are both environmentally and economucally
sound, and consstent with the environmental
faws, policies, and procedures of the borrower
The Environment Department (ENV), Legal
Department, and the REDs mamtain :mnformanon
on these requirements

Scroensng

18 Projects/components should be screened
at identfication by the TM, with advice from the
RED, and assigned to one of the following cate-
gones based upon the nature, magmewude, and sen-
siavity of environmental 1ssues

Category A—EA 13 normally required as the
project may have diverse and sig-
nificant eavironmental impacts

Category B—More lmited environmental
analyns 13 appropniate, as the
project may have speafic eavi-
ronmental impacts

Category C—Environmental analyss 13 nor-
mally unnecessary

Category D—Environmental projects, for
which separate EAs may not
be required, as environment
would be a major focus of proj-
det preparatuon

Annex 3 gives ilustranve lists, to be apphed flex-
ibly, of the type of project/component 1n each
category

Instial Executive Project Summary

19 In the IEPS, the TM, 1n consultaton wath
the RED, should (a) idenufy key environmental
ussues, (b) indicate the category (A-D) and the type
of environmental analysis recommended, and
(c) provide a prehminary EA schedule Ifan EA
18 niot hikely to be avaulable prior to appraisal, the

S Sex QD400 Annex B Enswronmamial Priscy for Dom and Ressrvoe Prposts pars. 18, for more detads on the selection and funcuons of the paned.

Ths diractsoe was peopered for the guidance of sialy of the Werld Bonk and 11 nst necessanly o complase troatment of the subpectz cavered,
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IEPS should propose special procedures to address
the situation  The IEPS meetng would confirm
the type, tmung, and ussues of environmental anal-

ysis (although in the event of madequate infor-
mation, the decinon may be deferred)

Monthly Operatsonal Summary

20 The TM should ensure that the MOS,
which 15 used to alert the executive directors to
forthcoming projects, contains the following infor-
matwon as soon as available (a) the category
asngaed (A-D); (b) the man usues to be exam-
ined, (¢) whether agreement with the borrower
has been reached on EA preparation, and (d) the
EA schedule The MOS entry should be updated
whenever appropriate to reflect the progress of the
EA, and the related Bank and borrower deaisions

Preparation of TORs for the EA

21 Following the IEPS meetng, the Bank
should discuss with the borrower the scope of the
EA, and assist the borrower, as necessary, n pre-
panng TORs for the EA For this purpose, a field

" vint by Bank environmental staff 18 generally
desirable The Bank should ensure that the TORs
provide for adequate wter agency coordination
(para. 11) and consultation with affected groups
and local NGOs (para 12)

EA Preparation

22 An EA for a major project typically takes
6-18 months to prepare and review EA drafts
should be availsble at key ponts 1n the project
cycle The final EA should be available prior to
apprausal, to mimmze the nsk of project dengn
changes and resultant delays at a late stage

23 In most cases, the EA should form part
of the overall feanbility study, so that the EA’s
findings are directly integrated into project design
However, the EA u normally prepared separately
by specialists For projects which would have
major impacts, such as large dams or projects

mvolving large scale resettlement, 1t ts recom-
mended that the borrower retam independent
experts not affiliated with the project Borrowers
may request Bank asmistance for finanang EAs
through & Project Preparaton Facihity (PPF)
advance, or from the Techmcal Asnistance Grant

Program for the Environment EAs generally
account for 5-10 percent of the cost of project

preparation

24 For some projects, a full year of baseline
data 13 denirable to capture the seasonal effects of
certain environmental phenomena, however, so
as not to delay entical project decinions, short-term
momtonng should be used to provide conservanve
esumates of environmental :mpacts, while Jonger-
term data collection 13 being undertaken. Since
special care in denigning the baseline momtoning
program 13 warranted, the borrower should be
encouraged to discuss the matter with the Bank

EA Review and Project Apprasal

25 The borrower should submt the final EA
report to the Bank prior to Bank apprusal The
EA report 1s the borrower’s property, but the Bank
encourages the borrower to release relevant infor-
mation to appropriate mterested parties The Final
Executive Project Summary should summanze the
EA's status and describe how major environ-
mental 1ssues have been resolved or are to be
addressed, notng any proposed condinonalitv
The apprasal musion should review both the
procedural and substantive elements of the EA
with the borrower, resolve any 1stues, assess the
adequacy of the institutions responsible for envi-
ronmentsl management 1n hight of the EA’s find-
ings, and determine if the EA's recommendations
are properly addressed 1in project design and
economic analyns

Loan Documents
26 The EA procedures followed and the EA's

man findings should be explamned briefly in the
text of the Staff Appraisal Report (SAR) and the

6 Sos OMS 213 Pyt Preperatun Focslity to be reiseued xe OD 8 00

TNis divnctios was propoared for the gurdencs of 13l of the Worid Bank and 13 wot necessonly a compless sreatment of the subpocts covered.
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Memorandum and Recommendstion of the Presi-
dent An SAR annex should summanze the EA
more fully, covering, inter ala, environmental
baseline conditions, alternatives conmdered, miti

gating and compeansatory actions, capabihity of
environmental umts and measures to strengthen
them, environmental momtonng arrangements,
and the borrower’s consultations with affected
groups and NGOs These factors will provide the
bans for the RED's formal environmental cleas-
ance prior to the authorization of negotiations by
the Regional vice prendent Measures cntical to

sound project implementation may requre specific
loan conditonality

Superossion

27 EA recommendations provide the basis for
supervining the environmental aspects of project

?

See the OPNSV memorands, Gudeinu fiv Propenng Praest
Proyct Complation Roports

unplementation Comphance with environmental
condiaonality, the status of muganng measures,
and the findings of momitoring programs should
be part of borrower reporung requirements and
project supervision When major 1ssues amse,
special supervision mussions with adequate envie
ronmental expertise may be needed

Ex Post Evalustion

28  The project completion report’ submuted
to the Operations Evaluation Department should
evaluate (a) environmental inpacts, noting whether
they were antcipated m the EA report, and (b) the
effectiveness of mingating measures taken and of
institutional development and tramung

Juna? 1989 and OMS 3 38 Gerw Gusdedines for Proparsng

Complaon Reporte,
which are to be combined and reiseued 23 OD 13 33 Prapect Comploison Reports

TNir dioactioe was propaed for the pdonet of sal) of the Woeld Bank and 1t not asesioniy o comploy trsimant of the subpects covered.
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Checklist of Potential Issues for an EA

Where applicable, EAs should address the

followang 1ssues, which are subject to the Bank
policies and guidehnes 1denufied below

@

®)

©

@

()

Agrochemicals The Bank promotes the use
of integrated pest management (IPM) and
the careful selection, application, and dis

posal of pesticides (see OPN 11 01, Guds-
lines for the Selection and Use of Pestindes
Bank Financed Projects and their Procurement
when Financed by the Bank, to be reissued
as OD 4 00, Annex C, Agncultural Pest
Management, and Selection and Use of Pestr-
cudes) The use of fertihizers, due to ther
impacts on surface and groundwater qual-
1ty, must also be carefully assessed

Bological Dwersity The Bank promotes
conservation of endangered plant and ani-
mal species, cnitical habitats, and protected
areas (para. 9b, OMS 2 36, Environmental
Aspects of Bank Work, and OPN 1102,
Wildlands Thar Protection and Management
sn Economsc Development, to be reissued as
OD 4 00, Annex D, Wildlands Thar Pro-
tection and Management)

Coastal and Marine Resources

Guidehines are available from the Environ-
mental Department (ENV) on the plan-
ning and management of coastal manne
resources ingluding coral reefs, man-
groves, and wedands

Cultural Properties OPN 11 03, Managernent
of Cultural Property in Bank-Financed Propects
(to be reissued as OD 4 50, Cultural Prop-
erty), confirms the Bank's commitment to
actively protect archacological sites, hus-
tonc monuments, and historie settlemnents

Dams and Reservorrs OD 4 00, Annex B,
Environmental Policy for Dam and Reservorr
Projects, provides speaific guidance for
addresung environmental issues in the
planning, implementation, and operation
of dam and reservoir projects

®

®

&)

®

®

Harardous and Toxic Matenals Guidehnes
are available from ENV on the safe man-
ufacture, use, transport, storage, and dis-
posal of hazardous and toxic materials

Induced Development and Other Socro-Cultural
Aspects Secondary growth of setdements
and infrastructure, often referred to as
*induced development”’ or ‘‘boomtown"”
effects, can have major wndirect environ-
mental unpacts, which relatively weak
local governments may have difficulty
addresnung

Industrial Hazards All energy and industrv
projects should include a formal plan to
prevent and manage mndustrial hazards
(See Techmgues of Assessing Industnal Haz-
ards~—A Manual, World Bank Techmcal
Paper No 55 )

International Treates and Agreements on the
Environmunt and Natural Resources EAs
should review the status and applicauon
of such current and pending treaties and
agreements, including thewr noufication
requirements The Legal Department
mawmtains a hst of internauonal treaties

and could obtan, whenever required,
information on apphicable law i individ-
ual countnes

International Waterways OD 7 50, Projects
on International Waterways provides guid-
ance This OD exempts from notification
requirements rehabilitauon projects which
will not affect the quality or quanuty of
water flows

Involuntary Resettlement OMS 2 33, Soctal
Issurs Assoceated with Involuntary Resettlement
tn Bank Financed Projects, and OPN 10 08
Operairons Issues wn the Treatment of Involun~
tary Resettlement in Bank Financed Projects (10
be reissued as OD 4 30, Jnvoluntary Reset

tement), provide guidance

Ths & wa
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() Land Settlenent Due to the complex phys-
1cal, biological, socioeconomic, and cul-
tunl impacts, land settlement should
generally be carefully reviewed (see

ODQSI,MW to be usued)

(m) Natural FHazards EAs should review whether
the project may be affected by natural
hazards (e g, earthquakes, floods, vol-
canic activity), and should propose specific
measures to address these concerns when
approprate (see OD 8 50, Emerpency Recoo-
1ty Assistance, to be issued)

(n) Occupational Health and Sefety All industry
and energy projects, and projects in other
sectors where relevant, should include a
formal plan to promote occupational
health and safety (Occupational Health and
Saftty Gusdelsnes, World Bank, 1988)

(o) Tnbol Proplss OMS 2 34, Tnbal People
15 Bank-Financed Projects (10 be reissued as
OD 4 40, Tnba! Papls), provides specific
guidance for addressing the rights of tribal
peoples, including traditional land and
water nghts

®

@

@

»

Tmplul Forests The Bank co-authored

the Tropical Forest Acuion Plan (published
1n 1984), up-to-date informauon 13 aval-
able from ENV OPN 11 02, Wildlends
Thar Protsctson and Management :n Economze
Development (to be reissued as OD 4 00,
Armex D), alwo addresses issues relanng
to tropical forests

Watersheds Bank policy 1s to promote pro-
tecuon and management of watersheds
a3 an element of lending operatons for
dams, reservoirs, and unigaton systems

(OD 4 00, Annex B, Environmental Policy

Jor Dem and Reseroorr Proycts, para. 6)

Waetlands The Bank promotes conservation
and management of wetlands (e g , estuar-
tes, lakes, mangroves, marshes, and
swamps) This 1s covered by OPN 11 02
on wildlands (see (s) below)

Wildlands The Bank 13 commtted to pro-
tect wildlands, including through com-
pensatory measures when lending could
result in adverse impacts (see OPN 11 02,
Wildlands Thar Protection and Management
n Economic Development, to be reissued as
OD 4 00, Annex D, Wildlands Thar Pro-
testion and Management)

This divoonss was proporad for the gundonse of Nl of e World Bank andd u net nessssensly & compioe trosiment 3 e subpects covmed.
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Sample Outhine of a Project-Specific EA Report

1 EA reports should be concise and hmited
to signuficant environmental 1ssues The detad and
sophutication of analyns should be commensurate
with the potential impacts The target audience
should be project designers, implementing agen-
cies, and borrower and Bank staff

2 The EA report should include

(8) Executive Summary Concise discussion of
significant findings and recommended
actions

(b) Policy, legal, and admmstrative framawork
within which the EA 1s prepared The
environmental requirements of any cofi-
nanciers should be explaned

(c) Project descripiion in a geographic, ecolog-
cal, social, and temporal context, includ-
mng any off site investments that may be
required by the project (e g , dedicated
pipehnes, access roads, power plants,
water supply, housing, and raw matenial
and product storage facilities)

(d) Baseline Data Dimensions of the study
area and description of relevant physical,
biological, and socio economic conch
tions including any changes anticipated
before the project commences Current
and proposed development activities
within the project area (but not direcdy
connected to the project) should also be
taken into account

(¢) Environmental Impacts The pomtive and
negative impacts likely to result from the
proposed project should be identified and
assessed Mitigation measures and the
residual impacts that cannot be mitigated
should be identified Opportunities for
environmental enhancement should be

®

(g)

(h)

explored The extent and quality of avaul
able data, key data gaps, and uncertain-
ties associated with predictions should
be wdennfied/esimated Topics that do
not require further attention should be

specified

Analysis of Alternatives Proposed invest-
ment design, site, technology, and opera-
tional alternatives should be compared
systematically 1n terms of thewr potential
environmental impacts, capital and recur-
rent coats, suitability under local condi-
tions, and msututional, traming, and
monitoring requirements To the extent
possible, for each of the alternatves, the
environmental costs and benefits should
be quanufied, and economic values
attached where feanble

Mitigation Plan Feasible and cost-effectve
measures which may reduce potenually
significant adverse environmental impacts
to acceptable levels should be propused,
and the potential environmental impacts,
capital and recurrent costs, and wnstitu-
tional and tramning requirements of those
measures esumated The plan (someumes
known as an '‘action plan’’ or “‘environ-
mental management plan'*) should pro-
vide details on proposed work programs
and schedules, to ensure that the proposed
environmental actions are wn phase with
engqineering activities throughout prepara

tion The plan should consider compen-
satory measures if mitigation measures are
not feasible or cost effective

Environmental Management and Trammng The
existence, role and capability of environ-
mental unuts at the on site, agency and
munistry level should be assessed and
recommendations made concerning the

Thas & we
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establishmene and/or expansion of such
umts, and the trmuning of staff, to the
pomnt that EA recommendations can be
mmplemented

speafy the type of monstoring, who would
do 1t, how much 1t would cost, and what

other mputs (e.g , traning) are necessary
Appendices

() Lust of EA prepaners—individuals and
organizations

(1i) References—written matenials used in

This dinwteee was prepared for she gudanse of salf of tha World Bonk 0nd 1 30t sesscranly o sompioe ivatment of the rubpots csaeend.
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Environmental Screening

Introduction

1 The task manager, 1n consultation with
the Regional environment divimon, 18 responsi-
ble for screening a proposed project to determane
the appropniate type of environmental amlysu.
based on the nature, potentral magmtude, and
sennnvity of the issues The categories below,
based upon prior Bank staff expenence, are smctly
illustrauve Alternatives to EA are acceptable
where they are expected to result in an environ-
mentally sound project

2 Projects/Components Whick May
Have Significant Environmental Impacts~—
Normally Require EA!

() Aquaculture/Manculture (large scale),
(u) Dams and Reservoirs,?

(ui) Electncal Transtmssion (large scale),

(v} Forestry,
(v) Industnal Plants (large scale) and Indus-
tr1al Estates,

(vi) Irngauon and Dranage (large scale),
(vu) Land Clearance and Leveling;

(vr) Mineral Development (including oif and
gas),

(x) Pipelines (o, gas, and water),

L Jd A e

covers the social aspects of resettlement, the

(x) Port and Harbor Development;
{xi) Reclamation and New Land Develop-

ment,
{(xi) Resettlement,?
(xui) Raver Banin Development,
(aav) Rural Roads,

{xv) Thermal and Hydropower Develop-
ment,

(xvi) Tourism (large scale),

(xwii) Transportanon (mrports, ralways,
roads, waterways),

{xvin) Urban Development (large scale),

(xix) Urban Water Supply and Samtanon
(large scale),

(xx) Manufacture, Transportanon, and
Use of Pesucides or othes Hazardous
and/or Toxic Materials,* and

(00) Pm;ec;s which Pose Sertous Acadent

3 B Projects/Components whick may
p mial Impacts—More Limsted
al Anal;m Appropnate

Projects in this category normally requure
more hmuted environmental analysns than an EA.

Except generally for projeces directed to echabilitauon, improved operation snd mamntensnce and limited upgrading of (aculities.
See OD 400 Annex B Esseronmenial Poiscy for Dom and Rossrvow Progecii

While OMS 2 33 MIMMMIMW.MMM(»&M&ODO” lacoluntery
Resectiomont) environmental imptications of the ressttlemnent itsel

[ can be major

exiating acosptable aliernative 10 sn ZA (¢ g. OPN 11 08 Gudoinn for he Selctson ond
Un.fm-mmmuwm*mbhuw:m-ommmﬁc Agnenlowel

Past Managomons, and Seoction and Ut of Pssnndss) Cortain maserisie (e.g PCBe) are not (0 be used in Bank progecs and other materiale
restricted conditions.

(¢ g. asbestos) are 10 be used only undar extremely

A Remricted Toxic Matenals List (RTVIL) will be svaable

from ENV and updsted periodically
3 Ses Tuhmigess of Assssing Indusriel HaserdwA Manasl World Bank Technical Paper No, 33
This duovcive was poopared for (he gurdonce of sialf of the World Bk and 12 nel aecessenly & compleie invaiment of the subyects cocered.
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THz WorLd Bank OreraTIONAL MANUAL

Operational Directive

A wide range of environmental gwidelines, devel-
oped by a number of argamzations, are apphicable
In addinon, specific environmental pollution stan-
dards or degn cnitena can be developed for indi-
vidual projects

(i) Agrondustnes (small scale),

(1) Aquaculture and Manculture (small
scale),

(ui) Electrical Transmussion (small scale),
(1v) Industries (small scale),

(v) Imgauon and Dramnage (small scale),
(v) M Hydro-Power;

(vn) Public Facilities (hospitals, housng,
schools, etc ),

(vui) Renewable Encrgy,

(ix) Rural Electnfication,

(x) Telecommumcations,

(x) Toursm (small scale),

(xu) Urban Development (small scale), and

(xm) Rural Water Supply and Samtation

Opportumties to enhance environmental
benefits should be sought 1n these projects

(i) Educanon (except school construcuon),
(n) Family Planmng,
(us) Health (except hosmtal construction),
(v) Numuon,

(v) Insututional Development, and

Projects With a major environmental focus
may not requre a separate EA, as environment
would be a major part of the project preparation

6 Emergency Recovery Propects

Because emergency recovery projects
{a) need to be processed rapidly and (b) seek
maunly to restore exisung facihties, they normally
would not require a full EA However, the extent
to which the emergency was precipitated and/or
exacerbated by mappropnate environmental prace
tices should be determined, and correcuve mea-
sures built into either the emergency project or
» future lending operation §
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APPENDIX D
(APPENDICES RELATED TO OPERATIONS)

Appendix 1 Strategic and Market Plannng

Mssion and Vision

. Identity and purpose

. Values and priorities e g , preservation of capital, profitability/sustainabihity, broad-
based development impact, broad-based job creation, specific development impact

External Data and Analysis

. Regional analysis e g , broad econonuc, financial, political, legal trends and influences,
strategic industries, nature and keys to investment opportunities, role of indigenous SME
participation

. Country analysis e g, political climate, economuc structure, country risk, growth factors,
key sectors, demographics, depth of entrepreneunal talent, capital base for co-investment

. Competitive analysis e g, regional, national and local venture capital, private equity,

mvestment banking and commercial banking

Conclusions and Rationales

. Market opportunities and threats
. SAEDF strengths and weaknesses
. Market niches complementing SAEDF’s distinctive competencies

Broad Goals and Approaches

. Investment philosophy e g , company size, ownership composition, size of investment,
investment role, venture stage

. Geographic segmentation e g, South Afnica and Zimbabwe, other large privatizing, other
former South Afiica Customs Union, other small agricultural, language clusters

. Industry emphasis e g, tourism, extractive and related mdustnes, agriculture,

telecommunications and infrastructure, technology transfer, ight industry, banking and
financial services, consumer products

. Specialized mches and mvestment strategies e g, IFls, joint ventures, empowerment,
franchising, export, carve-outs, environmental

Detailed Objectives, Strategies and Tactics

. Individual country objectives, strategies and tactics

. Allocation of personnel, marketing and travel expenses, office or consulting costs, other
resources

. Anticipated Resulits

. Success Criteria

Potential Obstacles and Challenges, e g,

. Local presence, contacts and representation
. Momitoring and work-outs
. Exit mechanisms

(©



Options and Alternatives, e g,

Local offices and consultants
Small loan programs and syndications
Secondary markets, refinance options and strategic partners

-
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APPENDIX D
(APPENDICES RELATED TO OPERATIONS)

Appendix 2 Investment Development

Sources for Quahty 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 companies (spin-offs and joint ventures)

Meetings, shows and conferences

Industry, professional and service orgamzations

Development organizations, public authorities and chambers of commerce
General and industry press

Promotional Techniques (Given a tightly focused mvestment strategy)

Co-nvest

Cultivate referral networks

Public speaking

Targeted advertising

Tombstones

Industry directories

Press and periodical articles
Association activities

Venture birthings

Proactive prospecting and cold calls

Early Pre-Screemng Criteria

Company age and stage

Sales and sales growth

Earmings and earnings growth

Capital needs

IRR expectations relative to risk

Probability of tumely exit vehicle

Probabihty of sufficient mput and control relative to investment
Ownership and management team

Integnity

Motivation

Market onientation

Techmical and operational skills and experience
Business and financial skills and experience
Leadership and management skills and expenience
Problem solving skills and expernence

Rapport among team and with mvestors



APPENDIX D
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Appendix 3 Portfoho Momtormg

Goals

J Venfy portfolio company financial statements, reporting and performance
. Assure compliance with terms and conditions of mvestment agreements
. Remedy reporting and documentation deficiencies

. Anticipate potential problems

. Recommend appropriate actions

. Enhance investor/mvestee relationships

. Ident:fy opportunities

. Share expertise, skills and expenence

. Evaluate overall investment and investment company position
Momtormg Options

. Originating mvestment officer (most knowledgeable and mnvested)

. Other company professional (more impartial)

. Syndicates and local co-investors (more cost effective)

. Outside consultants (most objective)

Information Sources

. Monthly flash reports (sales, recervables, order backlog, inventory, cash position, bank
debt, major purchases, employee levels, summary of progress and condition)

. Quarterly reports (internal or external as appropriate)

. Annual reports (preferably externally audited with an opimon as appropriate)

. Formal meetings (annual board of directors meetings, investor meetings, project reviews,
momtoring visits)

. Informal meetings (owners, directors, managers, employees, co-mvestors)

. Interim communications (telephone, fax, e-mail)

. Industry and market sources (customers, suppliers, competitors, investors)

. Public and community sources

Site Visits

. Performed annually--no exceptions

. Precede with a letter indicating date, time, purpose, documents to be reviewed, meetings
to be scheduled and preparations to be made

. Document with memorandum to the files indicating trip purpose, procedures, findings,
analyses, conclusions and recommendations

. Follow-up with letter to investee company mdicating findings, recommendations and
requirements



-

Key Information Collected and Analyzed mn Momitormg Visits

Early

Revenue and income growth

Profitability ratios

Forecasts and projections

Liqudity ratios

Solvency ratios

Turnover ratios

Payment history and collections

Reporting requirements

Other delinquencies and defaults

Tax and regulatory compliance

Liens, suits and legal actions

Review of receipts and disbursements

Review of records, accounts and systems of nternal controls
Compensation to officers, shareholders, directors or employees
Loans or advances to officers, sharecholders, directors or employees
Capital expenditures and mdebtedness

Critical events

Exit interviews (key managers)

Assessment of industry and market position

Environmental Assessment Update

Impact Monitoring Questionnatre(s)

Warning Signals
Negative trends or variances mn sales growth, profit margins or selling expenses
Sharp or persistent dechines 1n cash, current ratio and working capital
Dramatic increases in receivables and mventories
Slowed or ncomplete financial reporting
Strong performance by competing companies or products
Unexpected loss or turnover 1n customers, financiers, managers or employees
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Appendix 4 Workout Investments

Workout Investments

Workouts are an mevitable consequence of mvesting risk capital

Workouts demand decisive management as a key to investment company success
Workouts are investments which experience financial or operational distress, but offer
potential for rehabilitation

Workouts cannot meet their contractual obligations m the ordinary course of business
Workouts normally generate mnvestment losses or break-even returns

Workouts require a readjustment of financial and operational expectations

The Workout Process

Confront demial of urgency and severity of problems and conditions
Mitigate urgent and critical problems

Diagnose underlying problems and conditions

Identify and assess options and consequences

Identify and assess available resources

Analyze nisk/reward tradeoffs and payoffs

Analyze vestor position, strengths, weaknesses, alhies and adversaries
Determine workout plan and critical path

Negotiate temporary cooperation with investees and co-investors
Implement fong term plan

Review and revise as requured

Workout Options

Turnaround of operations based on investee strengths and opportunities to revitalize
earnings’ capacity

Introduction of/expansion to new products or markets

Price increases and/or expense reductions

Restructure or settlement of key contracts, habilities or litigation

New investors or follow-on financing

Rughtsizing through divestiture of unprofitable operations

Downsizing through partial disposttion of productive assets

Retentron of outside consultants

Management change

Merger or acquisition

Orderly asset sale to competitors, suppliers, creditors, shareholders, mvestors or others
Investor takeover

Liquidation
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Appendix A Revised Projected Invesiments From USAID Funds and Pro_ram Reflows 1997 2005 S AP O TWKIU. U6 Y8
Year 1994-96 1997 1998 1999 2000 2001 2002 2003 2004 2005
INCOVIE STATEMENT
REVENUE
Return on mvestments Interest 000 35055 281 610 972 956 1 690 609 2 398 860 2 756 430 2 911 264 2 875219 2 740 500
Return on investment Dividends 000 [} 22 420 115,340 323 840 629 840 977 840 1293 000 1 512 000 1872 000
Return on mvestment Capital apprec 000 0 [ [} [ 2 8 579 706 26 979 003 52 809 964 64 290 391
Total returns on mvestments [ 35 055 304 030 1 088 296 2 013 849 3 028 700 12 313 976 31 183 267 57 197 183 68 902 851
Operating cost support from USAID 1036 368 2 500 060 2 500 600 1963 632 0 0 0 [} o 0
TOTAL REVENUE 1 036 368 2 535 055 2 804 030 3051 928 2 013 849 3 (28 700 12 313 976 3% 183 267 57 197 183 64 902 891
Operating expenses 1307 168 2178 037 3122 035 3 356 890 3 556 778 3 769 864 3 997 129 4239 635 4 498 531 4775 064
Provision for capital losses 000 000 [Jd 19 475 107 600 222 600 761 000 1 797 600 3203 125 3 790 000
TOTAL EXPENSES 1307 168 2 178 037 3122 035 3376 365 3 664 378 3992 464 4 758 129 6 037 235 7 701 656 8 565 064
NET INCOME (270 800) 357 018 (318 005) (324 437) {1 650 529) (963 764) 7 555 846 25 146 032 49 495 527 60 337 828

Cum Revenue Reserves (270 800) 86218 (231 787 (556 224) (2 206 753} (3 170 517 4 385 329 29 531 361 79 026 887 139 364 715
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REVENUE

Rewised Projected Investments From L SAID Funds and Program Reflows 1997 7005

SAEDFTW K40 /06098

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 TOTAL
WORK SHEET RATES
Investment target USAID 000 3 800 009 14 100 000 23 000 000 24 000 000 24,000 000 12 00 000 0 0 0 100 900 000
Investment target re-flows [} [ [ [} 12 000 000 24,000 000 24,000 000 24,000 600 84,000 000
Total investment target 3800 000 14100 000 23 000 000 24 000 000 24,000 060 24,000 000 24,000 600 24,000 000 24,000 000 184,900 000
Cumulatsve investment 000 3800 000 17960 800 40 900 000 64,900 000 3 500 000 112 900 000 136 900 000 160 900 000 184,900 000
FEES
Commutment fee 38 000 141 000 230 000 240 000 240 000 240 000 240 000
Closing fee 75 009 282 000 460 980 480 000 430 000 480 000 480 600
Deal size 950 600 2 000 000 2 000 000 2 000 600 2 000 000 2000 000 2 000 000
Number of deals * 1 i2 12 12 12 73 2 12 ]
Average deal per Snr Investment Prof i 3 2 2 2 2 2 7 2
Portlolio diversty
Deht instruments % of target e 507 40¢ 307 2547 257 257 259 280 30
Equiy % of farget 597 50 607 07 75 75 75 75 5 07
Debt instruments made 1 558 000 7050 00a 2 200 000 7200 000 6 000 000 6 000 000 000 000 6000 000 6 000 000 55 008 000
Equity mvestments made 2242 600 7050 000 13 800 008 16 800 600 18 000 008 18 000 000 18 000 000 18 900 060 18 000 000 129 892 000
Interest from deht mstruments 97
Loans granted m fiscal 1997 35 055 70 110 131 456 105 165 70 110 35 055 B 764 455 715
Loags granted i fisca) 1998 211 0 634500 594,844 634,500 475875 3728 118969 2937 8
Loans granted m fiscal 1999 207 000 828 000 776 250 28 000 621 400 414,000 155 250 3829 500
Loans granted in fiscal 2000 162 000 648 000 607,500 £48 000 436 000 323000 2 875 500
Loans granted in fiscal 2001 270 000 540 009 506 250 540 000 05 000 2261 250
Loans granted in fiscal 2002 270 900 $40 060 506 250 540 000 1856 250
Loans granted in fiscal 2003 270 000 540 000 506 250 1 316 250
Loans granted 1y fiscal 2004 270 900 540 000 810 000 00
Loans granted in fiscal 2605 _ 270,000 270 000
Tolaf interest income 000 35 055 281 610 972 956 1690 009 2 398 860 2756 430 2911264 2875219 2 740,500 16 651 903
Dividends from equity instruments 7
Investments made in fiscal 1997 22 a2 44,840 44,840 44,340 44,840 201 780
Investments made in fiscal 1998 70 500 141 000 141 000 141 000 141 000 634,500
Investments made in fiscal 1999 138 000 276 000 276 000 276 00 276 909 276 000 1518 000
Investments made in fiscal 2000 163 000 335 000 336 000 336 000 336 000 1512 000
Investments made in fiscad 2002 180 000 360 000 360 009 360 000 1260 000
Investments made i fiscal 2002 180 000 360 000 360 000 900 000
Investments made m fiscal 2003 180 000 360 000 540 000
Investinents made in fiscal 2004 — _ 180000 180 000
Total dividend income 400 ¢ 1z 426 185 390 323840 629 840 977840 1293 000 1512 000 1872000 6 746 280
Prineipal repayments on debt 4
Loans granted n fiscal 1997 194 750 389 00 389 00 389,500 194,750 1 55000
Loans granted in fiscal 1998 881250 1 762 500 t 762 500 1762 <00 881 250 7 050 000
Loans granted in fiscal 1999 1150 000 2 300 000 2 300 000 2,300 000 1 150 000 9 200 000
Loans granted in flscal 2000 900 000 1800 000 1800 000 1800 000 6300 000
Loans granted in fiscal 2001 750 000 1 500 000 1 500 000 3 750 000
Loans granted fn fiscal 2002 750 000 1 00 000 2 .50 000
Loans granted m fiscal 2003 150 900 750 090
Loans granted m fiscal 2004
less provision for capital losses 5T _ 9473 (107 600) (222 600) Q12 600 387 400t @828 D00y 1 923 000
Total principal repayments 0 [ [) 175275 1163 150 3079 400 5039 300 6319 650 6788 125 6270 000 2893 000
Proceeds on sale of equity 30
Investments made 1 fiscaf (997 § 10 821 706 108 1706

BEST AVAILABLE copPY
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In estments made n fiscal 1998
Investments made i fiscal 1999
Investments made i fiscal 2000
Iess provision for caprtal losses
Total proceeds on sale of equity

less principal redeemed
Capital apprecimtion on mvestments

Total return on myestments

209

Revised Projected Investmems From LSAID Funds and Program Reflows 1997 00%

] " T - =

N

SAEDFTWKA0 70698

34,029 003 34,029 00%

66 609 964 66 509 964

81 090 391 81 090 391
_ - M8 00y {1 410 00Dy {2,760 000) 13 360 000) €7 978 400)

0 0 4 0 0 o 10,373 306 32 619 003 63 849 964 77 730 391 184,572 665
228 000 7 050 000 13 800 000 1o 800 000 39 852 000

400 ¢ 00 ao0n 000 00 o 8 572 706 26 972 003 52 809 964 64290 391 224,464,665
500 35 055 304,030 1 088 206 2 013 849 3 028 700 12,313 976 31 183 267 57197183 68 902 891 247872 847
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Appendix A Revised Projected Investments From USAID Funds and Program Reflows 1997 2005 SAEDE7WK402/06/98

1994-96 1997 1998 1999 2000 2001 2002 2003 2604 2005
OPERATIONAL EXPENSES 1997 1998+
Personnel
Semror Management 2 3
Salary 231 500 292 163 306 771 322 109 33 215 385 125 372 882 391 526
Benefits 23 150 29 216 30 677 221 33821 35513 37288 39153
Allowances 0 [} [} [ 0 0 0 [
Semor Investment Professional Staff 4 6
404 000 504 000 529 200 555 660 583 443 612 615 643 246 675 408
Benefits 40 400 56 400 52920 55 566 58 344 61262 64 325 67 541
Allowances 0 8 [ 0 [ ] 0 [}
Other Professtonal Staff 8 1
Salary 394 056 413 759 434 447 456 169 478 978 502 926 528 073 554 476
Benefits 39 406 41376 43 445 45 617 47898 50293 52 807 55 448
Allowances 0 [ [ 0 0 0 [} 0
Other Personnel 11 12
154 350 185 220 194 481 204 205 214 415 225 136 236 393 248 213
Benefits 15435 18 52 19 448 20 421 21442 22 514 23 639 24821
Allowances [} [ [ ] 0 [ 0 [}
Bonus program percentage 25% 25% 259 257 259 259 259 259
Bonus Program 295 977 348 785 366 225 384 536 403 763 423 951 445 148 467 406
Total Personnel Expenses 25 32 77699 863 874 15981273 1 883 441 1977 613 2 076 494 2 180,318 2289334 2 463 801 2 523 991
Busmess Expenses
Travel Out of region 16 0006 16 800 17 640 18 522 19 448 20421 21 442 22 514
Travel Within region 263 000 276 150 289 958 304 455 319678 335 662 352 445 370 067
Other Busmess expenses 37 440 39312 41278 43 341 45 509 47784 50173 52 682
Total Business Expenses 341 561 536 764 316 440 332 262 348 875 366 319 384 635 403 867 424 060 445 263
Occupancy Costs
Rental premases 67 997 81265 89 391 98 330 108 18 118 980 130878 143 965
Rental parking 16 500 18 150 19 965 21 962 24158 26 573 29 231 32154
Electricity 5 760 6336 6 970 7667 $433 9277 16 204 n»ns
Water 985 1084 1192 1311 1442 1586 1745 1919
Rates 12 480 13728 1511 16 611 18272 20 099 22 109 24320
Total Occupancy Costs see G&A 103722 1.0 567 132 618 145 880 160 468 176 515 194 167 213 583
Investment Expenses
Legal expenses 250 800 260 820 273 861 287 554 301 932 317 @28 332 880 349 524
Outside Expenses 379 800 239505 251480 264 054 277257 291 120 305 676 320 960
Total Investment Expenses 403 259 630 600 500 325 525 341 5§51 608 §79 189 608 143 638 556 670 483
Directors' Expenses see GE&A 215000 236 500 260 150 286 165 314 782 346 260 380 886 418 974
Gen & Adnumstrative expenses 188 613 374 140 258 000 .83 800 312 180 343398 31m8 4SS 457 063 502769
TOTAL OPERATING EXPENSES 1307168 2,178 037 3122 035 3 356 890 3586718 3,769 864 3 997,129 4239635 4.498,531 4,775 064
RN LR L —
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