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A PLAN FOR RISK MANAGEMENT AND PROFIT SHARING (RMPS) 
by Forest McKennie (OM Consultant) 

D8-95.3.::'S-lJO~ 

MISSION STATEMENT 
The absence of credit for micro and small and enterprises (MSEs) has greatly impeded the ability 
of TBC to adequately serve the local small business market. Financial sector refunr. in Tanz.ania 
was supposed to increase the availability of credit to MSEs, but that has not happened. 

The mission of the RMPS program is to aid The Business Center (TBC) in facilitating the 
emergence, growth and sustainability of responsible, well-managed businesses in lanzania. The 
program will supplement TBes efforts by addressing the unmet financing needs of MSEs. 

OBJECTIVES 

The objectives of RMPS are: 

Providing a needed and valued business support service 
Existing formal sector institutions have not met the financial services needs of Tanzania's MSEs. 
RMPS will provide well defined standardized and customized investment products to the target 
segment, at market rates to help correct this situation. 

Strengthening the capacity of business service providers 
TBC will identify and train Tanzanian business advisors to initiate outreach efforts to eligible 
clients. These business advisors will help clients prepare business plans and other documents 
needed to meet RMPS investment approval criteria. TBC analysts will review loan packages and 
suggest i Illprovements as necessary. This ongoing exchange between the business advisors and 
TBC staff will resemble an apprenticeship program. ' 

Broadening the business cOlllmunity 
RMPS will aid TBC in increasing the number and size of formal sector businesses owned aud 
operated by indigenous African entrepreneurs. The program will accomplish this goal by 
providing previously unavailable market rate financing options and sound financial advice. 

Developing professionalism in the business community 
RMPS will cultivate a professional approach to doing business in Tanzania. Prograill participants 
will learn the value of ongoing planning ;'lnd reporting and the requirements of the formal financial 
sector. They will also learn to manage business responsibilities under the privileges granted and 
constraints imposed by forl11:11 contracts and legal agicemcnls . 

Rl\lPS APPROACH 

In pursuit {)r its missioll, Rl\lPS will: 

Target registered, small gnd microenterprise Tanzanian cOlllpanies 
The priority will be to provil::? financil1g to TBC clients and olher "rormal sector" MSEs. Viable 
prospects must meet standard bank criteri{~ in terms of character and capacity (Q manage fillan(:ing, 
but may lack the cred:l record, capital or coll(lteral normally required. The program's u\tim3.le 
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objectiive is to provide a bridge between self-financing and access to formal-sector financial 
servic~s. It will allow companies to lake advantage of growth opportunities, provide them with a 
credit history, and help develop the range of management skills necessary to ultimately attract i 

formal sector finance and/or investments . 

Targeted clientele will be proprietor-run businesses or entrepreneur-managed corporations. To 
qualify for RMPS loans proprietor-run businesses must have an official name and address, and 
should be registered under the Business Ordinance Act as either sole proprietorships or 
partnerships. Entrepreneur-managed corporations must be incorporated under the Companies Act, 
and the owner must be directly involved in the day-to-day running of the company. Management 
capacity IS a critical element in identifying viable investment candidates (prospects). The aim is to 
identify companies with the potential to move rapidly through the RMPS program into arms-length 
relationships with formal-sector financial institutions. For that reason, management strength and 
integrity are essential requirements. 

Provide a variety of loan products to MSEs 
Local financial institutions are restructuring and consequently have little or no liquidity, are 
technically insolvent, and are not actively lending. The two foreign banks currently in the market 
do not lend to MSEs. RMPS's variety of investment products will address the constrain's callsd 
by a lack of formal-sector financial services for MSEs. Program investments will be structured ill 
a way that helps MSEs overcome the excessive collateral requirements arid exorbitant interest rates 
faced in informal credit markets. RMPS's product line will include a variety of structures. This 
will allow flexible repayment schedules, designed to meet the needs and desires of the borrower. 
Long term financing will be provided in a way that does not cripple cash flow and inhibit growth. 
Collateral will be limited to the assets financed by the loan. Except in unusual circumstances, 
inadequate collateral withoul other cause will not be sufficient reason to deny a credit request. 

PRODUCT LINE 
The RMPS product line will include: 

• An income note. Under this structure, the borrower will provide the fund a return on its 
investment by sharing periodic profits rather than making principal and interest payments. 
The repayment stream will likely be uneven and the monitoring requirements will be 
significant. Income note customers must agree to allow TBCs designated consultants to 
prepare a book of accounts that will measure profits during the life of the investment. Th~ 
consultant will be responsible for monitoring borrower adherence to the book of accounts. 
This additional servicing responsibility justifies a higher illitial fee, and a higher expected 
rate of return on the investment. 

• Discounted Notes. Under this lype note. a rate of return will accrue over the life of (lie 
investment (up to one year), with the entire note balance due at Illaturity. Discounted notes 
allow the borrower to avoid lIsing cash on debt repayment for an extended period. They 
will also reduce the risk to the Fund of receiving repayment based only 011 the borrower's 
aChieving a certain level of profits. There will be a feature in the discounted nGtes that 
allows either collection of the entire note balance at maturity or conversion of all or part o!
the balance to an amortizing term loan. This product will carry a higher fee structure and 
a higher expect\!d rale of return than the basic rerlll loan product. 
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• Amortizing term loans. This product will be made available at the request of a client. 
Term loans will be repayable in regular installments over a period not to exceed three 
years. Term loan agreements allow a grace period of up to six months before repayment 
commences. During the six-month grace period the borrower can either pay interest only 
or capitalize interest depending on its financial and operating condition . 

• Short-term working capital loans will typically be available only with one of the' other 
three products. They will be considered as a stand alone product on a case by case basis. 
Short-term working capital loans can aid in fulfiiling obligations under contracts with the 
government or a large company. They can also finance short-term needs of a recuning 
nature,. not individual or random trading transactions. Short-term working capital loans can 
also guarantee letters of credit for export/import transactions . 

OPERA TING STRATEGY 

Outreach and customer developmen1 
TBC will be responsible for outreach and customer develo;Jment. To fulfill this obligation. TEC 
will identify and train a group of Tanzanian consultants to act as Venture Finance Consuitant:; 
(VFCs). There will be a formal agreement governing the relationship between TBC and each 
VFC. The agreement will detail the speci fic duties and responsibilities of each party, es~ablish 
compensation rates, detail methods and timing of compensation and specify performance 
requirements leading to compensation. TBe will organize seminars to train the VFCs in lhe basies 
of prospect/customer identification, business planning, credit analysis, project appraisal and 
specifics of the RMPS program . 

Package preparation will be the responsibility of the VFCs. VFCs will approach (or will be 
approached by) potential borrowers. Prospects will also be referred by TBC and the participating 
financial institutioll. It will then be the VFC's re~ponsilJility to identify a specific need, and sell 
the prospect on their ability to satisfy that need. The VFCs will lJe paid for their services i;1 
preparing the loan package at a rate negotiated between themselves and the prospective borrower. 

Investment approval and disbursal 
VFCs will have a conference with a TBC analyst before preparing an investment. package. This 
early discussion will focus on the nature of the proposed transaction, the client, the investment 
product and its structure. It provides an opportunity 10 guide the VFC in the right direction in 
preparing investment packages. The conference can also disqualify any projects cr prospects that 
do not fit the RMPS program criteria. [f a project is ineligible for financing, the TBC analyst 
will inform the VFC ill writing th~ reasons for the denial. The VFC is responsible for informing 
the prospect of the denial. It is imponant that the VFe not create the perception that preparation 
of an investment package automatically guarantees tinancing under the program. It is equally 
important \0 inform prospects as early as possible of concerns that may ultimately lead to a denial. 
This allows time. to either take remedial action or make other financi,1g arrangements. 

If a prospect and a project have potential to receive a linancing. the VFC will assist in the 
preparation of the flllancing request package. The completed package will be submitted to a TBe 
analyst for review and comment. [f the ana.lyst does not concllr with the VFC's recommendation. 
he/she may suggest alternate products or structures, methods for correcling ill~deqllacies, or reject 
the request with a wrinen explanation. If the questions or inadequacies are addlessed and 

3 



I 
I 

I 
I 
I 
I 
I 

.. 

.. 

.. 

.. 

• 

corrected, the package can be resubmitted to TBe for approval. 

Once approved by a T8C analyst, financing requests will be submitted to a Venture Development 
Advisory COlllmittee (VDAC) for final action. The VDAC will have four members with AID, 
TBe and the financial institution each choosing one representative. The forth member will be a 
local businessperson chosen by a unanimous vote of the olhcr three members. The VDAC can 
decide to accept the request as submitted, accept the request conditionally or reject the 'request as 
not feasible. If the request is accepted conditionally, or if it is rejected, written explanations will 
be provided to the business advisor by TBC. If it is accepted, a terms and conditions letter will be 
prepared by TBC for the borrower to review. This letter will detail the basic agreement between 
the parties, in~luding: investment amount, repayment terms, a target return on investment (ROI) , 
interest rates (when applicable) and fees. The letter will be siglled by all parties to the agreement 
(borrower, financial institution, TEC, and the business advisor). All required documents will be 
prepared by the financial institution based on ihat agreement. Once the loan documents have been 
prepared and signed, lhe bank will disburse funds to the borrower per terms of the agreement. 

At the time of the initial disbursal of tund~, a fee will be coliecteu from the loan proceeds. This 
fee will be paid directly (0 TOC as compensalion for its analytical work on the loan request. The 
fee will be a minimulll of $250 and will increase to a IllJximum of 1.5 % of the investment 
depending on the Jll1l)Unt and product. Par! of IIle fee \Viii be payable to the VFC as a "brokers' 
fee." The exact amount of this broker's fee will be detailed in a separate agreemel;t bet· ...... et'll TBe 
and the inciividual VFCs" The fee will reflecI lhe level of competence of the VFC, and the degree 
of assistance required (rom TDe. As the level of assistance required decreases, the percentage of 
the fce paid to tlie \TC will incre<lsc" 

Three original sets of the documenls will be prepared, signed and distributed to the borrowfr. THe 
and the financial institution. A copy \vill be provided to the VFC if needed. This "I.'ili e .. "idence 
the legally binding agreemenl between thL' lWlTowcr. the financial insiillllil)n and the Rl\iPS Trust. 

Fund Administration 
The financial institution will be respol1sibk for day-to-day loan administration and ponfolio 
management. When payments are received, principal and interest will be crediled to the Trll:;t 

Fund's balance. The tinancial institution will be compensated monthly for administering the Trust 
and managing the FUlld's investments. PaYl11erH will either be a ilat fee, based on a perce/ltage of 
the value of the Fund. an activily fce based on lhe iotal number of transactions in a given Illonth, 
or some combinati(ln of the t\\'o. These kt's will be the onl\' compensation the bank recci\·cs 
since it will aSSlll11t' i1tl repayment risks. 

TIll' (ll1ancial jn\lit~:i:\'!1 \\ ill hI.' re~pllll\ihk :",'1 in\t"sting exl.\.·Y' rUild:, ill i:J;('resl-bcaring 
inslrulllents. The f!:l;lIh·ia! illSlituli()1l \\ill h;\\\.' <l L'l"rtaiJl de!!ree of dislTt.;·ti\)1l in adI1linis!erill~ tire . . ~ , 

FUlld, bUI CanJllll ill'.",t in (kri\·:lli\·I.·s. j\lllk h\llilh or l)lh~r hJ~h risk in,;lrul1lcllls. Preferred 
iln l'stl11Cnt vel1ick· ... ill~"I!lde Talli:alliall Tre;h:ln· Hills or other in:;lrtlllll'JlIS l)f equal llr hif-hl.'r 
q\lalily. SOllll' J10rtillll o( (I~t' Fund call hI.' )J);,i"lll:liIlL'd iii U.S. dnlLtrs Ill" l):hl'f generally Cllll\·l.'rlihk 
currency (Marks lH Yen) as a hedg.e a~ail1~1 ill!bticlil. The (lind is c-xpccll.·d to have posilin' 
carnings (aftn infbt\PIl) so lhal variolls kL'S alld costs call hI..' dcduc!L'd \\ililollt reduci1lg il::, ~":lpi(;\1. 
This I11cans tll;lt thl.· r:lll' pf rl.·llIrI1 lIn I hI.' Flint! J1L"l'ds IlJ eXt"I.'I.'t! I Ill' ~;1I1l1 lll' inllatioll. luan IlI~'I.'s 

alld fccs to 111l' b;1I1f.. till.' vres and TIW . 
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The financial institutiC'n will provide a monthly report on the fund's status incli.:ding: its current 
value, the collections and disbursements for the month, and the status of the investment portfolio, 
including non-performing assets. There will also be a requirement that the financial institution 
provide a report on other banking products or services it sells to RMPS customers, including but 
not limited to additional loans and depository services. A separate report on problem loans and 
colIection efforts is also required. The financial institution will be responsible for providing early 
warning of problem loans so that VFCs can address the issue with individual borrowers. 

The financial institution will seek to collect delinquencies through its normal channels. However, 
the VFCs will have the primary responsibility for problem loan administration and coliection. A 
portion of their compensation will be paid over time as loans amortize. They wili be compensated 
for ongoing contact with borrowers, and for reporting to TBC on that contact. These contact visits 
will monitor the condition and progress of the borrower, provide advice as necessary and address 
any problems. This contact will also provide the YFCs with opportunities to expand the sen'ices 
they provide to individual customers. 

Mana~ing Delinquencies 
Delinquent loans will be managed and accounted for according to Tanzanian law. However, 
investments will not be written off as losses unless it is decided that no reasonable chance of 
collection exists. If repayment is possible with some restructuring, the illvestment will be 
restructured. The aim is to make every effort to allow borrowers to fulfill their responsibilities 
under the investment agreement. If an investment is determined to be a loss, the financiai 
institution will dispose of any collateral according to terms of the individual invcstmeill agret'ment 
and the I7und agreement. The write-off of unpaid principal wi!I then be charged against the Fund's 
assets. 

CREDIT POLICY 

Tamet 1\ 1arkct 
The target market for RMPS loans is for profit Tanzanian businesses with no more than len 
employees. All prospective borrowers must provide proof of valid registration and must prove 
they are current on all government obligations, includiag applicable tax~s. Tlie business l'al: b.:. 
organized as an individual proprietorship. a partnership, or an entrepreneur-flJI1 cOIvoralion. 
Businesses that fit the size criteria, but are managed by professionals other than the owners ar:': 
ineligible for loans under the RMPS program. 

Entities O\\"lcd or operalecl by mell1hers of the staffs \11' t!lC U.S. Ag.ency for Itllern:Hional 
Dc\'c1ppl1lcl\t. The Business Cenll'r. the lin~l1ci;\1 in:.llllIlinn adlllilliSlcring llie Trust. or the 
bllsincs~ CI)i1SUll,\IlIS acting as VFC\ arc ineligiilk I'll( Rt-.ll':) lualls. Till.! L1l)lT()",','cr Ilny not be a 
related Lilt it y. nor can it be OWlled or ll1anagl·d by a related ellt i ty. A 11 panics In eac 11 IOaP 
transacliun will be required 10 sigll an aftl(L\vjt art:rlllillg. tl;~11 110 n111tlict oj' inlL'lcsl eX.ls\. 

Investmcnt Origination 
Investmellt origination will be the responslhility of T13C through its network or Ct)J1sultants acting 
as YFCs. Customers can bc i<kntiCil'd hy 11r\lacti\'c eCrorts of the VFCs. by referrals from T13C 
consull;mts. by the financi;d illSlitul inn administcril1!:! the Trust. or by other cl\liti·:s in the 
c0111111\1nily. 
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The eligibility of each prospective borrower should be established before documentation packages 
are prepared. Eligibility will be established in a conference between the VFC and a TBC 
consultant ending in e:ther an ap~roval to proceed or a \vritten explanation citing the reasons for 
denial of eligibility. 

Denial of eligibility may result from: 

1. Failure of business to meet the defined target market criteria. 

2. Conflicts of interest. 

3. Not-for-profit business. 

4. Serious doubts abollt the ability of the prospect to generate sufficient earnings and cash flow. 

5. Negative credit history or negative references. 

6. Significant inadequacies in the management team. 

7. Inability to prove current registration and tax status. 

8. Total lack of collateral or personal guarantees. 

9. Unwillingness or inability of the prospect 10 invest equity in the business. 

10. Unwillingness of the business owner to sign as co-obligor. 

An affidavit attesting to the absence of conflicts of interest should be signed by the prospect, the 
YFC and the TI3C analyst at the time qualitication is established. A representative of the financial 
institution will be required to sign the affidavit if that is the referral source. 

Loan evaluation process 
Once a prospect has been identified and its eligibility established, the YFC will begin preparing the 
request package. This should be a collaborative effort between the VFC and the customer. It is 
essential that the customer be engaged in the planning process. They must understand the 
signi ficance of planning, the planning process, and the need to plan regulariy. Each business plan 
should be a representation of the business by its owner, not by the YFC. Frequent contact 
between the YFC and a T13C analyst is also encouraged. This will provide valuable guidance and 
skill development. It will also lead to early detection of problems so tllat they can be prompti"y 
addressed. 

It must be stressed that the VFC and THe starf an~ team mates not adversaries. Il is imperative 
that trust and openness develop from the start. All information, either positive or negative must 
be shared between the partners if the customer is to be adequately served, and if risks are to bc 
accurately assessed. The RMPS program, unlike formal-sector financing program will take 
unusual risks. However, it is essential that risks be accurately identified, evaluated and quantified. 
Additionally, withholding relevant information can result in using an inappropriate investment 
product, structure or repayment plan. This ultimately has a negative impact on the customer's 

6 



I 
I ability to repay, and thus on the VFCs compensation and the program's viability. 

--

--

• • • • • • • 

Business plans should be in a form that meets the needs and desires of the prospect, however, it is 
essential that details of the following substantive areas be included in the plan: 

1. Purpose of the plan. Here it is to attract financing. Specifics should be provideJ on the amount 
requested, The proposed use of proceeds and primary and secondary sources of repayment. 

2. The company. Focus on the products andlor services offered and the need or desire the 
product/service satisfies. This section should list primary customers and suppliers and new 
markets and expansion plans. Note methods of production or service delivery and how they 
compare with others in the market. This section should also highlight constraints under which the 
business operates (frequent power outages, inability to source raw materials quickly or at 
reasonable prices, transporting products to market, access to foreign markets, etc.). It would also 
be appropriate to explain how the loan will help the company improve its business. 

3. Management is critical. Given the nature of the RMPS target market and the inherent risks 
associated with lending to that market, management strength is essential. There must be adequate 
technical and managerial skills and unquestioned integrity. The relevant experience can be vested 
in one person or a group of individuals, but it must be present. The names, titles and 
responsibilities of the owners/managers should appear in this section. Personal histories, 
background and relevant experience should also be detailed. CV's should be included as an exhibit 
to the business plan. 

4. Competition. It is essential thaI the planning process address the competitive environment. 
Competition can be direct or indirect. It can be existing or potential. It can be domestic or 
foreign. These areas must be analyzed and detailed. It is nol. acceptable to simply say no 
competition currently exists. If the business or market that the prospect intends to enter is 
profitable, there will eventually be competition. It is important to address the issue ahead of time 
so that an adequate response to competition can be devised. This section should identify 
differences in costs of production, technology, product or service quality, prices, reputation, 
location and any other business factors that provide the prospect a competitive advantage or causes 
a competitive disadvantage. It is not unreasonable to usc the Fund's investment to overcome a 
competitive disadvantage. Therefore, it is imperative that these issues are examined. 

5. Financial Analysis. This section will detail the prospect's repaY111ent ability ba:;ed on historical 
and projected cash flow. It will detail sales rcvenue(turnover), expenses and profits. It wi!l 
highlight the ability of the company's assets to generate earnings and cash flow over time, n~t 
merely in the short-run. Projections will include a statement of underlyilig. assumptions. The 
assumptions must be reasonable and should be bascJ on current economic and business realities. 

The VFC will lise the inforJ1lation provided by mal1<1gemenl in the business plan as a basis for 
preparing a Venture Finance Approval Form (VFAF). The VFAF will be a standard format, all 
example of which is atlached as exhihit I. 

The Vfi\F will include 0.11 analysis not merely a listing of the information contained in the 
business plan. This \ ... ·ill require the "Fe tn verify the information provided. Customers, 
suppliers and references should be called. The competitive situation should be verified as 
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appropriate for the particular business. If direct comparisons are possible (such as quality 
comparisons, or traffic in a retail establishment, or prices) they should be made. If direct 
comparisons are not practical, then general conclusions '(and the basis for those conclusions) must 
be stated. 

The financial analysis should concentrate on the company's ability to generate sufficient earnings 
and cash flow to allow the Fund to recoup its investment and ea.rn a satisfactory return. A detailed 
repayment analysis will be required in the form provided in exhibit 2. The VFC should also 
address the nature and quality of collateral. Typically collateral will be limited to the assets 
financed by the loan. The liquidation value of collateral will be determined to the extent possible. 
However: insufficient collateral alone will not result in denial of a credit request. . 

The critical issues section should concentrate on the primary non-financial factors affecting the 
borrower's ability to meet the repayment schedule. Issues could include infrastructure constraints 
(such as dependence on adequate and consistent power), skilled labor shortages, lack of access to 
foreign markets and other areas that might negatively affect the business' success and ability to 
repay the loan. There may also be positive critical issues including: extraordinary strength and 
experience in management, a particular contract that will enhance repayment ability, other SOUices 
of income, or technological advantages that make the borrower's product or service vastly superior 
to market competitors. All significant positive and negative issues should be included in this 
section. 

The YFC should then recommend approval of the investment including a product, repayment 
terms, collateral (as appropriate), and pricing. These recommendations should be summarized in 
the recommendalions section. The YFC then signs the YFAF and submits the entire loan package 
to a TBe analyst for review. If the TBC analyst does not concur with the recommendation, a 
written explanation'wiIl be prepared. The package can be resubmitted provided the issues raised 
by the TBC analyst are positively resolved. The TBC analyst will signify concurrence wilh the 
YFC's recommendations by signing the YFAF. 

The loan will then be forwarded to the YDAC for final action. The YDAC should ideally meet 
weekly (as necessary) to consider investment requests. Its membership will include a 
representative appointed by each Trustee (U.S. A.I.D., TBC, the financial institution) and on~ 
local business person. The YFC will be responsible for providing each committee member a 
copy of the YFAFs at least three days before scheduled meetings. The YFC will make a 
presentation of the information contained in the YFAF to the cOll1mittee, and be prepared to 
answer any questions. 

The financial institution's representative on the committee should have the authority to comlllit the 
institution to making the loan. That individual will have two votes rather than one. No investment 
can be approved with more than olle no vote. This will effectively grant the financial institution 
veto power (as a final credit check). Loans approved by the VDAC will be forwarded to the 
financial institution for documentation and disbursal. Funds should be disbursed within five (5) 
business days or final loan approva\. This can be facilitated by standardizing the documentation, 
accorel i ng to product. 

After an investment has been approved by the committee, a letter of commitment will be prepared 
by THe. This commilment leiter will detail the terms and conditions of the loan, induding: the 
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amount, the use of proceeds, fees, the target ROI (or interest rate if appropriate). the repayment 
method and the amortization schedule. The financial institution will be responsible for preparing 
documentation and disbursing funds. Ihvestment documentation will be standardized by product. 
Names, dates, repayment schedules, rates and fees will be the major items to be customized with 
each loan. 

Special Policies by Product 

I. Income Notes - The income note is designed for businesses that have shown historical profits, 
and positive cash fl<?w. Using an income note will allow the company to take advantage of growth 

--. opportunities, without immediately taxing available cash flow. It will be considered a bridge loan 
that allows the· purchase of machinery and equipment or facility expansion or relocation. Income 
notes can also be used to finance expenses related to the introduction of a new product/service or 

- expansion into a new market with existing products or services. 

Monitoring income notes wiIl require the VFC to become an integral part of the business' financial 
- management team. The VFC will either prepare periodic financial statements or will participate in 

their preparation and review. Borrowers must agree to allow the VFC to make unscheduled visits 
to the company's premises to observe the business and to examine the finaJlcial records. 

-

• • • 

The format for financial statement preparation shall conform to or exceed standards generally 
accepted in Tanzania. Business owners will not be allowed to deduct personal expenses as 
business expenses. There wil! be restrictions on compensation to owners/managers, benefit; and 
dividends. As an additional safeguard against excessive salaries and benefits, the business owner 
will be required to sign as co-obligor on the investment. This will make the owner personally 
liable if the company fails to repay the investment. This will reduce the incentive to understate 
business profits by ·including excessive personal expenses and benefits as business expenses. 

Income notes wilt specify a minimulll return o·n investment required to liquidate the obligation. A 
grace period of up to twelve (12) months before beginning the process of "sharing profits" with the 
RMPS Fund is allowable. The Fund will be entitled to recoup its 50 percent share of profits 
earned during grace period, and its SO percent share of future profits. Following the grace period, 
repayment on a monthly or quarterly basis will begin. The Fund will continue to receive its 50 
percent share of profits until the original principal plus the designated minimum rate of return is 
earned, or until the borrower "buys the funds position out" by repaying the income note principal 
plus the desired rate of return. Borrowers can opt to convert the income note to an amortizing 
term loan to finance this buy-out. The borrower's ability to repay will be evaluated at the time a 
conversion is requested. An income note cannot be converted to a discounted note. 

The stream of cash now used to r~pay the income note is less certain than that 01 other products. 
Additionally, monitoring and o\'~rsight requirements will exceed what is required for other 
products. Consequently, the Ice charged (2.5 p.::rcent) will be higher, as will be the expected 
rate of return. This policy will not set required rates of return. Instead, the required return wiIi 
retlect market rates for venture capital investments at the time an income note is signed. 

It is prudent thaI collateral is taken for each investment as an inducement to repay rather than as it 
significant secondary source of repayment. Cl,llateral will generally be limited to the assets 
purchased with investment proceeds, and its value does 110t have to equal or exceed the investment 
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amount. All assets purchased with investment proceeds will be taken as collateral. Collateral 
values will frequently be insufficient and the ability to recover and liquidate collateral will be 
uncertain. 

The company's ability to generate sufficient cash flow to liquidate debt is a key factor in the 
approval process. Historical cash flow must exceed the projected debt service obligation by a 10 
percent margin. Projected cash flow must exceed the projected debt service obligation by 2S 
percent. Cash flow will be determined by adding net income to non-cash charges (eg. 
depreciation, amortization, etc.). This sum should prove sufficient to allow the fund to recoup the 
original investment plus the minimum rate of return in no more than four (4) years, including the 
grace perrod. 

The VFC will help the borrower in preparing financial statements monthly. Copies of these 
statements will be provided to the financial institution and to TBC at least quarterly_ The quarterly 
statement submission will include an analysis of results and trends, including any positive or 
negative variations from forecasts and explanations for such variations. The VFC will be 
compensated monthly by the customer for preparing financial statements. The Fund will 
compensate the VFC for one day's work to" prepare the quarterly analysis. 

As the borrower begins to repay, the VFC will receive a share of the proceeds. The YFC will 
receive 10 percent of the Fund's share of the repayment (roughly 5 percent of tile company's 
profit). This provides an incentive to the VFC to make good quality loans, and to accurateiy 
reflect profits. The higher the company's profits, the sooner it will liquidate its olJiigatioll, and the 
earlier the YFC will receive full paymenl. 

If the company does not demonstrate sufficient profits to allow the Fund to recoup its investment 
plus the target ROI within three years after the grace period has ended, the owners/ managers will 
be expected to make a contribution frol11 personal cash flow (i .e., cut salaries and benefits) to ease 
the strain on cash flow. No personal assets will be taken as collateral, but the owners/mallagers 
will be expected to make personal sacrifices to repay the investment. Investment proceeds m~y not 
be used to repay existing debt of any kind. Borrowers will not be considered eligible for credit if 
they are in arrears or default under the terms of any other credit agreements. The borrower will 
also not be eligible for credit if this borrowing would cause a default under other credit 
agreements. The borrower must obtain written approval from the financial institution and TBC 
before borrowing additional' funds from other sources while still in debt to the Fund. 
The borrower IllUSt agree not to further incumber any of the assets taken as collateral for this ioan 
or any other business or personal assets not now incumbered (negative pledge). 

II. Amortizing Term Loans-Amortizing term loans will be made to small and rnicroenterprises. 
The term loan will amortize over twelve to thirty-six months, with a maximum six (6) month grace 
period. Interest can be paid or capitalized during the grace period depending 011 the preferences of 
the customer and on their financial and operating condition. The company's historical cash flow 
should exceed projected debt service (principal plus interest) by 10 percent and projected cash flow 
should exceed debt service by 25 percent. Cash now for purposes of this calculation will be the 

-- sum of net income, non-cash charges and interest exp~llsc. 
"' " 

Amortizing term loans will be presented as an option 10 borrowers who do not wish to share 
-- profits for an unspecified period. They will be charged a 2 percent fee and will pay interest at 
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market rates as determined at the time the note is signed. Borrowers will be responsible for 
providing periodic financial reports to the VFC. VFCs will share those reports with the financial 
institution and TBC. The VFCs can at their option prepare an al:a.lysis of the financial st.."ltements 
and be compensated for one day's work in preparing the analysis. 

The YFC will also be compensated as payment is received on the loan. The YFC will receive 10 
percent of the interest payment when the outstanding principal balance exceeds 75 percent of the 
original principal balance, 15 percent when the outstanding balance is less than 75 percent but 
greater than or equal to 50 percent. The YFC will receive 20 percent of the interest payments if 
the outstanding principal balance is 25 to 49 percent of the original balance and 25 percent once 
the balance drops below 25 percent of the original balance. These percentage payments will be in 
effect as long as principal and interest are amortizing as agreed in the original note. If the loan 
has to be restructured at any point, the compensation to the VFC will also be restructured. Also, 
if interest only is being collected because of the restructuring or if interest is waived, and principal 
only is being collected, the YFC's compensation will be restructured to reflect the Fund's lost 
revenue. TBC will be compensated at a rate equal to that of the VFCs reflecting its ongoing 
oversight and training responsibility. 

Amortizing term loans will have the same collateral requirements as income notes. The business 
owner will also be required to co-sign the loall. The loan proceeds may not be used to rep~y debt 
of any kind except as allowed under this policy. Prospects will not be eligible for credit if they 
are in arrears or default under the terms and conditions of any other credit agreements. The 
prospect will not be eligible for credit if this borrowing causes a default under other credit 
agreements. Borrowers must obtain written permission fro111 the financial institution and TBe 
before borrowing additional funds from other sources \vhile still in debt to the Fund. The negative 
pledge provision applies to collateral taken under amortizing term loans. 

Discounted Notes - will provide long-term fixed rate financing to MSEs. This product will be 
available to a wider audience than the income notes. It will be the preferred product for any start
up financing because of the lack of historical profits and cash flow. Discounted notes can finance 
equipment purchases or fund an increase in permanent working capital. They can finance 
expansion into a new product line or a new market as well as plant expansion or relocation. This 
product can be llsed instead of an income note at the borrower's option. However, income notes 
cannot be refinanced by or converted into discounted notes. Such a provision would allow 
borrowers to avoid repayment for periods exceeding what is deemed appropriate, and thus threaten 
the prClgram's viability. 

Discollnted IwtcS \\-ill be isslied for maturities not L'xcceding 12 Illonths. The borrower \Viii pay no 
principal nr interest tiuring tilL' IlOtl' \crill_ Instead. the entire note balance will be due at the 
maturity date. The note amuunt will be discounted at a market rate and the bnrro\\"er will receive 
fUllds equal to the note amount less the di~C()lInl. (:\5 an example. a S; 15 thousand note 
discollnted at 50 percenl \,-ill yield the customer '£9.190. the present value of 15 thousand dollars to 
be recciwd a year (rom now at a SO pcrccnt opportunity cost). [I' the bl'lTOWer is unable to repay 
the entire note amount at the maturity date. all or part of the investment may be converted to an 
amortizing term loan. Therefore. the maximum note amollnt will be the Tsh equivalent of :i50 
tlw\lsand _ The target rate l'( rct urn nn t his PWdUCl should be l.'ljlli \'aknt 10 an amortizing term 
loan or clll11parab\e lerm. Ho\\'cver, the dkclive rate of return will be higher as compcllsalion for 
the risk associated with the delayed repayment. Tht.: delay allows bnrr~l\\'erS to use internally 
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generated cash now to finance some of the company's growth. 

VFCs will monitor the borrower at least quarterly. They should review financial statements, and 
provide an analysis of those statements to TBC. The VFCs will be compensated for the anaiysis 
just as they are under the income nOles. They will also have increased opportunities to sell 
additional services to the client. The VFC will also receive a lump sum payment equal to IS 
percent of the return collected (the differential between the note amount and the actual amount 
disbursed) when the note amount is collected. If partial payment is received, the VFC will receive 
his/her appropriate share. The VFC will then be compensated according to the schedule set for 
amortizing term loans. 

Collateral reqtiirements and co-signing requirements will be the same as under the income note and 
amortizing term loans. Loan proceeds may not be used to repay existing debt of any kind. A 
prospect will not be eligible for credit if they are in arrears or default under terms of any other 
credit agreement. Prospects will not be eligible for credit if this borrowing rcsults in a default 
under any other credit agrccnH.'llt. Borrov.·crs Illust receive written approval (roil' the lInancial 
institution aile! TBe before borrowing additional funds from olher sources while still in tle~1 to tile 
Fund. The negative pledge prtwisions also apply's to discollnted notes. 

Short terlll working capital hillS - short term \\'orking capital loans will be considered on a caSt> 
by-case basis. The loans will carry a maximuill term ()r 90 Jays and mllst be sell' liquidating 
(convcrsion to cash of thc assets purchased will he the source or repayment). Short-term working 
capital loans can be used to guaranteL' illlport/cxpmt letters or credit. J\ny short tenn working 
capital loan must be paid 10 lem (or at least one l1lolHIl before a renewal can be requested. If the 
short-term working capital hill is granted in cOl1junctinn \\'itl1 another Rf\1 PS product. no more 
than .' rencwals will be allowed, Tile proCeeds of thl~ slHJn tcrm working capital loan cannot be 
uSl~d t~) make payments on otill'r luans, including loans made under the Rl'vtPS program. 

t\ '2 percent ke will be ch;ngl'd for th~ ,'irS! runding ~\I1d a 112 percellt fcc \\ ill hl' charged 011 all 
renewals during a one year perine!. lnll'resi rates will rdkct prevailing market rates at the time 
the I1Utl:S are signed. COliall'r~lI \,'ill be lill1ill'ci to ass~,'ts purchased, and any contracts to be filkJ 
with those assets. The OW1ler will be required to sign as co-borrower. 

This product is targeted toward putential borrowers in cash businesses, or businesses that reqllin~ 

lillie ill the way or fixed assets. TIll' borro\\'l'J' Illay 1ll'l'd a relatively constant slipply of working 
capital In purcha~e ill\,\,'nlury and carry aCf..'l)lll\lS rel'l'i,'abk, The borwwer may also be ill a 
husinl':" Ihat has ddl1l\,:d Pl':lb ::lId \;tlky'> :111\1\\ 11l~ ;',,,-',,-'Ilr:lll' pmjectinn or ],l'ri()dic slwrt term 
IIl'l'lh. Lither \,,',,'l1;lriu \\ ill h,·,'\l\\"idcrl'd. IHl\\\.'\~·r. !l!c P:l\'()ut pn,\'isillll !1\.'t'llr\.' rvne\\'al \,'ill 
h:1\\' :" j't' 1111:1, 
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3. Refer prospects to VFCs 

4. Review investment request packages including approvals, denials and suggestions for 
improvement. 

5. Serve on the VDAC. 

6. Compensating VFCs as appropriate. 

7. Review periodic reports by VFCs and financial institution. 

8. Report on program status to AID. 

Venture Finance Consultants 

I. Attend training. 

2. Prospect identification and outreach. 

3. Package preparation. 

4. Presentation of packages to VDAC. 

5. Review and anal ysis of customer performance. 

6. Problem loan administration and resolution. 

Financial Institution 

1. Act as Trustee 

2. Manage Trust and Fund assets. 

3. Final review of loan requests as member of VDAC. 

4. Preparation of loan documents . 

5. r-unding and collecting !llans . 

6. Rcporting on performance and status of Trust and the Fund . 

7. Reporting on status of loans. 

8. Recovery of past due loans. 

<). Seizure and Disposal of Cl)llatcral. 
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U. S. Agency for International Development 

1. Negotiate and structure Trust and Fund Agreements. 

2. Provide funds to establish the Trust. 

3. Act as Trustee or designate a representative. 

4. Participate on VDAC or designate a representative. 

5. Monitor progress of the Trust and the Fund. 
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