- EGYPT:

AGENCY FOR INTERNATIONAL DEVELOPMENT

washington, D. C. 20523

PROJECT PAPER .

Small and Micro Enterprise
Development (263-0212) -

s

SRR




l \ i

- ALENCY FOR INTERNATIONAL DEVELOPMENT 1. TEANSACTION COUE ’ fhoGine ST
Pl JE T A= Add Amendment Number i CJDFE
R E : C=Currge
OJECT DATA SHEET _ A ’ .Q‘:p”m,e i } L
2. COUNTRY/ENTITY 8. PROJECT NUMBER
Egypt {263-0212 ] L
4. BUREAU/OFFICE 5. PROJECT 1ITLE (maximum 30 characters) }
Asia/Near Fast Bureau , 7 [Small and Micro Enterprise Develcoment |
€. PROJECT ASSISTANCE COMPLETION DATE (PACD) 7. ESTMATED DATE OF OBLIGATION .
(Under *B.' below, enter 1, 2, 3, or 4)
MM | DD | YY ,
- LOI 93 Ol 9| 5J A Inical Fy-| 8] 8 B. Quaner_[4) c. rna Fy [ 819]
8. COSTS ($000 OR EQUIVALENT §1 = ) '
A FUNDING SOURCE FIRSTFY ___ Ri LIFE OF PROJECT .
. B. FX cLC D. Towl E FX F. LiC G. Total
ALD Appropriated Total
{Grant) (10,000 )| ( ){ {10,000 ) (20,000 )¢ v (20,000 )
{Loan) { )1 K ) ( )t K )
Quher | L.
L.S. a2
Host Counury
Other Donor(s)
TOTALS @3=| 10,000 0 10,000 20,000 0 20,000
9. SCHEDULE OF AID FUNDING (8000)
A arrro|rravary| CIRIMARY | o0 1oNS TO DATE E. AMOUNT APPROVED F. LIFE OF PROJECT
PRIATION[PUKRPOSE | TECI: CODE THIS ACTION
CODE  [1.Grant} 2. Loan 1. Grant 2. Loan 1. Grant 2. Loan i 1. Grant 2 Loan
() ESF 270 110 0 0 10,000 0 20,000 Q
(2) -
(3
(+) |
TOTALS Gire- 0 0 10,000 0 20,009 | 0
10. SECONDARY TECHNICAL CODES (maximum & codes of J pontvons eack) - | 11. SECONDARY PURPOSE CODE
150 | 840 | [ | [
12. SPECIAL CONCERNS CODES (maximum 7 codes of 4 posstions each)
A. Code
B. Amount 7

13. PROJECT PURPOSE (maximum 480 cAaracters}

This project will establish two private, self-sustaining institutions capable

of providing credit, technical assistance and training to small/micro
entrepreneurs in Cairo and Alexardria, Egypt.

14. S(.HEDULED I-.VN..UATIONS 15. SOURCE/ORIGIN OF GOODS AND SERVICES

Y -
Interim 1[019 , | | li' Find ]1!2 16J (B ow .09 [J toct [J Oher(Speaity) _Eqypt

16. AMENDMENTS/NATURE OF Cl{ANG!; PROPOSED (Thisis page 1 of o page PP Amendment)
s

USAID/Egypt Controller concurs with the proposed methods of implementation

and financing. | % %/f

W:LllJ.am A. MJ.IIer, Copitroller

‘ Sm\ﬁure ; (S Ill.DATE DOCUMENT RECEIVED
N AID/W, OR FOR AID/W DOCU.
17. AFPROVED ¢ /\r\ - MENTS, DATE OF DISTRIBUTION

BY Title - Date Signed
Marshall D. DD, YY MM DD YY

Director, DSATD/Baypt ]?sz,&lﬂ Lol li]

AID 1330-4 (3-79)



U.S. ECONOMIC ASSISTANCE
PROGRAM IN EGYPT

UNCLASSIFIETD

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT

Washington, D.C. 20523

PROJECT PAPER

SMALL AND MICRC ENTERPRISE DEVELOPMENT

PROJECT NO. 263-0212

SEPTEMBER 1988

USAID/CAIRO

UNCLASSIFIED




SMALL AND MICRO ENTERPRISE DEVELOPMENT

PROJECT NO. 263-0212

TABLE OF CONTENTS

Project Data Sheet

Table of Contents

Glossary

Summary and Recommendation

Project Authorization

+
-

II.

III.

Background and Rationale . . . . . « . .

A.
B.
C.
D.

Project Description . . . .

A.
B.
C.
D.
E.
F.

Introduction . . .+ ¢« « ¢« « + .o .
GOE's 5-year Development Plan . . .
Relationship to FY 89 CBSS . . . .

Other Donor Activity . . « « « + « &

Goal . . .
Purpose . . . . . . .
End of Project Status .
Project OQutputs . . .
Method of Operation . .
Budget Items . . . . .

e e o s e o o

® o ® s ® o e

*» e e a e

e e & o o »
.

e e o ¢ o o

Cost Estimates and Financial Plan . . .

Implementation Plan

A,

B.

D.

.Technical Assistance and Training

Project Management . . . . . .
1. Role of A.I.D. . . . .+ .« &
2. Role of the Foundations .
3. Roleof the GOE . . . . .
Implementation Schedule . . . .
Procurement Plan . . . . « . .

1. Structure of Assistance

2. Nature and Scope of Technical Assistance

-qi -

LR I e

Page #

e o @ o e e e e

N N e

QO > W wWww



Page #

3. Types and Levels of Effort of Technical
Assistance . . . . o . . e e s e s v e o« o« « 19
4. Nature and Scope of Tralnlng A
E. MonitoringPlan . . . . . . . . e e e e e e s .. 21
1. Management Information Systen e e e e e e .« . 21
2 Baseline Survey . . . . . e e e e e e s . . 22
3. Survey of Beneficiary Flrms e e e e e e s . . 22
4. Midterm Evaluation . . « « v + o ¢ o o o 4 0 oo . . 22
5 Final Evaluation . + « ¢ « v & « o o o o o o« . 22
Project Analyses Summaries . . « « « « « + s s s e . 23
A. Administrative AnalysSiS « « + ¢ o ¢ o s o s e o o0 o+ e o 23
1. The Board of Directors . . « « « « « « « o« & . . 23
2. The Executive Director . . . . e e e e v e s s 23
3. Th.> Department of Admlnlstratlon « v e s . . 23
4 The Department of Operations . . . . . . . .« + 25
a. Branch Office Managers . « « + « + . o 2
b. Extension Officers . . . v e s« . . 26
5. Department of Training and Technlcal Assistance . 26
6. Staff Incentives . « v v v 4 4 o & o e 0 a s . . 27
B. Technical AnalySiS. . . v « « + o & o o o o o s « &« o« » 28
1. The Lending Mechanism . . . ¢« ¢ « ¢« « o « + « « « 28
2. Operational Activities of the Branch Offices . . . 29
a. Promotion . . . . . . e 11
b. The Organization and Recommended Size of the
SME GEOUP « + » o o = o o o o« s o o« o « » » « 30
c. The Responsibilities of Business Groups . . . 31
d. Analysis, Selection and Control . . . . . . . 3l
e. Contracts Signed . . « .+ s + ¢ 4 . o o o . o 32
f. Training and Technical Assistance for SMEs . 33
1. Identification of SME Community
Management/TA needs . . « « « + « « « o 34
2. Development of a Management Training/TA
NEtWOLK '« «v ¢ o o o s o o s s o o o o « 34
3. Referrals-—Contracts Negotiations . . . 34
g. Operational and Financial Projections . . . . 35
C. Econamic ANAlYSiS . « « ¢ &+ o o o o o s o o o o o o o o« 36
D. Financial AnalySiS . ¢ ¢ v ¢ o ¢ ¢ o o o o o o o o o o 37
E. Social Soundness AnalySis . « « « o+ ¢ o ¢« ¢ o 2 o o« o 39
1. Social Feasibility ¢ « ¢« ¢« ¢« ¢« ¢ ¢ o o ¢ ¢ o+ « + 39
a. Socio—Cultural Context . . « « « o + « «» o« « 39
b. Constraints Faced by SMES . + « « « « &+ & 39

2.

Social Issues Influencing the Project .

a. Participation and the Role of the Individual

in the Formation of Groups . . . . . . .

- ii -

. 40

. . 40




VII.

VIII.

b. Social/Religious CONCeINS . + « « o« « &
3. Social IMPACEt « ¢ ¢ e 4 e e v 4 0 e .

a. Zabbaleen Small Industries Credit Program

(ZSIP) v v v v o 4 o o v s o o o o o & &
b. Income Generation for Female-Headed
Households . &« ¢ v & ¢« ¢ ¢« ¢ o o o o &
4, Spread Effects . . . . . & ¢ ¢ ¢ ¢ e o 4 e o
5. Replicability and Sustainability . . . . . . .

Conditions and Covenants .« v v« v v « & o = o = o s o o

1.
2.

Conditions PreCedenit v v o v o o o o o s o o o
CovenantsS . v o &+ o ¢ o o o o o o o o 0 o .

Evaluation Plan . ¢« ¢ v ¢ ¢ o ¢ o o o o o o @

1. Midterm Evaluation . . + & v & s o o o o o o s « &
2. Final Evaluation . . . ¢ ¢ ¢ ¢ s o ¢ ¢ 4 o o .
Annexes

A. Logical Framework

B. Statutory Checklist

C. GOE Request for Assistance

D. FAA Section 6l1ll(a) Certification

E. Justification for Noncompetitive Grants

F. Waivers

G. Technical Analysis

H. Financial Analysis

I. Economic Analysis

J. Social Soundness Analysis

K. Administrative Analysis

L. Environmental Analysis

M. Institutional Analysis

N. Market Survey of SMEs

0. Detailed Project Budget

- iii -

Page #

. 42

. 44



A.I.D
CDSS
CEQSS
CODE 000
CODE 899
CRS
ICI
IDDC
IDIS
IS/IR
L.E.
MIC
MIS
PACD
OXFAM
PROAG
PVO
PVPIG
SME
SSE
TA
ZSIP

GLCSSARY

Agency for International Devalcpment

Country Development Strategy Statement

Coptic Evangelical Crganization for Social Services
U.S. Only

Free World

Catholic Relief Services

Intermediate Credit Institution

Industrial Design and Development Center

Institute for the Development of the Informal Sector
Office of Incdustrial Resources

Livre Egyptienne (Egyptian Pound)

Ministry of International Cooperation

Management Information System

Project Activity Completion Date

Private International Development Organization
Project Agreement

Private Voluntary Organization

Payment Verification Policy Implementation Guidance
Small and Micro Enterprise

Small Scale Enterprise

Technical Assistance

Zabbaleen Small Industries Credit Program



SMALL AND MICRO ENTERPRISE DEVELOPMENT
PROJECT NO. 263-0212

SUMMARY AND RECOMMENDATION

I. SUMMARY

A. Introduction:

The Small and Micro Enterprise (SME) Development Project
is designed to respond to two of Egypt's most serious econamic
problems; high levels of unemployment (currently estimated at 20%),
and growing poverty. Recent estimates suggest :hat small and micro
enterprises (SMEs) account for 40 percent of total industrial
employment in Egyptc. There are an estimated 250,000 manufacturing
enterprises which employ between one and nine employees and
approximately 13,000 private firms with between ten and fifteen
employees. Seventy-five percent of these businesses are
concentrated in Cairo and Alexandria producing a wide range of
consumer goods. Experience has shown that the SME sector has
enormous potential for growth and expansion which will create new
employment and increase incomes.

The lack of access to formal credit is a significant
impediment to the expansion of small and micro businesses. Public
sector efforts to deliver credit to SMEs have not heen effective.
Formal credit institutions in the private sector are neither capable
nor financially motivated to serve SMEs. In addition to the
difficulty of obtaining credit, SMEs are also hampered by limited
knowledge of basic business skills. Despite these constraints,
small and micro enterprises typically demonstrate a higher
incremental improvement in productivity and new employment
generation for each dollar invested than do larger enterprises. A
survey of the SME sector conducted in 1988 revealed that most
entrepreneurs are interested in expanding their businesses, but lack
the credit resources to do so. This project is aimed at providing
them the opportunity for expansion and growth by addressing the
principal constraint of credit.

B. Project Goal and Purpose:

The goal of this project is to expand the econamic output
of the small and micro enterprise subsector of the econamy and to
increase employment and income among low income residents of Cairo
and Alexandria. The purpose is to create a system that will deliver
credit and technical assistance to entrepreneurs participating in
the project.

c. Project Activities:

The two principal activities designed to accomplish the

project purpose include providing technical assistance and
operational support to two Foundations in Cairo and Alexandria and
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establish a collateral fund against which banks will lend their own
funds. In addition, one million dollars is budgeted to finance
innovative activities which address constraints to small and micro
businesses through small activities that have not yet been
identified. The following is a summary of activities under the
project:

1. Establishment of an Institutional Mechanism:

Considering the significant unmet demand for credit
of SMEs and the inmability of domestic financial institutions to
serve them, one key objective of this project is to establish an
institutional mechanism which fills this need of small borrowers in
the private sector with little or no risk to the lending
institutions. Two nonprofit Foundations, the Egyptian Small
Enterprise Development Foundation in Cairo and the Alexandria
Businessmen's Association in Alexandria, will act as intermediate
financial institutions, linking the large caommercial banks to SMEs.
Qver time, lending institutions will be encouraged to open access to
credit to the SME sector.

The legal formation of each Foundation has already
been campleted. USAID will provide $8 million to capitalize a
collateral account for each of the two Foundations (a total of $16
million) with selecced financial institutions. A collateral accaunt
mechanism is being utilized to gain advantage from leveraging. The
banks are expected to loan their own funds, initially on a 1l:1 ratio
with the collateral fund. As the credit worthiness of SME borrowers
is demonstrated, the banks will increase this ratio up to a 2:1
ratir by the end of the project, giving USAID more impact per dollar
granted. The Foundations will be run on a businesslike basis, not
as a charity, striving to serve a large number of SMEs while
achieving an operational break-even point in a reasonable period of
time. Approximately $1 million will be provided to the two
Faundations to cover the cost of their operations until their income
can cover their costs.

Each of the two Foundations has its own Board of
Directors camposed of cammunity leaders who are businessmen,
govermment officials, and bankers. Each Board will formulate the
Foundation's policy, provide program direction, and appoint the
Executive Director. Each Foundation will have a central office and
approximately four branch offices by the end of the project. The
central office will be responsible for staff recruitment and
training, managing program funds, monitoring and reporting branch
performance and providing a sense of mission and policy direction.
Branch offices will maintain reqular contact with clients and will
be largely responsible for the loan review/approval process, and the
direct delivery of credit to small and micro enterprise clients. 1In
addition to delivering credit, the Foundations will provide
technical assistance and training to participating entrepreneurs in
basic business skills, also on a cost recoverable basis.

The Grant will finance the services of U.S. and
Egyptian firms to support institutional development of the



Foundations over a two and a half year period. A U.S. firm will
provide a long term resident advisor for a 30 month period and up to
12 person months of short term consultants. The Egyptian firm will
provide one long-term advisor to each Foundation and a variety of
short-term assistance. Initially, TA will focus on developing the
organizational structure, orientation and training of personnel,
establishment of management and financial systems, lending policies,
and procedures. The focus will then shift to review of program
approaches and lessons learned and provide guidance on redirection
if necessary. Most of the training will be directed at Board
members, the executive directors, managers, and extension staff of
the Foundations. Except for limited observaticn visits overseas by
the executive directors and selected board members, training will be
oonducted in-country. Seminars and workshops for SME owners will
also be held. The cost of TA and training in support of
institutional development of the Foundations is estimated at $1.1
million.

2. Credit Element

a. Lending Mechanism:

A "collateral account® will be created by
depositing funds (up to $8 million for each Foundation) under the
name of each Foundation in an interest bearing account at one or
more selected banks. The interest generated on the collateral
account will be automatically reinvested into the same account.
Pre-authorized overdraft privileges on the accaunts will be
negotiated with the banks, up to an amount equal to the initial
deposit. Funds will be drawn on these accaunts as loan demand is
generated by extension agents in the branch offices. The loan
portfolio will appear in the balance sheet of the Faundations' SME
program because all accounts of the branch offices are registered
under the name of the Foundation. End use lending is expected to
begin by Month 12 of project implementation, as per the chart
following page 16.

The structure minimizes lending costs since the
Faundation(s) pay interest to the bank only when loans are
disbursed. Simultaneously, the credit funds delivered to the
clients are accruing a higher rate of interest due to the charges
assessed for lending the money to the SME clients. Repayments are
redeposited into the bank; operating statements immediately reflect
a decrease in the overdraft (interest) charges on the checking
account. Net interest incame for the project is calculated each
month by subtracting the interest due to the bank (on the overdraft
accaunt) fram the total interest incame generated each month from
the installment payments. The information is recorded on each
month's bank statement.

Experience has demonstrated that this system is
relatively easy for the the banks to administer. All draw downs on
the overdraft facility and repayments are carried on the bank's
books as though with a single client, the Foundation. Over the life

of project, the Foundations' fund will be leveraged up to 2:1 as the
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project demonstrates the high quality of its loan portfolio. This
can allow the Foundation to lower its' borrowers cost of capital, as
more lending is occurring for each dollar on deposit. This is
because the end-user rate is based on the margin the Foundation
needs to recover its costs.

The branch offices of each Foundation will play
a key role in the entire process. They will be responsible for
maintaining regular direct links to clients and will also review and
approve loans to clients. To facilitate the delivery and management
of credit, extension officers who are locally recruited, trained,
and based fram the branch office(s) will assist in organizing the
SME groups. The groups, by selecting their own members, approving
individual loans, and assuring timely repayment, will lower
operational costs for the Foundation. The groups, usually organized
by the same line of business, will be unable to receive subsequent
credit unless members are current on their repayments, althougn the
standard banking practice of restructuring justifiably delinquent
loans will be followed. Through this approach, important peer
pressure and responsibility will develop for loan repayment. In
order to exparid the project, maintain a healthy portfolio, work
toward self-sufficiency and retain a quality staff, both Foundations
will utilize an incentive system for their employees. This
incentive system will encourage both volume and quality of loan
portfolio.

The principal features of the loan program are
as follows:

1. Eligible Borrowers:

Generally existing, owner operated small (6
to 15 employees)and micro (1 to 5 employees) enterprises in Cairo
and Alexandria engaged in same form of manufacturing. ’

2. Loan Sizes:

LE 1,000 to LE 3,000 for micro
enterprises. LE 5,000 to LE 10,000 for small businesses.

3. Terms:
9-12 months.
4. Purpose:

Facilitate access to financing for working
capital, machinery and raw materials.

5. Cost:

Charges to borrowers will be based on a
formula which takes into consideration the Central Bank of Egypt
interest rate guidelines, the Foundations' administrative costs and

inflation. Fees will be adjusted as needed to achieve the
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Faundations' goal of financial self-sustainability and to prevent
decapitalization of the loan fund.

Althoush the raiges are based ¢n needs expressed
by SME owners during the project design phase, loan amounts and
precise criteria for borrower selection will be adjusted over time
to reflect changing conditions. After borrowers have demonstrated
their ability to repay short-term working capital loans, they will
be permitted to borrow for fixed assets as well. The features which
will make the Foundations' credit program attractive to SMEs include
rapid processing and approval of loan applications, peer group
participation in the extension of loans, and access to larger
amounts of credit for longer periods than they would otherwise be
able to obtain.

b. Sustainability:

An important feature of the credit camponent is
financial self-sustainability. In order to achieve the project
purpose, each Foundation will seek to recover the cost of lending
and administration by the end of the project. Interest and other
charges will be set at a level which prevents decapitalization of
the collateral fund and allows the Faundations to achieve break-even
within a reasonable period of time. Table I on page v. and Chart I
on page v(a) demonstrate various scenarios of rate of return on the
collateral fund, lending rates to the Foundations by the banks,
inflation, and end user rates. Assuming a default rate of 1.5% in
all cases, the Foundations income would equal their costs between
the third and sixth year of lending. Using these assumptions, the
Project Committee anticipates the Foundations will be able to serve
between 25,000 and 35,000 SMEs during the project life. Funds
remaining in the collateral acccunt will continue to be used by the
Faundations to facilitate SME access to credit after the PACD.

Table I
Break Even Projections
Rate of Return Rate of Funds End-User
on Collateral Being Lent by Effective Cost Break Even
Fund Bank Inflation of Funds Point
10% 12% 15% 20% Year 3
Quarter 3
10% 12% 2% 20% Year 6
Quarter 4
10% 15% 22% 30% Year 3
Quarter 3
10% 15% 25% 30% Year 3
Quarter 3

Note: All figures are expressed in Percent per Annum
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c. Special Projects Fund:

Five Hundred Thousand Dollars for each
Foundation is included in the Financial Plan to provide them with
capability to respond quickly and flexibly to opportunities that may
arise which would be of great benefit to the SME sector. These
funds, for the most part, will be used to provide loans or grants to
nongovernmental organizations to undertake activities which meet one
or more of the following criteria:

a. have high potential for increasing incames;
b. have significant potential for generating

new incame;
c. improve product quality and/or increase

production;
d. expand the market for SME products;
e. transfer technology:;
f. accelerate the development of new SME
products;

g. improve the policy and/or regqulatory
environment for small a:d micro enterprises.

Examples of such activities include sponsorship
of market development trips to neighboring countries for
representatives of the aluminum products manufacturing subsector;
creation of a technical reference library for SME manufacturers and
establishment of a bulk purchasing system for raw materials used by
large numbers of SMEs.

USAID will monitor the use of these funds and
audit the program annually to ensure campliance with the program
objectives and proper accounting of the funds.

D. Implementation Plan

1. Project Management:

The USAID/Cairo Office of Industrial Resources
(IS/IR) will take primary responsibility for monitoring the project
and maintaining contact with the Foundations. 1IS/IR will approve
annual implementation and financial plans of the Faundations, the
lending criteria, and loan projections. The financial plan provides
funds for the services of two personal services contractors who will
assist USAID with project start-up and mobilization of the ,
Faundations. The primary responsibility of each Foundation is to
administer credit to SMEs, provide technical assistance and training
to participating business owners, and manage a innovative special
projects fund.

The principal function of the GOE will be to
facilitate the transfer of funds fram USAID to the Faundations. A
Project Agreement (PROAG) will be signed by USAID and the Ministry
of International Cooperation (MIC) which will include a schedule for
disbursement of funds. USAID will enter into subagreements with the
Foundations, which will incorporate the same disbursement schedule.
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Unless USAID or the Foundations deem it necessary, no further
approval will be required from the GOE prior to the disbursement or
obligation of funds. The GOE will be notified in writing of any
deviation fram the original schedule.

2. Procurement Plan:

USAID will contract with a U.S. institution that has
demonstrated experience in implementing similar projects to provide
technical assistance in support of the project. There will be a
full time U.S. advisor in Egypt for approximately 30 months who will
provide technical direction and supervision of an Egyptian
subcontractor. The local firm or f£irms will provide one full time
advisor for each Foundation and an array of short term consultants.

The Mission has determined that the procurement of
all technical assistance will be undertaken by USAID directly. The
Mission bases this determination on the conclusion that the
implementing organizations do not have adequate contracting
capability at this time. Their capabilities are expected to improve
during the life of the project, but the Foundations are still too
new to have the required ability. MIC is also unsuited to serve as
contracting agent, given the Ministry's already tremendous workload.

Except for eight motorcycles and off-the-shelf
purchases, all goods and services procured under the grant will have
both their source and origin in the United States or Egypt. No
waiver is needed for the motorcycles; a blanket waiver for 125 cc or
less displacement motorcycles is in effect through March 6, 1989.
Procurement under subloans to small and micro enterprises will be
made in accordance with standard AID procedures applicable to
Intermediate Credit Institution (ICI) projects.

Small and minority-owned firms will be encouraged to
participate in this project in accordance with AID regqulations.
Every effort is being and will be made to identify appropriate
opportunities for such firms in project implementation. The
project's evaluation services are suitable for performance, at least
in part, by a minority firm. The intent is to set aside evaluation
work for a minority contractor.

3. Project Monitoring:

The monitoring of project performance is particularly
important since both Foundations intend to become self-sustaining
before the end of the fifth year of lending. Monitoring the quality
of the loan portfolio and the rate of expansion will be critical to
ensure that the targets are met. To measure progress, a simple
baseline survey of entrepreneurs in the target areas will provide
information on the number, gender, and needs of small
entrepreneurs. This survey will be campleted during the first year
of project implementation, after the staff has been hired and
trained. Carrying out the baseline survey will also allow

Foundation personnel to introduce the project to the community. The
management information system (MIS) will campile information fram
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loan applications which can be used to monitor the indicators of
goal and purpose achievement such as assets and number of
employees. A midterm evaluation is scheduled in year three to
review the Foundations' performance and assess progress and policy
oconstraints. The results of the midterm evaluation will be used to
recammend changes in project design and operations and r=commend
means to address policy issues. A final evaluation is scheduled in
FY 96 to identify successful aspects and assess replicability.

E. Summary of Analyses:

The administrative analysis concentrated on the structure
of the Foundations, organized around a Board of Directors and three
Jepartments. The Department of Operations has the principal
responsibility for maintaining contact with branch officers and
managers. It is the extension officer, defined in terms of an
individual business unit, that serves as the administrative link
with client groups. The essential administrative aspect of the
Foandation is flexibility, responsiveness to client needs, and the
adninistrative capability to generate and maintain clientele. Staff
incentives are a critical part of the credit structure.

The technical analysis concluded that the Foundations will
operate as intermediate financial institutions, linking the large
damestic banks to small and micro entrepreneurs, a sector which is
currently excluded from formal financial institution services.

USAID will deposit up to $8 million into selected banks in the name
of the Faundation(s) as a collateral account. The collateral
account will have the right of offset and overdraft privileges will
be negotiated with each bank in which there is an accaunt. The loan
funds account is analogous to a checking account on which one can
write overdrafts. Funds will be drawn on the account as loan demand
is generated. As the project develops a high quality loan
portfolio, the Foundation's fund will be leveraged. Projections are
that leverage will increase from 1l:1 to 2:1 by the end of project;
twice the amount of the collateral fund will be available for
lending. The quality of the portfolio will be determined by the
ability of the Faundations to promote credit services and sustain
interest in the project through the establishment of active,
comunity-level entrepreneur groups.

Tiic econamic analysis concluded that this project is
successful in econamic terms with high rates of return. The
analysis further notes that the projections for the private
foundations show them to be economically viable. In the absence of
available data from Egypt, the analysis draws on the experience of
Peru, Bangladesh, and India, where similar credit approaches have
shown direct positive impact on household incomes with increases of
54 percent to over 70 percent earned by project beneficiaries.

The financial analysis, using a lending model with the
effective rate of interest to the borrower at 26~30% per annum,
default rates of 1.5%, and inflation projections of 22%, concluded
that the project would achieve break even in year 3, indicative of
superior organizational performance. With a more modest set of
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assumptions, including a 20% end-user cost and similar assumptions
on defaults and inflation, the break even point would be reached in
year 5. The graphs on page v(a) demonstrate the break even
scenarios for a single branch office utilizing both sets of
assumptions, although the break even point will also be affected by
average loan size and rate of expansion.

The social soundness analysis concluded that the project
cortained the necessary elements for success based on The World
Bank's experience with four large urban credit projects. The
lessons fram The World Bank case are that grass-roots organizations
play a critical role in cammunicating with beneficiaries and
translating the needs of the clientele into action. Secondly,
technical assistance is less important to clients than credit.
Thirdly, mutual loan repayment guarantees by borrower groups is
important in maintaining high repayment levels. Fourthly, program
flexibility and the ability to respond to changing needs of
clientele is important. All four characteristics have been built
into the project.

F. Cost Estimates and Financial Plan

SME Project Budget Summary
(Us$ 000)
Year Year Year Year Year Year Year Total
1 2 3 4 5 6 7

Collateral Fund 956 5267 4444 5333 16,000
Operational Support 345 305 330 980
Project Management 131 137 13 14 295
Technical Assistance 525 484 91 1,100
Training 105 160 147 412
Special Projects 500 500 1,000
Audits and Evaluations 50 50 113 213

2062 6903 5525 5397 O 0o 113 20,000

Obligation Plan
(Us§ 000)
Current Obligation Life of Project
(FY88)

Foundation Activities 8,800 18,687
Collateral Fund,
Operational Support,
Training, Special Projects

Technical Assistance 1,100 . 1,100
Project Mgmt.,
Long/Short Term TA

Services 100 213
Evaluations, Audits

TOTAL 10,000 20,000

bl
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USAID will finance all costs of this project. No GOE
contributions are anticipated. A key objective of this project is to
develop a model for effectively reaching small and micro enterprises in
Egypt's urban centers. Previous efforts, which relied on public sector
institutions, have not been effective. Therefore, USAID wishes to keep
GOE involvement to a minimum. Accordingly, no GOE contribution has
been included in the budget. Host country contributions will be mainly
in the form of charges paid by borrowers, fees for training programs,
and contributions in kind by Board members. The total interest income
from borrowers is expected to reach approximately LE 96 million by the
PACD.

Disbursement of funds to capitalize the loan fund will be
made according to the schedule contained in Chart II, Annex G.
Tranches will be released on this schedule unless lending during the
active quarter significantly varies from the projections, in which case
the subsequent quarter's allotment would be modified accordingly.

Each Foundation will receive advances to cover operational
support, training, and special projects. Each Foundation will also
receive disbursements in tranches in local currency purchased with
project funds for capitalization of its Collateral Fund which will be
deposited in a bank account in the name of the respective Foundation.
These funds will not be comingled with funds for operations, training
and special projects. Reimbursement is one of the preferred methods of
AID financing, but, because no funds are available to the relatively
new Foundations, AID will advance local currency purchased with project
funds to finance operating costs for at least the first three years of
end use lending.

II. RECOMMENDATION:

The Project Committee recommends that a grant of $20 million be
authorized for the Small and Micro Enterprise Developient Project. The
grant will be for a seven-year period, and obligations will be made in
two increments — $10 million in FY 88 and $10 million in FY 92.




PROJECT AUTHORIZATION

Name ~f Country: Arab Republic Name of Project: Small and Micro
of Egypt Enterprise
Development Project

Number of Project: 263-0212

1. pursuant to Section 532 of the Foreign Assistance Act of 1961, as
amended ("the Act"), I hereby authorize the Small and Micro Enterprise
Development Project for the Arab Republic of Egypt (Cooperating Country)
involving a planned obligation of not to exceed $20,000,000 in grant funds
over a five year period from the date of authorization, subject to the
availability of funds in accordance with the A.I.D. Operating Year Budget
allotment process, to finance the foreign exchange and local currency costs of
the Project.

2. The Project consists of capital and technical assistance to establish
and capitalize two independent and ultimately self-sustaining Foundations to
manage a collateral fund to provide small, short term loans to select small
and micro enterprises in cairo and Alexandria. The Project includes financing
of technical assistance and training for Foundation staff and procurement for
equipping one main office and several branch offices for each Foundation.
Business related technical assistance and training will also be made available
to the enterprises themselves., Finally, the Project will also finance
subgrants for activities in support of the small and micro enterprise sector.

3. The project agreement(s) which may be negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with A.I.D.
requlations and delegations of authority shall be subject to the following
essential terms, covernants and major conditions together with such other terms
and conditions as A.I.D. may from time to time deem appropriate:

(a) Except as A.I.D. may otherwise agree in writing or as provided
in paragraph (2) below, goods and services financed by A.I.D.
under the Project shall have their source and origin in the
United States or in the Cooperating Country.

(b) Ocean shipping financed by A.I.D. under the Project, except as
A.I.D. may otherwise agree in writing, shall be financed only
on flag vessels of the United States,



4. The grants to the Foundations which may be negotiated and
executed by the officer(s) to whom such authority is delegated in
accordance with A.I.D. requlations and delegations of authority
shall be subject to the following essential terms, together with
such other terms and conditions as A.I.D. may from time to time deem

appropriate:

a. conditions Precedent to Disbursement

(1)

(2)

(3)

Disbursements in year 1 will be in three stages. 1In
stage one, $100,000 will be released (divided
equally between the two Poundations) to establish
main offices. Stage two for each Foundation will
begin when it has hired its Executive Director, the
Foundation's main office is equipped and
operational, and the Technical Assistance contractor
is in place., The remaining funds for operational
support for year one will be released at this time,
as well as the training/education budget, assuming
satisfaction of (6) below. Stage three will begin
when the roundation's staff has been hired and
trained, the accounting and management information
systems have been approved by A.I.D., at least one
branch office has been established, and the first
quarter of lending projections have been submitted
to A.I.D. At this point, the first quarter
collateral fund release will be made to the
Foundation, assuming all other pertinent conditions
have been met.

Prior to any disbursement of the collateral fund to
either one of the Foundations, or the issuance by
A.I.D. of any documentation pursuant to which any
disbursement will be made for the collateral fund,
that rFoundation shall, except as otherwise agreed in
writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D., evidence from a bank or
banks indicating that the Foundation has entered
into an overdraft agreement, along with a
description of the terms of that agreement.

Prior to any disbursement of funds under this
Project to either one of the Foundations, or the
issuance by A.I.D. of any documentation pursuant to
which any disbursement will be made for the Project,
that poundation shall, except as otherwise agreed in
writing, furnish to A.I.D. in form and substance
astisfactory to A.I.D., evidence that it has been
legally registered with the Ministry of Social
Affairs in Egypt.




(4)

(5)

(6)

Prior to any disbursement of funds under this
Project to either one of the Foundations in year 2
of lending, or the issuance by A.I.D. of any
documentation pursuant to which any disbursement
will be made for the Project in year 2 of lending,
that Foundation shall, except as otherwise agreed to
in writing, demonstrate to A.I.D. that it has
installed, equipped and bequn operating a main
office and at least one branch office. The same
condition precedent shall apply with respect to
subsequent years until that Foundation demonstrates
in a fashion satisfactory to A.I.D. that it has
installed, equipped and bequn operating a sufficient
number of branch offices to efficiently lend funds
to the target clientele.

Prior to any disbursement of the collateral account
to either one of the Foundations, or the issuance by
A.I.D. of any documentation pursuant to which any
disbursement will be made for the collateral fund,
that Foundation shall, except as otherwise agreed in
writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D., the names of the individuals
who will serve as its Executive Director, Operations
Manager, Branch Manager (if any identified yet),
Training and Technical Assistance Manager and
Administrator, with a clear statement of each
officer's duties and authorities,

Prior to any disbursement of funds under this
Project to either one of the Foundations for
activities under the Technical Assistance and
Training components, or the issuance by A.I.D. of
documentation pursuant to which any disbursement
will be made for these components, that Foundation
shall, except as otherwise agreed in writing,
furnish to A.I.D., in form and substance
satisfactory to A.I.D., evidence that it has
apppointed counterparts for all long-term technical
advisors.

b. Covenants

(1)

The Foundations shall, unless otherwise agreed in
writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D., prior to the Foundations
next fiscal year during each year of the Project:
(a) annual audited financial statements; and (b)
annual implementation and financial plans for the
Foundation itself and each existing and planned
Branch Office,



(2) The Foundations shall ensure that no Government of
Eqypt employees will be employed by the Foundations
or Branch Offices during the life of the Project
without the prior written approval of A.I.D.

C:quﬂ}»,4L,LJ{EEi”s-—\

Marshall D. Brown
Director, USAID/Cairo

Sep261d
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I. BACKGROUND AND RATIONALE

A. Introduction:

Egypt faces a number of formidable challenges over the
next few years. Foremost among these are high levels of
unemployment and widespread poverty. The extent of the poverty
problem is illustrated by recent Government of Egypt (GOE)
statistics. They show that, in 1986, an estimated 15 to 20 percent
of urban and rural households had annual expenditures of LE 230 per
capita or less, thus placing them below the minimum level required
to maintain an acceptable standard of living. An additional 40% of
the population was close to the minimal acceptable level with annual
expenditures of LE 231 to LE 400 per capita.

Precise measures of unemployment, which for many years was
never even officially acknowledged to exist, are difficult to
obtain. However, according to a senior official of the ruling
National Democratic Party, the unemployment level is currently
around 20% or 2.8 million people. With the labor force increasing
at an annual rate of approximately 2.6%, over 354,000 new jobs will
have to be created each year just to maintain the current high level
of unemployment.

Both the GOE's 5-year development plan (1987-1992) and
USAID's FY 1989 CDSS address these concerns.

B. Five Year Development Plan (1987-1992)

The current Plan contains four major goals:

1. To increase production and productivity levels;

2. To strengthen the self-sustaining growth of the
econamy ;

3. To focus on demographic and spatial aspects of
development;

4. To develop national management capabilities and
strengthen the role of the private sector.

The proposed program is directly related to 3 of the 4
major goals. (The project does not address goal #3 on demographic
and spatial aspects of development). The project would provide
assistance to small and micro enterprises in the form of short-term
credit, technical assistance, and training with the objective of
increasing productivity levels for small businesses. The project
also seeks to expand employment. The project is designed to
strengthen the role of the private sector and improve management
capability of small businesses.

»



The GOE plan emphasizes greater private sector involvement
in development while placing its emphasis on self-reliance and
export promotion. These objectives are congruent with this project.

C. Relationship to the FY 1989 CDSS

The FY 1989 CDSS indicates that the critical problem fcr
Egypt is low economic productivity, and the primary factor
preventing the econamy from producing at its full potential is an
econamic system which stifles market forces. Although the CDSS
emphasizes policy dialogue to support economic relorms, the major
share of USAID's program during the planning period will be in
projects. One of the critical areas addressed in the Strateqgy is
increased productivity in private industry.

T™wo of the four specific areas of support to private
industry mentioned in the CDSS are found in the proposed project.
These include improved banking facilities for small scale
enterprises and management training to improve business practices of
small entrepreneurs.

The CDSS also indicates a strong USAID interest in
pramoting more widespread PVO involvement in development programs.in
Egypt. The proposed project will utilize PVOs which have begun
working outside the traditional social service areas,

The Project is also consistent with the primary CDSS goal
of encouraging greater participation by private enterprises in
econamic activities as a means of increasing the productivity of the
economy. This project consists of two primary activities to provide
incentives to small private enterprise. One is better access to
credit, and the second is technical assistance designed to improve
management practices. The broad economic reforms outlined in the
CDSS dealing with productivity and a freer market econamy will be
supported through the project.

D. Other Donor Activity

In addition to USAID, several other donors have provided
support to small scale enterprises in Egypt. These include OXFAM,
Plan International (Foster Parents Plan), CEOSS/Catholic Relief
Services and the World Bank. Detailed descriptions of these
activities are contained in Annex M.

Several conclusions can be drawn from the experience
gained through implementation of these activities. These include:

- Public sector efforts to assist SMEs have not been
effective;



- Group loan mechanisms are feasible;

- There is significant unmet demand for credit, but
formal credit institutions are not currently capable
1/ of or interested in serving SMEs;

- Close project monitoring/frequent contact with loan
recipients is a key factor in minimizing defaults;

- Most activities funded by other donors have been
designed as social welfare programs rather than self
sustaining business. This has severely constrained
their ability to serve large numbers of businesses
and has undermined their long term viability.

II. PROJECT DESCRIPTION

A. Goal

The goal of this project is to expand the economic output
of the micro and small scale (productive) enterprise sector. A
secondary goal is to increase employment and income among low income
residents of Cairo and Alexandria. For purposes of this project,
micro enterprises are defined as owner-operated businesses with one
to five employees and small enterprises are private firms that
employ six to fifteen people.

B. Purpose

The purpose of the project is to increase access to credit
and improve business and technical skills of entrepreneurs
participating in the project.

c. End of Project Status

By the Project Activity Completion Date (PACD), two
self-sufficient Foundations will be operating in Cairo and
Alexandria. Each Foundation will be dedicated to the provision of
services to SMEs, and will be formed to stimulate growth and
development of small and micro enterprises by increasing
productivity, incame and employment in participating firms. Each
Foundat.ion will have established a branch office system that can
serve the needs of about 16,000 borrowers.

1/ central Bank of Egypt will not allow commercial banks to open
new branches.




D. Prcject Qutputs

The project outputs will address the major constraints
faced by micro and small-scale businesses. These include:

l. Credit -——- to increase the'availability of funds for
working capital and investments in plant and equipment in
participating enterprises;

2. Training in basic business subjects for project
beneficiaries-— to develop the skills necessary to improve
management, finance and other aspects of the participants'
businesses;

3. Technical assistance ——- to help participants apply
concepts learned in training exercises and overcome specific
problems associated with their businesses;

4. Application of improved business and technical skills;

Outputs 1-4 above will be measured at the level of the
branch office portfolios. The system can be readily reviewed in
terms of loans outstanding and recovery rates, the number of repeat
and new borrowers, and the financial viability of the Foundations
themselves.

In addition, other outputs include:

1. Identification of other impediments to small and
micro business operations and development of informal
recanmendations through the Boards for action by the GOE, private
sector, cooperatives, donor agencies and PWO's;

2. Development and testing of an effective strategy for
the delivery of credit and support services to SMEs in Cairo and
Alexandria that can be readily duplicated in other Egyptian cities;

3. Lastly, specific project outputs will be related to
managing the project itself, including: the establishment and
staffing of a project management unit within two new Foundations;
development and installation of a camputer-assisted project
management and information system (MIS), and the development of
management operations procedures and standards.

E. Method of Operation

The Project will be managed by two private, nonprofit
recently-formed Foundations in Cairo and Alexandria. Each
Foundation's Board of Directors, camposed of cammunity leaders,



businessmen, government officials and bankers, will supervise an
Executive Director and staff who, in turn, will implement the

project.

Management of this project will differ significantly fram
previous programs dealing with SMEs in at least one important
respect. The operating mentality of the Foundations will be that of
the private sector rather than a charitable organization. While it
will be implemented by nonprofit foundations, its institutional
goals will include reaching large numbers of SMEs while achieving
cammercial viability (as a self-supporting and growing organization)
at the end of planned USAID financial support.

The actual fees and service charges paid by the end-use
borrowers will be adjusted over the life of project. 1In order to
became self-sustaining, the charges and fees to the borrower
(income) should cover the local bank 's interest rate to the
Foundation, administrative costs, reserve for loan default, and
allowance for inflation (expense). The Foundations are not expected
to be able to immediately recover their costs. Operational support
for their initial operations will be provided. It is the
responsibility of the Foundations, initially assisted by
consultants, to demonstrate how their cambination of charges will
yield financial viability within a reasonable period of time,
Current projections are that the Foundations will break even between
the third and the fifth year of lending, depending on the rate of
growth in loan portfolio, the total cost of funds, and the leverage
ratio of collateral fund to loans extended.

The primary beneficiaries of this project will be
approximately 25,000 to 35,000 individual, small and micro
entrepreneurs. SME operators tend to be very independent and their
business needs are varied. Field research conducted in the course
of development of this project pointed to a high credit demand, as
well as the need for training and technical services, especially in
marketing information and quality control. One of the constraints
faced by SMEs in obtaining credit fram formal financial institutions
is mutual misconceptions. These include the belief that providing
credit to SMEs necessarily involves high administrative costs,
cumbersane loan application procedures and high risk. These
perceptions have been overcome in other countries through careful
design and implementation, and through formation of borrower groups
for extension.

In order to make it easier and more cost effective for the
banks and the Foundations to deal with large numbers of relatively
small borrowers, the pocential clients will be organized into
groups. These groups wi..l help facilitate loan document
preparation, identify training needs, and will serve as the contact



point for the extension workers fram the Foaundations to market
Project services. Each of these groups will be responsible for
ensuring that all of their members make timely and camplete
repayments of their loans. While the group members will not
formally guarantee one another' loan, subsequent loans to the entire
group wWill only be approved upon satisfactory pay-back of the entire
group. Moreover, it is stressed that each borrower will be treated
as an individual so that he or she can establish a "bankable" credit

history.

The primary focus of the project will be to provide
short-term working capital to existing productive (manufacturing)
enterprises. The approach, which has a proven capacity to reach and
provide cost effective services to a large number of SMEs, involves

four basic steps.l/

- The first step is to establish an intermediary
organization or Foundation. (The legal formation of Foundations is
already underway in Cairo and Alexandria). An accounting system
will also br established.

- The second step is tc choose an appropriate financial
entity to which a deposit is made under the name of the Foundation.
The Foundation will open a checking account in the selected
financial institution and obtain pre-authorized overdraft privileges
for on-lending purposes to the SME groups, up to an amount equal to
the initial deposit. (The budget includes U.S. $8.0 million for
each of the Foundations.) This is known as a "collateral account
with the right of offset". The initial deposit or collateral
account functions as a guarantee against which the banks will extend
their own funds, in the checking accounts of the Faundations up to
the amount of the collateral account.

l/ There are many examples around th2 world of successful lending
to small and micro enterprises. In Bangladesh, the Grameen bank,
with loans averaging L.E. 100, has a high quality portfolio of
180,000 clients and continues to grow. In Peru, one foundation
reaches 35,000 clients natiorwide after two years of operation, with
a goal of reaching 60,000 in two more years. Indonesia has two
separate banking systems that are now lending to small
entrepreneurs. The larger of the two systems, the Bank Rakyat
Indonesia (BRI), has over 200,000 borrowers borrowing an average of
L.E. 125. BRI's past due repayments were less than 2% in mid-1987.
Indonesia's Bank Pembangunan Daerah is lending to over 100,000 small
entrepreneurs in East Java alone.



- The third step is the formation of groups of
entrepreneurs. The groups, formed of 10 to 15 business
acquaintances, agree to self-select their members, approve
individual loans, and assure timely loan repayments.

- The last step involves loan applications, loan
approvals, disbursement and collection. This process will be
decentralized and simplified with primary responsibility placed with
a cammunity-based extension officer.

At the outset of the project, the extension officer from
the Foundation will assist in organizing the SME groups. The groups,
by selecting their members, approving individual loans, and assuring
timely repayment, will lower operation costs for the Faundation. The
groups, usually organized by the same line of business, will be
unable to receive subsequent credit if the overall group repayment
rate exceeds established parameters. Before a group is declared
ineligible standard banking practices relating to restructuring
justifiably delinquent loans will be followed. Through this
approach, important peer pressure and responsibility develops for
loan repayment. Risk to the banks is reduced to a minimum because
the collateral account is in the name of the Foundation.

Over the life of project, it is planned that the
Foundations will charge the SMEs the real cost of capital, including
all the administrative costs of managing the portfolio. With this
approach, the revolving loan fund will not be decapitalized and
operational break-even is achievable within a reasonable period of
time. At the initiation of the project, the primary lender, or
bank, has no risk, and in time would be encouraged to allow a two to
one ratio (overdraft to collateral account), to the Foundation,
based on the performance of its SME portfolio.2/

By the end of the fifth year of lending, each of the
Foundations is expected to be serving about 16,000 SME clients.
Assumptions utilized in the financial projections (Annex H) are that
approximately 70% of the borrowers own micro-scale businesses (less
than six employees) and 30% own small-scale businesses, although the
true ratio will evolve over time. Loans will range in size from
L.E. 1,000 to L.E. 10,000 (US $4,350 equivalent). The Foundations
will charge the SMEs an amount sufficient to cover the cost of
funds, the cost of operaticrnc, and bad debts.

2/ In the course of the project design, informal commitment on this
point was reached with banks in Cairo and Alexandria.



In addition to credit, the project will provide management
and technical assistance to the SMEs, also on a cost recoverable
basis. Classes and informal group discussions covering topics such
as accounting, marketing, and management will be offered. Technical
advice, for example, on quality control, product design, raw
material selection will also be offered. Private consultants,
government programs and other private, nonprofit type organizations
or NGOs will provide topics for presentation to SMEs.

Thirty person months of technical assistance and training
to the Foundations will be required for the Faundations to
accamplish the following:

(a) to assist in start-up and organization;

(b) to establish lending policies and procedures;

(c) to develop and install computer programs for
financial analysis.

Board members and staff will receive training both in
Egypt and abroad. The foreign experience will offer an opportunity
for selected board members and staff to visit and acquire some
understanding of successful nonprofit Foundations in other countries.

A speciel projects fund will be established to allow the
Foundations to initiate pilot activities or to support innovative
proposals by other NGOs serving the SME community.

The USAID/Cairo support to the Foundations in Cairo and
Alexandria consists of:

F. Budget Items

Budget Items Budget in U.S. Dollars
Credit Fund (8 million for each Foundation) $16,000,000
Operational Support 980,000
Special Projects 1,000,000
Technical Assistance & Training 1,512,000
AID Project Management 295,000
Evaluation & Audit 213,000

TOTAL $20,000,000



III. COST ESTIMATES AND FINANCIAL PLAN

SME PROJECT BUDGET SUMMARY

(US$000)
YEAR YEAR YEAR YEAR YEAR YEAR YEAR
1 2 3 4 5 6 7  TOTAL
COLL. FUND 956 5267 4444 5333 16,000
OPERATIONAL SUPPORT 345 305 330 980
AID PROJECT 131 137 13 14 295
MANAGEMENT
TECHNICAL ASSISTANCE 632 644 236 1,512
& TRAINING
SPECIAL PROJECTS 500 500 1,000
AUDITS & EVALUATIONS 100 113 213
2072 6849 5619 5347 0 O 113
GRAND TOTAL 20,000

NOTE: Same figures do not add exactly due to rounding.

Note to Financial Plan:

1. A key objective of this project is to develop a model for
effectively reaching micro and small enterprises in Egypt's urban
centers. Previous efforts, which relied on public sector
institutions, have not been effective. Therefore, USAID wishes to
keep GOE involvement to a minimum. Accordingly, no GOE contribution
has been included in the budget. Host country contributions will be
mainly in the form of charges paid by borrowers, fees for training
programs, and contributions in kind by board members. The total
interest incame from borrowers is expected to reach approximately
L.E., 96 million by the PACD. The other contributions cannot be
readily quantified at this point.

2. Disbursement of funds to capitalize the collateral fund
will be made according to the schedule contained in Chart II, Annex
G. Tranches will be released on this schedule unless lending during
the active quarter significantly varies fram the overall
projections, in which case the subsequent quarter's allotment would
be adjusted accordingly.




IV. IMPLEMENTATION PLAN

aA. Project Management

1. Role of A.I.D.

The Mission's Office of Industrial Resources (IS/IR)
will have primary responsibility for monitoring the project. With
the assistance of the various support offices, IS/IR will:

- review and forward for processing all Foundation

requests for disbursements;

- review Foundation reports and other related
correspondence, taking action as needed;

- monitor project activity, ensuring complxance
with conditions and covenants of the Project Agreement, and take
management action as necessary;

- make regqular visits to Foundation offices and
participating businesses;

- report on the project to Mission management as
appropriate.

2. Role of the Foundations

The elected boards of the two Fouhdations will have
the principal responsibilities for:

(1) Establishing Foundation policy;

(2) Approving the program budget;

(3) Determining program direction;

(4) Participating in fund raising efforts;

(5) Promoting policy dialogue with the GOE; and

(6) Consulting with USAID/Cairo on the appointment
of the project's Executive Director.

The Foundations will also manage a special projects
fund of $500,000 each. These funds will be used by the Foundations
to provide subgrants to nongovernmental organizations to undertake
various activities in support of small and micro enterprises.

A schedule of disbursements for the special projects
funds will be included in the PROAG and the subgrant agreements
between AID and the Foundations. The funds will be disbursed into
non-interest bearing accaunts in the name of each Foaundation.



Eligible activities for funding under this special
projects fund will include those which:

(1) have high potential for increasing ircomes;

(2) have significant potential for generating new
employment;

(3) improve product quality and/or increase
production;

(4) expand the market for SME products;

(5) transfer technology;

(6) accelerate new product development;

(7) improve the policy and/or requlatory environment
for small and micro enterprises.

Proposals for funding will be reviewed and approved
by the Foundations' Boards. USAID will audit the Special Projects
Fund annually to ensure that the funds are being used in a manner
that is consistent with the Project objectives and that the funds
are properly accounted for. Detailed guidance on the use of these
funds will be provided to the Faundations in a separate P.I.L.

3. Role of the GOE

The Project Agreement (PROAG) will be signed by USAID
and the Ministry of International Cooperation (MIC). MIC will also
approve PIO/Ts as necessary.

B. Implementation Schedule

Project implementation has been divided into two
categories: Pre-lending activities and lending activities. The
charts on the following two pages show the key events and the
projected schedule for reaching these milestones.

c. Procurement Plan

The Mission has determined that the procurement of all
technical assistance will be undertaken by A.I.D. directly. The
Mission bases this determination on the conclusion that the
implementing organizations do not have adequate contracting
capability at this time. Their capabilities are expected to improve
during the life of the project, but the Foundations are still too
new to have the required ability. The Ministry of International
Cooperation is also unsuited to serve as contracting agent. Use of
MIC would introduce serious delays in project implementation due to
the Ministry's already tremendous workload.

Except for eight motorcycles and off-the-shelf purchases,
all goods and services procured under the grant will have both their
source and origin in the United States or Egypt. No waiver is
needed for the motorcycles; a blanket waiver for 125 cc or less
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displacement motorcycles is in effect through March 6, 1989.
Procurement under subloans to small/micro industries will be made in
accordance with standard A.I.D. procedures applicable to
Intermediate Credit Institution (I.C.I.) projects.

Small and minority-owned firms will be encouraged to
participate in this project in accordance with A.I.D. regulations.
Every effort is being and will be made to identify appropriate
opportunities for such firms in project implementation. The
Project's evaluation services are suitable for performance, at
least in part, by a minority firm and we intend to set aside
evaluation work for a minority contractor.

The Payment Verification Policy Implementation Guidance
(PVPIG) statements require certain charts, justifications and
assessments of implementation and financing methods proposed for the
project.

Section 1. Chart, as Required by Payment Verification
Policy Implementation Guidance Statement 5.B.2.a.

The following chart, as required by 5.B.2.a., lists the
proposed methods of implementation and financing for the entire
project:
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METHODS OF IMPLEMENTATION AND FINANCING IN SME

LOP AID FUNDS ONLY 2/

APPROXIMATE COST HC OR AID
ITEM NO. ACTIVITY METHOD OF IMPLEMENTATION METHOD OF FINANCING $(000) CONTRACT
Faundation Activities
1. Cairo Capitalization AID Direct Grant Direct Disbursement 8,000 AID
Cairo Operating Costs AID Direct Grant Direct Reimb. w/Adv. 1,105 AID
2, Alexandria Capitalization AID Direct Grant Direct Disbursement 8,000 AID
Alexandria Operating Costs AID Direct Grant Direct Reimb, w/Adv, 1,105 AID
Technical Assistance
3. Long Term Tech Assistance, U.S. Firm AID Direct Contract Direct Pay 1,282 AID
4, Project Management, U.S.&Local AID Direct Contract Direct Pay 295 AID
Services
5. Evaluations AID Direct Contre :t Direct Pay 150 AID
6. Assessments/Audits AID Direct Contract Direct Pay 63 AID

1/ Total purchases under this project are less than $250,000 and will not exceed $25,000 per purchase. Items will be
purchased in Eqypt (shelf items) or in the U.S. Office equipment and motor vehicles (motorcycles and two cars) are the

items to be purchased.



Section 2. Justification, as Required Payment Verification

Policy Implementation Guidance Statement 5.B.2.b.

Justifications, as required by 5,B.2.b., are keyed to the
reference number in the left most column of the chart on the
preceding page in Section 1., above.

Item No. l:
Foundation Activities, Cairo Foundation, AID Direct grant.

Each Foundation will receive advances to cover the
operating costs (Operating Support, Training and Special Projects
costs). Each Foundation will also receive disbursements in tranches
in local currency purchased with project funds for capitalization of
its collateral account which should be deposited in a bank account
or bank accounts which will act as a guarantee for loans given by
the banks. These funds must not be comingled with funds in the
Foundation operating expense accounts. AID will directly reimburse
the Foundation costs. The method of implementation will be a Grant
outlining the budget for operating costs, capitalization projections
and general procedures.

Reimbursement is one of the preferred methods of AID
financing. Because no funds are aviilable to the newly established
Foundation fram any other source of funding, AID will advance to the
Foundation local currency purchased with project funds and dollars
to finance the operating costs. Replenishment of advances will be
subject to liquidation of previous advances, and review of actual
expenditure vouchers by AID. Advances normally require assessment
and Controller's certification of the recipient's ability to use and
account for U.S. Government funds. In the case of this indigenous
Foundation, such assessment and certification is clearly no*
possible for the initial advances, as the organizations will not
have the staff or experience until the advances are in place and
staff capable of handling the advances is hired. U.S. Government
interests will be protected, however, since an accaunting and
internal control system will have been designed by a technical
assistance contractor under an AID direct contract before the
advances are given. In addition, the contractor will be responsible
for installation and implementation of the system during its initial
phase. The advance will be kept at a minimum at the start and
closely monitored by the USAID Controller. After enough experience
has been gained to properly evaluate the Foundation's ability to
handle and accaunt for U.S. Government funds, it is anticipated that
the advances will follow more routine USAID practice. Even though
an advance is provided, this method is still characterized as one of
the AID preferred methods.
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Item No. 2:

Foundation Activities, Alexandria Foundation, Same
justification as for item No. 1.

Item No. 3:
Technical Assistance, Long Term TA - US Firm, AID Direct

Contract. No justification necessary.

Item No. 4:
Technical Assistance, US and Local, AID Direct Contract.

No justification necessary.

Item No. 5:

Technical Assistance, Evaluations - US Firm, AID Direct
Contract. No justification necessary.

Item No. 6:
Audits, AID Direct contract, no justification reaquired.

Section 3. Detailed Assessment, as Required by 5.B.2.6.

"If local currency is to be made available to an ICI or to
any other organization responsible for controlling and reporting on
the use of such funds, the mission should first assess the
organization's financial management procedures and related internal
controls. Such an assessment should also be performed as a
prerequisite for providing grants to indigenous FVOs. Subsequent
audit or evaluation reporting on the project should measure
performance in reference to the assessments made under l. above, as
well as other appropriate factors."

As previously stated in the justification for giving
advances for Foundation operating costs, a full scale assessment
cannot precede the first tranche of capitalization or else there
will be nothing to assess. Our interests will again be protected by
having in place an accounting and internal control system designed
by a technical assistance contractor before the first tranche
disbursements are made. Any subsequent disbursements will be
dependent on successful evaluation of the Foundations' handling of
the initial capital given them and their following of the prescribed
accoaunting and control systems.

Section 4. Evaluation of the Need for Audit Coverage

Payment Policy Verification Statement 6. requires:

"PP's are to include an evaluation of the need for audit
coverage in light of potential risks and are to describe planned
contract and audit coverage by the host government, AID, and/or
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independent public accountants. Project funds should be budgeted
for independent audits unless adequate audit including assessments
of the Faundations coverage by the host country is reasonably
assured or audits by third parties are not warranted as, for
example, in the case of direct AID contracts or direct placement of
participants by AID".

Independent audits and submission of certified financial
statements by the Foundations are a project requirement. Funds have
been set aside under the evaluation and audit line item of the
project for management and campliance type audits by local CPA
firms. The cost of using CPA firms to produce certified statements
is a legitimate expense under our operating support grant. These
grants are, of course, also auditable by A.I.D.'s Regional Inspector
General's Office.

D. Technical Assistance and Training

TA and training to establish the Cairo and Alexandria
Foundations will be required for 30 months. This assistance will be
instrumental in introducing key managerial approaches and technical
skills to the Foundations' Board members and staff. In view of the
fact that Egypt has very few SME programs, it will be difficult to
locate experienced staff capable of running the planned activities.
The TA and training required will provide an ocientation to the
Foundation Board members and staff of the type of program envisioned
in the project design and establish reliable accounting and
procurement systems.

The Executive Director, who initially will also run the
Operations Department, will be the program manager for each of the
Foundations. He or she will be the first employee hired by the
Foundations and will have responsibility for recruiting, training
and managing other staff members. The Executive Directors also will
be the point of contact for the TA and training.

1. Structure of Assistance

AID will contract with a U.S. institution for project
direction and specialized short term advisors. There will be a full
time U.S. advisor in Eqypt who will provide technical direction and
also supervise the Egyptian subcontractor. The U.S. institution
will have one or more subcontracts with an Egyptian firm or firms.
These local firms will place one full time advisor each in the Cairo
and Alexandria foundations and also provide short term consultants.

2. Nature and Scope of Technical Assistance

The TA will be used to provide specialized advice to

'
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the Foundations over a two-and-a-half-year period. At the same
time, these advisors and consultants will be constantly engaged in

training of staff.

TA will be required for each Foundation:

- at the outset of the program to orient the
boards and executive directors as to the program philosophy, its
clientele, its principal characteristics; to advise on staff needs,
and to conduct training activities for staff.

~- during the first 6 to 12 months to establish
management and financial systems and lending policies and
procedures; to provide guidance in selection of target lending
camunities; to aid in organizing SME groups; and to organize
observational training experiences abroad; and to establish
procurement methods.

- during the next 12 to 30 months to review
program approaches and lessons learned and to provide quidance on
redirection.

3. Types and Levels of Effort of Technical Assistance

(i) U.S. Institution

- Project advisor (1 for 30 pm) stationed in
Egypt.

- Project Coordinator (8 pm over 2.5 years)
located in U.S. Institution.

- Short Term Consultants (15 pm over 2 years)

- Institutional analyst

- SME specialist

- Canputer prodrammer

- MIS specialist

- SME trainer

(ii) Egyptian Firm

- Project Advisors (2 for 30 pm each)

- Project Director (8 pm over 30 months)

- Short Term Consultants (87 pm over 30
months)

- Institutional specialist

- Marketing/publications specialist

- Finance/accounting specialist

- Production engineer

- MIS specialist

- SME Trainer



- Credit consultant
- Lawyer

4. Nature and Scope of Training

Training, much of which will be carried out by the
short term consultants, will be directed at board members, top
management and operational personnel of the foundations. For the
most part, training will be undertaken in-country, on the job.
In-country seminars and workshops will also be utilized,
particularly during the first few months during the start-up period
for each foundation. Training through seminars abroad and
observational visits to successful foundations in other countries
will also be provided.

Training will be provided by the U.S. and Egyptian TA
team in the manner outlined below. Approximate length of training
is indicated by the number in parenthesis. The cost of training and
education is estimated at $412,000. The budget includes funds for
in-country workshops and seminars, overseas observational travel,
publications and canmunications (films/videos). The cost of
consultant trainers is included in the TA budget; salaries for
trainees (staff of Foundations) is provided by monies allocated to
operational support.

Training activities during the initial months of the
project should include:

- Overseas visits for the Executive Directors and
possibly 1-2 board members, accampanied by two members of the U.S. &
Egyptian TA team (one month).

- Orientation for branch managers (2), conducted
by Executive Directors and TA team. Review of project objectives,
review of literature, in-country visits, preliminary contacts with
Government and PVO programs (3 weeks).

- Orientation for Extension Officers conducted by
Executive Director, TA team & Branch Managers (Note: this might be
done in phases with 3 Extension Officers from each foundation
receiving orientation, followed at a later date by 3 other
officers). Extension Officers would be introduced to project
objectives and then trained in their responsibilities through field
visits to observe SME work sites and cammunity locations, ongoing
PVO programs, etc. (2 months).

- Orientation for heads of TA and Training
Departments conducted by the Executive Director and TA team. Review
of project objectives and literature on various ongoing TA and



training activities for SMEs in Egypt and elsewhere, meetings with
various PVO and government groups, discussions with universities and
private consultants to identify packages of services, etc. (2
months)

- Orientation for heads of Administrative
Divisions conducted by Executive Director and TA team. Initial
focus of training will be on accounting & management information
systems needed & support program (1 month).

Additional training of branch office personnel will
occur as the programs expand into additional cammunities.

E. Monitoring Plan

USAID and the Foundations' Boards of Directors will be
responsible for monitoring project performance. During start-up of
project activities and training of Foundation personnel, fregquent
meetings and reports of the technical assistance team will play an
important role. As lending and other project activities begin,
financial statements and reports on loans (number, value, purpose),
repayment rates, number of new clients, will became important. As
both Foundations are intended to become self-sufficient after
between three and five years, the Foundations' Executive Directors
and USAID will particularly monitor the rate of expansion and
quality of the portfolio to ensure that this target can be met. The
Foundations' Board of Directors will meet monthly.

1. Management Information System

An important early task will be setting up an MIS
system to generate financial statements and reports on project
participants. Although the loan forms should be as uncomplicated as
possible, data on a few key indicators should be collected for
initial loans and updated yearly. These indicators are:

- Type of enterprise,

- Gender of entrepreneur,

- Estimated levels of production,

- Estimated average monthly sales,

- Estimated net earnings,

- Assets,

- Number of employees (full and part-time) and
their wages.

This will allow the project to track progress towards
the project goal and purpose as indicated in the Log Frame under
"Verifiable Measures of Achievement."

v’



2. Baseline Survey

Once the Foundations have been set up, personnel
hired and trained, identified Faundation personnel should undertake
a very simple baseline survey to identify the number and type of
micro and small scale enterprises and their perceived needs in the
first areas targeted for assistance. This survey will give
Foundation personnel an opportunity to meet entrepreneurs in their
area, distribute information, and introduce and explain the
program. The survey will camplement, meetings and other publicity.
A list of enterprises will also allow Foundation staff to evaluate
the rate of expansion of the loan program and in reaching target
groups, including women.

3. Survey of Beneficiary Firms

After the program has been in operation between nine
months to a year, a survey of beneficiary firms should be carried
out to help the Foundation assess whether its services are meating
the client's needs and additional types of technical assistance and
training that the Foundation should provide. This survey should be
carried out before the Foundation expands to zdditional areas to
correct any problems that occurred in the initial project areas.
This information will be very useful for the Midterm Evaluation and
should be repeated every one to two years to make sure that the
Foundations are keeping in touch with client needs.

4. Midterm Evaluation

A midterm evaluation will be carried out not later
than two years after project activities are initiated. The purpose
of this evaluation will be to review the performance of the
Foundations and their staff, assess progress in meeting project
objectives, and to recammend charges as needed in operations and
project design. Such an intensive process of evaluation is
warranted because one objective of the project is to develop a model
for effectively reaching micro and small enterprises in Egypt.

5. Final Evaluation

In view of USAID's long term interest in developing
the potential of micro and small scale enterprises, a final
evaluation is scheduled for FY 96. If the project has been
successful, a key topic will be identification of the most
successful features of the project for replication and assisting
USAID in developing reasonable expectations about the amaunt of time
needed for implementation of the various project phases. If not,
USAID will want a clear understanding of contributing factors,
particularly policy constraints, that should be resolved before
additional efforts are undertaken in this area.



V. PROJECT ANALYSES SUMMARIES

A, Administrative Analysis

As indicated in the accaompanying organization chart, the
Foundations in Cairo and Alexandria will be organized around a Board
of Directors, an Executive Director, and three departments. The
three departments are the Department of Administration, Department
of Operations, and the Department of Training and Technical
Assistance. An Organizational Chart appears on the following page.

1. The Board of Directors

The Board of Directors will have principal
responsibility for: i) establishment of Foundation policy; ii)
approval of its program budget; iii) determination of the program
direction; iv) participation in fund raising efforts; v) pramotion
of policy dialogue with the GOE in support of SMEs; and, vi) in
consultation with USAID/Cairo, will appoint the SME projects'
Executive Directors.

2. The Executive Director

The operations of a program dedicated to the
provision of services to SMEs must be highly streamlined in order to
cover costs. Therefore, it is indispensable to appoint an
individual who will take pride in building an efficient
organization, as opposed to building an institution noted for its
large number of staff. The experience of this individual should
indicate his or her capacity to accamglish specific objectives with
limited resources.

The proposed Organizational Chart portrays a rather
small central office, given the scope of the projected program
effort. The central office will be staffed by 10 to 15 individuals,
several of wham will be support personnel.

In addition to the Executive Director and outside
support fram lawyers and management advisors, there are three
Department Managers. The Manager in charge of Administration, the
Manager of Operations, and the Manager of Training and Technical
Assistance, ail of wham report to the Executive Director. The
responsibilities of these department heads are outlined below.

3. The Department of Administration

Administration is responsible for the management
information system (MIS) of the entire project operations including;
i) contracts and payroll records of all personnel; ii) contracts and
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payments of all temporary advisors, legal staff, and consultants;
iii) the accounting system for all credit operations and income fram
other sources such as management assistance classes and paid-for

TA; 1iv) a profit and loss statement for each branch office; and v)
an overall accounting of the entire program to include, a sources
and uses of funds account, operations cash flow, and a balance
sheet. The Department of Administration in the central office will,
among other important functions, act as a control mechanism for each
of the branch office credit operations. The daily credit
information is channeled fram the branch offices to portfolio
control in the main office, which is verified by the monthly bank
statements, independently campiled by the Foundations' selected
banks. Portfolio control then passes the information to the
accounting office. Procedures for reconciling any anomalies between
accounts of the branch office and cooperating bank are outlined in
Annex F, Technical Analysis of Project Operations.

4. The Department of Operations

The Operations Department's main function is to
provide credit to groups of participating small and micro
entrepreneurs. To this end, the Department of Operations Manager
oversees the activities of a group of branch offices, each with its
own branch manager and extension officers. At the outset, the
Executive Director may also direct this department. Each branch
office credit activity is controlled by the camputerized systems of
both portfolio control located in the Department of Operations and
the Department of Administration, in charge of all accounting.
While the organizational chart depicts a separate Training and
Technical Assistance Department, it is in fact an extension of the
Operations Department, with the course teachers, technical
consultants and other, cooperating TA programs (e.d., PVOs providing
management assistance to SMEs) working in and out of the branch
offices.

Too many SMEs have been observed to expand at too
rapid a pace during the first two or three years of obtaining
credit, only to collapse due to mismanagement. A program providing
access to credit has, in addition, an equally important
responsibility to the client to provide access to management and
technical assistance. SME entrepreneurs will often continue to
request ever larger amounts of capital, until they reach a level
where they are unable to manage it profitably. In order to assist
the entrepreneurs to avoid creating more difficulties than they
already have, access to management and technical assistance is
essential.
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a. Branch Office Managers

The main function of the branch office manager
is to be a canmunicator and pramoter ~f the Foundations' program
phiilosophy and support methodolcgy. The branch manager must be able
t~ effectively canmuinicate and promote these concepts to his or her
staff and to the participating SME entrepreneurs. It is not
necessary that the Managers of the Branch Offices be adept in
finance. The computerized system of portfolio control will provide
all of the required financial information in a simple format in
order to permit adequate control over a significant sized loan
portfolio.

b. Extension Officers

As explained in Annex K, the Extension Officers
will be responsible for developing a high quality loan portfolio and
assessing management training and TA needs of the participating SME
owners. The primary source of income to cover operational costs is
internally generated funds (margin charged the borrower over the
costs of money and operations) of the portfolio. An incentive
system will be established to encourage the Extension Officers to
manage ever increasing amounts in their loan portfolios. In
addition, the Extension Officer will help formulate cost effective
approaches in their consultation with the participants.

5. Department of Training and Technical Assistance

The structure of this department is unlike thc other
two described above. The Manager of the Department of Training and
Technical Assistance will serve as a link between the demand for
training and TA activities fram the entrepreneurs, generated by the
Extension Officers of the Department of Operations, and the supply
of these services by contracted trainers as the need arises. In
order to minimize costs, there will not be any full-time training or
educational staff other than the Manager of the Department. In the
organizational chart the dotted lines to the subdepartments are
indicative of this contractual relationship.

The Department Manager will also develop contacts
with individuals or campanies that may be interested in absorbing
same of the cost of TA to broaden their sales or experience in
working with this massive market. Examples include:

a. Trading houses interested in developing a new
market for the sale of machinery. Technicians could be provided to
train operators of the machinery with their cost absorbed in the
price of the machine(s):
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b. Campanies required to import parts for national
production have an incentive to purchase locally. Meetings with
SMEs and larger-scale manufacturers could be arranged to determine
the feasibility of such subcontracting arrangements;

Cc. University students could be involved in a
project working with SMEs. Basic management or marketing assistance
activities by the students have been given academic credits toward
graduate studies in programs in Mexico and Thailand.

The responsibility is to know what is available for
the communities to be served and to utilize such services wherever
possible. It should be noted that it is unrealistic to attempt to
provide space in the Branch Offices for such courses. If the
program is effective, demand will exceed available space. A more
appropriate strategy is to take the course to the cammunity.

6. Staff Incentives

In order to expand the project, maintain a healthy
portfolio, work toward self-sufficiency and retain good staff, both
Foundations will utilize an incentive system.

Extension officers will be treated by management and
the accounting department as individual business units. Their
direct costs will consist of their base salary plus payroll taxes,
and their indirect costs will equal twice their base salary to cover
the expenses of support staff at the Branch and Head offices.
Bonuses will be paid once direct and indirect costs are covered by
specified incame generated by the Extension Officer's portfolio.
This income is 100% of net income generated on loans to micro-scale
enterprises and only 20% of net income generated by small-scale
business loans. The recammended, additional incentive placed on
micro-scale enterprises is included to encourage both a more rapid
project expansion and focus on the primary target group.

The staff incentives are projected to begin the
second quarter of the second year of project operations. Based on
the surplus incame figure (total income less gross salary or gross
costs of salary to the Extension Officer), the Extension officer
will receive 20% as a bonus (see chart III, in Annex K). No bonus
is received if defaults, defined as loans more than 180 days late,
surpass 1.5% of the managed portfolio.

The Branch Managers and the Branch Secretary are also
included in the staff incentive design. Inclusion of the Branch
Manager should act as an incentive for the manager to find ways to
improve the capabilities of the Extension Officers. The secretary
is included because his or her workload will increase with the
expansion in the number of SME clients.
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The Branch Manager's incentive has been calculated at
18% of the bonus generated by each Extension Officer, with an
assumption that there will be an average of six Extension Officers
per Branch Manager.

B. Technical Analysis

1. The Lending Mechanism

The Foundations, both by appearance and in fact, are
Intermediate Financial Institutions. They will act as the link
between large damestic banks, which at present are lending almost
exclusively to large borrowers, and the small and micro
entrepreneurs, who at present are nearly totally excluded from
borrowing from formal financial institutions. i/

A collateral account will be created by depositing
funds (up to U.S.
$8.0 million for each Foundation) under the name of the Foundation
into a savings account at one or more selected banks.
Pre-authorized overdraft privileges on checking accounts will be
negotiated with the banks, up to an amount equal to the initial
deposit. This banking operation is defined as a "collateral account
with the right of offset". FRunds will be drawn on these checking
accounts as loan demand is generated in the branch offices. The
loan portfolio will appear in the balance sheet of the Foundations'
SME program because all checking accounts of the branch offices will
be registered under the name of the Foundation. The interest
generated on the collateral account will be autamatically reinvested
into the same account. Retention of interest earnings on the
collateral account is essential if the project purpose is to be
achieved. The retained interest will allow the loan portfolio to
grow and will lower the fees charged to borrowers sufficiently to
make the program more affordable to the SMEs.

The structure will minimize costs since the credit
canponent of the project pays interest to the bank only when loans
are disbursed. Simultaneously, the credit funds are accruing a
higher rate duve to the charges assessed for lending the money to the

1/ Nearly all credit ‘fram the formal financial institutions in
Egypt is currently subsidized credit (cost of funds is below the
inflation rate). Following what Claudio Gonzales-Vega terms the
"Iron Law of Interest Rates", only the larger or wealthier borrowers
can gain access to funds available.
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SME client. As the installment payments are recuperated fram the
client and redeposited into the bank, operating statements
immediately reflect a decrease in the overdraft (interest) charges
on the checking account. Net interest incaome for the project is
calculated each month simply by subtracting the interest due to the
bank (on the overdraft checking account) from the total interest
income generated each month fram the installment payments. The
information is recorded on each month's bank statement. Except in
the case of defaults, the collateral account will never be drawn
down. Therefore, disbursements to the collateral account will be
treated as expenditures for USAID project monitoring purposes.

The financial projections indicate that funds will
earn 10% per annum when placed on deposit. In turn the bank will
charge the Foundations 15% per annum for the overdraft privilege,
although these figqures will likely change over the life of project.
However, it is this difference that should encourage the banks to
facilitate and support the project.

Auditing procedures for the project should be
efficient and simplified by utilizing this system. The capital
provided as collateral for the credit fund remains in the savings
account. The project's use of the savings account, in terms of an
investment, is evaluated by the size of the loan portfolio and its
generation of revenues to the project, as shown in balance sheets
and profit and loss statements.

Experience has demonstrated that this system is
relatively painless to the bank. All drawdowns on the overdraft
facility and repayments are carried on the bank's books as though
with a single client, the Foundation. It is planned over the life
of the project to leverage the Foundation's fund as the project
demonstrates the high quality of its loan portfolio. Once the banks
become confident of the project, it is expected that they will
authorize overdraft privileges exceeding the value of the quarantee
fund. The financial projections show this leverage beginning to
increase in Year 3. The leverage increases gradually until the end
of Year 5, at which time it has reached 2:1, or twice the bank's
funds for on-lending to SMEs campared to the Foundation's deposits.

2, Operational Activities of the Branch Offices

The core of the Foundations' activities is the
provision of credit and to a lesser extent management training and
TA. These activities are carried out at the Branch Office level.
The project design contemplates that over a course of approximately
one year a single branch office will be in operation to test the
project design, de-bug implementation systems, make necessary
operational changes, and train new staff to open the second branch




office. Annex M contains a list of communities in Cairo and
Alexandria in which the project design team carried out feasibility
study and project design orientation activities. The project would
begin in one of these cammunities as determined by the Foundations
and their technical advisors. The successful delivery and
recuperation of credit will involve:

a. Pramotion

The concept of pramotion is inherently
educational, and therefore, will play an important role in the
ongoing development of the program. This term may also be more
narrowly defined as the initial period of program start-up, during
which time the staff must comb the targeted cammunities to
disseminate information on the availability of the new services.

The operational goal should be to limit the
amount of time that the program staff must dedicate to the costly
activities of pramotion (e.g., 3-6 months in each coammunity). If
the services provided by the program truly meet a need of the small
and micro entrepreneurs, word of mouth pramotion takes over rapidly,
freeing the staff for more productive work. Pramotional activity
also incorporates a very early form of project design evaluation.
If the news concerning the program is not spreading spontaneocusly
through the targeted cammunities, then perhaps the offered services
might not be appropriate. Were this to be the case, the program
staff would be encouraged to take another look at the needs of the
business people in a given cammunity and modify the project design.

b. The Orcanization and Recammended Size of the SME

Group

' Given the size of the SME sector in Cairo and
Alexandria, it is clear that the ease with which any project can
manage to reach even a part of such a population is related to, what
might be termed, the manageable large-scale end of business groups.
Projects involving groups of 3-5 business people are very popular
and work reasonably well, up to a certain point. As the project
expands, the administration of these small groups becomes
increasingly camplex and unwieldy. As an example, in Peru the
Institute for the Development of the Informal Sector (IDESI),
currently manages approximately 7,000 groups of five business people
each. 1In order to further expand the project, simplify its
operations, and reduce costs, the project is modifying its
methodology in favor of larger groups or associations of businesses.

The goal of this project is for the Foundations
in Cairo and Alexandria to reach and help organize approximately
25,000 to 35,000 SME owners by the end of the fifth year of

A
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lending. Operations would certainly be easier if there were 1,000
groups of 32 businesses instead of 10,666 groups of three. The
design of the Project encourages the pramotion of larger groups,
beginning with an average of 10 and progressing to 32 by the end of
the five year period. However, experience will show what the actual
group size will be based on social and management considerations.
The discussions with SME entrepreneurs during the survey work
concentrated on this concept.

c. The Responsibilities of Business Groups

The objective of the pramotional activities is
the creation and development of groups of businesses. The primagcy
purpose of these business groups is to facilitate the delivery and
supervision of the services which the Foundation expects to offer.
Given the low average value of the loans to the individual SMEs the
groups are responsible for minimizing operational costs.

d. Analysis, Selection and Control

There are many SME projects that have attempted
to select potential borrowers using in-house technical staff.
Financial analyses are performed with the purpose of determining
which business would repay their loans without difficulty or
delay. The results of this approach are clear. Late payment rates
are almost always higher in these projects than in those that rely
on a credit selection process managed primarily by the borrowers
themselves. An internal selection process utilized by most formal
banking institutions is also much more costly fram an operational
point of view,

The key to the delegated selection process is to
make it in the borrowers own best interest to ensure that only
responsible business people join the group and subsequently receive
loans. For it is the credit history of the entire group (as if it
were one client) in the eyes of the Extension Officers that
determine if final approval is granted for a loan by an individual.
Only if the repayment rate of the entire group is within
preestablished parameters (e.g., no late payments and less than 2%
default rate on an annual basis), and the individual's loan proposal
has already received the approval of the group, is the loan
disbursed. If the late payments of the group exceed the maximum
rate, then the loan is not disbursed until the graup resolves its
problem. This holds even if the individual soliciting the loan has
a positive credit history. The incentive for the individual is that
if the group as a whole maintains a positive credit history, future
loan requests will be autamatically approved by the group and
disbursements will be made immediately by the Extension Officer. In
addition, the total amount of funds invested by the Foundation in
this cammunity group will increase.
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The ramifications of such a methodology are
significant. The entrepreneur quickly realizes that he or she must
be very careful to determine that other members in the business
group are as responsible as he or she, and that all will be
analyzed. At the same time, each has the mea.s to promptly repay
the loan amounts.

It is also clear that this methodology defines
the primary operational responsibility of the Faundations — .
orientational training. Potential clients need to be oriented in
the correct formation and management of the business owner group,
including, but not limited to selection procedures to help assure
responsible members; the elaboration and analysis of credit
proposals; and control of the quality of the groups' loan
portfolio. In addition, the Foundations are committed to
supervising and communicating to each group the latest information
ooncerning their portfolio, while managing a constant training
effort to upgrade managerial quality of the groups and the
individuals within them.

e. Contracts Signed

In the group mechanism designed for Egypt, each
SME producer will use all of the machinery utilized in the business
to contractually guarantee him or herself; any new machinery
financed by the Foundation loan, or purchased separately will be
added to this guarantee. As the Extension Officers progress through
the formation of groups, each entrepreneur will sign an individual
contract, a copy of which will be safequarded by the group itself,
with the original being filed in the offices of the Foundation.

A second level contract will be signed by all
the members of the group, serving to define the responsibilities of
the parties involved. Often it has been found that the group
contract psychologically cements and formalizes the concept of the
group.

In summary, regarding the credit
responsibilities of the SME groups, and the corresponding
responsibilities of the Foundation, the above mentioned group
contract mechanism should accamplish the following: .

For the SME Group—-
* specify responsibilities for overall .
supervision of the portfolio within the parameters established by

the Foundation, including the formal approval of loans presented by
their members;

~a ¥
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* define and organize training activities; and

* provide space for the Extension Officers of
the Foundation to realize their periodic visits to the group.

For the Foundation--

* provide capital in the form of group
approved loans;

* stipulate periodic visits programmed by the
Extension Officers to maintain the accaunts and to deliver
information concerning the quality of the group and individual
portfolios; and

* offer educational and training
opportunities, as determined by the group.

f. Training and Technical Assistance for SMEs

One of the more important functions of the
extension officer in the Project is to organize training programs
for SME entrepreneurs. Training here is seen as an integral part of
increasing productivity of SMEs.

The training officer will organize training
programs that deal directly with the entrepreneur's problems. These
will vary widely ranging fram general management seminars
(marketing, production, financial, general management) to
industry-specific workshops or technical problems.

Training programs will vary according to need.
Soame programs may extend one full day or several days. Still others
may be conducted for 2-3 hours in the evenings.

Aside fram the extension officer and other
qualified Foundation staff, resource people fram private industry,
government groups, PVOs and specific technical experts will be
invited to participate in the training. An orientation course will
be held at the beginning of the branch activities in order to
explain several services offered by the Foundation and the project
objectives.

The role of the Training and Technical
Assistance Manager to advance the availability of this support to
SMEs will include:
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1. Identification of SME Cammunity
Management/TA Needs

While the pramotional activities are taking
place at the outset of project implementaticn, the TA Manager will
need to enter the target communities and survey the management and
TA needs of SMEs planning to participate. As the project becomes
operational, the Extension Officers will provide the best resource,
along with the SME participants, in cutlining key areas of training
or TA,

2. Development of a Management Training/TA
Network

A primary role ¢f the Manager is that of
facilitator and liaison between SME group~ and public and private
entities which provide management or TA assistance. Visits will
need to be made to public and private entities to analyze their
capabilities, the extent of coverage of target beneficiaries, costs
of operations, and interest in providing training or TA activities
to groups of SMEs.

3. Referrals--Contract Negotiations

In some cases SME entrepreneurs will have
management training or TA needs of the type that are already
available in Cairo or Alexandria through the IDDC or a PVO. In this
inst'nce, what may be required is nothing more than alerting the SME
to & given service and providing instructions to the owner on how to
apply for the service,

Other needs will require that the TA
Manager develop letters of agreement or contracts between selected
entities and/or individuals, and SME groups, outline conditions for
management or TA assistance, It will be important that the
contracts have clearly defined performance standards by which the TA
Manager can measure the effectiveness of the assistance provided.
For example, a number of training sessions will be contracted to
teach break-even analysis, and the trainer should be required to
demonstrate that a set percentage of participants are capable of
carrying out a similar analysis on their own. Another topic might
include a course on developing a business plan, or a plan to better
manage working capital.

SME participants will be required to pay
same portion of the training costs if assistance is provided by
private entities or same PVO's. One of the best determinants of
training or TA effectiveness, when cost are involved, is the
willingness of the SME participants to find ways to raise the
necessary funds.



g. Operational and Financial Proijections

The operational characteristics of the credit
program and financial projections are presented in Annex G,
Financial Analysis. Key information, summarized below, is
representative of a single Foundation and its Branch Offices.

End of Year

(1) (3) (6)

Branch Offices 1 4 4

Extension Officers 7 24 24

Groups per Extension Officer 8 20 22

Average Group Size 13 30 33

Total Businesses 1,295 8,646 18,280

* Micro 906 6,052 13,246

* Small 389 2,594 5,034
Average Loan Value (L.E.)

* Micro ‘ 1,375 2,375 3,000

* Small 5,750 8,750 10,000

Financially, the Foundations will require a
subsidy for at least three years to cover an operating deficit.
Thereafter, the Foundation will be able to generate excess revenues
over expenses. These excess revenues would be available to support
expanded operations and/or lower charges to clients.

Income Projection

End of Year (L.E. 000)

(1) (3) (6)
Gross Income 188 4,323 11,217
Less: Cost of funds, defaults
and loss to inflation 176 3,977 9,246
Equals: Financial Margin 12 346 1,271
Less: Cost of Operations 287 702 835
Equals: Surplus (cdeficit) (275) (356) 436
Less: Subsidy 275 356 0
Equals: Excess Revenues 0 0 436



c. Econamic Analysis

A small-scale credit project's financial statement is
often a convenient place to start in generating information an
economic costs and benefits. In this project we do not yet possess
the information necessary for such quantitative analysis. Instead,
a qualitative analysis was made using four questions. Answers to
the questions argue in favor of AID investment in the proposed
project.

1. 1Is it economically beneficial to utilize AID funds
for this micro and small business project?

Other experience with such assistance has
demonstrated conclusively that such a project is justified from a
cost/benefit perspective. These projects are among the most
successful in economic terms and generate high econamic rates of
return.

2. Is the private foundation proposal economically
viable?

Small and micro enterprises in Egypt are expected to
have less than a 2 percent default rate when borrowing at a 30
percent rate of interest. Given this assumption and international
evidence, lending to such enterprises is rational and financial
calculations conclude that the Foundations will break even before
the PACD.

3. At the borrower level, what is the net impact of the
loan?

Impact could be determined by individual enterprise
profitability (sales, value added, net profit and productivity) and
sustainability (increased investment and sales growth). Impact is
also measured by levels of employment created. Evidence fram other
developing countries concludes that the impact is substantial. In
Peru, a development bank disbursed US $42 million in loans to 3,000
small entrepreneurs and after six years saies increased by 160
percent and value added to each firm was US $16,000. In the Peru
case, annual sales increased by 31 percent and profits increased by
54 percent. A second example is found with US $16.3 million Grameen
Bank project in Bangladesh where household incames increased 70
percent over 2.5 years. This average annual income increase
campares to a national average of 2.6 percent. A World Bank
Calcutta-based project of loans to the tailoring sector concluded
that rates of return to income are very high, averaging at least 60
percent.



Other areas of positive impact are:

(a) Since formal sources of credit are virtually
unavailable to small entrepreneurs, they turn to the informal sector
for credit. The cost of credit from the informal sector is several
percentages higher than the rates offered in this project.

(b) Reinvestment of earnings into new productive
activities and diversification are important indicators of impact.
In the case of the Grameen Bank project, one incame-generating
activity increased dramatically and the number two income-generating
activities increased by 20 percent. This finding demonstrates that
rural poor have skills that are under-utilized because of lack of
capital, and when capital is made available, part of the resulting
increase in profit is r2invested into other productive activities.

(c) Savings mobilization and utilization of formal
institutions for savings was found in Jamaica and Costa Rica.

(d) 1In terms of impact on employment and cost per
job, Blayney and Otera report that small and micro enterprise
pramotion contribute at a consistently lower investment per job than
medium and large industry within the same subsector .1/

4. What are indirect benefits or wider economic impact
fram programs providing small and micro business loans?

International experience provides evidence that small
and micro business are major contributors to overall econamic
growth. Positive income changes have multiplier affects.

D. Financial Analyses

The primary assumptions used in the financial models shown
in Annex H are that:

1) A collateral fund will be established in a loca:l
bank which earns an interest rate of 10% per annum;

2) Funds will be lent from the bank to the Foundations
as an overdraft at 15% per annum;

3) The end user cost of funds is 30% per annum
effective, which will be gradually lowered to 26% by year 5;

1/ see Annex I
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4) The default rate is 1.5% per annum;

5) The annual inflation rate is 22% per annum over the
life of the project;

6) Beginning in Year 3 of lending, the local banks
gradually begin lending at higher than a 1l:1 ratio of collateral
fund to loans extended ratio up to 2:1 by Year 5 of lending.

Under the model set forth in Annex H, using the above
assumptions, the Foundations would break even in the second quarter
of Year 3 of lending, which would indicate exceptional performance
for a new organization. (See Chart IV, Break-Even Analysis in Annex
H.)

It is not practical to explore all of the variables of
deposit, on-lending, inflation, and default rates and their effect
on end-user rates. However, as a sensitivity analysis, the
following set of parameters yielded break-even in financial and
econanic terms by the last quarter of Year 5:

i) 10% return on collateral fund deposit;

2) 12% on lending rate to the Foundations;

3) 20% per annum end-user effective interest rate;
4) 1.5% default rate;

5) 22% inflation rate.

This would still be acceptable in terms of a goal of
establishing self-supporting Foundations that can continue to
address the needs of the small entrepreneur clientele,

All of the assumptions will be tested over the LOP. Based
on available information, the assumptions used in the financial
projections seem reasonable. The deposit rate used for the banks
(10% per annum) represents cammercial rates. An on-lending rate of
15% would represent a good incame for the local bank depending on
their actual level of involvement. (In a similar lending program in
Indonesia where the bank was taking on all of the transaction costs,
administrative costs were approximately 6%.) The inflation rate
utilized is 22% per annum, which may be low, but is based on current
information. The system is designed to have positive growth at this
rate. The default rate will only be shown by time, but seems to be
a reasomable figure based on similar programs in other countries.

Overall, the projections show positive growth in the face
of inflation. Actual differentials will be established by the
Foundations, and the growth in loan portfolio will depend upon these
differentials. All of the rates will continue to vary, but with
careful implementation and monitoring, the system should be
financially sound.




E. Social Soundness Analysis

1. Social Feasibility

a. Socio-cultural Context:

The project will be carried out in Cairo and
Alexandria and will be aimed at existing micro and small-scale
entrepreneurs.

Recent estimates suggest that small and micro
enterprises account for 40 percent of total industrial employment in
Egypt. The vast majority of these businesses lack access to the
services of established formal financial institutions. As a whole,
these entrepreneurs work in an environment characterized by a high
degree of campetition and low wages.

Most SMEs lack access to formal training and
technical assistance programs. They are also frequently hampered by
a limited knowledge of basic business skills. Despite these
oconstraints, small and micro enterprises typically demonstrate a
higher incremental improvemnent in productivity and new employment
generation for each dollar invested than larger enterprises.

A survey of the SME sector, conducted in 1988,
revealed that most entrepreneurs started out as apprentices and then
broke off to start their own businesses. Employment patterns favor
non-family members; seventy percent of all workers surveyed were
hired outside the family. Two-thirds of the entrepreneurs operate
their businesses in rented quarters. The entrepreneurs surveyed
demonstrated considerable ingenuity, resourcefulness and
creativity. By capitalizing on these strengths, it should be
possible to achieve substantial increases in production,
profitability and employment.

The vast majority of respondents expressed an
interest in expanding their business. Such plans included the
purchase of new machinery, expanding the number of work shifts,
buying more raw materials and opening new sales outlets. The cost
of such expansion was estimated at between L.E. 10,000 and L.E.
30,000 by the respondents.

b. Constraints Faced By SMEs:

Various constraints to the growth of SMEs have
been identified., These include:

a) Difficulty in obtaining financing to expand
existing businesses. This was given as the most serious
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constraint. Very few of the entrepreneurs interviewed were able to
secure loans from formal credit institutions. Informal credit
mechanisms are used; the practice followed most often is to purchase
and sell materials on credit, and/or participate in an informal
credit organization ("gamaya") with family and/or friends.

: b) Marketing was a constraint to business
stability and growth.

c) Poor management practices and lack of
technical skills inhibit productivity.

2. Social Issnues Influencing the Project:

During project development, two main social issues
were identified which could affect project success.

a) Participation and the role of the individual in
the formation of groups:

Although most of the SME cammunities in Egypt
are collections of similar enterprises, suggesting a basis for
cooperation among one another, SME owners are generally very
independent and circumspect about their transactions and financial
status. During preliminary discussions with SMEs, the idea of
joining a group or relying on others to obtain a loan was resisted.
The initial reluctance to participate in an informal group to secure
loans was because: i) The individuals expressed same daubt about the
ability to form informal working groups; and, ii) The concept of one
group member guaranteeing repayment of another's loan was viewed as
not in the first individual's interest. However, when it was
explained that formation of the group would benefit all the members,
the idea was accepted.

Formation of informal credit groups within the
SME community is one of the critical elements in the project. Such
groups will lower operation costs and facilitate credit extension
and collection. Rather than a formal quarantee by each member for
repayment of loans by other group members, a campramise is proposed
whereby subsequent loans to the group will be contingent upon
satisfactory repayment performance of the entire group. With this
methodology, peer pressure acts as a group guarantee. In time,
other advantages may evolve out of group action such as purchase of
raw materials or opening new market channels. The group mechanism
is advantageous to the Foundation as well because it has the
potential to influence larger numbers of people, develop a
significant loan portfolio, and achieve self-sufficiency more

quickly.
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b. Social/Religious Concerns:

Eighty percent of the Egyptian population are
Moslems. Therefore, it is necessary to be sensitive to the Islamic
prohibition against interest in describing payment for financial
services. Rather than using such terminology as "interest
rate/charges™, terms such as "cost recovery" or "cost of lending”
are used. Small-scale businessmen who participated in discussions
on project design were aware of the cost of delivering credit
because the most cammon form for accessing working capital for SMEs
is supplier credit; the effective interest cost of such a credit
system is two or three times the estimated end-use cost for Jroject
credit. By utilizing SME groups in management of credit delivery
and collection system, the cost of credit will be lowered.

3. Social Impact:

An indication of the likely impact of this project
can be determined by examining the experience of the World Bank in
four large urban projects and three smaller PVO credit programs in

Egypt.

The World Bank projects were located in El Salvador,
Guatemala, Manila, and Calcutta. Lessons from these projects
include:

a) The role played by voluntary agencies is
critical because of their firsthand knowledge of the clientele.
PVO's operating as grass-roots organizations are able to cammunicate
with the beneficiaries about the program, screen potential
borrowers, and maintain interest in loan repayments.

b) Technical assistance was not a necessary
canponent in the projects. Many of the micro-enterprises assisted
were involved in simple productive activities which did not require
technical assistance, :

C) With respect to loan recovery, mutual loan
repayment guarantees by borrower groups were an important aspect of
project success along with frequent disbursement and collection of
loans, immediate action on defaults, and built-in warning indicators
for problem cases.

d) It was essential to have sufficient flexibility
to change the program to meet the needs of “he target group.

In Eqypt, the Coptic Evangelical Organization for
Social Services (CEOSS) small scale credit programs are considered
among the most successful credit programs implemented by private

v



voluntary organizations. Field staff are trained in cammnity
development and small business creation. Since 1983, the credit
fund has increased from L.E. 52,550 to L.E. 100,000 with a default
rate of 2%. A group enterprise camponent is one of the irnovative
features of CEOSS activities. The program supports both cooperative
and worker-owned enterprises.

OXFAM supports two income generating credit
activities in Cairo.

a) Zabbaleen Small Industries Credit Program (ZSIP)

The project basically consists of a revolving
loan fund to extend credit to cammunity residents to upgrade their
waste recycling capabilities through the use of appropriate
machinery. The credit fund is managed by the Garbage Collectors
Society at Mogattam, a PVO. Loans vary in size fram L.E. 200 to
L.E. 10,000 per client. The program does not include a group
quarantee mechanism. The default rate has been almost 25% and the
Fund was further decapitalized due to the use of a 7% interest rate
at the outset. The rate has since been raised to 10%.

b) Incane Generation for Female-Headed Households:

This L.E. 100,000 credit program provides loans
and skills training to female heads of households in the Mogattam
garbage collector's settlement and the adjacent community. Groups
of women are formed to select loan recipients and guarantee loans.
The group functions as a pramoter of innovation and new technology
to the comunity. Loan sizes range fram L.E. 75-200 and technical
assistance is provided directly to the group. The default rate is
1.7% per annum.

4. Spread Effects

At the individual beneficiaries' level, there will be
a substantial, positive effect on jobs created and income
generated. We anticipate reinvestment of additional earnings in new
or expanded productive activities., Indirect benefits will accrue to
the wider econamy because incame changes at the beneficiary level
will have a multiplier effect.

5. Replicability and Sustainability

Flexibility and adaptability of the program to
different cammunity needs is important. The OXFAM and CEOSS
programs both underwent modification to better £it with community
needs. This project must retain the same flexibility so that its
ultimate goals can be reached.
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Self-sustainability is built into this project
design. By the PACD, sufficient interest income will be generated
to achieve financial self-sufficiency with end-user charges as low
as 20% per annum. Self-sustainability is also predicated on the
existence of canmunity-level groups to pramote loan extension,
guarantee repayments, and act as a conduit for technical assistance
to the canmunity.

VI. CONDITIONS FRECEDENT AND COVENANTS

The Foundations are new institutions and the Project itself
will fund establishment of the accounting system for each
Foundation. The firs: vear of the Project is primarily for
establishing the main offices and branch offices, hiring and
training the staff, and beginning both the short and long term
technical assistance.

1. Conditionrns Precedent

(a) Disbursements in year 1 will be in three stages. In
stage one, $100,000 will be released (divided equally between the
two Foundations) to establish main offices. Stage two for each
Foundation will begin when it has hired its Executive Director, the
Foundation's main office is equipped and operational, and the
Technical Assistance contractor is in place. The remaining funds
for operational support for year one will be released at this time,
as well as the training/education budget, assuming satisfaction of
(£) below., Stage three will begin when the Foundation's staff has
been hired and trained, the accounting and management information
systems have been approved by A.I.D., at least one branch office has
been established, and the first quarter of lending projections have
been submitted to A.I.D. At this point, the first quarter
collateral fund release will be made to the Foundation, assuming all
other pertinent conditions have been met.

(b) Prior to any disbursement of the collateral fund to
one of the Faundations, or the issuance by A.I.D. of any
documentation pursuant to which any disbursement will be made for
the collateral fund, that Foundation shall, except as otherwise
agreed in writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D., evidence fram a bank or banks indicating
that the Foundation has entered into an overdraft agreement, along
with a description of the terms of that agreement.

(c) Prior to any disbursement of funds under this Project
to either one of the Foundations, or the issuance by A.I.D. of any
documentation pursuant to which any disbursement will be made for
the Project, that Foundation shall, except as otherwise agreed in
writing, furnish to A.I.D. in form and substance satisfactory to
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A.I.D., evidence that it has been legally registered with the
Ministry of Social Affairs in Egypt.

(d) Prior to any disbursement of funds under this Project
to either one of the Foundations in year 2 of lending, or the
issuance by A.I.D. of any documentation pursuant to which any
disbursement will be made for the Project in year 2 of lending, that
Foundations shall, except as otherwise agreed to in writing,
demonstrate to A.I.D. that it has installed, equipped and bequn
operating a main office and at least one branch office. The same
ocondition precedent shall apply with respect to subsequent years
until that Foundation demonstrates in a fashion satisfactory to
A.I.D. that it has installed, equipped and begun operating a
sufficient number of branch offices to efficiently lend funds to the
target clientele.

(e) Prior to any disbursement of the collateral account
to either one of the Foundations, or the issuance by A.I.D. of any
documentation pursuant to which any disbursement will be made for
the collateral fund, that Foundation shall, except as otherwise
agreed in writing, furnish to A.I.D. in form and substance
satisfactory to A,.I.D., the names of the individuals who will serve
as its Executive Director, Op=rations Manager, Branch Manager (if
any identified yet), Training and Technical Assistance Manager and
Administrator, with a clear statement of each officer's duties and
authorities.

(f£) Prior to any disbursement of funds under this Project
to either one of the Foundations for activities under the Technical
Assistance and Training camponents, or the issuance by A.I.D. of
documentation pursuant to which any disbursement will be made for
these camponents, that Foundation shall, except as otherwise agreed
in writing, furnish to A.I.D., in form and substance satisfactory to
A.I.D., evidence that it has appointed counterparts for all
long-term technical advisors.

2. Covenants
a. The Foundations shall, unless otherwise agreed in
writing, furnish to A.I.D., in form and substance satisfactory to
A.I.D., prior to the Foundations next fiscal year during each year
of the Project:
(1) annual audited financial statements; and

(2) annual implementation and financial plans for
the Foundation itself and each existing ard planned Branch Office.

b. The Foundations shall ensure that no Government of




Eqypt employees will be employed by the Foundations or Branch
Offices during the life of the Project without the prior written

approval of A.I.D.
VII. EVALUATION PLAN

After the lending program has been operating between nine
months to a year, a survey of beneficiary firms should be carried
out to help the Foundation assess whether its services are meeting
the client's needs and additional types of technical assistance and
training that the Foundation should provide. This survey should be
carried out before the Foundation expands to additional areas to
correct any problems that occurred in the initial project areas.
This information will be very useful for the Midterm Evaluation and
should be repeated every two years to make sure that the Foundation
is keeping in touch with client needs.

1. Midterm Evaluation

A midterm evaluation will be carried out three years after
project activities are initiated. The purpose of this evaluation
will be to review the performance of the Foundations and their
staff, assess progress in meeting project objectives, and to
recammend changes as needed in operations and project design. Such
an intensive process of evaluation is warranted because an objective
of the project is to develop a model for effectively reaching micro
and small enterprises in Egypt.

Recent evaluations of USAID's experience with employment
generation projects concluded that the policy environment is the
single most important determination of project success. So that
this area will not be overlooked, the midterm evaluation team will
also review information collected on constraints on micro and small
scale enterprise operations and assess progress made in addressing
these constraints. The evaluation team will recammend an action
program to the Foundations' Executive Director and Board of
Directors, USAID, and GOE officials.

2. Final Evaluation

In view of USAID's longstanding interest in developing the
potential of micro and small scale enterprises, a final evaluation
is scheduled for FY 96. If the project has been successful, a key
topic will be identification of the most successful features of the
project for replication and assisting USAID in developing reasonable
expectations about the amount of time needed for implementation of
the various project phases. If not, USAID will want a clear
understanding of contributing factors, particularly policy
constraints, that should be resolved before additional efforts are
made in this area.
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(No. 263-0152)

Small and Micro Enterprise Development Project
Project Paper

A.

STATUTORY CHECXLIST

-1.

GENERAL CRITERIA FOR PROJECT

FY 1988 Continuing Resolution
Sec., 523; FAA Sec. 634A.

If money is sought to be

obligated for an activity not
previously justified to Congress,
or for an amaunt in excess of an

amount previously justified ko

Congressional Notifications have

Congress, has Congress been
properly notified?

2.

been submitted in accordance with
reqular agency practice.

FAA Sec. 6ll(a)(l).

Prior to (a) Yes
obligation in excess of $500,000, (b) Yes
will there be (a) engineering,

financial or other plans necessary
0 carty aut the assistance, and
(b) a reasonably firm estimate of
the cost to the U.S. of the
assistance?
3.

Al“l

FAA Sec. 61ll(a)(2).

action is required within
recipient cauntry, what is basis

If legislative The Peoples' Assembly is
for reasonable expectation that
such action will be completed

assistance?

accamplishment of purpose of the

in time to permit orderly
4,

to ratify the project grant

agreement in a timely fashion,
as it has in the past.
FAA Sec. 61l1(b); FY 1988

continuing Resolution Sec., 501,
If project is for water or water-

N/A" -
related land resaurce construction,
have benefits and costs been

computed to the extent practicable
in accordance with the principles,

Annex



d

standards, and procedures
established pursuant to the Water
Resaurces Planning Act (42 U.S.C.
1962, et seqg.)? (See A.I.D.
Handbook 3 for guidelines.)

FAA Sec. 6ll(e). If project is
capltal assistance (e.q.,
construction), and total U.S.
assistance for it will exceed

$1 million, has the Mission
Director certified and the
Regional Assistant Adminis*trator
taken into consideration

the country's capability to
maintain and utilize the project
effectively?

FAA Sec. 209. 1Is project

susceptible to execution as part

of regional or multilateral project?

If so, why is project not so
executed? TInformation and
conclusion whether assistance will
encaurage regional development
programs.

FAA Sec. 60l(a). Information and

conclusions on whether project

will encoaurage efforts of the
country to: (a) increase the flow
of international trade; (b) foster
private initiative and campetition;
(c) encourage development and use
of cooperatives, credit unions, and
savings and loan associations;

(d) discourage monopolistic
practices; (e) improve technical
efficiency of industry, agriculture
and commerce; and (f) strengthen

‘free labor unions,

FAA Sec. 60l(b). Information and

conclusions on how project will
investment abroad and encaurage
private U,S. participation in
foreign assistance programs
(including use of private trade

The Mission Director will make the
required Section 6ll(e)
certification prior to signing the
project authorization.

No

The Project will provide:

(1) previously unavailable credit
to small and micro private
enterprises in Cairo and
Alexandria; and (2) training to
improve the business practices of
those enterprises, thraugh two
newly established private lending
faundations.

. ew

The Training and Technical
Assistance and evaluation
components will be procured
from private U.S. sources

-

=) ]
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10.

11.

12.

-3 -

channels and the services of U.S.
private enterprise).

FAA Secs. 612(b), 636(h). Describe

steps taken to assuie that, to the
maximum extent possible, the
country is contributing local
currencies to meet the cost of
contractual and other services,
and foreign currencies owned by
*he U.S. are utilized in lieu of
dollars.

FAA Sec. 612(d). Does the U.S.

own excess foreign currency of the
cauntry and, if so, what
arrangements have been made for its
release?

FY 1988 Continuing Resolution

Sec. 521. If assistance is for

the production of any commodity

for export, is the commodity likely
to be in surplus on world markets
at the time the resulting
productive capacity becames
operative, and is such assistance
likely to cause substantial injury
to U.S. producers of the same,
similar or competing commodity?

FY 1988 Continuing Resolution

Sec. 553. Will the assistance

(except for programs in Caribbean
Basin Initiative cauntries under
U.S. Tariff Schedule "Section 807,"
which allows reduced tariffs on
articles assembled abroad from
U.S.-made components) be used
directly to procure feasibility
studies, prefeasibility s*ud:ies,
or project profiles of potential
investment in, or to assist the
establishment of facilities
specifically designed for, the

Small and micro enterprises
themselves will contribute local
caurrencies to offset Faindation
expenses through loan repayment.
The Faundations also intend to
solicit donations within Egypt.

In order %o maintain their
independence, “he Foundations have
not sought a GOE contribution.
Egypt is not an excess aurrency
cauntry so U.S. dollars will be
needed to purchase local currency.

No

N/A

No



13.

14,

15,

16.

-4 -

manufacture for export to the United

States or to third country markets
in direct campetition with U.S.
exports, of textiles, apparel,

footwear, handbags, flat goods (such

as wallets or coin purses worn on
the person), work gloves or leather
wearing apparel?

FAA Sec., 119(g)(4)-(6). Will the
assistance (a) support training

and education efforts which improve
the capacity of recipient countries
to prevent loss of biological
diversity; (b) be provided under

a long-term agreement in which the
recipient country agrees to protect
ecosystems or other wildlife
habitats; (c) support efforts to
identify and survey ecosystems in
recipient countries worthy of
protection; or (d) by any direct

or indirect means significantly
degrade national parks or similar
protented areas or introduce exotic
plants or animals into such areas?

FAA 121(d). If a Sahel project,
has a determination been made
that the host government has an
adequate system for accounting
for and controlling receipt and
expenditure of project funds
(either dollars or local currency
generated therefrom)?

FY 1988 Contimuing Resolution. 1If
assistance 1s to EE made to a
United states WO (other than a
cooperative development
organization), does it obtain at
least 20 percent of its total
annual funding for international
activities from sources other than
the United States Government?

FY 1988 Continuing Resolution Sec.
41, If assistance is being made

(a) No
(b) No
(c) No
(d) No

N/A

N/A

The Faundations may seek FVO
registration with AID once *they



17.

18.

19.

l.

a,

-5 -

available to a PVO, has that
crganzation provided upon timely
request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the
PVO registered with A.I.D.?

FY 1988 Continuing Resolution Sec.

514. If funds are being obligated
under an appropriation account %o
which they were not appropriated,
has prior approval of the
Appropriations Committees of
Congress been ¢btained?

FY 1988 Continuing Resolution Sec.

515. If deob/reob authority 1is
saught to be exercised in the
provision of assistance, are the
funds being obligated for the same
general purpec2, and for cauntries
within the same general region

as originally obligated, and have
+he Appropriations Committees of
both Houses of Congress been
properly notified?

State Authorization Sec. 139 (as
interpreted by conference

report). Has confirmation of the
date of signing of the project
agreement, including the amaunt
involved, been cabled to State L/T
and A.I.D. LEG within 60 days of
the agreement's entry into force
with respect to the United States,
and has the full text of the same
agreement been pauched to those
same offices? (See Handbook 3,
aAppendix 6G for agreements covered
by this provision),

FUNDING CRITERIA FOR PROJECT

are fully established.

N/A

N/A

Upon :igning of the Grant
Agreement, the date of such signing
will be cabled and the full text
will be sent by pouch.

Economic Support Fund Project Criteria

FAA Sec. 531(a). Will this
assistance promote economic and

Yes
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political stability? To the Yes
maximum extent feasible, is this
assistance consistent with the

policy directions, purposes, and
programs of Part I of the FAA?

FAA Sec 531(e). Will this No
assistance be used for military
or paramilitary purposes?

FAA Sec. 609. If commodities are N/A
to be granted so that sale

proceeds will accrue to the

recipient country, have Special

Accaunt (counterpart) arrangements

been made?

, M
4%
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5C(3) - STANDARD ITEM CHEXXLIST

Listed below are the statutory items which normally will be covered routinely
in those provisions of an assistance agreement dealing with its
implementation, or covered in the agreement by imposing limits on certain uses
of funds.

These i-ems are arranged under the general headings of (A) Procurement,
(B) Construction, and (C) Other Restrictions.

A, PRCCUREMENT
1. FAA Sec. 602(a). Are there Yes; solicitation notices will be
arrangements to permit U.S. published in accordance with
small business to participate standard Agency procedures.

equitably in the furnishing
of commodities and services
financed?

2. FAA Sec. 604(a). Will all Yes
procurement be from the U.S.
except as otherwise determined
by the President or under
delegation fram him?

3. FAA Sec. 604(d). If the Yes
cooperating country
discriminates against marine
insurance companies authorized
to do business in the U.S.,
will commodities be insured
in the United States against
marine risk with such a campany?

4. FAA sec. 604(e); ISDCA of 1980 N/A
Sec. 705(a). If non-U.S.
procurement of agricultural
‘commodity or product thereof is Y
to be financed, is there provision
against such procurement when the
domestic price of such commodity
is less than parity? (Exception
where cammodity financed could
not reasonably be procured in U.S.)
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FAA Sec. 604(g). Will construction

or engineering services be procured
from firms of advanced developing
countries which are otherwise
eligible under Code 941 and which
have attained a compe-itive
capability in international

markets in one of these areas?
(Exception for those cauntries
which receive direct economic
assistance under the FAA and permit
United States firms to compete for
construction or engineering
services financed from assistance
programs of these cauntries.)

FAA Sec. 603. Is the shipping

excluded from campliance with the
requirement in section 901(b) of
the Merchant Marine Act of 1936,
as amended, that at least 50
percent of the gross tonnage of
commodities (camputed separately
for dry bulk carriers, dry cargo
liners, and tankers) financed
shall be transported on privately
owned U.S. flag commercial vessels
to the extent such vessels are
available at fair and reasonable
rates?

FAA Sec, 621l{a). If technical

assistance i1s financed, will such
assistance be furnished by private
enterprise on a contract basis to
the fullest extent practicablel
Will the facilities and resources
of other Federal agencies be

utilized, when they are particularly

suitable, not competitive with

private enterprise, and made
available withou® undue interference

with damestic programs?

International Air Transportation

Fair Campetltive Practices Act, 1974.

If alr transportation of persons or
property is financed on grant basis,
will U.S. carriers be used to the
extent such service is available?

No

No

Yes

Yes

Yes
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10.
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FY 1988 Continuing Resolution

Sec. 504. If the U.S. Government

is a party to a contract for

procurement, does the contract
ocontain a provision authorizing
termination of such contract for

the convenience of the United States?

FY 1988 Continuing Resolu%ion

Sec. 524. If assistance is tor

consulting service through

procuremeint contract pursuant to

5 U.S.C. 3109, are contract
expenditures a matter of public
record and available for public
inspection (unless otherwise provided
by law or Executive order )?

CONSTRUCTION

FAA Sec. 601(d). If capital

(e.g., construction) project, will
U.S. engineering and professional
services be used?

FAA Sec. 6ll(c). If contracts for

construction are to be financed,
will they be let on a campetitive
basis to maximum extent practicable?

FAA Sec. 620(k). If for

construction of productive
enterprise, will aggregate value

of assistance to be furnished by
the U.S. not exceed $100 million
(except for productive enterprises
in Eqypt that were described in the
CP), or does assistance have the

express approval of Congress?

OTHER RESTRICTIONS

FAA Sec. 122(b). If development

loan repayable in dollars, is
interest rate at least 2 percent per
annum during a grace period which is
not to exceed ten years, and at least
3 percent per annum thereafter?

Yes

Yes

N/A

N/A

N/A

N/A
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FAA Sec. 301(d). If fund is N/A
established solely by U.S.

contributions and administered by

an international organization, does
Comptroller General have audit

rights?

FAA Sec. 620(h). Do arrangements Yes
exist *o ensure that United States
foreign aid is not used in a manner
which, contrary %o the bes:

interests of the United States,

promotes or assists the foreign aid
projects or activikties of the
Communist-bloc cauntries?

Wi.ll arrangements preclude use of financing:

a. FAA Sec. 104(f); Fy 1988 Yes
continuing Resolution Secs. 525,
538. (1) To pay for performance
of abortions as a method of family
planning or to motivate or coerce
persons *o practice abortions; (2)
to pay for performance of
involuntary sterilization as
method of family planning, or %o
coerce or provide financial
incentive to any person to undergo
sterilization; (3) to pay for any
biomedical research which relates,
in whole or part, to methods or
the performance of abortions or
involuntary sterilizations as a
means of family planning; or (4)
to lobby for abortion?

b. FAA Sec. 483. To make Yes
reimbursements, in the form of

cash payments, to persons whose

illicit drug crops are eradicated?

c. FAA Sec. 620(g). To Yes

compensate owners for expropriated
or nationalized property, except
to compensate foreign nationals in
accordance with a land reform
program certified by the Presiden%?
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d. FAA Sec, 660. To provide
training, advice, or any financial
support for police, prisons, or
other law enforcement forces,
except for narcotics programs?

e, FAA Sec. 662, For CIA
activities?

f. FAA Sec. 636(i). For
purchase, sale, long-term lease,
exchange or guaranty of the sale
of motor vehicles manufactured
outside U.S., unless a waiver is
obtained?

g. FY 1988 Continuing Resolution
Sec. 503. To pay pensions,
annulities, retirement pay, or
adjusted service compensation for
military personnel?

h. FY 1988 Contimuing Resolution
Sec. 505. To pay U.N.
assessments, arrearages or dues?

i. FY 1988 Continuing Resolution
Sec. 506. To carry out provisions
of FAA section 209(d) (transfer of
FAA funds to multilateral
organizations for lending)?

j. FY 1988 Continuing Resolution

Sec. 510. To finance the export
of nuclear equipment, fuel, or
technology?

k. FY 1988 Continuing Resolution
Sec., 511, For the purpose of
alding the efforts of the
government of such cauntry to
repress the legitimate rights of
the population of such cauntry
contrary to the Universal
Declaration of Human Rights?

l. Fy 1988 Continuing Resolution

Sec. 516; State Authorization
Section 109, To be used for
publicity or propaganda purposes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes
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designed to support or defeat
legislation pending before Congress
to influence in any way the autcome
of a political election in the
United States, or for any publicity
or propaganda purposes not
authorized by Congress?
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5C(1) - COONTRY CHECKLIST

Listed below are statutory criteria applicable to: (A) FAA funds generally;
(B)(1) Development Assistance funds only; or (B)(2) the Economic Support Fund
only.

A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY

1. FY 1988 Continuing Resolution No
Sec. 526. Has the President
certified to the Congress that
the government of the recipient
country is failing to take
adequate measures to prevent
narcotic drugs or other
controlled substances which are
cultivated, produced or
processed illicitly, in whole or
in part, in such country or
transported through such
country, from being sold
illegally within the jurisdiction
of such country to United States
Government personnel or their
dependents or from entering the
United States unlawfully?

2. FAA Sec., 481(h). (This N/A
provision applies 0 assistance
of any kind provided by grant,
sale, loan, lease, credit,
quaranty, or insurance, except
assistance from the Child survival
Fund or relating to international
narcotics control, disaster and
refugee relief, or the provision
of food or medicine.) If the
recipient is a "major illicit
drug producing cauntry”® (defined T
as a cauntry producing during
a fiscal year at least five metric
tons of opium or 500 metric tons
of coca or marijuana) or a "major
drug-transit cauntry" (defined as
a country that is a significant




-14-

direct source of illicit drugs
significantly affecting the United
States, through which such drugs
are transported, or through which
significant sums of drug-related
profits are laundered with the
knowledge or camplicity of the
government ), has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR)
determined and certified to the
Congress (without Congressional
enactment, within 30 days of
continuous session, of a
resolution diapproving such a
cer*ification), or has the
President determined and certified
to the Congress on any other date
(with enactment by Congress of a
resolution approving such
certification), that (a) during the
previous year the country has
cooperated fully with the United
tates or taken adequate steps on
its own to prevent illicit drugs
produced or processed in or
transported through such cauntry
from being transported into the
United States, and ko prevent and
munish drug profit laundering
in the cauntry, or that (b) the
vital national interests of the
United States require the provision
of such assistance?

Drug Act Sec. 2013. (This section N/A
applies to the same categories

of assistance subject to the
restrictions in FAA Sec. 481l(h),

above.) If recipient cauntry

is a "major illicit drug

producing cauntry® or "major drug-
transit country" (as defined for
the purpose of FAA Sec 481(h)), has
the President submitted a report to
Congress listing such cauntry as
one (a) which, as a matter of
government policy, encourages or
facilitates the production or
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distribution of illicit drugs;
(b) in which any senior official
of the government engages in,
encourages, or facilitates the
production orv distribution of
illegal drugs; (c¢) in which any
member of a U.S. Government
agency has suffered or been
threatened with violence
inflicted by or with the compliciky
of any government officer; or (4)
which fails to provide reasonable
cooperation to lawful activities
of U.S. drug enforcement agents,
unless the President has provided
*he required certification o
Congress pertaining to U.S.
national interests and the drug
control and criminal prosecution
efforts of that country?

FAA Sec. 620(c). If assistance N/A
is to a government, is the

government liable as debtor or
unconditional gquarantor on any

debt to a U.S. citizen for goods

or services furnished or ordered

where (a) such citizen has

exhausted available legal remedies

and (b) the debt is not denied or
contested by such government?

FAA Sec. 620(e)(l). If assistance N/A

.1s to a government, has it

(including any government
agencies or subdivisions) taken
any action which has the effect
of nationalizing, expropriating,
or otherwise seizing ownership
or control of property of U.S.
citizens or entities
beneficially owned by them
withaut taking steps to
discharge its obligations
toward such citizens or entities?

FAA Secs, 620(a), 620(f), 620D: No
FY 1988 Continuing Resolution

Secs. 512. Is recipient
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caintry a Camunist cauntrv? If
so, has the President determined
that assistance to the cauatry

is important to the national
interests of the United States,
that the recipient country is

not controlled by the international
Communist conspiracy, and that such
assistance will further promote the
independence of the recipient

cauntry fram international communism?

Will assistance be provided to
Angola, Cambodia, Cuba, Iraq,
Syria, Vietnam, Libya, Iran,

or Sauth Yemen? Wiil assistance
be provided %o Afghanistan
without a certification?

FAA Sec., 620(j). Has the country
permitted, or failed to take
adequate measures to preven%,
damage or destruction by mob
action of U.S. property?

FAA Sec. 620(1). Has the country
failed to ente- into an investment
quaranty agreement with QPIC?

FAA Sec. 620(0); Fishermen's
Protective Act of 1567 (as
amended) Sec. 5. (a) Has the
country seized, or imposed any
penalty or sanction against, any
U.S. fishing vessel because of
fishing activities in international
waters? (b) If so, has any
deduction required by the
Fishermen's Protective Act been
made?

FAA Sec. 620(q); FY 1988
Contlnulng Resolution Sec. 518.
(a) Has the governmen%t of the
recipient cauntry been in default
for more than six months on
interest or principal of any loan
to the cauntry under the FAA?

(b) Has the cauntry been in default
for more than one year on interest

No

N/A

No

No

(a) No

LY,

(a) Yes; however a bilateral
agreement rescheduling such debt
was signed 11/14/87.

(b) No
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or principal on any U.S. loan under
a program for which the FY 1988
Continuing Resolution appropriates
funds?

FAA Sec. 620(s). If contemplated
assistance is development loan or
from Economic Support Fund, has

the Administrator taken into
accaunt the percent of the
country's budget and amount of the
cauntry's foreign exchange or other
resaurces spent on military

equipment?

FAA Sec, 620(t). Has the country
severed diplomatic relations with
the United States? If so, have
relations been resumed and have
new bilateral assistance agreements
been negotiated and entered into
since such resumption?

FAA Sec. 620(u). What is the
payment status of the country's
U.N. obligations? If the

country is in arrears, were

such arrearages taken into
account by the A.I.D. Adminstrator
in determining the current

A.I.D. Operating Year Budget?
(Reference may be made to the
Taking into Consideration memo. )

FAA Sec. 620A. Has the President
determined that the recipient
cauntry grants sanctuary from
prosecution to any individual

or graup which has committed an
act of international terrorism
or otherwise supports
international terrorism?

ISDCA of 1985 Sec. 552(b). Has
the Secretary of State determined

that the cauntry is a high terrorist

threat country after the Secretary
of Transportation has determined,
pursuant to section 1115(e)(2) of

Yes, kaken into account by *he
Administrator at time of approval
of Agency OYB.

No

Egypt is curren: on its UN
obligations.

No

No
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the Federal Aviation Act of 1958,
that an airport in the country does
not maintain and administer effective
security measures?

FAA Sec. 666(b). Does the country No

object, on the basis of race,
religion, national origin or sex,
to the presence of any officer or
employee of the U.S. who is present
in such country to carry out
economic development programs under
the FAA?

FAA Secs. 669, 670. Has the No

country, atter August 3, 1977,
delivered to any other cauntry

or received nuclear enrichment

or reprocessing equipment,
materials, or technology, without
specified arrangements or
safequards, and withou special
certification by the President?
Has it transferred a nuclear. . No
explosive device to a non-nuclrar
weapon state, or if such a state,
either received or detonated a
muclear explosive device? (FAA
Sec. 620E permits a special waiver
of Sec. 669 for Pakistan.)

FAA Sec, 670. If the cauntry is No

a non-nuclear weapon state, has
it, on or after August 8, 1985,
exported (or attempted to export)
illegally from the United St:‘tes
any material, equipment, or
technology which would contribute
significantly to the ability of

a cauntry to manufacture a nuclear
explosive device?

ISDCA of 1981 Sec, 720. Was the No
country represented at the Meeting

of Ministers of Foreign Affairs

and Heads of Delegations of the
Non-Aligned Cauntries to the 36th
General Assembly of the U.N. on

Sept. 25 and 28, 1981, and failed

to disassociate itself from the

kv
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communique issued? If so, has the
President %aken it into account?
(Reference may be made to the Taking
into Considera*ion memo. )

. 20. FY 1988 Continuing Resolution No
. Sec. 528(b). Has the recipient
country been de:ermined by the
. President to have engaged in a
consistent pattern of opposition
to the foreign policy of the
United States?

21. FY 1988 Continuing Resolution No
Sec. 513. Has the duly elected
Head of Government of the
cauntry been deposed by military
coup or decree? If assistance
has been terminated, has the
President notified Congress that
a democratically elected
government has taken office
prior to the resumption of
assistance?

22, FY 1988 Continuing Resolution No
Sec. 576. Has the country
been placed on the list
provided for in Section 6(j)
of the Export Administration
Act of 1979 {currently Libya,
Iran, South Yemen, Syria, Cuba
or MNorth Korea)?

23. FY 1988 Continuing Resolution Yes
Sec. 543. Does the recipient
country fully cooperate with
the international refugee
assistance organizations, the
United States, and other
* 'governments in facilitating
lasting solutions to refugee
situations, including
resettlement without respect
to race, sex, religion or
natural origin?
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FUNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY

Development Assistance Country Criteria

FAA Sec. 116. Has the Department N/A
of State determined that this

government has engaged in a

consistent pattern of gross

violations of internationally

recognized human rights? If so,

can it be demonstrated that

contemplated assistance will

directly benefit the needy?

FY 1988 Continuing Resolution N/A

Sec. 538. Has the President

certified that use of DA funds

by this cauntry wauld violate

any of the prohibitions against
use of funds o pay for the
performance of abortions as a
method of family planning, to
motivate or coerce any person to
practice abortions, to pay for the
performance of involuntary
sterilization as a method of
family planning, %o coerce or
provide any financial incentive

to any person to undergo
sterilizations, to pay for any
biomedical research which relates,
in whole or in part, o methods
of, or the performance of,
abortions or involuntary
sterilization as a means of family
planning?

Economic Support Fund Country Criteria

FAA Sec. 502B. Has it been No

‘determined that the country T

has engaged in a consistent
pattern of gross violations of
internationally recognized
human rights? If so, has the
President faund that the
country made such significant
improvement in its human rights
record that furnishing such
assistance is in the U.S.
national interest?
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FY 1988 Continuing Resolution

Sec. 549. Has this cauntry met its
drug eradication targets or
otherwise taken significant steps
to hal% illicit drug production or
trafficking?

N/A



ARAB REPUBLIC OF EGYPT
MINISTRY OF INTERNATIONAL COOPBRATION

DEPARTMENT FOR ECONOMIC COOPERATION
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Mr. Marshall D. Brown
Director
USAID/C

Dear Mr. Brown,
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Sep, 26,1988 )

This is to request AID funding in the amount of $ 20 million
for the sSmall and Micro Enterprise Project (263-0212).

This project consists of providing loans,technical assistance

and business training to small and micro enterprises. in Cairo
and Alexandria through two private Foundations(the Egyptian
small Enterprise Development Foundation in Cairo and the Alex-

andria Businessmens'Association).

These foundations will be

started up and capitalized through grants under the project.

Best regards.

Sinceréiy Yours,

Ahmad Abdel Salam Zaki
Administrator

Q" ° b l#



Annex D

611(a) Determination

Project activities include capitalization of two nonprofit
Foundations, in Cairo and Alexandria, technical assistance and
training for the Foundation staffs and installation and operation of
the Foundations' respective main and branch offices.

Technical Assistance

$1,281,000 has been allocated to meet the dollar and local currency
costs for long- and short-+: m technical assistance over the first 2
1/2 years of the project. ™ Project contemplates contracting with
a U.S. firm to provide a Pr«jecc Advisor stationed in Egypt for 30
person months, a U.S. based Project Coordinator for 6 person months
and 15 person mcnths of short-term consultants, all for a total of
$398,000 in year 1, $346,000 in year 2 and $151,000 in year 3. The
U.S. firm would be expected to subcontract with one or more Egyptian
firms to provide two Project Advisors for 30 person months each, a
Project Director for 8 person months and 87 person months of
short-term consultants, for a total of $187,000 in year 1, $198,000
in year 2, and $24,009 in year 3.

Ttaining

Training will be carried out by the U.S.-Egyptian technical
assistance team, thus costs for the trainers is included in the TA
budget allocation. For the most part training will be conducted
with Toundation Board members, top management and operational
personnel on the job. Trainees' salaries are included in the
operational support budget allocation. $230,000 has been allocated
for the remaining dollar and local currency costs: conducting
in-country workshops and seminars, observational travel to the U.S.
and third countries, publications and cammunication tools.

Operational Support

$980,000 has been allocated for dollar and local currency costs of
office installation and Foundation operating costs not met by the
loan portfolio. The: Poundations are expected to reach the
break-even point not later than the 5th year of lending. $345,000
is budgeted for year l.for equipping one main office and one branch
office for each Poundation and salaries and expenses for the four
offices for one year. Each main office installation is budgeted at
$105,000 with LE 17,900 annual salaries and expenses. Each branch
office installation is budgeted at $5,450 with LE 8,775 annual
salaries and expenses. $305,000 is budgeted for year 2 when 3
additional branch offices are to be established. $330,000 is

O\



budgeted for year three, when 4 more branch offices should be
opened. The Foundations are expected to be able to fund these costs
plus any new branch offices from their own loan portfolio resources

after year 3 of lending.

Capitalization

Each Foundation will be capitalized in the amount of $8,000,000 over
four years. Capitalization will be in stages as the Foundations are
established and develop reliable accounting systems. The
Foundations' lending mechanism is detailed in the Technical Analysis
section of the Project Paper. $500,000 will also be allocated to
each Foundation to finance innovative activities to support the
small and micro business sector. These activities will be subject
to prior USAID approval.

As the foregoing shows, all plans necessary to carry out this
project and a reasonably firm estimate of the cost to the United
States Government have been campleted.



Annex E

JUSTIFICATION FROM IS/IR FOR NONCOMPETITIVE GRANTS TO FOUNDATIONS

The Project Paper anticipates the award of grants to the two Foundations
without competition. Such noncampetitive awards must be justified to the
Mission's grants officer based on one of the exceptions set forth in Handbook
13, chapter 2, section 2B.3. Competition is not required for these grants
because the Foundations "have exclusive ... capability, based on ...
specialized facilities or technical competence, or based on an existing
relationship with the cooperating country or beneficiaries.”

Although the Foundations are brand new, they are the only institutions of
their kind in Egypt. Note the detailed discussion in the Project Paper of the
lack of credit for small and micro enterprises; there is no credit because
there are no institutions providing any. IS/IR considered implementing this
project through existing PVO small business credit projects or the producer
cooperatives system, but none was judged suitable due to their small size
and/or their dedication to providing credit at subsidized rates. These
Foundations hope to achieve self sufficiency by project's end. There may be
U.S. institutions with capabilities in this area, but one of our goals is
establishing indigenous capability. In short, the success of this proiect
depends on the establishment of these two independent Foundations; if they
don't receive these grants the project cannot proceed as designed.

Clearance:

IS/IR, Edward Baker (IL__/Z 4'_‘ é; l



ANNEX F

APPROVAL OF ADVANCES AND APPROVAL OF ALINVANCES
IN EXCESE OF 30 DAYS CASH REQUIREMENTS

As Mission Director of USAID/Eg¥gt, I nave determined that the advance
financing in this project paper's implementation and financial plan is
warranted. 1In additicn, I have determined that implementation of this Project
(No. 263-0212 ) will be seriously interrupted or impeded by applying the 30
day rule to advances paid under the Treasury Check method. I hereby approve
the granting of up to a 90 day revolving advance to the organizations and GOE

agencies implementing this project as required by the methods of
implementation and financing section of this Project Paper.

This approval is based upen considerations and justifications discussed in the
methods of implementation and financing section of this Project Paper to which

this approval is a part thereof.

In accordance with Handbook 1B, Chapter 15 all recipients of advances must
have a Financial Management System adequate for controlling and accounting for
U.S. Govermment funds. The USAID Controller will make such a determination

before the first advance is made.

CONCURRENCE: W APPMS\’IMAU &m_.
1lliam A. Miller “Marshall D. Brown

Controller Director
fz(1'2./’/?//’ 1»9&%@0
Date ~Date

Note:

In the case of profit making concerns or non-profit organizations charging a
fee this approval is granted for financing under Host Country Contracts only
and is being granted for the purpose of allowing for increased campetition
and/or lower prices. All solicitations for services will clearly indicate
that advance financing will be available and the terms of the advance

financing will be clearly stated.

Advances to proiit making concerr: or non-profit organizations charging a fee
under an AID Direct Contract ca' cnly be approved by AID Washington.

Qk/



Annex G

TECHNICAL ANALYSIS

The Lending Mechanism

The Foundations, both by appearance and in fact, are Intermediate Financial
Institutions. They will act as the link between large domestic banks, which
&k present are lending almost exclusively to large borrowers, and the small
and mi.cro entrepreneurs, who at present are nearly totally excluded from
borrowing from formal financial institutions. 1/

A collateral accaunt is created by depositing funds (up %o U.S.$ 8.0 million
for each Faundation) under the name of the Faundation into a savings accaunt
at one or more selected banks. Pre-authorized overdraft privileges on
checking accounts are negotiated with the banks, up ko an amount equal %o the
initial deposit. This banking operation is defined as a "collateral account
with the right of offset". Funds will be drawn on these checking accounts as
loan demand is generated in the branch offices. The loan portfolio will
appear in the balance sheet of the Foundations' SME program because all
checking accaunts of the branch offices are registered under the name of the
Foundation. The interest generated on the savings fund or collateral account
is autamatically reinvested into the same accaunt.

The structure is efficient since the credit component of the project pays
interest to the bank only when loans are disbursed. Simultanecusly the credit
funds are accruing a higher rate due to the charges assesed for lending the
money to the SME client, As the installment payments are recuperated from the
client and redeposited into the bank, operating statements immediately reflect
a decrease in the overdraft (interest) charges on the checking accaunt. Net
interest income for the project is calculated each month simply by subtracting
the interest due to the bank (on the overdraft checking accaunt) from the
kotal interest income generated each month from the installment payments, The
information is recorded on each months bank statement.

The financial projections indicate that funds will earn 10% per annum when
placed on deposit. In turn the bank will charge the Faundations 15% per annum
for the overdraft privilege, although these figqures will likely change over
the life of project. However, it is this difference that should encourage the
banks to facilitate and support the project. R

1/ Nearly all credit from the foimal financial institutions in Egypt is
currently subsidized credit (cos%: of funds is below %he inflation rate).
Following what Claudio Gonzales-Vega terms the "Iron Law of Interest Rates”,
only the larger or wealthier borrowers can gain access to funds available,
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Audi*ting procedures for the project should be efficient and
simplified by utilizing this system. The capital provided as
collateral for the credit fund remains in the savings account. The
project's use of the savings accaunt, ‘n terms of an investment, is
evaluated by the size of the loan portfolio and its generation of
revenues to the project, as shown in balance sheets and profit and
loss statements,

Experience has demonstrated that this system is relatively
painless to the bank. All drawdowns on the overdraft facili%ty and
repayments are carried on “he bank's books as though with a single .
client, the Faundation. It is planned over the life of the project
to leverage the Faundation's fund as the project demons*rates the
high quality of its loan portfolio. Once the banks become confident
of the project, it is expected that they will authorize overdraft
privileges exceeding the value of the quarantee fund. The financial
projections show this leverage beginning to increase in Year 3. The
leverage increases gradually until the end of Year 5, at which time
it has reached 2:1, or twice the bank's funds for on-lending to
SME's as campared to the Faundation's deposits.

G. Operational Activities of the Branch Offices

The core of the Founda+ions' activities is the provision of
credit and to a lesser extent management training and TA. These
activities are carried ocut at the Branch Office level. The project
design contemplates that over a caurse of approximately one year a
single branch office will be in operation to test the project
design, de-bug implementation systams, make necessary operational
changes and train new staff to open the second branch office. Annex

contains a list of cammnities in Cairo and Alexandria in which
the project design team carried out feasibility study and project
design orientation activities. The project would begin in one of
these communities an determined by the Faundations and their
technical advisors. The successful delivery and recuperation of
credit will involve:

i. Promption

The concept of pramotion is inherently educational, and
therefore, should riever cease to play an impor*ant role in the
on-going development of the program. This term may also be more
narrowly defined as the initial period of program start-up, during .
which time the staff :.ust comb *he targeted communities o
diseeminate information on the availability of the new setrvices.,

The operational goal should be %o limit the amount of time that »
the program staff must dedicate to the costly activities of
promotion (e.g., 2~6 .onths in each cammunity). If the services
provided by the program truly mee: a need of the small and micro
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entrepreneurs, then word of mouth promotion takes over rapidly,
freeing the staff for more productive work. Promotional activity
also incorporates a very early form of project design evaluation.
If the news concerning the program is not spreading spontaneously
through the targeted cammunities, then perhaps the offered services
might not be appropriate. Were this to be the case, the program
staff should be encauraged to take another lcok at the needs of the
business people in a given camunity and modify the project

design.

2. The Organization and Recommended Size of the SME
Groups

Given the size of the SME sector in Cairo and Alexandria, it is
clear that the ease by which any project can manage to reach even a
part of such a population is related to, what might be termed, *he
managable large-scale end of business graups. Projects involving
groups of 3-5 business people are very popular and work reasonably
well, up to a certain point., As the project expands, the
administration of these small groups becomes increasingly complex
and unwieldly. As an example, in Peru the Instikute for the
Development of the Informal Sector (IDESI), currently manages
approximately 7,000 groups of five business people each. In order
to further expand the project, simplify its operations and reduce
costs, the project is modifying its methodology in favor of larger
grouns or associations of businesses.

The gcal of this project is for the Faundations in Cairo and
Alexandria to reach and help organize approximately 32,000 SME
entrepreneurs in five years. Operations would certainly be easier
~if there were 1,000 groups of 32 businesses instead of 10,666 groups

of three. The design of the Egyptian project encaurages the
promotion of larger graups, beginning with an average of 10 and
progressing to 32 by the end of the five year period. The
discussions with SME entrepreneurs during the survey work
concentrated on this concept.

3. The Resggnsibilities of Business Groups

The objective of the promotional activities is the creation and
development of groups of businesses. The primary purpose of these
business groups is to facilitate the delivery and_supervision of the
services which the Faindation expects to offer. Given the low
average value of the loans to the individual SME's, the groups are
responsible for minimizing operational costs.
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a. Analysis, Selection and Control

There are many SME projects that have attempted %o select
tential borrowers using in-house technical staff. Iinancial

analyses are performed with the purpcse of determining which
businesses would repay their loans without difficulty or delay. The
results of this approach are clear. Late payment rates are almost
always higher in these projects than in those tha% rely on a credit
selection process managed primarily by the borrowers themselves. An
internal selection process utilized by most formal banking
institutions is also, much more costly from an operational point of
view,

The key to the delegated selection process is to make it
in the borrowers own, best interest to ensure that cnly responsible
business people join the group and subsequently, receive loans. For
it is the credit history cf the entire graup (as if i% were one
client), in the eyes of the Extension Officers that determines if
final approval is granted for a loan by an individual. Only if *he
repayment rate of the entire graup is within pre- established
parameters (e.g., no late payments and less than 2% default rate on
an annual basis), and the individual's loan proposal has already
received the approval of the graup, is the loan disbursed. If the
late payments of the group exceed *he maximum rate, then the loan is
not disbursed until the group resolves its problem. This holds even
if the individual soliciting the loan has a positive credit
history. The incentive for the individual is that if the graup as a
whole maintains a positive credit history, future loan requests
approved by the group are autamatically and immediately disbursed by
the Extension Officer. 1In addition, *he total amount of funds
invested by the Faundation in this community graup will increase.

The ramifications of such a methodology are significant.
The entrepreneur quickly realizes that he or she must be very
careful to determine that the other members of the business group
are as responsible as he is, just as they are going to analyze him,
and that each has the means to promptly repay the loan amounts that
they request.

It is also clear that this methodology defines the primary
operational responsibility of the Faundation-- orientational
training. Potential clients need to be oriented in the correct
formation and management of the business owners ‘groups, including
but not limited to; selection procedures %o help assure responsible
members; the elaboration and analysis of credit proposals; and
control of the quality of the groups' loan portfolio. In addition
the Faundation is committed to supervising and coammunicating, %o
each graup, the latest information concerning their portfolio, while
managing a constant training effort to upgrade managerial quali‘ty of
the groups, as well as, *he individuals within them,



b. Contracts Signed

In the group mechanism designed for Egypt, each SME
producar will contractually guarantee him or herself using all of
the machinery utilized in the business; any new machinery financed
by the Faindation loan, or purchased separately will be added to
this guarantee. As the Extension Qfficers progress through the
process of forming a graup, each entrepreneur will sign an
individual contract, a copy of which will be safequarded by the
group itself, with the original being filed in the offices of the
Faunda*ion.

A second level contract will be signed by all “he members
of the graup, serving the purpose of defining the responsibilities
of the parties involved. Most often “he group contract
psycholologically cements and formalizes the concept of the group.

In summary, regarding *he credit responsibilities of “he SME
graups, and the corresponding responsibities of the Faundation, the
above mention graup contracts should:

For the SME Graup—

® specify responsibilities for overall supervision of the
portfolio within the parameters established by *“he Faundation,
including the formal approval of loans presented by their members;

* include the definition and organization of “raining
activities; and

® provide for space for the Extension Officers of the
Faundation to realize their periodic visits to the group.

For the Faundation—

® provide capital in the form of group approved loans;

* stipulate periodic visits programmed by *he Extension
Officers to maintain the accounts and to deliver information
concerning the quality of the graup and individual portfolios; and

* offer educational and training opportunities, as determined
by +he graup. R

H. Training and Technical Assistance for SMEs

One of the most important functions of the extension officer in
“he proposed project is to organize *training programs for SME
entrepreneurs. Training here is seen as an integral part of
increasing productivity of SMES.
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The training officer will organize training programs that deal
directly with *he entrepreneurs problems. These will vary widely
ranging from general management seminars (marketing, production,
financial, general management) to industry specific workshops or
technical problems.

Training programs will vary in duration, same may be conducted
as full--ime activities ranging from one full day to several days,
others over the weekend, and still others as part-time activities
conducted 2-3 haurs in the evenings.

Aside from *he extension officer and other qualified staff
working in the Faundaticn, resource persons from private industry,
government groups like IDDC, PVOs and specific technical experts
will be invited to share their expertise with the entrepreneurs. An
orientation course shauld be held a: the beginning of the branch
activities in order to explain several services provided by the
Faundation and its objectives,

The role of the Training and Technical Assistance Manager %o
advance *he availability of this suppor: %o SME's will include:

1. Iden%ifica%tion of SME Commini‘y Management/TA Needs

While the promotional activities are taking place at the cutse®
of project implementation, the TA Manager will need to enter the
targe* camminities and survey *he management and TA needs of the
SME's planning to participate. As the project becomes operational,
the Extension Officers will provide the best resaurce, along with
the SME participants, in autlining the key areas of training or TA
need.

2. Development of a Management Training/TA Network

A primary role of the Manager is that of facilitator and
liaison between the SME groups participating in the project and
other entities, public and private, that afford management or TA
assistance. Visits will need to be made to public and private
entities to further understand their capabilities, coverage in terms
of target beneficiaries and geographics, costs of operations, and
interest in providing their training or TA activities to graups of
SME's participating in the project.

3. Referrals—~Contract Negotiations

In some cases SME entrepreneurs will have management training
or TA needs of the *ype that are already available in Cairo or
Alexandria (IDDC or a PVO). 1In this instance, it may be nothing
more than alerting the SME of a given service and directing the
owner to where and how to sign up.
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Other needs will require, in coordination with the SME groups,
that the TA Manager develop letters of agreement or contracts
between selected entities and/or individuals who will provide
management. or TA assistance. It will be important that the
contracts have clearly defined performance standards by which the TA
Manager can measure the effectiveness of the assistance provided.
As an example, in addition to the number of training sessions
contracted to teach say, break-even analysis, *he trainer should be
required to demonstrate an agreed upon percentage of participans
who are capable of carrying cu: a similar analysis on their own.
The topic could be developing a business plan, or a plan %o bet*er
manage working capital, etc.

For assistance from other than GOE entities or some PVQ's, *the
SME participants will be required to pay some por:ion of the
training costs. One of the best determinants of training or TA
effectiveness, when costs are involved, is the willingness of the
SME participants to find ways to raise the necessary funds.

I. Operational and Financial Projections

The operational characteristics of the credi% program and
financial projections are presented in Annex H, Financial Analysis.
Key information summarized below, is representative of a single
Faundation and its Branch Offices.

End of Year _
(1) (3) (5)
Branch Offices 1 4 4
Extension Officers 7 24 24
Groups per Extension Officer 8 20 20
Average Group Size 13 30 33
Total Businesses 1,295 8,646 15,840
* Micro 906 6,052 11,088
* Small 389 2,594 4,752
Average Loan Value (L.E.)
* Micro 1,375 2,375 . 3,000
* gmall 5,750 8,750 10,000

Financially, the Foaundations will require a subsidy for nearly
three full years to cover an operating deficit. From “he end of
year three on, the Faundation is able to generate excess revenues
over expenses. These excess revenues would be available to suppor®:
expanded operations and/or lower charges to clients.
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End

(1)

Gross Income 188
Less: Cost of funds, defaults
and loss to inflation 176

Equals: Financial Margin 12

Less: Cos* of Operations 287

Equals: Surplus (deficit) (275)
Less: Subsidy 275

Bquals: Excess Reverues 0

of Year (L.E. 000)

(3) (5)

4,323 11,217
3,977 9,946

346 1,271

702 835

(356) 436

356 0

0 436

W



Annex H

FINANCIAL ANALYSIS

Client and Loan Term Description

small industries (5-15 employees) represent 30% of intended
clients, with micro-enterprises (less than S employees) making up
the other 70%. Small industry loans average L.E. 5,000 in the first
year, rising to an average of L.E. 10,000 after 5 years. Average
loan term is 12 months. Micro-enterprise loans average L.E. 1,000
in the first year and L.E. 3,000 after 5 years. Average loan term
is 9 months.

Default Rate

The default rate is estimated at 1.5% per annum. Only through
experience will it be known if this is a reasonable assumption,
howaver we base our assumption on similar lending programs in
Indonesia and the Daminican Republic which have default rates under
2% per annum after 3-4 years of lending.

Collateral Account

Funds will be deposited in participating banks by the
Faundation{s); the banks will provide the Faundation(s) with
pre-authorized overdraft privileges. These funds are drawn down on
a quarterly basis fram a $8 million dollar AID grant to each
Foundation for use in providing credit to SME. This grant will
constitute the gquarantee. During the first eight quarters, the
collateral account closely follows the value of the loan portfolio.

At the start of Year 3, assuming a portfolio of high quality,
the banks accept overdraft privileges in an amount exceeding the
deposited guarantee. The leverage of the fund i3 projected to
increase gradually fram 1:1 to 2:1 and by the end of Year 5, the
total value of the loan portfolio is projected to be slightly
greater than twice the value of the collateral accaunt.

Cost of Funds

. -

The cost of Funds refers to charges by the participating banks
for maintaining checking account overdraft privileges, and is
assumed to be 15% per annum. This cost represents the commercial
market rate., If access to legs expensive funds is negotiated by the
Poundations, the corresponding cost to the end-user entrepreneur can
also decrease,



The cost of operations is projected at 15% through Year 3 when
it is lowered to 12.5%. In Year 4, it is decreased again to ll%.
The cost of operations is called the differential and includes
operational expenses, inflationary losses and defaults. Inflation
loss is on the savings account (inflation less interest earned on
the deposit) and must be covered by income generated by the loan
portfolio, Inflaticn is assumed to be 22% per anmum, based on GOE
data. If inflation is higher or lower than this figqure, this would
affect losses accordingly and end use rates would be adjusted.

Staff Salaries and Incentives

Extension Officers are treated as individual profit and loss
centers. Direct costs include the base salary of extension officers
plus payroll taxes; indirect costs are calcuated at twice this
amount to cover the expense of support staff at the Branch and Head
Offices. Bonuses will be paid after direct and indirect costs are
covered fram certain incame generated fram the managed portfolio;
100% of net incame generated on loans to micro enerprises will be
included, but only 20% of the net income generated by the small
entrepreneur loans. Of this modified total net incame, the
Extension Officer will receive 15% as a bonus. No bonus is received
if defaults, defined as loans more than 180 days past due, surpass
1.5% of the portfolio. -

The Branch Manager's incentive has been calculated as 18% of the
bonus generated by each Extension Officer, and it is assumed that
there will be an average of six Officers per Manager. The
Secretary's incentive is equal to 30% of the Manager's bonus. In
total, 22.32% of total incame is used as incentives.

Break-Even

Break-even is achieved in Year 3 of lending, assuming a default
rate of 1.5%, a differential of 158, inflation at 22%, and end-use
lending rates of 30% per annum, Given commercial costs of funds,
survey results indicate that the total cost of funds would be
acceptable to the small and micro entrepreneurs. The differential
need not be termed an interest cost, but rather the cost of lending
or service charge., This cuncept appears to be acceptable to the
small borrower. .

Given the non-profit status of the program, the above
differential may be lowered once break-even is achieved. This is
projected to occur near the end of Year 3 of lending, and again
during year 4.




The importance of negotiating an adequate leverage on the
collateral or savings account can be seen in Chart IV;
break-even is achieved only when the program is successful in
securing a greater than 1l:1 ratio between the loan portfolio
and the collateral account. Even when the default rate is
lowered to 0.5% per annum, break-even is still not achieved
with a 1:1 ratio, due to the fact that the inflationary losses
on the deposited quarantee absorb most of the gross incame.
The decline in the financial differential is possible only with
an increasing ratio, converting this element into a key
institutional objective.

Notes to the Financial Projections
Charts I-V1

The following series of six charts contain primary
assumptions being used in the development of the Small and
Micro Enterprise Project. The charts are inter-related, but
each one shows some unique analysis.

CHART I
Chart I shows variables on the top line. In the electronic

version of this spreadsheet, the variables can be changed;
those changes are then reflected throughout the subsequent

charts.
Annual Losses 1.5%
Interest (Annual Effective) 30.0%
Cost of K (Bank Funds) 15.0%
Inflation Rate (Annual) 22.0%
Bank Interest (Annual) 10.0%

Number of Branches

The purpose of showing the number of branches is to
demonstrate the relationship between the number of offices and
the number of extension officers.

Extension Officers ,.

The assumptions on Program growth are affe\r.:ted by numbers
of extension workers. No additional officers are projected
after Year 3 to allow for operational consolideition.

Groups per QOfficer

This is a key assumption affecting program t;yrowth.
|




Average Group Size

Note that membership size per group expands as the program is
extended over time., By the fifth year of implementation the group
size reaches its maximum level of 33.

Total Businesses

This figure is the result of multiplying the number of pramoters
by the number of groups per officer by the average group size.

Average Loan Size

The chart reflects expansion of loan size over time. The
average size of loan may expand more quickly than projected.

Loan Portfolio-Loan Disbursals

75% of new businesses receive loans during the quarter in which
they appear on the charts, a reasonable assumption given educational
needs before loans should be disbursed. The remaining 25% are
included in the calculations for the fcllowing quarter. An average
loan term for micro businesses is nine months; and an average loan
term for small businesses is twelve months. During the fourth
quarter of the first year, 90% of the first quarter businesses
receive a second loan. During the first quarter of the second year,
90% of the second quarter businesses receive a second loan, and so
on. 80% of first quarter businesses receive a third locan during the
third quarter of the second year, etc.

Loan Portfolio - Installments

Installment payments are made monthly for both micro and small
businesses. One payment is made during the quarter in which the
loan is disbursed. Three are made in the following quarters until
only two payments are left, which are cancelled in the next quarter.

Gross Portfolio
Disbursals less installments.
Defaults
The annual loss figure given on line one (1.5%) raised to the

1/4 power as a quarterly calculations applies to the value of the
gross portfolio of the same quarter.



Net Portfolio

Gross portfolio less defaults,
CHART II

Guarantee Fund

This fund is referred to as a "collateral fund with right of
offset”. The size of the fund should have a direct relationship
with the value of the loan portfolio.

Current Value

The current value is determined by the inflation rate, the
interest rate paid by the banks on the collateral deposit, and the
support which the operations may offer from earned interest incame.

Inflation
The inflation fiqure is 22 percent (noted cited at the top of

Chart I) and raised to the 1/4 power. This figure applies to the
previous quarter's current value of the collateral fund.

Deposit Incane

The interest value fram Chart I (10 percent) raised to the 1/4
power and applied to the previous quarter's current value of the
guarantee (collateral) fund. All interest income is channeled to
the guarantee fund until the current value is greater than tne
accumulated value, at which point the excess is applied to
operational costs until break-even is achieved.

Net Portfolio

Fram Chart 1

Gross Income

The interest rate variable fram Chart I is raised to the 1/4
power and applied to the present quarter's net portfolio.

Cost of Funds

The Cost of K (fram Chart I) is raised to the 1/4 power and
applied to the present quarter's net portfolio,




R
~

Loss of Capital

Fram Chart I, represented as defaults.

Financial Margin

Gross Incane less Cost of Funds plus Loss of Capital.

Incame for QOperations

This compares the current value of the gquarantee fund with the
accumulated value. If the current value is over 5,000 greater than
the accumulated value, then the difference is applied to the
operations.

CHART IIl

Businesses Attended

Fram Chart I, this is the total number of businesses serviced by
one extensior worker.

[oan Disbursals

The assumptions used here were described in Chart I. 75% of the
businesses contacted receive their loans in one quarter and 25%
receive their releases in a subsequent quarter.

Installments'L-Gross Portfolio, Defaults, Net Portfolio, Gross Incame

Please refer to Chart I for a description of these figures,
Net Incame

Gross Incame multiplied by the variable Net Income found at the
top of Chart I. This net incame figure only affects the subsequent
calculations for the incentive system described below.

Incentive System - Extension Officer

Net monthly earnings are L.E. 350, yielding a quarterly figure
of 1,050. Diverse benefits increase this figure by 2 (support for
overhead) to abtain a minimum income of 3,000. The basis for
calculating the incentive system is LE 3,000. In order to build an
incentive system favoring micro businesses, 100% of earned interest
incame is applied to the incentive calculations. In the case of
small businesses, only 20% of the interest incame generated by the




larger small business loans will be included in the incentive
system. This is to place a strong incentive pranoting the smaller
loans. '“Zo+-al Incame® refers to the sum of this adjusted interest
incame. The incentive bonus is equal to 15% of any surplus between
the adjusted interest incame anid twice the gross salary. If late
payments increase, the bonus drops. This system treats the
individual extension officer as a profit and loss center.

Incentive System - Branch Manager and Branch Secretary

A manager receives a bonus calculated at 18% of each extension
officer's incentive. The secretary earns 30% of the manager's
bonus, since his cr her work load increases as the number of
businesses attended increases.

CHART IV

Break-Even

The break-even calculation is made assuming that a branch office
has six extension officers. The figures here do not coincide
precisely with the figures in Chart I since the personnel strategy
is to hire three individuals in the first year who will establish
new offices in the second year. The same applies for those hired in
Year 2 for the four new offices planned for Year 3.

Businesses Attended

Businesses attended is a fiqure fram Chart III for one extension
officer, multiplied by the 6 officers assumed herein.

Net Portfolio, Gross Income

Chart III figqures from gross income times 6.

Financial Costs - Cost of Funds, Defaults

The corresponding variable fram Chart I, Column 1 elevated to
the 1/4 power and applied to the Net Portfolio figqures.

Financial Costs - Guarantee Support

Gross Income less the sum of Cost of Funds and Defaults. All
excess income is directed first to the guarantee fund until its
accumulated value equals its capitalized value.

Net Incame

The Net Portfolio of this one branch office is compared to the
total Net Portfolio fram Chart I. The resulting percentage is
applied to the Availabie Incame fram Chart II to determine the total
Available Incame which should be applied to this branch office.
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Salaries

Calculations fram Chart III. Payroll taxes are assumed to be
42.8571%.

Administration

Administration costs are estimated at L.E. 6,465 per quarter,
- but the personnel ccsts of the manager, the secretary, and the
messenger are subtracted. A 10% yearly increase is assumed.
Total Expenses

Total Personnel costs plus Administration

Surplus (Deficit)

Available Incame less Total Expenses

Break-Even Analysis

Break-even was analyzed under several scenarios., ‘The figures in
the left column, (e.g. 15.0%; 0.5%; 1l:1) refer respectively to the
! spread between interest incame and the cost of capital; the default
rate; and, the leverage on the guarantee fund. The bottam scenario
is the preferred one.

CHART V
A Profit and Loss Statement is constructed for the entire
program, assuming that the program will have a total of 8 branch
offices and one main office. .

Total Gross Incame, Portfolio Incoame, Deposit Incame, Cost of Funds,
Defaults, and Inflation Loss

Taken fram Chart II.

Financial Margin

Incame less Financial Costs

Operating Costs - 8 Branch Offices

The total cost of 1 branch office is considered for Year 1, plus
the 3 extra extension officers accounted for in Chart I. In Year 2,
four branch offices are included, plus 4 additional extension
officers also accaunted for in Chart I. Only in Year 3 is the total
cost of one branch office simply multiplied by 8.

. em

<
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Operating Costs - 1 Central Office

L.E. 48,000 quarterly cost with 108 anmual increase.

Qperating Costs - Depreciation

Office installation investments accounted for in the Sources and
Uses of Funds Statement [Chart VI) are assumed to depreciate fully
in 5 years.

Surplus (Deficit)

Financial Margin less Operating Costs
Chart VI

This is essentially a balance sheet to check if Total Sources
and Total Uses are equal.
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l Annex I

Econaric Analys 15[

The projected financial statement ofl the project entity is
often a convenient starting place for idertifying econamic costs and
benefits. In general, two types of adjusiment must be made to the
financial calculation so that it can refl econamic concepts:
First, it may be necessary to include (
benefits which have been excluded fram (i
analysis; second, same inputs and outpu
their shadow and current prices differ.
camprehensive analysis would necessitatd the use of quantitative
information we do not, as yet, possess.[ In lieu of such
information, we may conduct a qualitatiye analysis by disaggregating
the problem into four parts:

may have to be revalued if
In the pres=nt instance, a

1. Can AID funds be justified for thefproject?
2. Is each of the foundations viable
3. Net impact of a marginal loan at Jthe borrower level

4. Impact of micro and small busineps loans on the overall econamy.

We now discuss these in turn:

1. The first question asks whethey it is econamically beneficial to
AID to invest resources into tjie micro and small business
project (MSBP). Assuming that/ MSBP is a representative sample
of small and micro-enterprise/projects that AID traditionally
involves itself with, a generjil statement about such projects
would suffice. Accurding toja recent paper by Blayney and Otero
(prepared for ST/RD/EED, entftled "Small and Micro-enterprises:
Contributions to Development/ and Future Directions for AID's
Support,” November, 1985):

"Benefit/Cost analysis of 1 and micro-enterprise projects
that factor in direct and indifect impacts conclude that, in
comparison to other AID proj , these projects are among the most
successful In econamic terms,/ and generate high econamic rates of
return®,

»

Purthermore, (i) the gevelopment of non-government lending
institutions through the MJ3P would serve to pramote AID'S private
sector initiatives, and (if) the overwhelming concentration of loans
to the urban poor (70% for/ micro-businesses employing less than 10
people) would pramote equfty and income distribution, another key
AID objective.

.
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The second question posed in the first paragraph relates to the
econamic viability of each of the foundations. In principle, a
project is economically viable if the benefits exceed the cost,
suitably priced and discounted. The cost.to the foundation of
making a loan to small or micrc-enterprises is the alternative
benefit forgone by not being able to lend elsewhere. That is,
we have to judge the relative merits of constrained lending
versus unconstrained lending. From an economic and development
viewpoint, marginal loans (investments) in small and
micro-enterprises in Egypt are expected to have less than 2%
default rate when they borrow at 30% rate of interest. The
answer to the fourth question (see below) catalogues also the
econamy-wide beneficial impacts of investing in small and
micro~-enterprises in Egypt. Overall, we may reasonably argue
that lending to such enterprises in Egypt is ‘'rational'. We may
note, also, that financial calculations indicate that each of
the faundations is expected to break even by the end of the
third year.

The third question posed above points us in the direction of
investigating borrower-level impact of loans made through the
MSBP. That is, we ask about direct incame changes by looking at
an individual enterprise's profitability (level of sales, value
added, net profit, and productivity) and at its sustainability
(increased investment, sales growth over time, level of
indebtedness). In addition we ask about direct eamployment
created in terms of full-time jobs created (which may include an
analysis of the cost per job created). Evidence fram several
developing countries e.g. Peru, Bangladesh, India, Honduras,
Doimincan Republic, Colambia indicates that the impact is
substantial, as is seen in the following extract from Blayney
and Otera:

(i) Peru. In Peru, between 1975 and 1981, the Rural
Development Fund (RDF) of the Industrial Bank of Peru
(BIP), a development bank disbursed approximately 6,200
loans totaling over $ U.S. 42 million to about 3,000
small entrepreneurs. Survey data at the end of six years
showed an increase of 160 percent in average declared
sales of borrowers, from the time of the first loan to
the date of the survey (average size of loan in this
program was about $ U.S. 2,500). Annual value added at
the time of the survey was $ U.S. 16,000 per firm. Each
loan dollar extended was found to produce, on the average
a $ .29 increase in gross income per year. Sales
increased at an average of 31 percent annually, while net
profits went up about 54 percent annually.

R
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In terms of impact on income, the RDF project contributed to an
average yearly increase of 53.5 percent in net incame for
borrowers. That is, on the average, a $ U.S. 1.00 loan generated §
1.41 net profit. Expressed in the aggregate, this project generated
$ U.S. 60.5 million fram $ U.S. 42 million in loans.

(ii) Bangladesh. The experience of the Grameen Bank Project
(GDP) in Bangladesh also shows a positive impact on
beneficiary incames. 1iIn four years, this project
operated in 1,250 villages reached through 86 branches,
and extended over 115,000 loans for a total of Taka 195
million to over 58,000 borrowers, landless rural poor 1l/.

On average, household incaome rose about 70 percent in nominal
terms over 2 1/2 years among the beneficiaries of the GRP. This
data was collected by two outside evaluators using randam samples of
600 and 175 (World Bank, 1985). This increase is compared to the
average increase in incame for landless rural poor in Bangladesh,
which the study quotes is at best 2.6 percent per annum.

(iii) India. The data on incame increases of loan recipients
subsequent to receiving a loan were recorded for the
World Bank Calcutta Urban Development Program II.
Evidence of the impact incame shows highly favorable
results. Household incame among borrowers in the sample
of 631 (in a project that extended over 8.8 million
rupees in credit through nearly 3,500 loans), 2/
increased by an average of at least 60 percent. The data
on income changes by subsector showed that incame
increases for borrowers in the tailoring business
exceeded 200 percent, approached 50 percent in
manufacturing and repair firms, and reached more than 20
percent in trade and other services.

The study points out that while the increases in tailoring are
atypical, one can establish an upper limit for income in the other
two activities by factoring in the earnings of waged employees.
Using the going rate for unskilled labor, the author calculates an
increase in annual income among owners and workers samewhere between
82 percent and 117 percent of the loan to the'and. concludes that,
"even if the true figures lie close to the minimum given above, the
rates of return to income in this project are still very high".
(World Bank 1985).

1/ $ U.S. 1.00 = 12 Takes (TK.) (1985).
2/ $ U.S. 1.00 = 10 Rupees (Rs) (1981).
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Several other benefits accrue to enterprises that receive loans
under MSBP. The demand analysis (Annex G) points out the
opportunity costs to such enterprises of not being able to access
credit readily when they need it. Typically, the effective rates of
interest fram informal and other sources were several percentage
points higher than those envisaged under MSBP. Entrepreneurs in the
metal sector admitted of "hidden costs” involved in such informal
systems of acquiring credit. Formal sources of finance are
virtually non-existent. ("Very few entrepreneurs have been able to
secure loans from formal banking institutions®).

Another aspect of borrower-level benefits relates to the
reinvestment of earnings into new productive activities. That is,
the diversification of productive activities is an important
indicator of change in the behavior of the clients resulting from
the project's impact. With added income, entrepreneurs may shift
resources to a new activity that may yield cash income, or may
invest it to start a new enterprise while continuing the first one.
The Grameen Bank Project shows that whereas before the program, 50
percent of the beneficiaries listed one income-generating activity,
after the program that figure was less than 10 percent. Similarly,
the number of beneficiaries with two income-generating activities
increased by 20 percent, while 24 percent of those interviewed
reported three income-generating activities. These findings suggest
that the rural poor have skills and abilities that are underutilized
because of lack of capital, and that when capital is made available,
at least part of the resulting increase in profit is reinvested into
productive activities (World Bank, 1985).

Finally, possible savings mobilization resulting from MSBP
provides an additional measure of the full impact of the project on
borrowers, inccme. Arguments that the poor, living at subsistence
levels, have no savings, and cannot save were countered in a variety
of recent studies. In Costa Rica and Jamaica, low-income households
have savings, and in the case of Costa-Rice, preferred to save in
"formal institutions® but claimed ignorance of procedures and
terminology. The Eqypt case is likely to bear this out further.

As regards job creation, Blayney and Otero report that small and
micro enterprise pramotion contribute to this objective "at a
consistently lower investment cost per job than medium and large
industry within the same subsectors”. -

4. The fourth question in paragraph one asks about the indirect
benefits or economy-wide impact of micro and small business
loans. International experience with such projects provides
overwhelming evidence that small and micro-enterprises are major
contributors to overall econamic growth. Income changes occur
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not only at the beneficiary level, but also outside the assisted
enterprise through backward and forward linkages, incame multipliers
and consumer benefits. A final secondary impact will accrue through
leveraging of the guarantee fund, expected to reach 2:1 in the later
years of the project.

From all of the above, primarily qualitative, considerations, we
can forcefully argue in favor of the proposed project together with
AID contributions to it.

9.
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Annex J

SOCIAL SOUNDNESS ANALYSIS

The objective of this social soundness analysis is three-fold:

First, to describe the social landscape of the project area,
broadly sketching a profile of the target population in order to
demonstrate the feasibility and compatability of the project within the
social and cultural environment. The analysis is concerned with how well
the project fits into the social landscape. We have results of soc¢ial
research undertaken in *he design of the project in Egypt which is a
useful resaurce to define the social context of the project. There is
also an extensive body of literature from other projects in Egypt and
elsewhere.

Secondly the analysis seeks to demonstrate the likelihood that new
institutions or practices introduced by the project will be diffused
among other groups. In this instance the analysis is concerned not only
with project sustainability but with spread effects as well.

Thirdly the analysis examines likely social impact or the
distribution of benefits.

A, Sociocultural Feasibility: A Profile of the Small and
Micro-Scale Enterprise Sector

The project area encompasses the two urban centers of Alexandria
and Cairo. In Egypt, as elsewhere, there are numerous definitions for
Small-Scale Enterprises. A concensus was reached among the project
design team, based on a review of the literature and persons interviewed
in both the public and private sector. The definition of micro-scale
enterprise includes those private firms that employ %en or less people
and small-scale enterprises are the private firms that employ 15 or
less. SME's are further defined as existing businesses with fixed,
movable assets of L.E. 5,000 to 25,000 (machinery and equipment).

Despite the large sums of money which have been invested in small
enterprise studies in Egypt, satisfactory and reliable survey results
have yet to be made. On one point there is agreement - the sector is
growing very rapidly in the urban areas, especially in Cairo and
Alexandria. There are an estimated 250,000 manufacturing establishments
in Eqypt employing between ten and fifty employees.. The latter graup,
with about 650,000 employees accaunts for about 40% of total industrial
employment., Over 75% of these businesses are located in either the
Greater Cairo or Alexandria area, They produce a wide range of products
including garmets, food products, leather goods, cosmetics, wooden
furniture and fabricated metal products.

¥



11SSE production is concentrated in the area of final consumer
goods. In terms of percentage of the total work force, the largest
groups in the ISIC 4-digit level are; furniture (12.4%), fabricated
metal products (12.2%), and tailoring (10.5%). Very small units
play an important role in this sector, with 37% categorized as
one-person shops, and another 28% with only one employee.

Available studies on SMZ's in Eqypt reveal problems typical
to the sector. SME's experience poor access to financing for
working capital and investments, due primarily to a lack of
collateral and little contact with established financial
institutions. High levels of campetition exist with local producers
accampanied by low income levels. Low income is also due to limited
inventories and products, yielding a low return on labor. There
prevails an inadequate knowledge of basic business, management and
technical operations, especially those skills necessary to expand
businesses, enter new product lines and enter new markets. There is
a lack of access to needed training and technical assistance in
rudimentary business practices, marketing, pricing and technical
aspects of busineses, and certain legal impediments (or absence of
incentives) exist to formalize businesses and employing workers.
Based on AID and World Bank experience with SME suppor*: projects
araund the world, it has been found that productive sector
(manufacturing/artisanal) SSE's demonstrate the highes: increments
in productivity and new employment generation for each dollar
invested in the participating firm.

A market analysis was undertaken in May 1988 as part of
project development to determine social characteristics of small
enterprises. Indepth interviews were taken of 45 SME's in four
manuracturing sectors (a non-random sample). The sectors included
ready-made garments, leather, metal and woodwork. These faur
sub-sectors were selected because they play a significant role in
private sector autput and have a potential for further expansion.
The individual interviews were supplemented by groups meetings with
an additional 25 small-scale business people. (See Annex N for a
more detailed discussion of the survey)

One of the purposes of the analysis was to_present a
socio-cultural profile of small-scale entrepreneurs, the tar;at
group of the program.

The majority of SSE entrepreneurs who participated in this
study started cut as apprentices and “hen broke-off to start their
own business. Most micro-entrepreneurs in the survey are
enterprising people who have established their workshops through
hard work and perserverance, Two-thirds of the study population run
their businesses in rented shops and the remaining one~third own
*heir business locations., This is not surprising given the very



high cost of property in the communities of Cairo and Alexandria. It
is estimated that 75% of the total number of SSE's Egypt are located
in Cairo and Alexandria.

Businesses studied operated for an average of 12.5 years.
Entrepreneurs with *he greatest longevity in business work in the
leather and footwear industry, while the sub-sector with the newer
entrants is ready-made clothes. The most common ownership pattern
is the single proprietorship with 27 entrepreneurs or 60%, followed
by family ownership at 27%, and fewest were classified as
partnerships with just six entrepreneurs, or 13% of the total.

Employment patterns favored ncn-family workers with 70% of
all workers hired ocuside the family. It was faund that the
businesses with the higher fixed assets had the greatest amount of
employment. In the sample, the average of total assets is
L.E. 14,521, with the low end a* L.E. 7,966 in leather and footwear
manufacturing and the high of L.E. 26,070 for the metal industry.

Average gross sales per month are just over L.E. 16,280 with
the low end of %he scale among leather and footwear business at just
under L.E. 4,770 and the highest monthly gross sale figure of L.E.
37,315 for the metal industry. Production sales fiqures per month
were also utilized to help estimate the current, shop capacity of
the sample of enterprises visited. The average operating capacity
for the total 45 enterprises was nearly 52%. The ready-made garment
business demonstrated the highest operating capacity of 67%, while
leather and footwear had an estimated capacity of only 32%. The
last two fiqures represent a fairly accurate picture of the current
status of the garment and leather industries. The ready-made
clothing industry is enjoying a boom and is expanding very rapidly.
The expansion is being felt by the micrc-scale enterprises as well,
and their owners admit to good sales during this period. On the
other hand, the leather and footwear industry seems to be passing
thraugh a difficult phase due mainly to the considerable increase in
raw material prices and marketing problems,

The most common marketing approach of the SME entrepreneurs
interviewed is direct sales to final customers. - With the exception
of six entrepreneurs (garments and leather) who sell a portion of
their production on the international market, the rest sell
domestically (57% local and 38% regional sales).

Major Financial and Management Constraints

One of the objects of the survey was to determine what
financial and management constaints affect the small-scale
entrepreneur., The survey sought detailed responses on credit, the
various formal and informal credit sources, and how the SME's are
managed. The survey results conclude tha* there was a potential for
expansion but that lack of credit for capital was a constraint,

W




Very few entrepreneurs have been able to secure loans from
formal sector banking instiutions. Five of the entrepreneurs
interviewed said they were able to secure bank financing. One loan
was for a house, the remaining four were enterprise investments.
Two of the four enterprise loans were arranged thraugh special
programs of HIPCO (the Handicraft Industries and Productive
Cooperative Organization) and DIB (the Development Industrial Bank)
for small-scale industry.

In practice the productive cooperatives do not lend money.
Very few entrepreneurs said they had dealings with a cooperative.
Conditions for membership include presentation of a commercial
license, registration and tax cards, plus an initial membership
fee, They went on to say that the cooperatives provide few useful
services. The businessman who received the DIB loan borrowed L.E.
150,000 to expand his small-scale, furniture business. The loan was
repayable over 10 years with 13% interest plus L.E. 50 service fee.
Of the two remaining proprietors to receive a bank loan, one was
able to secure a loan amaunting to
L.E. 1,500 (garme:.t3s industry). Collateral provided included
promissory notes c.:d the guarantee of a public sector employee. The
last entrepreneur to receive a bank loan was operating a metals
industry shop and obtained L.E. 20,000 to purchase machinery and
equipment. The remaining respondents, many of whom deal with banks
for other services such as savings or checking accaunts, stated that
banks require a higher collateral *han they could provide, and %ha*
they could not locate a bank willing to provide small loans to
businesses with limited assets.

The interview findings point to more difficulty in securing
bank loans among the micro-scale entrepreneurs. Most use a variety
of informal mechanisms., A common practice among the garment,
leather and metals industry entrepreneurs is to purchase raw
materials on credit. Although some material suppliers require a
major cash payment up front, and a short term to repay, (one-two
months ), the total purchase price remains six to eighteen percentage
points higher. The furniture manufacturers interviewed all are
forced to pay cash for their lumber. The alternative to high cost
supplier credit is for the business owner to request an advance
payment for contracted orders and pay the supplier cash. Thirty of
the 45 business owners followed this practice to provide themselves
with the necessary working capital.

Borrowing from family/friends or participating in "Gamaya®"
are common sources of business finance (26 and 27 of the 45
interviewers respectively). "Gamaya" is practiced everywhere in
Egypt to cover personal or family expenses or to pay business
debts. The obligatory-savings, lottery-credit system requires a
monthly payment of from L.E. 50 to 100 for a period 10 to 12 months,



as agreed among members. Members draw lots to determine which month
they can utilize the entire graup savings.

Partnerships appear to be dying out in the hbusiness
cammunities interviewed. Only one entrepreneur obtained credit from
a friend acting as a silent partner, or "morsharkah.® "Morsharkah"
is usually an unregistered transaction and apparently is often
between friends and neighbors. The amount borrowed was L.E. 5,000.
The agreemen: between them was to invest the money for one year,
after which the entire amount plus approximately 20% of the profit
would be paid to the silent partner.

After finance, marketing was mentioned as the most serious
constraint to business stability and future growth. Observation and
comment by the interviewees points to the need for manigement and
technical assistance to enhance management skills, and improve
productivity, lowest among the leather goods and wood production SSE
entrepreneurs.

When asked about their future plans, the vast majority of the
respondents expressed interest in expanding their businesses. Plans
included buying new machinery, working two full shifts, buying more
raw materials, opening new show-roams, and expanding to reach the
export market, Estimated costs of expansion ranged from L.E. 500 to
L.E. 50,000, with the majority of the proprietors responding in the
L.E. 10,000 o 30,000 range.

Major Social Factors Affecting the Project

The surveyors faced two social issues affecting sucess of the
project,

(1) The role of the individual in the formation of a graup
is one issue. Althaugh most of the SSE commnities here in Egypt
are collections of similar type enterprises, suggesting a basis for
cooperation among one another, SSE entrepreneurs are generally very
independent and secretive about their transactions and financial
status. The idea of joining a graup to rely on others to obtain a
loan and to mitually support one another is new, and at the cutset
was rejected. There is an initial reluctance to become involved.

The formation of informal solidarity groups is important to
success of the project. For such a program %o have a major impact,
the largest number of micro-businesses should be reached. The most
viable method proposed, therefore, was that of informal solidarity
groups through which credit would be extended and managed., The
micro-entrepreneurs would form themselves into a graup of potential
borrowers., The process of selection would be delegated to the graup
itself, ensuring that only responsible members are included.



This idea was presented to each of the entrepreneurs who
responded to the structured indepth interview and to an additional
number who participated in the group meetings. An explanation of
the program's objectives was given at the onset, 1I&ts approach,
dealing wi*h the micro-entrepreneurs as businessmen rather than as
recipients of subsidized services, was emphasized. Initially,
individual businessmen seemed reluctant %o endorse their support of
the project. They were unable to envisage the advantages it would
offer and expressed some doubt in their ability to form groups.

A plausible explanation for this initial reluctance on the
part of individual businessmen might have been their inability o
grasp the concept of the informal groups. Hence, it was important
to redefine and interpret this concept to the reality of their
circumstances and to focus on their importance, a mechanism *hrough
which cost of credit could be reduced. The graup meetings pramoted
open discussion and exchange of opinions concerning the feasibility
of this approach. Thraugh the meetings, the entrepreneurs could
identify a common need for credit and realize the advantages gained
fram the program. It was discovered that the reluctance of
participation centered on the concept of one group member
quranteeing the repayment of another., Following a good
understanding of the opportunities for assistance offered, they
expressed enthusiasm and willingness to participate in such a
program when it becomes available. One of their suggestions,
hcwever, was that a written description of tie project be
. distributed among them.

The advantages of forming groups are many. The major
advantage for the SSE project participant is access to financing.
In Egypt the group members will not quarantee one anothers' loan but
instead will receive subsequen* loans only upon satisfactory
performance or pay-back of the entire group. In this way, the
anticipated peer pressure for “imely payment upon all members acts
as a group quarantee mechanism. In time other advantages cauld
evolve aut of the graup including group members purchasing raw
materials in bulk and opening new market cutlets with cambined
finished products.

For the faundations, the advantages of the group mechanism
center araund the potential to reach large numbers of people,
develop a significant-sized portfolio and reach self-sufficiency
within a reasonable period of time.

. (2) Egyptian Social and Religious Tradition on Payments for
Financial Services

In Egypt religious and social tradition affect the design of
this project. With approximately 80 percent of the population
followers of the Islamic faith, there is need for sensitivity using
terms to describe how project beneficiaries will pay for financial

services.



The religious issue is quite straightforward. Whenever possible
the terminology "interest rates™ or "interest charges" is not usec.
Rather terms such as cost recovery or self sufficiency are used.

Initial reactions were negative to including cosks for
credi%, but attitudes changed after examining current reality. The
most common access to working capital for SEE entrepreneurs is
supplier credit. The businessmen realize the real cost of this
credit (commonly two to three times more than estimated project
credit costs) and two, they spoke of the costs to them in time,
paper work and legal fees when they attempted to obtain credit fram
formal financial institutions. In addition, the entrepreneurs could
appreciate the need for a Foundation to cover costs and if it
didn't, the project would not be able to continue.

Resolution of the Two Issues in Project Design

It was decided that the group quarantee concept wculd not be
implemented in Egypt. Rather, subsequent loans would be provided to
individual SSE entrepreneurs only if the total graup portfolio was
performing within acceptable parameters. This places some
responsibility on the group for individual performance and for
additional credit without requiring an individual quarantee, Wwhile
the effect on the portfolio performance is the same, there was a
turning point reached in the discussions about the group concep:
with the entrepreneurs. The entrepreneurs appreciated tha*% there
were real costs associated with delivering credit and that they
cauld have an impact on lowering costs.

Understanding these two points and further realizing tha% the
entrepreneurs were being asked to assist in the management
responsibilities of the portfolio to help lower costs resulted in
the group concept being met with enthusiasm. At the end, the
entrepreneurs expressed understanding of the project design and
realized the advantages of their participating.

A, Sustainability and Spread Effect of the Project

In order to examine the issue of sustainabjlity and
diffusion, the analysis examines activities supported by other
donors such as the World Bank. The World Bank had faur projects and
from these developed useful lessons and quidelines for sucessful
projects, There is limited bu: useful experience with credit
programs in Egypt through OXFAM and the Coptic Evangelical Group for
Social Service (CEOSS)., We cite these programs and draw general
conclusions abaut diffusion.

-
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The World Bank's Experience

Support activities for microenterprises were carried aut
mainly throaugh the Urban Development Projects Department of the
World Bank. The major objective of these projects was to relieve
urban poverty through improving access to social services and
through increasing incomes. While the first goal was easily pursued
throaugh slum-upgrading and sites-and-services schemes (construction
of low-cost hausing projects, provision of sanitary health
facilities), the second proved more difficult because there was no
consensus on the best method t0 increase incomes and no clear policy
abaut funding microenterprises.

The target group was defined as those people or enterprises
who had no access to institutional support. There was no
specification of activity, income level, or assets. And enterprises
in the service and trade sector were considered as worthy of funding
as those in the manufacturing sector because they also generated
income. The prime objective was to improve productivity rather than

0 create jobs.

A further decision had to be made as to the choice of
collaborating host cauntry institutions since the WB does not (and
cauld not) manage projects on its own. It was found that large
cammercial banks were often unsuitable because they were not
organized to handle large numbers of necessarily small loans.

Important lessons can be learned form the four projects — in
El Salvador, Guatemala, Manila and Calcutta-- funded by the Urban
Development Department of the WB. First, the involvement of
voluntary organizations in a supportive role (especially grass roots
organizations with experience in low-income areas) was critical
because of their first-hand knowledge of potential clientele. These
organizations could explain the program to the participants,
emphagize the necessity of loan repayment, and screen likely
borrowers.

Second, technical assistance was not a necessary component of
these projects. Wwhile initially technical assistance was to be
provided, in none of the faur cases was it actually implemented due
to borrowers' illiteracy, lack of time to attend training seminars,
and lack of intercst. Since many of the microenterprises were
involved in simple productive activities, they did not need
*echnical assistance, aside from rudimentary accounting procedures.
The cases demonstrated that, even without technical assistance,
income levels and the number of jobs increased.

The Bank found that five quiding principles shauld be needed
to make microenterprise support schemes financially viable:
1) mutual loan repayment quarantees by members of borrower groups;
2) frequent collection procedures; 3) immediate action on default
payments; 4) built-in warning indicators to identify problem cases;

and 5) cost-control mechanisms. :



The program should be flexible enough %o change if original
plans are faind inadequate to meet the needs of the target graup.

In Egypt two PVOs, CEOSS and OXFAM, have carried aut small
credit projects for SSEs.

1. CEOSS: The CEOSS Income and Employment Generation
project was initiated in July 1983 with financing provided by USAID
and Catholic Relief Services (CRS). Runding was secured to cover
project activities over a three-year period. The project is
implemented in Minia Governorate. Its main goal is to promote
rural-based income-generating and employment projects.

CEOSS's off-farm income generation program is divided into
four distinct projects. Under the Loans for Development activity,
credit is provided to the very poorest of the self-employed or

tentially self-employed in Minia and Assuit. Clients are
extremely poor vendors and others engaged in petty trades and
services, as well as the totally unemployed whose incomes are below
LE 20 Egyptian Pounds per month and may be as low as the LE 5§
Egyptian Paunds provided through the government social pensions.
Originally, most of the beneficiaries were very poor women, many of
wham were widows or divorcees without families to support them.
Recently, however, there has been a greater number of men among the
borrowers. Individual loans have been granted (ranging between LE
100 - LE 1000) to generate employment and increase incomes through
micro enterprises such as grocery/kiosks, animal/poultry production,
sewing/knitting machines, irrigation pumps, carpentry and other
equipment/tool kits. Loans have also been granted for graup
enterprises (ranging between LE 3000 - LE 4000) to start businesses
such as cement brick production, village restaurants and bakeries.

Implementing Organizations: The program is carried cut by
CEOSS/CRS in 26 Vi ?Iages in 9 districts--6 districts in the Minia
governorate and 3 in Assuit governorate, CEOSS activities are
concentrated in al-Minya (50 percent), Cairo and Assuit (40
percent), and 10 percent elsewhere in Egypt. CEOSS has a staff of
325 employees. It is one of the largest Egyptian PVOs, and
considered by many donors to be the most effective., The Ministry of
Social Affairs is an observer on the CEOSS 8-person Board of
Directors,

Results: CEOSS has built an income generation camponent into
a well-established and effective community development scheme in a
nurber of town sites in Minia and Assuit. The CEOSS Income and
Employment Generation project is considered one of the most
successful credit programs implemented by a private voluntary
organization, Field staff in charge of loan's disbursement, as well
as technical assistance and follow-up, are of high professional
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standard as a rejult of the reqular in-house training they receive
in cammnity devklopment and small business creation. Each field
worker is resporjsible for 25-30 project feasibility studies per

month.

Program fuccess has been measured by the size of credit fund
which increased from LE 52,550 to LE 100,000 since program
start-up. The/low default rate (2 percent) is a second indication.
On the other hqnd, %he aurrent interest rate should be increased
because it barf2ly covers the program's administrative costs (10
percent ).

One of|the innovative features of this program is the Group
Enterprise prpgram. This program promotes the development of
cooperative and worker-owned enterprises in local communities. The
airrent autstanding group enterprise projects are seven, each graup
consists of “hree individuals. Loans for groups are quite high with
a maximum value of LE 5000 per group. The most successful graup
enterprises supported by CEOSS are: cattle fattening, poultry
raising, ratbit raising, dairy production, furniture manufacturer,
and carpentry workshops.

In addition to financial and managerial assistance, CEOSS
provides loan beneficiaries with training at their ISTA training
Center.

2. OXFAM has two credi*: proqrams for the urban poor.

A. The Zabbaleen Small Industries Credit Proqram (ZSIP):

The Zabbaleen Small Industries project (ZSIP) was financed by
OXFAM and implemented at the Mogattam Garbage Collectors (Zabbaleen)
settlement in Cairo (10,000 inhabitants). The program's main
objectives are: a) to increase the income of the zabbaleen thraugh
the introduction of reprocessing technology and specific machines.
b) to create a healthier environment by providing use for waste
materials that pose serious health hazards. c¢) to build the
institutional capacity of the local WO, Garbage Collectors Society
(Gameya) to manage a revolving credit scheme.

The program bascially consists of setting up a revolving fund
to extend laans to cammunity residents to upgrade their waste
recycling capabilities through the use of appopriate machinery.

Managing Institution: The credit fund has been managed by
"The Garbage Collectors Society at Mogattam®" (Zabbaleen Gameya),
which is a private voluntary organization that extends social,
technical and financial services to the local community.

tart-up Date: The ZSIP has been implemented over two
phases, Phase I was initiated in June 1983 and Phase II in June

1984,

\
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Size of Credit Fund: Phase I program set up a revolving fund
of LE 33,770. An additional LE 60,000 was added during Phase II
(July 1984). The total size of the credit fund amaunted %o LE
93,770. cCurrently, the revolving fund operates on a LE 138,500
budget.

Size of Portfolio: LE 107,991 for machines from which 33
clients benefited and LE 18,109 for working capital are extended %o
18 clients,

Procedures of Client Selection: Applications are submitted
to the Gameya office. Client selection is determined by a committ
consisting of 6 board members, the gameya accountant and the
administrator. Their role is to review applications, assess
viability of enterprises, and submit recommendations to the board of
directors for the final decision. A check is then issued to the
beneficiary.

Loan Guarantee: Each client signs a loan contract
stipulating the size of the loan and the terms of disbursement.
When the loan is used for the purchase of equipment, the machine is
registered in the gameya's name until the client repays his last
installment. Ownership of the machine is then transferred %o him,
A small number of applicants received loans for working capital. In
such instances the beneficiary is required to sign a check for the
amount of the loan, which is used as collateral in case of default.

Observations:

(A) The zabbaleen Gameya has been responsible for the entire range
of program activities, from selecting loan beneficiaries to
disbursing loans and monitoring activities. One of the program's
deficiencies is that individual loan receipients do not receive any
technical assistance during business start-up.

(B) The current interest rate (10 percent) has to be increased %
enable the Gameya to cover its administrative expenses, and to
encourage micro--business owners to deal with actual costs, inflation
rates being approximately 20 percent, “ -

(C) Interest rates for the commercial and service sectors should be
higher than the charge for industries. This would encourage
micro-industries to invest in the community.

(D) The Board of Directors has to try enforcing the group guarantee
mechanism to overcome the high default rate among program
beneficiaries, The group guarantee system has proved successful in
the same community when administered in another income-generating
project.,
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B. OXFAM: Income-Generating Project for Female-Headed
Hauseholds

Background: The Income-Generating project for Female-Headed .
Households is a credit and technical assistance program which has

been co~-financed by OXFAM and the Ford Faindation. Specific program

objectives are:

(A) Providing female-headed households with loans and/or skills
required o start and manage small income-generating enterprises.

(B) Drawing these women into the network of communication and
information concerning productive opportunities in the commnity.

(C) Establishing a cadre of trained female personnel in low-income
camunities capable of maintaining this program after assistance
program ends.

The project is being implemented in two low-income
camunities in Cairo, the Mogattam Zabbaleen comminity and the
Manshiet Nasser main settlement., The program operates through group
lending.

Managing Institution: BEQI in cooperation with the Zabbaleen
Gameya (Garbage Collectors Society), both PVOs.

Start-Up Date: August 1986.

Size of Credit Fund: At project start-up, LE 10,000 was
allocated for the revoiving fund; LE 4,000 has been disbursed.

Size of Portfolio: The size of the portfolio is LE 5,950
divided as follows:

Equipment LE 850 7 clients
wWorking Capital LE 2600 24 clients
Goats LE 2500 28 clients

Client Selection Procedures: The actual ‘selection mechanism
is that of 'self-selection®. Groups are formed by the women .
themselves after they are made aware of the graup's function and of
the possibility of subsequent loans.

Procedures for application, approval, disbursement and -
collection:

1. Wamen apply in groups to the project extension officers who are
appointed from the community.

2. Written applications are submitted to the Gameya.
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3. The extension officers meet with the groups to discuss their
individual projects and to insure that the group is cohesive,

4, A loan management committee, consisting of members of the
Gameya, the local priest's wife, and an EQI representative, meets
once a month., The committee reviews group applications and approves
loan disbursement.

5. Loan disbursement is carried out by the Gameya accountant and
*he collection of monthly installments is the responsibility of the
extension officers.

Observations: Project philosophy relies on credit group
quarantees. The credit group is the main guarantee mechanism. The
members of the graup co-sign a contract specifying the total amount
of the loan. So far, repayment has been quite high with most groups
meeting payment deadlines. The high repayment rate is a good
indication of the functional role of credit groaups for social
pressure. Technical assistance is provided directly to the graup
rather than to individual beneficiaries through technical courses
and on-the-job training. Some difficulties are still facing the
project due to favoritism exercised by the PVO board members, and
little mutual support and cooperation between beneficiaries.

Conclusions about Sustainability and Diffusion: The
characteristics that determine sustainability and diffusion in these
cases include:

(a) The existence of a cammnity organization that educates people
on new technology and innovations;

(b) The active presence of a community-level organization as an
effective voice for the people.

(c) The level of credit is tailored to the level of complexity of
the small scale enterprise,

(d) Participation of the small-scale entrepreneur in a group which
selects loan recipients and engages in some type of. quarantee for
individual repayment performance is critical to success.

C. IMPACT:

In this section, answers Lo 4 questions serve to structure an
analysis on impact. In general the conclusions strongly support
this project, and as with other experience, these projects are among
the most succsessful in economic terms. Social impact is positive
and beneficiaries achieve high rates of benefits from the project.

%
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(1) what is the probability that the project will achieve some
spread effect?

In terms of the likely spread effect of project benefits,
substantial evidence fram evaluations of other small-scale credi*
activities indicates that at the individual income level, change is
substantial and that effects on employment and number of jobs
created is also positive,

In the case of Peru between 1975 and 1981, the Rural
Development Fund of the Industrial Bank of Peru disbursed 6200 loans
totally $42 million to 3000 small entrepreneurs. At the end of six
years, survey data showed an increase of 160 percent in average
declared sales of borrowers. Each loan dollar extended produced on
average a $.2l1 increase in gross income per year. Sales increased
at an annual average of 31 percent and net profits increased at an
annual level of 54 percent,

In Egypt, one measure of social impact is the size of the
credit portfolio and whether that fund expands or contracts. The
CEDSS program began in 1983 with a credit portfolio of LE 52,550 and
today it has increased to LE. 100,000. The low default rate of 2
percent is another indication of success. OXF.:¥'s Zabbaleen Small
Industry Credit Program (ZSIP) started with a revolving fund of LE
33,770 in June 1983 and increased to LE 93,770 in June 1984. Today
the OXFAM ZSIP credit fund total LE.138,500.

(2) Are project activities suitable for replication?

Exact replication of project activities from one cammunity to
the next is generally not a wise policy. In the World Bank's
experience with faur projects, one of the recammended principles is
that the program be flexible to change if the original plan is faund
not to meet the needs of the target group. Each community differs
in its credit needs, and the ability to adapt the program to the
unique characteristics of the cammunity is important. This
principal is evident in the case of the CEOSS progran when the
group-lending portfolio was modified to accamnmodate to a smaller
number cf group participants. CEOSS originally‘structured its graup
lending portfolio to groups of 20 or more members. After some
modifications, the number of participants in the graup was reduced
to nine or less, Currently, CEOSS extends loans to 7 groups, each
graup consisting of 3 individuals.

In the case of this project design, pramotion teams enter the
camunity at the beginning of the project to advertise credit and
technical services of the program. It is this initial promotion
which will determine whether there is demand for the services. The
initial survey concluded that there was a demand for credit, but
credit needs vary by comminity and it will be the task of the
promotion team to determine what credit needs exist and how to

tailor the services of the project to the camunity.
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(3) Can project activities and benefits be expected to continue
beyond the life of the project?

Projections are that benefits and project activities no% only
will continue beyond the life of the project, but that the credit
system will become self-sustaining by year three of the project. In
the case of the credit: component, a collateral accaunt of U.S. $8.0
million is set up for each Foundation into a savings account at
selected banks. PFunds will be drawn on these accaunts as loan
demand is generat=d by branch officers. The accaunts and funds made
available for credit will each earn sufficient interest to have the
faundation self-sustaining by year three. By the end of year 5 the
leverage of the accaunt will have reached 2:1 or twice the banks'
initial funds will be available for lending %0 small-scale
entrepreneurs. The assumptions are that the cost of borrowing will
be 30 percent per annum and that the default rate on the loans will
be less than 2 percent.

(4) What is the probability that there will be an equitable
distribution of benefits among small scale entrepreneurs who
participate in the program?

Projections and prior program experience indicate that
benefits are distributed equitably among participating graups of
enterpreneurs. Evidence from other programs such as the Grameen
Bank in Bangladish indicates that participants have additional
income and are able to shift resources %o new activities which yield
more income. Additional capital to poorer groups such as
small-scale enterpreneurs is utilized in productive ways to increase
income further,

In Latin America, the level of beneficiaries served by
microenterprise intervention varies by the level of social
complexity of the target group. At the lowest level, the
microentrepreneur does not perceive themselves as entrepreneurs but
are doing what they can to support themselves and families. They
are marginal entrepreneurs and require intensive intervention to
build self-esteem, A medium level of organization involves
microenterpreneurs with a basic understanding of husiness
principles. An example of entrpreneurs at Level II of complexity
would include such professions as tailoring, small vending and
street vendors. The most advanced group, Level III, are
microenterprises with good business skills and a clear understanding
of business principles and the market opportunities. Assistance
will vary according to the organizational level of the micro
enterprise. What worked in every instance was the existence of
small informal groups within the cammunity to gquarantee the lcan and
provide assistance to members.

v
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This project will be targeted at graups of 1-15 employees
engaged in the manufacturing sector. The level of social
organization with this group is Level II or III. The importance of
creating a viable camminity organization with active participation
by beneficiaries is a critical component in the project.

/\



Annex K

Administrative Analysis

As indicated in the accampanying organization chart, the
Foaundations in Cairo and Alexandria will be organized arcund a Board
of Directors, and Executive Director, and three departments. The
three departments are the Department of Administration, Department
of Operations, and the Department of Training and Technical
Assistance.

ORGANIZATIONAL CHART

1. 'The Board of Directors

The elected board of directors will have principal
responsibility for the; 1i) establishment of Foundation policy,
ii) approval of its program budget, iii) determination of the
program direction; iv) participation in fund raising efforts,
v) promotion of policy dialogue with the GOE in support of SMEs, and
vi) in consultation with USAID/Cairo, will name the SME projects'
Executive Directors.

2. The Executive Director

The operations of a program dedicated to the provision of
services to SSE's must be highly streamlined if there is to be any
hope of covering costs. Therefore, it is indispensable to appoint
an individual who will take pride in building an efficient
organization, as opposed to building an institution noted for its
large number of staff. The experience of this individual should
indicate his or her capacity to accamplish specific objectives with
limited resources.

The proposed Organizational Chart portrays a rather small
central office, given the scope of the projected program effort. The
central office will be staffed by 10 to 15 1nd1vmduals, several of
wham will be support personnel. .

In addition to the Executive Director, outside support from
lawyers and management advisor, there are three Department
Managers. The Manager in charge of Administration, the Manager of
Operations, and the Manager of Training and Technical Assistance all
report to the Executive Director. The responsibilities of these
department heads are outlined below.
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3. The Department of Administration

Administration is responsible for the management information
system (MIS) of the entire project operations including; i)
contracts and payroll records of all personnel, ii) contracts and
payments of all temporary advisors, legal staff, and consultants,
iii) the accounting system for all credit operations and income from
other sources such as management assistance classes and paid-for
TA, 1iv) a profit and loss statement for each branch office, and v)
an overall accaunting of the entire program to include, a sources
and uses of funds account, operations cash flow, and a balance
sheet. The Department of Administration in the central office will,
among other important functions, act as a control mechanism for each
of the branch office credit operations. The daily credit
information is channeled fram the branch offices to portfolio
control in the main office, which is verified by the monthly bank
statements, independently campiled by the Foundations' selected
banks. Portfolio control then passes the information to the
accounting office. Any anamalies, between the branch office
accounts and the cooperating bank is provided on this topic in
Annex G, Technical Analysis of Project Operations.

4. The Department of Operations

The Operations Department's main function is to provide
credit to groups of participating small and micro entrepreneurs. To
this end, the department of Operations Manager oversees the
activities of a group of branch offices, each with its branch
manager and extension officers. At the outset the Executive
Director may also direct this department. Each branch office credit
activity is controlled by the camputerized systems of both portfolio
ocontrol located in the Department of Operations and the Department
of Administration, in charge of all accounting. While the
organizational chart depicts a separate Training and Technical
Assistance Department, it is in fact an extension of the Operations
Department, with the course teachers, technical consultants and
other, cooperating TA programs (e.g., PVOs providing management
assistance to SSE's) working in and out of the branch offices.

Too many SME's have been observed to expand at a rapid pace
during the first two or three years of obtaining credit, only to
collapse due to mismanagement. A program providing access to credit
has, in addition, an equally important responsibility to the client
to provide access of management and technical assistance. SSE
entrepreneurs will often continue to request ever larger amounts of
capital, until they reach a level where they are unable to manage it
profitably. In order to assist the entrepreneurs avoid creating
rore difficulties than they already have, access to management and
technical assistance is essential.




a. Branch Office Managers

The main function of the branch office manager is to be a
communicator and promoter of the Foundations' program philosophy and
support methodology. The branch manager must be able to effectively
cammunicate and promote these concepts to his or her staff and, as
importantly, to the participating SSE entrepreneurs. It is not
necessary that the Managers of the Branch Offices be adept in
finance. The computerized system of portfolio control will provide
all of the required financial information in a simple format in
order to permit adequate control over a significant-sized loan
portfolio.

b. Extension Officers

As explained in Annex G the Extension Officers will be
responsible for developing a high quality loan portfolio and
assessing management training and TA needs of the participating SSE
owners. The primary strategy for covering operational costs are the
internally generated funds (margin charged the borrower over the
costs of money and operations), of the portfolio. Further, the
proposed incentive system for operations office staff encourages the
Extension Officers to manage ever increasing amounts in their loan
portfolios. In addition, the Extension Officer will help formulate
cost effective approaches in the consultation with the participants.

S. Department of Training and Technical Assistance

The structure of this department is unlike the other two
described above. The Manager of the Department of Training and
Technical Assistance must serve primarily as a link between the
demand for training and TA activities from the entrepreneurs,
generated by the Extension Officers of the Department of Operations,
and the supply of these services by contracted trainers on an as
needed basis. In order to minimize costs there will not be any
full-time training or educational staff other than the Manager of
the Department. In the organizational chart the dotted lines to the
sub—departments are illustrative of this contractual relationship.

This manager will develop links with a number of sources to
provide appropriate instruction for SME entrepreneurs (e.q., IDDC,
and PVO's) where links can be established.

The Department Manager will also develop contacts with
individuals or campanies that may be interested in absorbing some of
the cost of TA to broaden their sales or experience in werking with
this massive market. Examples include:



a. Trading houses interested in developing a new market for
the sale of machinery. Technicians could be provided to train
operators of the machinery with their cost absorbed in the price of
the machine(s);

b. Companies required to import parts for national
production have an incentive to purchase locally. Meetings with
SSE's and larger-scale manufacturers could be arranged to determine
the feasibility of such sub-contracting arrangements;

Cc. University students could be involved in a project
working with SSE's. Basic management or marketing assistance
activities by the students have been awarded with credits toward
graduate studies, e.g., Mexico and Thailand.

The responsibility is to know what is available for the
communities to be served and to utilize such services wherever
possible. It should be noted that it is unrealistic to attempt to
provide space in the Branch Offices for such courses. If the
program is effective, demand will exceed available space. A more
appropriate strategy is to take the course to the community.

6. Staff Incentives

In order to expand the project, maintain a healthy
portfolio, work toward self-sufficiency and retain good staff, both
Foundations will utilize an incentive system.

Extension officers will be treated by management and the
accounting department as individual operating or business units.
Their direct costs will consist of their base salary plus payroll
taxes, etc. and their indirect costs will equal twice their base
- salary to cover the expenses of support staff at the Branch and Head
offices. Bonuses will be paid once direct and indirect costs are
covered by specified incame generated by the Extension Officers
portfolio. This income is 100% of net income generated on loans to
micro-scale enterprise and only 20% of net income generated by
small-scale business loans. The recammended, additional incentive
placed on micro-scale enterprises is included -to encourage both a
more rapid project expansion and focus on the primary target group.

The staff incentives are projected to begin the second
quarter of the second year of project operations. Based on the
surplus income figure (total incame less gross salary or gross costs
of salary to the Extension Officer). The Extension officer will
receive 20% as a bonus (see chart III, in Annex H). No bonus is
received if defaults, defined as loans more than 180 days late,
surpass 1.5% of the managed portfolio.




The Branch Managers and the Branch Secretary are also
included in the staff incentive design. Inclusion of the Branch
Manager should act as an incentive for the manager to find ways to
improve the capabilities of the Extension Officers. The secretary
is included because his or her work-load will increase with the
expansion in the number of SSE clients.

The Branch Manager's incentive has been calculated at 18% of
the bonus generated by each Extension Officer, with an assumption
that there will be an average of six Extension Officers per Branch

Manager.

N




DATE:

REPLY TO

ATINOF:

SUBJECT:

TO:

ANNEX L
UNITED STATES GOVERNMENT

June 1, 1988 memorandum

Roger L. Russell P.E., PDS/PS é;EZ; 7z é§<:v~¢44<{

Micro Enterprise Project-Envirommental Section (263-0212)

Peter Downs, PDS/PS

Please review the following for inclusion in the Project Paper:

Envirommental Section

The activities of this project qualify for a "Categorical Exclusion” under the

provisions of CFR 216.2(c) Sections (2)(x) and (xiii). The project provides
funds to Egyptian private, non-profit organizations which will act as
intermediate credit institutions whose objective is to assist in the
capitalization of small businesses of 15 or less employees; providing working
capital loans of up to 10,000 L.E. and capital for fixed equipment and
machinery. AID's objective in providing financing does not require knowledge
of or control over the details of the specific activities under the project.

OPTIONAL FORM NO. 10
(REV. 1-80)

GSAFPMR (41 CFR) 101-11.8
8010-114



DATE:

REPLY TO

ATTN OF:

SUBJECT:

TO:

4 UNITED STATES GOVERNMENT

sune 1, 1966 memorandum
Roger L. Russell P.E., PDS/PS @ Z é ;,“{

Mission Envirommental Officer, Egypt

Envirommental Statement for Project Paper
Micro Enterprise Project No. 263-0212

Mr. Glenn Whaley
Ms. Kathryn Saterson, ANE/PD/ENV

The Mission proposes the following as part of the Project Paper:

Envirormental Section

The activities of this project qualify for a "Categorical
Exclusion® under the provisions of CFR 216.2(c) Sections (2)(x)
and (xiii). The project provides funds to Egyptian private,
non-profit organizations which will act as intermediate credit
institutions whose objective is to assist in the capitalization
of small business of 15 or less employees; providing working
capital loans of up to 10,000 L.E. and capital for fixed
equipment and machinery. AID's objective in providing financing
does not require knowledge of or control over the details of the
specific activities under the project.

This project is straightforward as described and no additional
information would be gained concerning Envirommental concerns
through further study. In the absence of further guidance from
ANE/PD/ENV, USAID/Egypt proposes this memo as concurrence by AID/W
to a "Categorical Exclusion" for the project.

OPTIONAL FORM NO. 10
(REV. 1-80)

GSAFFMR (41 CFR) 101-11.8
5010-114



ANNEX 4
lastitutional Analysis

l. Coverument Atftliated Inscitution:

The analyses presented below are drawn trom {nterviews with ofticecrs and
managecs ot Lhe vacrtous tnstitutions uw well us wreltten matectals and previous

studies avallable to the team from AID and other soucces,

Name of I[nstitution: Industrial Uesixn & Develupment Centre (LDUC)

Background:

In 1963, the Institute of Small Industry (LSS[) was established (n
cooperation with ILO to serve the private suctor. I[n 1968, the Englneecing
and Iadustcial Design and Development Canter (ELDDC) was established in
cooperation with UNIDO to serve the public sector. I[n 1977, the two
institutions were merged together under the name of EIDDC Cuv serve both the

public and private sectors.

The center s affiliated with the Organization of Ungineering (ndustries
vhich supervises all public sector factories in the engineering industries
field. The ceuntec is based in Cairo, with branch otfices in Alexandcia and
Ismailia. The GOK, with other donors such as AlD, World Bank and the (TZ,

provide its fuading.

A IDDC provides a wide range of techaical and managucial vecvices to samall
sad medius Ladustries. The center offers the lollowling wervices:

a) Techaical Exteasiomu Services:

Techaology sdaptation, choics and selection of machinery/equipment,
ptocess e¢ngineering, msthods engianeering, time studles and standards, quality



coatrol, layouts, jig aad fixtures, and industrial safety trainilng. 1IDDC

contacts 2,000 persons cach year through the extension program.

b) Industrial Managemsa’ & Busicess Managemsant Services:
Marketing management, financial management, cecord-keeplng and daccounting,

production management, personnel management, product costlayg uand cont
snalysis, managemeut tratlaning, sub-cuntracting tralalng.

c) Reasearch & loformatioa:

Market information, machinery/raw materials suppliers, lmportation data,
exportatiun data, local praduction dnta; {ndustry classiflcation, product

manufacturers, and area wurvey traiaing.
d) Project Davelopment & Special Projects:

Iadustry profiles, feawibility studies, technical/managerial collaboratlon
with other agencles lavolved {n SSK development. The cunter also has an

industrial daca dank to facilitate industrial sub-contracting.

Credit:

IDLC does not provide credit directly. Howaver, LC scuns and recomsends
clients to the Development Industrial Bank (DIB8). About one=-third of the
ceatac's clients are financed by DIB.

Traiaiag Courses:

This Ls the core of the center's operations. Tha center ufters a varlety

LTRSS

of vocatlional and sanagement courses. I[n additlun to standacd perograms,
customized ones are also offered to meet the nueds of Lts clientn. Courses

last a faw days or weeks, based on traiaing needs.



Facilities & Equipasnt:

The cenlec posscsses lmprasslive tacllltlen with well-equipped wockshops
for ceramics, cacpentry, welding, heat treatmeat, tooly and dies, daad
slectroplating. The center has also recently recelved poctable tools to

create a mobile trainlng capability.

T"ﬂ“ croug:

The IDUC caters mainly to small and mediua industries whouse wock torce
rangus belwewn 5 and JUU people. The clients are distributed amonyg Lhe
following tndustries: metal working and Light engineecing = 49%; cextlles and
garments - 14X; agro-industry - 7X; woodworking - 4%; leather - 3%;
electrical and ¢lectronics = IT; chemicals, Xlaws, paper, condtructlon and

handicraft -~ 22 each.

1DDC/Alsxandria

This center is e branch office of the 1DUC/Cairo and does not have any of
the vocational training facilities of Cairo. However, it {nitlates training
courses Ln accounting, coet accounting, computers, project design, quality
coatrol and macketing. Its primary clients for trainiag and technical
ansistance ace thosc eaterprises which are bocrovers from the Levelopment

Indugtrial Bank.
Couclusions

The ceater suffars from two major Limitattons. First, Lt Ls not
perticularly attuned to the needs of ssaller entrepreneurs. Secoadly, the
bureaucratlc tnefficiencies typical of public ageuncles may reduce L%»

flexibility and effectiveness.

Nevertheless, it {s €ealt that the IDDC has a yood poteuntlal ot becoming
oue of the principal conduits to be used by this project for traianing and

r



techaical assistance to micro and small {nduscrles. However, it Iiu
recommended that the propoded project make use of LDUC training and
workshopu/tacilities through contractusal prucurement ot specitic wervices uad

technical knowludge on selected traininyg courses.

2. Cooperatives

Name of lnstitution: Union of Productlon Coopecatives

-

Background:

Enabling legislation for a8 syuwtem of voluntary producers' cooperatives was
firat pusned tn 1996 us Law 317, and viw substantially revised wder Law (1)
in 1975, This law wvas designed to encourage the small producery to turm

cooperatives, and empowers such organizations to undectake a wlde vartety of

activities on behalf of thalr members.

The small scale producers were dctin;d by these laws us Lhowe with alne
eaployees or less, and summarily labeled 'harafeyin,' or handicraft workers.
Uander the 1975 law, they operate uander the ultimate supecrvision of the
Minilutry of Local Coverament, whila 'small tudustrles,' legally deflned as
those with 10~50 employees, are under the supervision of the Ministcy of
ladustry.

Lav 317 establishas a hierarchical structure for productive cooperatives,

as showa below:

l. The Basic or Primary Productive Cooperative: is formed of at least 10
propciutocs from within a single industcy or cluster of clowely reinted

industries. There may be any number of cooperatives within a ¥iven
industry. Thase Are empoveresd to undertake the followiny:

a. fidentify work upportunities;



2.

3.

b. provide machinery, equipment, matecials and spare pacts;
c. undectake marketing and exhibitions;
d. atudy the market snd adslst members tu tallor Lhelr productlon

accordingly;
¢. provide connulting wurvices regardlog productlon und quailty control;

t. borrow trtom hanks on & pciorcity busls At wubsldlzed [ntecest rates aud
on—~loan to meabers;

K+ undectnke lmport and swxport activitliesn on behalt of members;

h. recelve grants and loaas froa any source with which it hus no cuatlict
of {nterest;

. charge membership fues (no upper limit).

The United Productive Cooperatives: This level of coopecative

organizatlon consists of units made up ot two ur muce basle ur primacy
co~ops in the same or related industries. It is empowered to undertake
the sume activities as those listed under (1) above tor this lacger gruup.

This level is not really operational in Eygypt; At exists oaly on paper.

The Genaral Productive Cooperative: This level of organifzatlon unites all

cooperatives of a single ladustry into the national framework. [t {s

mandated to do the following:

a. carcy out producticn-rslated raswacch;

be plan consumption of raw maturials;

¢. ilmpurt raw matarials;

de purchasae rav materials vholesale;

e. build factories as service industrius to the Lndustry (nvolveid;
f. owa vehicles for distributing raw saterials and distributing products;
g uxport producis; e

he put cn exhibitioas;

1. advertive products;

Jo eutablish and operate design/engineering uffices;

ke provide technical consultiog wervices co membucrs;

l. build and operate vocational tralning centers;



@. borrow from banks and on-loan to meambers;

a. publiclze the industry.

4. The Central Union for Productive Cooperation: At this, the highest level

uf pruductlve cooputative otganlzation, the natlunwlde cooperatives arg
Jolned tato a single unioa. The central tusky of this unlon center arouand

overall encouragement of productive cooperatlon and supecvision uf yearly

budyguts ot the cuvpurativus, as shoun below:

a. plaaaing of cooperative production;
- b. census of workers by classification (industry);

¢, for every industry with LU0 or more wockers, encouraglng the

duvelopment of & cuopurative;

d. encouraging the wpirit of couperatiun through creseacch, cxchange of
experience with international and local cooperatives, etce.

¢, constructlon and operation of vocatlonal tralnluy centecs;

t. hotding conferences oa productive couvperatives and sendlny delegates
to wuch conferunces hald by others;

g+ covordination butween productlve ruopuratives snd other Lypes ot

cooperatives;

h. plaaning susistance to member cooperatives Ln Zechnical, tinancial,
legal, and cvoperative atfaics;

1. resolution of conflicts batween cooperatives and within boacds ot

diructors of individual cooperatives.

All of the these levels of cooperatives s HIPCO ... the Agency for
Handicraft lndustries and Productive Cooperatives. Established La 1973 under
the directorship of a Vice-Minister of the Ministry of Local Governmant, (t
'was initially ® national level agency vith tesponsibility for ovecall
adniaistrative supervision of the cooperatives. As pact of the
decentrallzation policies of the national governmuat, s Ministecial Decree was
gllund in 1980 vhich eatablished a Directocrship of Productive Cooperation in
each of the Governorates. Siace that time, the primscry responsibility of
HIPCO has buen to verve as the national level link butween the cooparatives



b,

and the governmenc/public sector.

Fiadiags:

while this legal framework encitles the pruductive cooperatives co
undercake a full range of accivictles to suppurt coopecatives, la tact, very
litcle implementation has ensued. It dappears that active cu-ops are race, and

are aovtly to be tound in Lndustrius which have pressing and appacent ceasony

foc cooperating.

At che present time, accocding to Lndividuals at che Unloa level, there
are approximately 370 primary productive (or seccor) coopecatives with 500,000
members. They indicatud that there are approximately 1.5 million wmall

satrepreneurs outside the productiva couperst!ve membecwhip.

{n discuwelons with Unioa reprusencatives, some clacitication was ohtafned

oa the services which are provided to membucts:

Training — Five perceant of the aet cevenue of member couperatives L
placed fato a training fuad (estimated to be 100,000 LK anaually). Pacc of
this fund goes to the Union and a portion scays at the local level. The union
has been primarily favolved in management traluing with the assiscance of the
Friedrich Ebert Poundation, Adch;cc fuads are available for management
tralaing. However, vocacional training funds are needed for small scale

entreprenaurs.

Techaical assistance — The Cantral Union has a specific departmunt for

" providing techaical assistance, buc this efforc ie jusc scarting.

Credit =~ All credit supplied by the Credit Union Ls in kind. Supplies
sad rav msaterials are provided to member cooperatives and finished goods are

purchased at fixed prices.



The Ceacral Unfon of Productive Cooperatives collects tees trum membecs
for developaencal purposes. Thuse ctevenues are placed la deponlc banks In o
davelopmunt “Fund.” The Fund can be used aw cullatecal tor loans Lcom
comaerclal hanks. Fucther, the Fund has madu swome fndfvidual loans ac 153

facecest == 2% ouver theic cost ot tunde trum Huwser Hauk.

Conclusions:

The productive couperactives could provide accesas to thousands ot SSE's who
are nmembers. But wich the legislative histury ot the cooperacive muvement,
che confusion over GUL control, weak leadership, and apparent luack of
widespread support in che smsll scale enterprise sector, cthe sdvisabllicy of
using the Cantral Union of Productive Cooperatives ueeds much wore careful
study. The cooperative scructure would be of very limiced benefic i{n the
extension of credic. However, the structure should be considered tucther ta
the deaign and provision of techuical assistance and training. Collaboration
in chese arcas might best be undertaken at the level of the General
Cooperatives, which have more direct access and knowledge of the needs of

specific sectors.

3. Private Voluntary Ocrganizacions:

A. Productive Families Socisty .
Backgrouad:

The Productive Families Society was founded uw a PVO {n [Y67, undecr PVO
Act No. )2. Its primary fuactioa is to enhance the family's productivicy by
iacteasing its income and ia turn, improve the family's scandacd of Lliving.

Ia additioa, PPFS also aseists poor families by providing thea wich low
faterest loans and traiaing. This welfare veyment of their program represents
approxisacely L0% of cheir pacrticipating families. PV¥S provides ics member
fasilies with raw saterials for the productlion ot ready-sade yacrments which



are marketed through PFS.

The PFS Is clowsly atfillaced to the Miuiswtery ot Soclal Attales. Mowt ot

the woclety wocrkers in Cairo are on the Hlnlécry's payroll. Nevertheless, the

saclaty I cun hy a private vector boacd of dirercors,

The number of tamilies aseisced by PFS In Cafro Is over 3,300, ot which

some 300 are below the povecty line.

PFS/Cairo has as {ts members 140 societies who produce, among ocher
commodities, ready-mude garmencs. Those meaber sucletles obtaln n signitlcaant
portion of their raw materials from P¥S. They also market some of thelr

production through PFS.

Training, Technical Assiscance and Marketing:

The Soctety traina its clieats ia the use of sewing, embroldery and
kaitting machines. It offers three= and six-month courses. It also supplies
the cloch, thread and production sccesvorivs. The waciety auarkets Ity
products through a chain of retail stores and permanent exhibits La Cairo and

Alexandria.
Credict:

As a secundary tunction, the society provides loans at 6% inturest to
about 300 of (ts member families who falil below the povecty Line. The
reciplents acre wcreened ia sdvaance dy the Minfstry of Social Welfare. A
relacive's paycheck is typically accepted as collateral. The maximum loan is
" LE 200 (US $90). Such loaas are usually used-for saking dowa payments oa
sewving machines. Hepaymeats of these loans approach 10UX.

PFPS/Alexandria

This inscicute {e independently organized und governed by ics own board of



directors elected from the privace secctur. It acts as an umbrella
organizacion tor 61 wocluties in Alexandria. Those meaber svcletics are
actlive in aumerous Elelds among which are ready-made clothes and umbeuldecy,

About 2,900 families benefit from PFS progrums.
The pcimary functions of the P¥FS are :-

*  The procurvaent of raw materiale «t wholewmule prices and seliing wame to

61 member societics, as wall as {ndividual! faamiliesn.

*  Marketing ot flnished products through . permanent exhiblition sw well us
national exhibitions. Recail prices are about 10X to 20X above coust.
This provides PPS a very significant covapetitive edge in markecing,

* A ainor part of Lty program {s to sseist poor tamilies (as approved by the
hiniscry of Soclal Welfare) through traiaing proyrams and small loans.
The number of participaats in cthis progrum does not exceed 102 of the

total aember families.

Currenctly, PFS/Alexandria has 16 employees of whom oanly one Ls secoaded
from the GOE (Miniscry of Social Welfare), while the balaace of euployeus are

on-PFS' own payroll.
Conclusion:

The carget group for PYS reprceents & very low incoms segment in Egypt.
Seving and garsewt productioa is the focus of P¥S traiaing. Many of the
clieats have never bees ia business and, through P¥$ training, ace tor the
first Cima Deing productively engaged and now have a skill.

As these PFS clieats gaia additional experience, they could become s
nsacursl target group for losas to be sade by thc new Poundation. Further, the
ocganizational skills of PFS staff could be useful as the Poundacion begins to
promote group formacioa in varicus locactioas throughout Cairo und Alexandria.
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B. Plan Internacional

Backyround:

Plan Inctucnational is an {ncarnational famcitucion bamed Iu the .S undee

the name of 'Fowter Pareants Plan.' It i3 tunded by private dounocs Lrom Eutope

and Norch America. In 1981, it scarted lts Egyptian operatioun.

Services:

Plen Inturnatfonal provides thw very poor with buw’: support. Education,
healch, and hyglene are high priorities. Recently, P.l. starced a vocacional
skills program. 1[n collabucation with IDDC, {c has set up 1S5 vocatlional

traininy cuacers. Thuse alm at promoting cacpentry and shoemuking In puor

comaunities.

Credit:

P.l. digburses loans ranging from LE 200 to LE 2,000 at no {ntecest. In
1987, they loaned a total of LE 147,000. The default cracta is 30Z.

angcc Geoup:

Plan Iatermational serves impoverished families with an average income of
LE 80/wmonth. They operate ia three overcrowded, poverty~scrickan Cairo
nesighdbechoods: 0ld Cairo, Zinhum and Ain el Sirra. Their services currencly
ceach about 50,000 people (heads of householde and families).

-Concluesion: Y

Plasa Iaternationsl is designed as ® soclal welfare cather then & business
operation. [t is more coucerned with subsistence support than generacing
production. 1t seems to operate efficieacly and reach a broad dase.




The organization seems Co be well connected ac the grass-roots level. The

ucilizacion of chess connections mecits fucther ncudy by che Foundation.

Graduates of the vocatlional skills progcam might be good taryects tor

crudit,




C. OXFAM

Background:

OXFAM is an international non-profit organization based in the
United Kingdom. It was established in the early 40's after
World War Il to carry out relief work in Europe OXFAM started
to expand its scope of work in the 60's, from providing relief to
hungry, sick, or homeless people to placing much more emphusis
on carrying out development programs. To finance 1its programs
the organization depended mainly on fund-raising efforts in
England, priv-te donations, sales from the OXFAM gift shops, and
income from "5 trading company.

In 1975 OXFAM started its activities in Egypt as part of its
regional program, which also included Yemen and Jordan.
Assistance was given in the form of block grants to local groups
carrying out welfare programs. OXFAM opened an office in Egypt
in 1981 that supports groups working in agriculture, health, and
social development. The Cairo office currently has six employees:
three professionals, a part-time consultant, an administrative
assistant, and a driver. Its annual budget is about LE 350,000.

Services:

OXFAM provides the very poor with basic support in the fields of
income generation, agricuiture, health, and hygiene. OXFAM is
not an implementing agency, it assists local groups technically
and financially in managing their community—based programs.
Health is a high priority on the Cairo office’s agenda. Out of 20
programs, fourteen are in the health sector, including four with
handicapped persons, three are income—generating, and three are
educational in nature.

Training is a new area that OXFAM is planning to develop. It has
started training PVO staff in programn management and in
innovative techniques for inducing comr. 1nity participation in
program implementation and self-help. The first such course
took place in Cairo, in Aprii 88, and was attended by 20
participants. The trainees consisted of OXFAM local staff and
PVO program staff. This led to a closer working relationship
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among both groups and a better understanding of their respective
roles. The course, which was conducted by a member ot
OXFAM/England education

department, specializing in management techniques, proved
to be very successful. Cross-sectoral training 1s an area In

which OXFAM would like to expand.

Credit :

See discussion of two credit programs which follow -
Target Group :

OXFAM serves the poore of the poor by providing basic services
and financing social welfare programs. Although, the
organization places great emphasis on improving the situation of
women, the Cairo office has not succeeded in reaching a larger
number. Most of their programs benefit women indirectly, with
the exception of one income-generating program that is directly
targeted at women: Their programs are concentrated primarily in
Cairo with a few in Alexandria. Their current programs are
urban based, basically because the Cairo office is run by a very
small group of people and they don't want to overextend
themselves; secondly, half of the Egyptian population lives in
urban centres.

Conclusion :

OXFAM is primarily a sccial welfare organization that is more
concerned with subsistence support than with generating
production. They have recently decided to phase out of credit
programs with SSEs and concentrate on training activities. The
training programs are well run and could be supportive of loans
to be provided by the Cairo foundation.




OXFAM
- Credit Program #1 -

The Zabbaleen Small Industries
Credit Program (ZSIP)

Background :

The Zabbaleen Srnall Industries project (ZSIP) was financed by
OXFAM and implemented at the Moqattam Garbage Collectors
(Zabbalesa) settlement in Ceaio (10,000 inhabitants).  The
program's main objectives are . a) to increase the income of the
zabbaleen through the intreduction of reprocessing technology and
specific machines. b) to create a healthier environment by
providing use for waste materials that posed serious health
hazards. c) to build the institutional capacity of the local PVO,
Garbage Collectors Society (Gameya) to manage a revolving credit
scheme. ‘

The program basically consisted of setting up a revolving fund to
extend loans to community residents to upgrade their waste
recycling capabilities through the use of appropriate machinery.

Managing Institution :

The credit fund has been managed by “The Garbage Collectors
Society at Moqattam® (Zabbaleen Gameya), which is a private
voluntary organization that extends social, technical and financial
services to the local community.

Start-up Date :

The ZSIP has been implemented over two phascs Phase | was
initiated in June 1983 and Phase Il in June 1984.

Size of Credit Fund :

Phase | program set up a revolving fund of LE 33,770. An
additional LE 60,000 were added during Phase Il (July 1984).
The total size of the credit fund amounted to LE 93,770.
Currently, the revolving fund operates on a LE 138,500 budget.



Number of Clients :

Total outstanding clients are 46, and the total cumulative
number of clients from June 1983 to date 1s 51.

Number of Loans Provided :

Total current outstanding loans are 48, the cumulative number
of loans made are 53.

Type of Loans :

Two types of loans (re extended under this program : loans for
purchasing machinery (plastic granulation . .ichines, rag-pulling
machines, carpentry machines etc.. ) and loans for working
capital extended mainly to service and commercial enterprises.

Size of Portfolio :

LE 107,991 for machines from which 33 clients benefited and LE
18,109 for working capital are extended to 18 clients.

Loan Terms :

Originally, Phase | and Phase Il programs extended loans for
investment and working capital at 7® interest, repayable over 36
months with a three~month grace period. Recently, the Gameya
Board of Directors took the decision to limit the repayment period
to a maximum of 18 months with a two-month grace period.

Interest Rate :

The project initially charged 7.08 on loans extended. The
interest rate per loan will be increased to 108 in the near
future.

Mazimum and Minimum Size of Loans and Loan Average :

Loans disbursed ranged between LE 200 and LE 10,000 per
beneficiary. During the first two phases of the program the
average loan size was LE 2,450. The Gameya Board of Directors
has recently taken the decision that the ceiling on loans will be
LE 1000 per applicant.



Types of Clients :

Industrial 66.0%8
Services 5 7R
Commercial 28.3%

Default Rates

Till April 30th, 1988 total amount of loans disbursed was LE
126,100. The defauit rate is 24.5R%.

Lending Criteria :

For an applicant to receive a loan, he must fulfill **» following

criteria :

a- be a resident of the Moqattam Zabbaleen Settlement.

b= have a clear economic need for the loan, and

c- be willing to pay a percentage of the price of the machine or
set up expenses from his own funds.

Procedures of Client Selection :

Applications are submitted to the Gameya office. Client selection
is determined by a committee consisting of 6 board members, the
gameya accountant and the administrator. Their role is to
review applications, assess viability of enterprises, and submit
recommendations to the board of directors for the final decision.
A cheque is then issued to the beneficiary.

Loan Guarantee :

Each client signs a loan contract stipulating the size of the loan
and the terms of disbursement. When the loan is used for the
purchase of equipment, the machine is registered in the gameya's
name until the client repays his last instalment. Ownership of
the machine is then transfered to him. A small number of
applicants received loans for working capital. In such instances
the beneficiary is required to sign a check for the amount of the
loan, which is used as collateral in case of default.

Links to banking Institutions :

No links to banks. Management of the revolving credit fund is
the Gameya's responsibility.



Collection Procedures :

Although clients are expected to pay their monthly installments
at the Gameya, in many cases the Gameya Administrator 1s
obliged to go from house to house to collect late payments

Use of Reflows :

Repayment of loans, principle and interest, are added to the
revolving loan fund. Reflows are used for the disbursement of
additional loans. Non- payment risks are taken by the Gameya

Proviecm Aceas :

According to the Gameya Director, the program's current
deficiences are :

a= No in—depth survey is conducted in order to assess viability
of loan prior to its approval.

b= No effective-~action has been taken to date by the Board of
Directors against late repayments.

QObservations

a- The zabbaleen Gameya has been responsible for the entire
range of progam activities, from selecting loan beneficiaries to
disbursing loans and monitoring activities. One of the
program'’s deficiencies is that individual loan recipients do not
receive any technical assistance during business start-up.

b~ The currrent interest rate (108) has to be increased to enable
the Gameya to cover its administrative expenses, and to
encourage micro~busiiisss owners to deal with actual costs,
*inflation rate being approximately 20%°.

¢~ Interest rates for the commercial and service sectors should
be higher than the charge for industries. This would
encourage micro-industries to invest in the community.

d~ The Board of Directors has to try enforcing the group
guarantee mechanism to overcome the high default rate
among program beneficiaries. The group guarantee system has
proved successful in the same community when administered
in another income-generating project.



OXFAM
- Credit Program # 2 -

Income—Generating Project
for Female—Headed Households

Background :

The Income-Generating project for Fermnale-Headed Households 15 a

credit and technical assistance program which has been

co-financed by OXFAM and the Ford Foundation. Specific
program objectives are :

a- Providing fem..le~headed households with loans andfor skills
required to start and manage small income generating
enterprises.

b- Drawing these women into the network of communication and
information concerning productive opportunities in the
community.

¢~ Establishing a cadre of trained female personnel in low—income
communities- capable of maintaining this program after
assistance program ends.

The project is being implemented in two-low income communities
in Cairo, the Moqattam Zabbaleen community and the Manshiet

Nasser main settlement.
The program operates through group lending.

Managing Institution :

EQl in cooperation with the Zabbaleen Gameya (Garbage Collectors

Start-Up Date :

August 1986

Size of Credit Fund :

At project start-up, LE 10,000 was allocated for the

revolving fund,
LE 4,000 has been disbursed.



Number cof Clients :

Total outstanding currently 59 beneficiaries, forming
(April 30th, 1988) 19 credit groups

Total cumnulative from start to date 59 beneficiar.'s, forming
19 credit yroups

Number of Loans Made :

Jotal outstanding currently 59
Total cumulative 59
Type of Loans :

Loans were disbursed for the purchase of equipment, as working
capital, and for the initiation of small animal husbandry projects

(goats).
Size of Portfolio :

The size of the portfolio is LE 5,950, divided as follows :

Equipment LE 850 7 clients
“Yorking Capital LE 2600 24 clients
Goats LE 2500 28 clients

Loan Terms :

Repayment schedules are flexible and determined by the type of
project. The maximum repayment period, however, is 24
months. No grace period is granted and installments are repayed
on a monthly basis. :

" ..

Interest Rate :

The interest rate was initially set at 108, and has now been
increased to 158 to cover a greater part of the project's
administrative costs.



Average Size of Loans :
The average loan size is LE 100 per applicant.
Mazimum and Minimum Size of Loans

There is no set minimum, but the smallest loan disbursed was LE
75. The maximum loan size, however, 1s set at LE 200 per
applicant.

Type of Clients :

Indu trial 15%
Commercial 43%
Animal husbandry 42%
Default Rate : 1.7 R

Lending Criteria :

To receive a loan, a woman must fullfil the following criteria :

1- Head a household, i.e. be the main provider for her family.
This category includes widows, divorcees, <eserted wives,
ete...

2- be mentally and physically capable of participating in an
income=producing activity.

3~ be ready to join self-formed credit groups consisting of 3 ~ 5
women.

Client Selection Procedures :

The actual selection mechanism is that of "self~selection®. Groups
are formed by the women themselves after they are made aware
of the group's function and of the possibility-of subsequent loans.

Procedures for application, approval, disbursement and

collection :

i~ Women apply in groups to the project extension officers who
are appointed from the community.

2- Written applications are submitted to the Gameya.

3~ The extension officers meet with the groups to discuss their
individual projects and to insure that the group is cohesive.
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4~ A loan management committtee, consisting of members of the
Gameya, the local priest’s wife, and an EQl representative,
meets once a month. The committee reviews group
applications and approves loan disbursement.

§- Loan disbursement is carried out by the Gameya accountant
and the collection of monthly installments is the responsibility
of the extension officers.

Links with Banking [nstitution :

None

!Ju of Reflows : ~

As a revolving fund.

Risk :

Members of the group take the risk of default and delinquency.
Problems ldentified by the Project Manager :

1- Resistance of some women to meet repayment schedules
despite group pressure to do so.

2= Exclusion of the very poor women from the project due to
unsuitable guarantee requirements and lack of sufficient

support.
3~ Exercise of favoritism by the selection committee.

Observations :

Project philosophy relies on credit group guarantees. The credit
group is the main guarantee mechanism. The members of the
group co-sign a contract specifying the total amount of the loan.
So far, repayment has been quite high with most groups meeting
payment deadlines. The high repayment rate is a good indication
of the functional role of credit groups for social pressure.
Technical assistance is provided directly to the group rather than
to individual beneficiaries through technical courses and
on-the=job training. Some difficulties are still facing the project
due to favoritism exercised by the PVO board members, and
little mutual support and cooperation between beneficiaries.



D. Contic Evanclical Organization for Social Servi
{CEQSS)

Background:

CEOSS s a Christian community-based private voluntary
organization which started its activities with a literacy program
in 1952, in a small Egyptian village in Minia Governorate. Today
CEOSS is one of Egypt's largest and most experienced community
development organizations.  CEOSS' main goal is to develop
self-reliance —~ develop a villrge's ability and desire to help itself.
CEOSS fitld workers concentrate on developing luwcal wvillage
leaders.

CEOSS' operation is highly structured with three main
departments in the fields : of Local Development, Technical
Services, and Learning Resources. Each department comprises a
number of sectoral programs (see attached Organizational Chart).
CECSS field offices are located in Minia Governorate, with a
branch office in Cairo. Their work is currently divided into five
sectors; Comprehensive Development, Agriculture, Resource
Services, Publishing, and Training.

Services :

CEOSS is a community~based, comprehensive development agency
which provides multiple services to the lower brackets of the
Egyptian community. The following section briefly describes the
range and type of services they extend :

= Ihe Comprehensive Development Program: offers classes in

literacy, home economics, heaith education, family planning and
Bible studies. The program also includes vocational training
activities in carpentry, electrical repair, sewing and knitting.
Under this program loans and grants are extended to villagers to
start their own businesses.

- Agricultural Projects : started over 30 years ago with the
distribution of chicks to villagers, local honey production was also
promoted through the distribution of bee colonies to local

AP



villagers. As a result farmers’ incomes were increased through
the sale of honey and the bee's natural polinating activity
improved the crop yield. Cattle fattening farms were set up to
provide meat to local communities at subsidized prices, and to
serve as a model to surrounding breeders.

- TIhe Resource Service Projects : have added a productive facet

to CEOSS' multiple service activities. Its carpentry shop sells
inexpensive furmture produced by their trainees. The "Happy
Home Center® produces 2000 items of ready-made garments per

year. These two centers also provide training and job
opportunities for local residents.
- “hg CEQSS Publishing Housg : "Das El Thakafa® is one of thc

largest Christian publishing houses in the Middle East. It
produces Christian books which are distributed through street
vendors and its own chain of stores all over the country.

- IThe Conference and DStudy Center : is a six-story
well-equipped conference facility which can accomodate 100
people. It serves as a place of discussion and study for both

program participants and CEQGSS staff.
Credit :

Since 1980, CEOSS has actively supported the efforts of local men
and women to initiate andfor expand income—generating
activities. CEOSS has received USAID and CRS financial support
for this program since 1983, under a three-year Income and
Employment Generation project. See discussion of credit project
which [cllows :

Target Group :

CEDSS' target group are the poorer and 'most disadvantaged
segments of their communities. Both Christians & Muslims are
recipients of loans. The loan recipients are spread over some 40
villages in Minia Governorate. An assessment conducted in 1985
indicated that 418 of the beneficiaries were women, more than
half of the projects funded were new undertakings, and 60%® of
the beneficiaries were neither self-vmployed nor holding a steady
Job prior to the receipt of the loan.
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Conclusion

As indicated in the report, CEOSS is one of the largest and most
successful local community development organizations Its
success is the result of a highly structured operation, widely
spread community—based staff, strong emphasis on training, and
a strongly motivated team of olfice-based and field workers
Close project monitoring by CEOSS field statf 1s the main tactor
behind the agency's overall program success and low default
rates.

A sccond contributing factor is training. All CEOSS community
staff

receive one ‘wezk of intensive training in thur income and
employment generation programs as part of their annual
two-rnonth training sessions.  Written guidelines of program
goals, eligibility requirements, and field staff responsibilities are
provided to all field staif in their training manuals.

CEOSS is definitely an agency that has the necessary
organizational capabilities and flexibility to operate a credit
program targeted at small entrepreneurs. It is also capable of
extending the necessary training and technical assistance required
for the implementation of a comprehensive program.



The CEOSS Income and Employment
Generation Project

Background :

The CEOSS Income and Employment Generation project was

initiated in July 1983 with financing provided by USAID and

Catholic Relief Services (CRS). Funding was secured to cover

project activities over a three-year duration. The progect is

implemented in Minia Governorate. Its main goal is to promote
rural-based income-generating and employment projects. The

Jroject’s main objectiv . were :

a- to upgrade and ¢ jand the existing Loans for Develpment
Program, a program providing credit and technical assistance
to income—generating activities and micro~enterprises of the
very poorest of the self-employed or potentially self~
employed.

b- to initiate a loan - as opposed to grants - component with
the agency's- existing Community Enterprises program that
provides technical and financial assistance to community—
owned services (e.g. health, education), as well as economic
ventures with direct community benefit including the
establishment of a new and separate lending and
management assistance scheme for private group enterprises
which are not connected to village development committees.

¢~ to initiate and establish vocational skills training activities for
young men in carpentry, furniture painting, upholstery and
palm-leaf work within CEQSS' ongeing skill's training program.

During program implementation, the following modifications were

introduced to the original objectives :

a~ The Community Enterprise program was dropped and
substituted by & lending scheme for private groups. The
program now provides credit and management assistance to
group—owned enterprises.

b~ Under the vocational skills training program, training in
woodworking has been replaced by furniture painting and
uphoistery, palm=-leaf work was substituted by basic
electricity and construction plastering. ,
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Start-Up Date :
The project was initiated in July 1983.
Size of Credit Fund :

In July 1983, the project funds allocated for credit amounted to
LE 52,550. Currently, the revolving fund operates on a LE
100,000 budget.

Number of Clients :

Total outstanding clients are 218 and the total cumulative
number of clients from July 1987 to date is 550.

Number of Loans Made :

Total current outstanding loans are 218 and the cumulative
number of loans made were 550. )

Type of Loans :

Loans were extended under the three program components to :
individuals, groups, and graduates of the skills training programs.
The use of the loans varied from: loans for purchasing tools and
equipment (sewing machines represent more than 508 of these
equipment loans) to loans for working capital. Some were
extended to assist people in setting up Animal and Poultry
breeding schemes.

Size of Portfolio :

The total size of the portfolio is LE 100,000, out of which LE
40,000 were disbursed for equipment to 137 clients, and LE
60,000 for working capital to 413 clients.

Loan Terms :

The loan repayment period varies in relation to the size of the
loan. There are basically two types of repayment schedules.
Individual loans of less than LE 200 per client are repayable on a
monthly basis over a six-month duration. Loans above the LE
200 bracket are repayable over a duration of 20 = 30 months
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with a grace period of one to two months depending on the type
of business. While group loans follow a repayment schedule ot 30
to 36 menths, with a grace period of six months.

Interest Rate :

Originally the interest rate was set at 6% per year, currently the
interest rate is 4% for loans less than LE 300 per applicant and
10R for loans of more than LE 300.

Mazimum and Minimum Size of Loans and Loan
Average '

- .
Individual loans range between LE 50 ar 4 LE 3000 per chent
Group loans range between LE 1000 and LE 5000 each. The
average size loan for individuals is LE 1150, while {or groups it is

LE 2750.

Type of Clients :

Industriak 258
Services 25%
Commercial 50%

Default Rate :

Till April 30th, 1988, the default rate was 2%.
Lending Criteria :

For an applicant to receive a loan, he/she must fullfil the
following criteria :

a= be e resident of Minia Governorate

b~ have a clear economic need for the loan.

Initial screening of loan applicants is done by the field staff
residing in the villages.

Client Selection Procedures :

Applications are submitted to the field worker who is in charge of
a certain number of villages in Minia Governorate. In many

instances, since the target group is the poorest of the poor, the
field staff play a major role in the screening of suitable projects



and individuals in the villages they are assigned to. They prepare
application requests for applicants, submut them to the review
committee and discuss them with the assigned loan officer.
In-depth surveys are also compiled on each case, the file is then
submitted to the technical review commuttee for final approval.
This committee comnprises the Head of the Economic Development
department, his assistant, the chief accountant, and the loan
officer. Approval for any loan disbursement is carried out by
this commuttee.

Loan Guarantee
Individual leans are guarantexd by a local wvillage lr-der whe 1s
accepted by the field staff. Group loans are gua: nteed by a

group contract co-signed by the members applying for the loan.

Collection Procedures :

Monthly repayments are collected by the field staif in the villages

he/she is assigned to.
Use of Reflows :

Loan installments plus interest are added to the revolving loan
fund. Repayment risks are carried by CEOSS.

Problem Areas :

According to the CEOSS Minia branch officer, one of the problems
they are currently facing is lack of new project ideas and that
more and more  applications are submitted by well to do

villagers.

Another program constraint are the multiple program
rasponsibilities of the single loan officer which limit the further
expansion of the loan program. The loan officer is responsible for

project assessment, follow-up, coordination and delivery of
technical assistance/training.

Observations :

The CEOSS Income and Employment Generation project is
considered one of the most successful credit programs



implemented by a private voluntary organizauon.  Program
activities cover over 40 communities in Minia Governorate. Field
staff in charge of loan's disbursement, as weii as technical
assistance and follow-up, are of high professional standard as a
result of the regular in-housz training they recetve in community
development and small business creation. Each field worker 1s
responsible for 25 - 30 project feasibility studies per month.

Program success has been measured by the size of credit fund
which increased from LE 52,550 to LE 100,000 since program
start-up. The low default rate (28) is a second indication. On
the other hand, the current interest rate should be increased
because it barely covers the program's administrative costs (10R)

One of the innovative features of this program is the Group
Enterprise program. This program promotes the development of
cooperative and worker = owned enterprises in local communities.
The current outstanding group enterprise projects are seven, each
group consists of three individuals. Loans for groups are quite
high with a maximum value of LE 5000 per group. The most
successful group enterprises supported by CEOSS are: cattle
fattening, poultry raising, rabbit raising, dairy production,
furniture manufacturer, and carpentry workshops.

In addition to financial and managerial assistance CEOSS provides
loan beneficiaries, with training at their ITSA training Center.
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Annex N

MARKET ANALYSIS OF SSE’S
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The purpose of this market analysis is two-fold :

(1) to present a socio-cultural profile of small-scale
entrepreneurs who are the target group of a support
program that will provide them with credit and
technical assistance.

(2) to assess the SSE’s credit needs and the feasibility of
promoting a community designed and managed credit

system.
Methodol gy 1
The following data collection instruments were used 1
A. Indegth interviews were administered to a purposeful (non-
randem) sample of 43 SSE’s in four manufacturing sectors in
Greater Cairo & Alexandria in: ready-made garments, leather,
metal and woodwark. These 2 cities have the largest
concentration of SSE’s in all of Egrpt, estimated to be 7.
These four sub- sectors were selected for study because they
play a significant role In private sector output and have
revealed potential for further expansion. The interviews were
conducted in several geographical zones where these
businesse: are clustered. The zones are Manshiet Nasser, Bab
, el Louk, Shoubra, Helwan, & El Mousky in Cairo and Victoria
Maharam Bey, EI Manshia, S20uf, El Laban, and E1 Atareen in
Alexandria.
Boseline information was obtained on the following 1
(1) history of enterprise
¢ (2) personal characteristics of enterprise
(3) production
(4) marketing
(3> finance
(4) future plans for expansion and foreseen problems and
constraints
B. Group meetings were conducted with an additional 25 small

scale business people to discuss in more detail the above-
mentioned issues and to explore reactions to the proposed
credit mechanism and its underlying philosaphy.

A team of 3 social surveyors and the principal
investigator conducted the indepth interviews and the group
meetings with the SSE’s engaged in diverse productive
sectors. The surveyors were briefed during several sessions



to ensure detailed coverage of required iInformation and to
acquire an accurate understanding of the Investigated
questions., They were also asked to present the group credit
mechanism and to et the businessmen’s reactions to it.

Successive meetings were held with the same group of
SSE’s over a two-week period to present new concepts, discuss
shared probl ems, credit avarlabitity, expansion
possibilities, etc. At these meetings, the i1nterviewees were
encouraged to voice their honest opinions and reactions to
the proposed program, which aims at addresting their felt
needs. The opurpose of these meetings was to listen toO
business people, thereby serving as an i1nvaluable tool for
developing the project design presented in section IX,




Profile of the Resdr-made Oarment Sector

Although the public sector dominates the textile 1ndustry,
ready-made clothing 1s controlled by the private sector,
accounting fur 70% of the total ready-made garment production,
Moreouver, most of these SSE’s are micro businesses with less than
15 emplorees.

Uf the total of 45 cases covered by this study, |3 were
businesses engaged |In making a variety of garments, three of
which were cwned and run by women. Seven enterprices were located
in Cairo, 6 in Alexandria. Most businesses were both home-based
(9), and privately owned (8), The average age of business 1s¢ 8.3
years, demonstrating this business sector’s recent expansion and
development. Onty é& people working in his sector were
apprenticed in similar b:sinesses. The remaining 7 entered the
businests from diverse backgrounds. One was a pudblic sector
employee, another a housewife, the third a medical doctor, fourth
a university student and the fifth a truck driver, all of which
illustrates, the unrestrictive nature of this trade and its
attractive financial potential.

Almost half of the entrepreneurs 1nitially supplied capital
for their business from personal savings. Three wire supported by
their familites, 3 ralsed capital through a combinction of savings
and flinancial support from family and friends, and the last
enterpreneur went into a business partnership., Current ownership
shows that eight are presently sole ownerships. None of the
proprietors have any other businesses and only two of these
presently maintain cutside employment.,

All Dbusinesses operate twelve months a year; several
entrepreneurs admitted, however, that work slackens during the
summer months,

Production

The SSE’s investigated produce a variety of ready-made
garments, Kknits or fabrics, for men, women, and children. Total
assets based on estimated inventories of machinery and equipment,
tools, finished products and raw material averaged LE 12,233
each, ranging from L.E 2000 - 17000, Businessmen have from one
to nine full=time, non-family employees. Average number of
nonfamily workers is 4.9. Only 4 of the businessmen engage family
members, mostly on a full=time basis.

The number of employees corresponds to the size of assets,
Thus, businesses with the largest assets have the greatest number
of workers.

For most entrepreneurs, the entire production process is

accomplished in their workshops., Only 2 businesses are sub--

contracted for part of the production process, the finishing
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process of overlocking and making button holes., These also haeppen
to be the smallest micro businesses, hiring only 2 part-time

family members.

In the garment 1ndustry, production capacity reaches peak
levels during feasts, as well as the summer and winter seasons,
when consumer demand is high. The average production capacity,
however, for all businesses is &7%4. Some work at only 304
capacity, while 2 claim production at 1004 capacity. Reasons
given for lower levels of production are lack of working capi tal,
shortage of raw material, decrease in consumption, or
inavailability of machinery n2eded to produce both summer and
winter apparel on a regular basis.

Einange

The micro business entreproneurs use several credit
mechanisms to finance their busii. 'ss. OQur findings have shown
tl .t the absence of formal sources of credit from Dbanking

institutions forces these entrepreneurs to use a variety of
informal lines of credit,

Only one of the 13 businesses investigated was able to
secure a bank loan, amounting to L.E. 1300, for investment in
fixed assets and working capital. Collateral provided included
promissory notes and the Quarantee of a public sector employee.
The loan repayment period extended over 3 years, with monthly
instaliments fixed at L.E. 33.490 per month. The interest rate
was 874, plus 24 bank commission,

, The remaining respondents, seven of whom deal with banks for
other services such as savings or current accounts, stated that
banks require a higher collateral than they could provide, and
that thery could not locate a bank willing to provide small loans

to businesses with limited assets.

. Iln practice the productive cooperatives do not lend money.
Only 3 entrepreneurs said they had dealings with a cooperative,
Conditions for membership include presentation of a commercial
licence, registration and tax cards nplus an initial LE 100
membership fee,

The remaining ten entrepreneurs are not members, <claiming
that cooperatives no longer provide useful services.

A common practice to cope with the-liquidity problem is to
buy raw material on credit as indicated by almost half of the
Interviewees. Woo) or textiles purchased in this manner are more
expensive, however. One entrepreneur stated that he parys | L.E.
extra for each Kilogram of wool priced at L.E. 14 per Kg. Another
stated that the price of one meter of fadbric costing L.E. 2 |Is
increased by 23 pt | ¥ bought on credit,
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Repayment s made 10 a variety of wars. Some suppliers
require that 754 of the price be paid immediately and that the
rest be payable at the end of the same month. Even then, the
entrepreneur has to pay one additional pound per Kilogram above
the cash price for the remaining 25%. For spun cotten, for
example, the price of which 1s ? LE per Kilo, an addi tional pound
per kKilo would have to be paid. Another businessman said that
prices were jenerally increased by at least 104 if reparment was
to be made within a six-month pericd.

Entrepreneurs who are forced to make cash payment for raw
material stated that this system limited the amount they ould
purchase. One entropreneur said he had no other alternative but
to pay in cash since he Knew of no wholesaier who would accept to
sel) textiles on credit.

The other alternative to purchasing raw matertal on credit
is to request advance payment for receive.) orders. Five stated
that an ac ance payment of 20-S50/ was required of customers.

Qther sources for obtaining credit are money lenders,
family, or friends. Seven of the entrepreneurs interviewed stated
that borrowing from family members was the most common form of
quick credit. Money s borrowed for a variety of reasons, to
purchase raw material, repay suppliers, pay wages during dead
seasons, orc simply to acquire working capital.

OntTy one businessman cbtained credit from a friendacting as
a silent partner. The amount borrowed was L.E. 3000. The
agreement between them was to invest money for one rear, after
which the entire amount plus approximately 204 profit would De
'incursed.

The +final way of obtaining credit is to participate in a
gameya, a pragticed phenomenon community wide. This is another
informal method of savings used to cover personal or family
expenses or to pay debts, repair machinery etc . Amounts payed in

a‘gameya ranged #rom LE S0 - 100 monthly for a periocd of 10 or 12
months, as agreed among members.

Eutuce Plans

When asked about thelir ‘uture plans to expand, al
and micro entrepreneurs expressed inlerest i: o;lar;izgo ::::l
businesses. Plans included buying new machinery, working two full
shifts, buying more raw material, and expanding to reach the
export market. Estimated costs of expansion ranged from LE S00

to LE 30,000. The majorit
or LE 20,000, Jority, however, cited figures of LE 10,000

Moreover, nine of those intervieswed did not perceive of any
mgrkotlng problems related to expansiony they said they would
hire extra workers. Constraints faced at present; however, are



working capital on the one hand and ditficulties with
procedures related to taxation, social security
for hired help, or shortages of raw matertal ang

lack of
bureducratic
requirements
accessories.

The remaining four entrepreneurs did not wish to expand,
claiming that markets would be closed to their products, since
larger businesses monopolized marketing cutlets,



Profile of the ngd Footwear Secto

This sector is predominantly privately owned and run, 95/ of
production being private, Moreover, mcost of these 35E°s are micro
businesses. Ten enterprises making foot wear and leather handbags
were investigated. All but one of these operate out of rented
shops, the remaining business being hcme-based. This business
sector is well established, having cperated an average of 18
years. Most of the entrepreneurs i1nterviewed have learned the
trade through apprenticeship, starting young as “Saby" or
apprentices, graduating to "Musaaed" or assistant craftman, and
finally leaving to become a business proprietor or “Osta*. Nine
of the entrepreneurs raised their nitiral capital throughr
savings. Only | sought a partner to fund the establishment.

As for ownership, 7 of the enterprises are self-owned, while
3 are shared with partners. For nine of the ten businessmen, the
workshop 1s the only business. Only one owns an additional
business, & retail shop to ma,Kat his products.

All but one of the businesses operate throughout the rear.

Broguctiont

Eight of the ten leathermaking enterprises in our sample are
involved in shoemaking, while only two produce women’s handbags.
One business is presently engaged in shoe repair only while the
others produce traditional shoes either with leather soles or
with prefabricated plastic ones. Total assets for these
businesses are relatively small, starting with less than L.E.
300 to as much as L.E. 20,000. Small workshops use simple tools
like hammers, pliers or scissors, while the largar ones are
cperated with more sophisticated machines for sewing soles,
pressing leather etc... Average total assets are estimated to be
L.E. 7,946.

The number of produced units per month ranges from 30 to 300
pairs of shoes. Unit prices vary between LE S and LE 24 a pair,
showing a broad range in quality,

The majority have indicated that the entire production
process Is accomplished in their workshops.

The maximum production capacity reported by the
entrepreneurs s only 60%. More than half of the sample are
working at only 20% capacity, while the average is as Jow as
320 (X 1] v . .

Reasons cited for the decreased outpu’ were lower consumer
demand due to abnormally high raw material prices have toc then be
borne by burers. An example mentioned was that of leather whcse
price increased from LE 3 to LE 12, which almost brought
production to a complete halt, Shoemakers at the micro level
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produce only to meet orders recelved from individual clients or
shoe retailers.

Furthermore, due to this increase, shopowners have been
forced to become more selective and limit the number of orders
they made with several manufactures who do business with them.

Macketing

The common pattern is marketing through retailers as
indicated by practically all of the businessmen, Only one sells
of all his products directly, while another markets half of his
output through a retatler and the other half through direct
sales.

Their products are mainly absorbed by domestic markets
within their communities. Only two said their produc's were
exported to the Arab warkets through middliemen.

Peak seasons, when consumer demar ™ is higher, are during the
month of Ramadam, at the begining of the school vyear, before
mothers day and, in general, at the beginning of summer ana
winter,

As with entrepreneurs in clothing, the majority 1n this
sector have problems with liquid cash since 744 of them- are
forcel to sell on credit, with more than half selling on a full
credit Dasis, Credit instaliments are <~heduled over 12 months
for most aof the samplie membors. Other . ,ations were mentioned,
however, that had shorter instaliment schedule of 10 days, 2
months or 5-4 months. One man said that retailers were in full
control, since they would return the products if pressured for
repayment. The producers, therefore, had no alternative but to
.ccept the retailer’s torms.

It is apparent that this business sector is experiencing
hard times, All those interviewed stated that sales were
decreasing for a variety of reasons. Their interpretation of this
situation is that the tanners monopolize the leather market and
control raw material prices. Due to inadequate working capital
and increased - raw material prices, the micro dusinessmen have
their production curtailed since at the other end of the
spectrum the consumer or ultimate client is unable to respond to
increased costs., One entrepreneur said he was forced to purchase
raw material of poorer quality at black market prices, making it
very difficult to stay in business.

Elnance

Findings on availability of formal credit again confirm
results of previous studies. Very few banks make l1oans to SEE‘s.
In fact one exeptional case included in this study received a
loan of L.E. 630 to purchase a sewing machine. This was made
available through a special program to assist SSE’s with the



HIPCO prayect. None of the others have ever received bank loans,
some <claiming that their businesses were too small to ask for a
1oan, while others saying they had been relyctant to approach
banks fearing inability to pay back instaliments at high interest

rates on time.

As mentioned earlier, the entrepreneurs have no taith 1n
productive cooperatives, stating that even if they do provide
some services, such as allocation of raw material, these services
are only offered to a few who have influence with their leaders.

Most of those interviewed i1n this sector do not belong to
cooperatives, and the few who do claim no real benefits,

Six businessmen affirmed may bought raw material on credit.
Of these, 4 were aware Of the increase in price on material
bought 1n this manner. Prices could increase by 104, OQOne
respondent calculated an increase of 25-40%4. The remaining 4
entrepreneurs, however, insisted that the price of raw material
was the same whether bought in cash, or on credit.

None of those interviewed borrow from money lenders.
Moreover only 3 said they participated in gameyas, paring monthly
sums of L.E. 40 - L.E. 100, and using their share of the money
for family of bBusiness expenses.

As for coping with lack of cash by demanding advance payment
on orders, the majority said they did not} the few who said they
did required. 204 advance in addition to a 104 option if the
client were new.

The largest source of credit is probably family or friends.
Hal¢ of the entrepreneurs said that it was more convenient to
borrow from family members and friends who would be more
understanding of their circumstances.

Euture Plans

Despite the critical problems the leather business sector is
experiencing, the vast majority would like to expand their work.
Percieved costs for further growth ranged from L.E. 1000-30,000.
Eight of the . nine businessmen wishing to expand produccion
indicated that money for expansion would be used to purchase
machinery, raw material, and hire more workers. They believed
that they would have no trouble marketing their products, despits
the current problems they face, and that they would be able to
penetrate new markets. On the other hand when asked about
prrcieved difficulties related to fullfiliment of their plans,
mirketing in particular was frequentiy mentioned as extremely
restraining. They said that opening the export market was
necessary because local markets were saturated,



Profile of the Metal Small and Micro Susiness Sector

The metal industry have experienced grouth 1n recent rears.
One of its sub~sectors is the aluminum industry. Many small
private sectors workshops have spring up. Twelve of these were
investigated, 2 producing aluminum household equipment or
partically sub-contracted parts in the production process of such
equipment and the remaining ten producing the following: metal
tubing, machinery needed for prodgctlon of plastics, and
ornamental 1 tems such as picture frames and pendants.

Ten of the entrepreneurs in this sector rent their workshops
and 2 own them. These businesses have operated on average for
10.73 years. In this trade, 1004 of the enterpreneurs were
started off as apprentices who eventually opened up their own
warkshops.

Eleven of the 12 entrepreneurs used their savings as capital
to start off their businesses, and received no f'nancial
assictance from their families. At present, only six of the
business are self owned. OFf the remaining 6, 4 are fam. 1y owned
and two are shared with partners,

Breoduction 1

The metal and aluminum workshops included in this study
produce a variety items as mentioned above. Inventory of average
total assets-was estimated at L.E. 246,070, starting at L.E. 1,400
and reaching a maximum of L.E. 200,00.

the 12 businesses emplioy a total ot 44 workers, both full
and part-time. However, the majority (29) are non-family #full-
time emplorees, while 2 are non=family part timers. The remaining
13 laborers are family members. Ten are full-time and three are
part-time. The largest number of employees in one business is 9
persons, six of whom a~e full time workers,

More than Dhalé of the businesses complete the entire
production process in their workshops, while others manufacture
only part of the process.

The present average production capacity level for these
businesses is 384. Two work at full capacity, S at 30% capacity,
and 3 at 30-40% capacity. Reasons Qiven for minimal levels were
that since production runs paralle! to demands for orders, the
depressed economic conditions cut down on both demand and
production. Furthermore, shortage of skilled labor and lack of
automated machines needed to substantixily increase output were
also gliven as reasons for low production levels.
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Macketing !

The most common marketing pattern for the metals sector s
through direct sales of finished product. There are a few,
however, who sell to wholesalers or retailers. The markets are
almost evenly divided between local and regional markKets. None
have ventured into the international market,

On the whole, members of this sector do not think that there
are peak seasons for production, although a few have indicated
that the month of Ramadan and the summer months are Dbetter for
business because the working day it longer. Morecover, there 13 an
increased demand 1n Ramadan for the production of metal lanterns
associated with this festive month,

Sales tend to be made exclusively I1n cash or credit. Only 2
businesses combine both forms of payment, provided the cash
portion is 20 to S04 of the entire sum. One entrepreneur said he
required 204 cash payment, collecting the remaining amounts in
weekly instaliments over a maximum period of one month. Those who
sell strictly on a credit basis, collect instaliments weeXly or
monthly, This arrangement, however, does not exceed a total
period of 3 months, since cash is needed for business cperation.,

The market conditions for this sector are negative, All
those 1nterviewed Dbelieve that sales are decreasing because of
the poor economic conditions and the reduction 1n consumer
demand. Furthermore, SSE’s are 1losing business due to the
competition from larger investment companies that have entered
the market, offering a wider variety of products at lower prices,
and monopolizing raw material of superior quality. Finally,
decreased sales have also been attributed to the highly inflated
prices at which raw material is imported.

Elnance 1

This sector 1s similar to the previous two in that bank
loans are highly uncommon. Only 1} out of 12 business proprietn~--
secured a bank loan for L.E. 20,000 to purchase machines,
Interest was fixed at 13% with 8 yearly instaliments of L.E.

2,500 plus interest. The respondent could not recall the
percentage of commission charged by the bank.

As stated earlier, production cooperatives do not extend
loans, and the overwhelming majority of businessmen are not
members of these institutions.

of the other informal systems - for acquiring credit,
Borrowing from family friends or participating in the Gameya are
both common. As mentioned earlier, money lenders are dying out in
such communities. Seven of the interviewers said they participate
in a Gameya and 8 borrow from friends or relatives. Other means
for dealing with liquidity problems are purchasing raw material
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on credit and/or requesting advance payment from custeomers. Only
4, hcwever, said they bought on credit and half of these were
aware of hidden costs entailed 1n such an arrangement, a price
increase of 107 and a week’s deadline for reparment. As for
advance payment on orders, eight request 20 to 40% of prices of

products.

Euture Plang 1

Despite the negative market conditions todary, entrepreneurs
in this sector also have great aspirations tor business
expansion. The overwhelming majority wish to see the:ir production
grow. Only one proprietor is content with his lot, claiming that
he has reached a c:3y¢ of self-sufficiency, The others would like
money to purchase arger quantities of raw material and to buy
new machinery and new nolds. Plans for expansion would require
larger workshops and more workers. Because of the nature of this
business sectcr and its relaince on expensive machinery, the
costs cited for expansion were considerably higher than in the
other sectors. One example 18 L.E. 400,000 required for
establishing a rod-iron foundry. However, the figQures more
commonly quoted were between L.E. 10,000 and L.E. 40,000,

The mayority forsaw no marketing problems and believed they
could generate more employment,

The difficulties that would hamper this expansion were lack
of credit, and problems with licensing and taxation.

12
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Woodwork produced in small and micro workshops consists of
furniture, as well as doors and windows for housing construction,

Ten such workshops were survered. One 18 home-based and
owned by the proprietor. The remaining ¥ shops are located in
separate workskops} three of these are self-owned and & are
rented. These businesses have coperated, on average, for 13.5
vyears. Two were established 30 rears ago, while four others are
relatively new, having operated for 3 to 3 rears,

Since the woodworking sector 1s an artisanal trade, It s
not surprising that all proprietors learned the necescary skKills
through apprenticeship. The majority ralsed initiral capital
through retained earnings, but similar to the metals i1ndustry 404
are currently family—owned businesses while 40/ are self-owned
ones,

The majority stated that their businesses operate all vyear
round. None own other businesses and only one holds another job,
an employee 1n the public sector.

Prodygticn

The woodworkers manufacture a wide range of products from
simple items such as plate racks and plain tables to more
elaborate ones such as kitchen casinets or furniture for bedrooms
and dining rcoms. At this level, the businesses are more family-
oriented, drawing on family labor. However, the two largest
workshops included in this sector employ more +full time non-
family workers than full or part-time family members or
relatives. The smallest of the businesses s a one-man
enterprise.

Average total assets of the investigated enterprises were
estimated to be L.E. 11,810 ¢(ranging from L.E. 4,000 to 34,000),
with the bulk of assets being spent on raw material.

In this trade, specializing in the manufacture of certain
parts of the final product is common. The finished product may
run through several hands. Seven of the ten business proprietors
sald they are partially sub-contracted for the manufacture of
part of the line production. Two of these, however, also make
finished products in their workshops. The majority of businesses
are operated at 30% capacity only. The maximum cited was 70% of
total capacity, and the minimum was 20%, although the owner of
that enterprise had 4 full=-time employees and assets of IE
16,200, '
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Marketing

People in this sector tend to market their products by
directly selling to customers after receiving orders. The few
exceptions. to this are the manufacturers of small wcoden items,
like plate stands or small tables, that are produced on a massive
scale. Two thirds of the entrepreneurs stated that there were
peak seasons during which production increased. The summer month
is wusually busy. Labor migrants returning from &Arab countries
invest in furniture. Summer is also the marrtage sSeason
associated with young couples about to furnish new homes,

As for mode of payment, four entrepreneurs said they sell on
a 10074 cash basis. The others accept payment in instaliments but
demand at least 204 of the price upon placement of an order. The
highest asked for was S50/4. DOuration of installments could be
limited to 2 oir J months, or extendec for over 24 months for a
bedroom suite. The products are primarily sold in the local and
regional markets.

Most members of this trade believe that sales are
decreasing. They attribute market deterioration to the high
increase in the price of wood, a commodity that is mainly
imported, and thnat is therefore tied to the devaluation of the
Egrptian pound against foreign currencies. Others stated that
despite price increases, there were also shortagrs o0f raw
material. They also expressed concern about stagnation of the
economic market in general. Only one businessman stated that the
market was expanding because there was greater demand than

supplvy.
1 4

Elnance

Two businessmen reported dealing with banks to secure loans.
The #first acquired L.E., 4000 toward purchasing a house. The
terms specified monthly instaliments of L.E. 98 ovr a duration
of 40 months. Interest and commission amounted to 10%. The second
berrowed L.E. ‘130,000 from DIB to expand his business and buy
machinery. The loan was repayable over 10 years with 134 interest
plus L.E. SO0 service charges.

The remaining entrepreneurs said they had thought of
borrowing but market conditions had discouraged them. Another
simply indicated that he could not.qualify for a loan because he
could not fullfill all the bank’s requirements.

Three of the furniture manufacturers are members of the
productive cooperative, but according to these businessmen the

cooperatives provide few useful services. Ther sometimes supply

raw material, but small entrepreneurs never benefit. The
remaining seven are not members of any cooperative.
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In the woecd manufacture sector, cash iIs used to buy raw
material. None of the businessmen reportedly have been able to
secure wood on credit. In the absence of the above, 90/ said they
were forced to demand advance payments of 20-70% for orders. The
average is close to 30%4.

Among the other methods of obtaining credit, the most common
is borrowing from famiiy or friends, rather than from money
lenders or participating in a gamerya. The few who said they
Joined gameras stated that members were usually businessmen In
their same trade. Money is used to buy raw material, or 1% used
for personal or famlly expenses.

13
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Euture Plans

Most of the entrepreneurs wish to see their btusinesses grow.
Examples of their plans include opening a show room or
establishing a workshop equipped with electricalilry-operated
machines to produce finished products on a massive scale. They
believe that this would generate more Jobs and increase
production.,

Capital required to fullfil their expansion plans ranged
from as little as L.E. 1000 to 50,000, The middle range,
however, was closer to L.E. 30,300.

Very few think they would have marketing problems. They pian
to display and sell furniture in show rooms rather than work on
the basis of orders received from individual customers. Moreover,
i, they produce larger quantities.. it will be easier to deal with
*“o retallers., ' -

Problems associated with expansion include primarily lack of

credit availability, Iincreased government taxation, and *o a
lesser degree shortage of both skilled workers and raw material,
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Credit Assessment and the feasiBility of the Groyp Credit Mechanism

The wultimate success of the credit program 1s determined in
large measure by a correct assessment of the target group‘s
credit needs and by i1ts members’ acceptance of the basic concepts
underlying a program intended to serve them.

There 1s little doubt that shortage of credit seriously
limits the ability of small-scale businessmen to develop and

expand.

Discussions with micro-entrepreneurs during the group
meetings have furcner substantiated the findings obtained from
the individual qualitative interviews,

The concept presented to micro-businessmen focused nn the
feasibility of providing credit and techni-al assistance through
a foundat A that could ultimately becowe self-sufficient by
recovering its operational costs, It was, however, necessiry to
explore many of the issues under)lying such a program.

The first of these issues was that of Iinformal soliderity
Qroups. For such a program to have a major impact, the largest
number of micro=businesses should be reached. The most wviable
method proposed, therefore, was that of informal solidarity
groups thraugh which credit would be extended and managed. The
micro-entrepreneurs would form themselves into a qgroup of
potential borrowers. The process of selection would be delegated
to the group itself, ensuring that only responsible members are
included.

' This idea was presented to each of the entrepreneurs who
responded to the a4 structural indepth interview and to an
additional number who participatad in the group meetings. An
explanation of the program’s objectives was Qiven at the onset.
Its approach, dealing with the micro-entrepreneurs as businessmen
rather than as recipients of subsidized services, was emphas. zed.
Inftially, individual businessmen seemed reluctant to endorse
their support of the project. They were unable to envisage the
advantages it would offar and expressed some doubt in their
ability to form groups.

A plausnible explanation for this Initial reluctance on the
part of individual businessmen might have been their inability to
Qorasp the concept of the informai grqups. Hence, it was important
to redefine and interpret this concept to the reality of their
circumstances and to focus on their importance, a mechanism
through which cost of credit could be reduced. The group
meetings promoted open discussion and exchange of opinions
conserning the feasibility of this approach. Through the
meetings, the entrepreneurs could identify a common need for
credit and re2lize the advantages gained from the program.
Following a good understanding of the opportunitiecs for
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assistance offered, they expressed e¢nthusiasm and wilingness to
participate in such a program when 1t became available. Qne of
their suggestions, however, was that & written description of the
project be distributed among them.

Another (ssue discussed was the cost of proposed loans, Here
again, initial reactions were negative, but attitudes changed
gradually after lengthey discussions. When the loan’s proposed
cost was explained In relation to the hidden expenses of buring
raw material on credit and the financial loss of cashing gamera
subscriptions several months after participation, entrepreneurs
realized the advantages of joining the proposed credit program,

gopglusions

Most micro-en‘repreneurs covered by the s tudy are
enterprising pe¢ople who have established their wori.shops through
hard work and pel severance, The majority started out as
apprentices who learned the skills of the trade, and who then
broke off to start their own businesses., One third of these now
operate in privately ocwned locations, while the remaining two
thirds run their Dusinesses in rented ones., Glven the very high

cost of - property in the urban comaunities of Cairo and
Alexandria, this Is not a surprising phenomenon,

It Is~ interesting to note that of the 4 manufacturing
sectors investigated, cnly the garment industry has attracted
outsiders to the trade.

Businesses investigated have operated 12.5 years on average.
The most established is the leather sector, while the most recent
is that of ready-made clothes.

The average total assets of the micro businesses is L.E,
14,321. The metal manufacturers were found to have the highest
assets, while those with the lowest assets were leather, which
although the oldest business, has not grown at the same pace as
the others.

The average operating capacity for all is S1.54. The ready-
made garment business reported the highest production capacity,
4774, while mandufacturers of leather products had an operating
capacity of only 32.. Those two figures represent a fairly
accurate picture of the current status of these businecses. The
ready-made clothing industry Is curreéntly enjoring a boom and is
expanding very rapidly to Include even micro-entrepreneurs, who
admit to goort sales. On the other hand, the leather industry
seems to be passing through a difficult phase because of the
considerable increase In raw material prices., Hence, the +first
affected are micro-entrepireneurs of that sector, who have
expressed concern over present conditions and are having
marketing problems.
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As for sources of finance, all four sectors are similar,
‘Jery few entrepreneurs have been able to secure loans from formal
banking institutions. Therefore, ther have had to resort to
informal lines credit, mainly family and friends. The majority
also derend on credit for the purchase of raw material and on
advance payments for orders made. The only exceptions, however,
are furniture manufactures who are forced to pay in cash for the
wood they buy.

The comman marketing pattern 18 either that of sales to
retailers or direct sales to customers.

With a few execptions whose products are exported, most
entrepreneurs sell their products domestically, having no access
to intarnational markets, although they realize the vital
potential of such channels,

Plans for expansion are ..ill an unattainable dream for
these micro businessmen., They recogntize that plans can only
materialize with credit. Acquiring credit is a high priority, It
will enable them to develop their businesses.

Finally, our investigations have shown that 1 addition to
credit there is an obvious need for technical assistance to
improve productivity, enhance management skills, and resolve
marketing problems.
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SHALL RAND NICRO ENTERPRISE PROF ILE
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fpparel pa-trer 7.6% credit 46X
. u Honey
lender 9%
» Gamayas S3x
% Advance
t 38.5x
» Faaily 62%
Leather 19 |self 7072 23.7% |76.3x T 7966 | Shoes | LE 14 32.5% 607 30, 107z | Bank 10%
i300ds partner 307 111 . w Material on
Handbag [LE 18.6 credit 67x
172.5 “
' lender 71512
» Ganays X
u Adver: e »0x
L] g-ﬂq 32
Mood 10 {self soz| sox | sox |LE 11810 | €O LE 110] 49z 402 6o — |n Bank 20x
Pro— family 33.32 # Haterial on
duction partner 16.6%Z credit ox
» Honey
lender ox
n Gamayas 30x%
n Advance
t 90%
w Family SOx%
Metals 12 self 602129.52 170.52 |LE 26070 | 7463 LE S 12 74 SO% SOx — n Barde 8.5%
family 407 u MHaterial on
credit I
u Money
. lender ox
. » Camaya 5%
u Advance
t 75
n Family 67x%




POTENTIAL BRANCH OFFICE LOCATION
CAIRG:
! . MANSHEYET NASSER

To serve mansheyet Nasser and moqattam - (mixed industries)

2. MANASRA :

To serve MANASRA (Wood Working), BAB EL SHARIA. (Footware). BAB
EL LOUK <(Leather and Footware). ABDIN (Metal and Services
Industries. Machines and repair workshops) and MOSKY (Ready made

garments).

3. SABTEYA 1

To serve Sabtya (Engineering workshops) BOLAK ‘mixed industries).
Gaserietta Badran (ready made garments and otre: s).

4. SHOUBRA EL KHEIMA

To serve Shoubra el Kheima (mixed industries) and Shoubra (metal
+ ready made garments and repair workshops).

3. MATARIA

To serve Mataria district (mixed industries),

4. HELWAN

To serve Helwan district (mixed industries).

;. Gl2A

To serve Giza district (Giza *+ Dokki) (mixed industries).
8. IMBABA

[}
To serve Imbaba district (mixed industries).

ALEXANDRIA
1. EL RAML (mixed industries)

2. EL MANSHIA (clothing & footwear) ~~
3. ABOU EL DERDAR (engineering & metal)

&




Questionnaire

General Information

1- Name nof entrepreneur
Hge Sex

2= Address @
Education

3- Kind of business !

Wood leady made clothes
Metal LLeather fost wear

4- Location o+ firm @

Home Nutside home
Owned Rented

S« Date firm was established :

6~ Acquired capital from 1@

Family Friends
Savings Partners
Other :

7~ Business ownership 1

Family Partners
Private ownership

8-' How many months during the year is the business operated?

9= Are you involved in any other work ( own other business )?
Yes No
State type of business 1

10- Are you employed in other work/wages

Yes No




Production :

11- No of employees in business :

Family Non Family
All the time Part time All the time Part time

{2- Estimates of total assets value ( in L.E. )

Machinery : Local

Imported
Heme -made
Equipment :
Tocls 3
Inventory : Finished

Raw Materials
Total :

13- Estimates of average production @

Kind of product Unit/month Average price

{9- Location of production :

Entirely inside workshop
Partly sub-contracted
_Hiring machines from others

134 At what capacity is business cperated? =—=c=c=e=-y
[f not, what are the reasons?

Marketing 1

14- How do you market your products?

Whole~-saler Retail
Direct sales
Local market Regional market
Export

—l [



17- What are the seasons during which sales increase?

18-

19-

20~

Why?

Do you sell for : ‘

Cash _____ _____*“
Credit ______ “

If you sell on credit, what is the period of installment
collection

How are market condition? \
Increasing

Decreasing

Censtant

State the reasons @
Do you deal! with banks :

Yes No

For what services

Savings Loan

21- Do you deal with industrial cooperatives?

Yes No

If No, Why?

[f yes, wnat are the services offered ( including loans )?

Purchase fixed assets

Acquire working capi tal

Ne of monthly instaliments § —c——ce- amount in LE ==wwe~
Interest ~=e—caa- Commission ~==w——weecaa

Service charge ==-=vw=w==- Other =

22~ Do you buy raw materials - equipment ~ machines on credit?

Yes No



& What are the terms for repayment?

What is the inr-erest charged by cuppliers?

» 1¥ you purchase raw materials in cash, does the price di¢fer?

Yes No

I1f yes : state /A difference

23- Do you take loans from individuals?
Yes No
¥ no, what are the reasons :
1f ves, how 30 you use it :
Buying fixed assets Working capi tatl

Length of loan in month
Number of payments

Value

Guarantee

Interest %A Commission
Service charge Other

24- Do you participate in gamayas?
Yes No

If yes, how do you use it?

¢

23- Do you ask forn advance payment from the clients?

Yes N¢

14 yes, what % of order do you request? -- 7
26- Do you take loan from any member of your family or friends 1
Yes No

1f¥f yves, under what circumstances do you ask for the loan?




27- 14 there are other sources from which vou take rour Iloan,
what are the conditions for credit?

Future Plans :

28= Do you intend to expand your business? .

Yes No

¥ ves, whal are your plans??

Cost of expansion?
If No, why not?

29=- Do you have any problems marketing your products?

30- Do you need to employ new workers?

Yes No
. If res
Full time Part time

31~ What are the primary difficulties in fuifilling your plans?

"¢ External 1t Govt., Regulations and Policies; Raw Material
¢ Procurement; Demand for Products; Availability of Credit;
Channels of Distribution; Market Organization; etc.

Internal Availability of Laborg Qualityy Financial
Reporting and Taxes; Location; Other difficulties associated with
the localej; Managerial Limitations; ete. )

Y




LL and MICRO ENTERPRICE
ETAILED FRGJECT BUDEET
[US $2003

Ehe
h
1

- EAR YEAR - YESA YEAR SRR FZAR YERR

? 1 2 t < i 7 ToTAL
t, TREDIT FLND 35§ ST s 5IIT 14030
2
T, IFERATIINAL SUPRCET
1. IFFIZE INETALLATION 0 5 19 115
B. IPERATING JEFICIT 25 700 720 345
SUB-TOTAL 745 105 30 ) 9 339
I, 312 TROJECT MANASEWENT
3, U5-peSh 129 125 43
3, ESYPTIAN-PSC ! 12 13 4 <)
SUB-TOTAL 13 137 13 {4 ‘ 3 295

4, TEZHNIZAL ASSISTANCE-US.FIRM
3, SALARIES

T11PROJ ALVISOR-CAIRO 50 & 3 186
12M0S/YR FOR 2.5 YRS 8 3/MC
{2]CCORDINATIR-L, S, 17 17 12 4
IM0S~1,2M05~2,2M08-3 € 3.3/MC
[3ISECRETARY- US 4 A 2 8
<MOS-1,1M0-2,1iM0-3 @ 2.0/M0
SUB-TOTAL 81 82 4 210
3. FRINGE BENEFITS
20U OF SALARIES 14 16 9 2
{. SHORT TERM CONSULTANTS
(i) CREANTZATIONAL SPECIALIST 8 4 12
IMOE-1,1M05-2 & 4,9/M0
{ZJCOMPUTER FROGRAMER 10 1 2
M0S-1,2M05-2,8 5.0/M0
i3] SMALL BUSINESS SPECIALIST b] 11 16
{M0S-1, 2M0S-2 @ 5.0/M0 .
(4] NIS SPECIALIST 8 4 12
NOS-1, 1MOS-2, @ 4,0/M0
{5) SSE TRAINER 4 4 3

“ IN0S-1,1M08-2, @ 4.0/M0 -
§UB-TOTAL 15 b} 49

T A
A A VI




YEM YER  YEM YERR  YERR YERR /TN
2 3 3 s 5 g
I. TRAVEL & TRANSPORTATION
[1] PROJ ADVISOR-CAIRO 15 17 1
RELOCATION EXPENSES (AIRFARE,
SHIPMENT HHE, POV, ETC)

221 COORDINATOR 5 5 3 13
T TRIPS-L & 2, 1 TRIP-, & 2.5/T .
7% 3807 ATVISOR-TRAVEL TO ALEX. : 1 2
T47 CONSULTANTS A 11 P
3 TAIPS-1, 3 TRIFS-2, @ 2.5/7
{21 RV - SDVISOR 4 1 L
3LB-TITAL 4 3 19 3t
. GLLOWANCES
[L] DIFFERENTIAL 15 1 3 7
(257 3F ADVISOR SALARY)
2] EDUCATION ALLOMANCE 9 g 5 2
231 PER DIEN - ADVISOR 7 7 ' 8
90 DAYS/YR IN ALEX @ $75/D
131 PER DIEM ~ COORDINATOR 5 ! 2 L
50 JAYS-1, 80 DAYS-2, 20 DAYS-
3 £90/) AVERAGE IN CAIRD % ALEY
1] SER DIEN ~ SONSULTANTS i ' b
200 TAYS-1, 120 DAYS-Z 8 $90/
AWERAGE IN CRIRO 4 ALEX
SUB-TOTAL 8 3 9 123
=, UTHER DIRECT COSTS
IGMMUNICATIONS, PHOTOCOPYING, 5 32 5 g
SESEARCH MATERIAL, OFFICE SUPPLIES!
3. CVERKEAD ON 1A-F ABOVE @ 50 1 3oy 9 203
SUB-TOTAL US T.A, 1 TR £ 395
S. TICMICAL ASSISTANCE-SUBCONTRACT WITH EGYPTIAN FIRN
3. SALARIES @ BENEFITS
(1] PROJECT ADVISOR [CAIRQ] 12 13 7 i
R 12/7R FOR 2.5 YEARS
12] PROJECT ADVISORIALEX] 12 3 7 £
® 12/YR FOR 2.5 YEARS
[3) PROJECT DIRECTOR 3 ; 2
INDS/YR FOR 2 YEARS & 2.0 MO,
SUB-TOTAL i L T,




ST EIILUITIIN INEINERS
(2§ DVRE e L/
TIiMIE :Ft..QLIET
NI.S'A| S "':5‘2
T3l TRAINER
S M08, 2 YRS, & l.0/M0
ST TREDIT CONSULTANT
4 W05, 2 YRS, B 1L.0/M0
SuB-TaTAL
- THAUEL
ZOMESTIC
INTERNATIONAL

L ma

3
-

JOMESTIC

.
1 JNTERNATIONAL

e

- b

[Z

PER DIEM
ol

<

(143
-

SVERMEAD
INCLUDING OTHER DIRECT COSTS,
COMMUNICATIONS, OFFICE SPACE...ETC
{80% CF 35-0 ABOVE]
SUB-TOTAL, SUBCONTRACTS

§. TRAINING/ESUCATION

o

«n

19

34

189

4, ZCNS'LTANTS [2J37S COVERED THROUGH TA CONTRACTS]

B. IN COUNTRY WORKSHOPS % SEMINARS
CTRAINING MATERIALS, MEETING ROONS, PER DIEM]
U5 & THIRD COUNTRY OBSERVATIONAL TRAVEL
[AIR FARES & PER DIENSI
. PUBLICATIONS
COMMUNICATIONS (FILM/VIDEQ]
SUB-TOTAL

[ ]

m c3
-

L5}

ar

88

198

a3
25
25

28
100

11

30
30
85

«
"

' -
r3 <> 43

-

[4Y]
~0

75
53
36

[~ 2



YEAR EAR  YEAR YESR YEAR T 1E3R
1 2 3 X 5 T TOTAL
7.3FECIAL PROJECTS
3 SUB SRANTS WITH PVOS 5630 500 1000
- §. EVALLATIONS
. MID-TERM 75 Te
B. END OF PROJECT 75 75
2U3-T0TAL b} b} 75 ) ) It 150
g, A7
? A, PID-TZRN 5 3
3. IND OF FERID | :
3U3-TOTAL 5 33 53
SRAND THTAL pIiTY B Y: % ST vA S 1 ¥ 0 A A TN
ASSUMPT I INS:
SY INFLATION PER YEAR ON ITENS 3, 4, % §
NOTE:

SCME FIBURES DG NOT ADD EXACTLY DUE TQ ROUNDING




BUDGET BREAKDOWN

Projected Use

Support (4.9%)

TA/Trgin. (7.6%)
) Spec. Proj. (5.0%)

y Mgmt,/Eval (2.0X)

Callcteral Fund (80.4%)

DETAILED BUDGET BREAKDOWN

Expenditures other than Collateral Fund

Ev::n/Audit (5.3%)
AID Mgmt. (7.4%)

Support (24 5X)

TA & Training (37.8%X)

Special Projects (25.0%)




BUDGET BREAKDOWN

Projected Use

Support (4.9%)

TA/Trgin. (7.6X)
Spec. Proj. (5.0%)

Mgmt/Eval (2.0%)

Callateral Fund (80.4%)

DETAILED BUDGET BREAKDCWN

Expenditures ather than Colicteral Fund

Eval/Audit (5.3%)
AID Mgmt. (7.4%)

Support (24.5%)

TA & Training (37.8%)

Special Projects (25.0%:)
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BUDGET BREAKDOWN
Projected Use

Support (4.9%)

TA/Tegin. (7.6X)
Spec. Proj. (5.0%)

Mgmt/Eval (2.0%)

Coligteral Fund (80.4%)

DETAILED BUDGET BREAKDOWN

Expenditures otber than Collateral Fund

Eval/Audit (5.3%)
AID Mgmt, (7.4%)

Support (24.6%)

N

Special Projects (25.0%)

TA & Training (37.8%) N




BUDGET BREAKDOWN
Projected Use

Support (4.9%) -

TA/Trgin. (7.6%)
Spec. Proj. (5.0%)

Mgmnt/Eval (2.CR)

Collateral Fund (80.4%)

DETAILED BUDGET BREAKDOWN

Expenditures other than Collateral Fund

Eval/Audit (5.3%)
AID Mgmt. (7.4%)

Support (24.5%)

TA & Training (37.8%)

Special Projects (25.0%)




BUDGET BREAKDOWN
Projected Use

Support (4.9%)
TA/Trgin. (7.6X)
) Spec. Proj. (5.0%)

e Mgmt/Eval (2.0%)

[l

Callateral Fund (80.4%)

DETAILED BUDGET BREAKDOWN

Expenditures other than Collateral Fund

Eval/Audit (5.3%)
AID Mgmt. (7.4%)

Support (24.5%)

TA & Training (37.8%)

Special Projects (25.0X)




BUDGET BREAKDOWN
Projected Use

Suppart (4.9%)

TA/Teqin. (7.6X)
Spec. Proj. (5.0%)

Mgmt/Eval (2.0%)

Colicteral Fund (80.4%)

DETAILED BUDGET BREAKDOWN

Expenditures other than Callateral Fund

Eval/Audit (5.3%)
AID Mgmt. (7.4%)

Support (24.5%)

TA & Training (37.8%)

Special Projects (25.0%)




