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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

.
CAIRO. EGYPT

May 28, 1991

Information Memorandum for the Director

Subject: Budgetary Adjustment for the Small Enterprise
Credit Project

From: Robert %o£§2§7 OoD/PDS/PS

The Project Paper which you signed on April 18, 1991 justified
an LOP Grant axount of $16,000,000. The PP, however, indicated
that GOE counterpart from the Special Account might be utilized
in lieu a portion of the Grant funding. (As you will recall we
had proposed to MIC to meet local currency requirements for
several projects from the Special Account in order to free up
dollar funding for the Alexandria Wastewater Project Amendment).
We have now received confirmation from MIC that the equivalent
of $7 million will be provided from the Special Account for the
Project in 1991. Therefore, the Project Authorization is for
$9,000,000 rather than $16,000,000.
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SMALL ENTERPRISE CREDIT PROJECT

263-0228
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INTRODUCTION

Small and micro enterprises (SMEs) play a vital role in the
Egyptian economy. A significant proportion of Egypt's industrial
output is produced by small and micro business. There are an
estimated 250,000 manufacturing establishments which employ
between one and nine employees and approximately 13,000 private
firms with between ten and fifty employees. An unquantified
number of small service establishments also exist in the small
enterprise sector. The overwhelming majority of these businesses
are located in large urban centers, with over 75 percent located
in the Cairo and Alexandria metropolitan areas. The small scale
business sector is important because of the large amount of
employment it provides. Global experience with small scale
enterprise support projects (both AID and World Bank) has shown
that productive sector SMEs generate the largest increments in
productivity and new employment for each dollar invested in the
participating firm.

The Iraqi invasion of Kuwait in August 1990 and the ensuing Gulf
wWar have deepened Egypt's economic problems by reducing
traditional sources of foreign exchange, especially tourism
revenues, Suez Canal fees, and workers' remittances, and further
straining Egypt's scarce domestic resources with the unexpected
repatriation of a currently estimated 350,000 workers and their
families.

The proposed Small Enterprise Credit (SEC) Project would be
implemented in line with the soon-to-be established World Bank-
financed Social Fund for Egypt. The Social Fund will be the
centerpiece of the GOE's safety net program to cushion the
effects of structural adjustment on at-risk groups in Egypt. Due
to the exigencies of the current crisis, the Social Fund has been
delinked from approval of the IMF program and the structural
adjustment loan. The GOE has determined that requirements
associated with the Gulf returnees will be folded into the Social
Fund rather than be treated as a separate problem. Among the
activities to be supported by the Social Fund is small and micro
enterprise assistance.

Small and micro entrepreneurs, herein described as those having

iv



fixed assets of less than LE 25,000, excluding land and
buildings, and less than fifteen employees, have nearly no access
to formal credit in Egypt. Various studies as well as USAID's
experience with the Small and Micrn Enterprise Development
Project and the Rural Small Scale Enterprise Pilot Credit
Activity confirm substantial unmet demand for SME credit on
reasonable terms. Recent research indicates that small and micro
entrepreneurs are predominantly dependent on credit from
suppliers, and, to a lesser extent, pre-payment by customers.
With the exception of two AID financed small enterprise credit
projects, which are currently serving approximately 5,000 small,
non-rural borrowers, no formal credit institutions are delivering
small enterprise credit in urban areas. At most, two percent of
the lowest estimated market is being served.

The magnitude of either the numbers of small and micro
entrepreneurs or their total credit demand defies quantification.
These businesses generally are not registered or taxed and are
therefore "institutionally invisible." At least 375,000 such
businesses (including the service sector) exist in Egypt. Small
entrepreneurs can be found throughout Egypt. The metropolitan
areas of Cairo and Alexandria represent approximately 25-30
percent of the entire country's population and have an even
higher ratio of small entrepreneurs, given that these areas
represent the largest pool of consumer capital.

PROJECT DESCRIPTION

The goal of this project is to expand the economic output of
small entrepreneurs. The target beneficiaries of project services
are small entrepreneurs in the greater Cairo metropolitan area
with less than fifteen employees and less than LE 25,000 in fixed
assets, excluding land and buildings. The project purpose is to
increase small entrepreneurs' access to credit and other banking
" services. This project is intended to be responsive to the
urgent short-term needs of the GOE's Social Fund initiative. To
this end, and in order to ensure rapid start-up and
implementation of this activity, the SEC project approach has
been streamlined to the maximum extent feasible.

The project will provide, over its four year life, an ESF grant
of $16,000,000, of which $4,850,000 will be used to finance part
of the costs of administration, training, technical assistcance,
and other program support activities. The balance of $11,150,000
will be used to establish a loan fund within the implementing
bank, the National Bank for Development (NBD). If mutually
agreed upon by USAID and the Ministry of International
Cooperation (MIC), some or all of the local currency costs (loan
fund and/or operation costs) may be provided from the Special
Account. NBD will contribute LE 10 million of its own resources
to the loan fund, which will be used to make loans to small and

v

|| =



micro enterprises in the greater Cairo area. The income
generated by the program will be availatle to cover operating
expenses. The project will be incrementally funded by USAID with
an initial obligation of $10,000,000 in FY 1991.

The project will be implemented by means of a bilateral grant
agreement executed by USAID and the MIC under which, among other
things, MIC will agree to the following project funding
mechanisms:

> USAID will enter into a project-financed Cooperative
Agreement (CA) with Agricultural Cooperative Development
International (ACDI) (See Section 2.2.2). Under the CA,
ACDI will provide technical assistance and procure project
vehicles and equipment.

> NBD will enter into a "Credit Account Acceptance Agreement"
with USAID (see section 3.0) under which funds for NBD's
initial operating and staff training costs under the project
will be provided.

> Capitalization of the loan fund will be by means of a direct
agreement between USAID and NBD setting forth understandings
on the uses of the loan fund, and its disposition in the
event of unforseen circumstances. The agreement will
specify arrangements for the fund to be held permanently by
NBD barring the occurrence of an event of default stated in
the agreement.

The project will essentially replicate and expand upon key

" elements of the successful mechanism established under the Rural

Small Scale Ernterprise (RSSE) Pilot Credit Activity being
implemented by NBD with financing from the Local Development II
Project (263-0182). RSSE, currently nearing completion, field
tested in Egypt a methodology based on highly successful
experience in bank-based SME lending in Indonesia, Bangladesh and
elsewhere, in which bank loan officers seek out potential
borrowers in their residences and places of business and visit
clients on a regular basis to collect payments, provide advice,
make new loans, etc. The market rate of interest will be charged
on all project loans.

Accordingly, the SEC Project will focus on the delivery and
recovery of short-term credit in the small and micro enterprise
sector. Project funding will contribute to the cost of technical
assistance, training, initial operating costs, basic office and
data processing equipment, vehicles, and loan capital. Technical
assistance to NBD will be provided by Agricultural Cooperative
Development International (ACDI), a Washington-based, non-profit
technical and management organization. ACDI has provided
technical assistance to NBD under the RSSE since the inception of
that activity.
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At the end of the four year life of project the following
accomplishments are expected:

» Approximately 20,000 small entrepreneurs will be active
borrowers and approximately 10,000 jobs will be created or
expanded from part time to full time employment.

> Over $20 million (equivalent) in loan capital will be in
circulation with the SME sector.

> The SME lending program will be replicable to virtually any
geographic area of Egypt.

> NBD will have established an efficient and effective small
and micro enterprise lending program which is capable of
sustaining or expanding its activities based on reflows of
principal and interest into the fund.

Although this project focuses on the delivery of credit to SMEs
in the greater Cairo area, NBD has expressed interest in
expanding the program into several rural governorates. The
feasibility of this action will be examined in the course of the
mid-term evaluation of the SEC. If there are clear indications
that a similar project approach would be successful on a large
scale in one or more rural areas, then USAID will consider a
project modification to expand the SEC accordingly. Such an
expansion would be predicated on NBD covering the operating costs
of the expanded program from the beginning.

IMPLEMENTATION ARRANGEMENTS

The successful implementation of this project demands close
interaction among USAID, the National Bank for Development, and
ACDI. The Mission's Office of Finance and Investment (TI/FI)
will have primary responsibility for monitoring the project.

With the assistance of the various support offices, TI/FI will,
among other things, review, approve, and forward for processing
all of NBD's requests for loan fund disbursements; monitor
project activity, ensuring compliance with conditions and
covenants of the Project Agreement; and take management action as
necessary.

The NBD has the primary responsibility for implementation of the
project. It will identify, recruit, contract, and train project
loan officers along with supervisory and support staff; identify
potential clients, produce and process their loan applications,
and supervise the clients in a manner that will ensure timely
repayment; produce timely and complete data on loans extended,
loans outstanding, a dsscription of the borrowers' fund
utilization, and savings performance; and submit loan projections
through the period in which AID-sourced loan funds are required.
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ACDI is expected to work closely with NBD to assist in all
aspects of the bank's responsibilities described above. 1In
addition to this role, ACDI will provide at least two long term
consultants with international experience in implementation of
small enterprise credit projects: provide short term technical
assistance with development and implementation of computerized
management information systems, and other short term specialized
services as identified and required; provide policy guidance and
suggestions for improved implementation of the project to AID and
NBD; and, provide timely and accurate reports on project
implementation and ACDI activity.
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SUMMARY PINANCIAL PLAN

Table 1 below presents the summary cost estimate and financial
plan. Project funds will be disbursed by means of four
mechanismsg. Capitalization of a loan fund to be used by NBD to
finance SME loans will be by means of a direct agreement between
USAID and NBD setting forth understandings on the uses of the
loan fund, and its disposition in the event of unforseen
circumstances. The agreement will specify arrangements for the
fund to be held permanently by NBD barring the occurrence of an
event of default stated in the agreement. The Project Agreement
executed by USAID and MIC will include a covenant pursuant to
which the GOE agrees that USAID will enter into the above
described agreement with NBD. Loan funds will be disbursed
quarterly based on NBD's projected loan volume. Subsequent
releases will take the previous quarter's performance as well as
projected requirements into account and be adjusted accordingly.

Technical assistance for NBD will be provided through a
Cooperative Agreement (CA) between USAID and ACDI, as discussed
in Sections 2.2.2, 4.1.4, and Annex L. Under the CA, ACDI will
procure project vehicles as well as office and data processing
equipment.

Funds for NBD's initial operating expenses and training

will be provided by USAID as per the terms of the "Protocol for
Cash Advances" signed by USAID and MIC on September 30, 1990.
Under this agreement, a project credit account will be
established for NBD within the AID Project Cash Advance Account
managed by the National Investment Bank (NIB). NBD will draw on
this account for operating and training costs and will
periodically submit vouchers to USAID for liquidation of advances
from the project credit account.

Finally, separate contracts will be executed as appropriate to

perform annual audits, mid-term and final systems reviews, and

mid-term and final evaluations. Table 2 presents a projection of .
project expenditures by fiscal year.

As reflected in the tables below, NBD will provide at least L.E.

10 million ($3 million equivalent) for additional capitalization

of the loan fund when the project breaks even, when USAID-sourced

loan capital is fully in circulation, or eighteen months from the Ie
date upon which end-use lending begins, whichever comes first.

RECOMMENDATION

The Project Committee recommends that a grant of $16 million be
authorized for the Small Enterprise Credit Project. The grant
will be for a four year period, and obligations will be made in
two increments - $10 million in FY 91 and $6 million in FY 92.
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1.0 BACKGROUND AND RATIONALE

1.1 BACKGROUND

Egypt faces a formidable challenge over the next few years
as it seeks to undertake economic restructuring while containing
the negative impact of such a program on the lower and more
vulnerable income groups. Egypt has both high levels of
unemployment and widespread poverty, which may be exacerbated
during the short term by the implementation of economic
restructuring measures. Although precise measures of
unemployment are difficult to obtain, statistics from the 1986
census showed total unemployment at two million out of a work
force of 13.7 million, a rate of 14.6 percent. This figure does
not take into account the probably equally serious problem of
underemployment. Currently, the unemployment situation has been
exacerbataed by the return of Egyptians who had been working in
neighboring countries in the Arabian Gulf region.

Small and micro enterprises (SMEs) play a vital role in the
Egyptian economy. A significant proportion of Egypt's
industrial output is produced by small and micro business.
There are an estimated 250,000 manufacturing establishments
which employ between one and nine employees and approximately
13,000 private firms with between ten and fifty employees. At
least several hundred thousand small service and commercial
establishments also exist in the small enterrrise sector. The
overwhelming majority of these businesses are located in large
urban centers, with over 75 percent located in the Cairo and
Alexandria metrcpolitan areas. The small scale business sector
is important because of the large amount of employment it
provides. Global experience with small scale enterprise support
projects (both AID and World Bank) has shown that productive

- sector SMEs generate the largect increments in productivity and
new employment for each dollar invested in the participating
firm.

1.2 PERCEIVED PROBLEM

The Iraqi invasion of Kuwait in August 1990 and the ensuing
Gulf War have deepened Egypt's economic problems by reducing
traditional sources of foreign exchange, especially tourism
revenues, Suez Canal fees, and workers' remittances, and further
straining Egypt's scarce domestic resources with the unexpected
repatriation of a currently estimated 350,000 workers and their
families.

The proposed Small Enterprise “redit (SEC) Project would be
implemented in line with the soon~to~be established World Bank-
financed Social Fund for Egypt. The Social Fund will be the
canterpiece of the GOE's safety net program to cushion the
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effects of structural adjustment on at-risk groups in Egypt.

Due to the exigencies of the current crisis, the Social Fund has
been delinked from approval of the IMF program and the
structural adjustment loan. The GOE has determined that
requirements associated with the Gulf returnees will be folded
into the Social Fund rather than be treated as a separate
problem. Among the activities to be supported by the Social
Fund is small and micro enterprise assistance.

The small business sector faces several severe constraints to
its growth, including inadequate sources of financing. While
there are other significant problems, such as marketing and
promotion deficiencies, managerial inexperience, the lack of
necessary accounting and other financial management skills,
cumbersome government procedures, onerous taxation, out-of-date
techniques, and lack of up-to-date information on machinery and
equipment, lack of access to financing is considered the most
crucial problem. '

Small and micro entrepreneurs, herein described as ‘those having
fixed assets of less than LE 25,000, excluding land and
buildings, and less than ten employees ("micro") or between ten
and 15 employees {("small"), have nearly no access to formal
credit in Egypt. Various studies as well as USAID's experience
with the Small and Micro Enterprise Development Project and the
Rural Small Scale Enterprise Pilot Credit Activity confirm
substantial unmet demand for SME credit on reasonable terms.
Recent research indicates that small and micro entrepreneurs are
predominantly dependent on credit from suppliers, and, to a
lesser extent, pre-payment by customers. With the exception of
two AID financed small enterprise credit projects, which are
currently serving approximately 5,000 small, non-rural
borrowers, no formal credit institutions are delivering small
enterprise credit in urban areas. At most, two percent of the
lowest estimated market is being served.

The magnitude of either the numbers of small and micro
entrepreneurs or their total credit demand defies
quantification. These businesses generally are not registered
or taxed and are therefore "institutionally invisible." The
Match Report on Small Enterprises, 1985, extrapolated that at
least 375,000 such businesses exist in Egypt. Small
entrepreneurs can be found throughout Egypt. The metropolitan
areas of Cairo and Alexandria represent approximately 25-30
percent of the entire country's population and have an even
higher ratio of small entrepreneurs, given that these areas
represent the largest pool of consumer capital.

Experience with the Rural Small Scale Enterprise Pilot Credit
activity (see section 1.4.3) indicates that there are literally
thousands of small businesses willing to pay market rate
interest for loans in the areas that are considered "rural" in
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Egypt. It should be noted that small enterprises are more
prevalent in urban areas. However, given the high population
density of habitable Egypt, even the farming areas in the Nile
and Delta regions surround densely populated small cities that
generate demand for products produced by small entrepreneurs.

Although a number of Egyptian banks have had excess liquidity in
recent years, they have not channelled resources into existing
credit demand in the small scale business sector. In general,
there is a lack of incentives for banks to lend to SMEs: the
cost of evaluation, appraisal and follow-up is high in terms of
the per transaction benefit to the bank given the banks'
existing methodologies for loan analysis. SMEsS can not offer
sizeable guarantees or collateral. The preference for lending
larger amounts to a small number of borrowers is primarily the
result of the banks' perceptions (unsubstantiated by actual
experience) that small borrowers present higher risk. The
majority of small entreprencurs have little or no prior
experience in dealing with banks, owing to the lengthy loan
processing time and the restrictive collateral requirements. As
access to sources of finance from formal banking institutions is
extremely limited for SMEs, they must resort to non~banking
financial entities for their capital. These include money
lenders, relatives, '""gamayas" (informal savings and credit
groups), supplier credit, and advance pay from clients.

Small scale businesses also face a macroeconomic policy and
administrative environment that currently contains serious
market access and entry barriers. This environment encourages
financial institutions to ration credit towards favored large
clients, discriminate against apparently riskier small and micro
enterprises, and discourage savings mobilization. In addition,
there are restrictive regulatory and legal systems that create
‘considerable obstacles for small firms, thereby encouraging
informality and discouraging access to benef’ts afforded to
legally constituted firms. However, as part of the proposed IMF
Stand-by/World Bank structural adjustment programs, many
financial policy and regulatory canstraints which adversely
impact SMEs should be removed. Potential improvements include:
reduced collateral requirements for small loans; improved access
to government services by SMEs; and increases in interest rates
for both borrowing and saving. The GOE has recently removed the
ceilings on interest rates, but due to a variety of broad
economic constraints, the banking sector has not yet responded
to the new freedom to set interest rates on a maixet basis.

1.3 CONFORMITY WITH RECIPIENT COUNTRY STRATEGY

The proposed project would address fhree of the four major
goals of the GOE's S5-year (1987-1992) deve. . npment plan, namely:
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> To increase production and productivity levels:;

> To strengthen the self-sustaining growth of the economy;
and

> To develop national management capabilities and strengthen

the role of the private sector.

The project would also help address the GOE's short-term
strategic objective of providing a "safety net" for the segment
of Egyptian society which will be most affected by
implementation of an economic structural adjustment program.

The project is intended, through provision of short-term credit,
to strengthen the role of the private sector, improve
productivity levels of small businesses, and expand employment.
In order to respond to the short-~term "safety net" objectives of
the GOE with regard t.o the Gulf crisis returnees, the project
will be designed to be operational very soon after obligation
and will be quick-disbursing.

1.4 RELATIONSHIP TO THE CDSS, AID POLICY, AND SIMILAR PROJECTS

1.4.1 country Development Strateqy Statement

The FY 1989 USAID/Egypt Country Development Strategy
Statement (CDSS) indicates that the critical problem for Egypt
is low economic productivity, and the primary factor preventing
the economy from producing at its full potential is an economic
system which stifles market forces. One of the critical areas
addressed in the CDSS is increased productivity in the private
sector.

The proposed project fits within one of the specific areas of
support to the private sector presented in the FY 1989 CDSS
Update, i.e., continued support for efforts to provide access to
credit for small, micro, and medium-sized private industries.
The project is also consistent with the primary CDSS goal of
encouraging greater participation by private enterprises in
economic activities as a means of increasing the productivity of
the economy. By improving access to credit, the project would
support the broad economic reforms outlined in the CDSS dealing
with productivity and a freer market economy, and would
effectively complement implementation of the structural
adjustment program. In making credit more accessible to small
and micro enterprises, the project will contribute significantly
to the ENE Bureau's open markets/open societies initiative
through the fostering of market forces and the expansion of the
private sector's role in the economic growth of Egypt. It will
expand the range of economic opportunities in a significant
segment of the Egyptian population, offsetting Egypt's
longstanding emphasis on state enterprise. The project is also
expected to interact synergistically with the banking reform
elements of the structural adjustment program to foster savings



mobilization.

1.4.2 AID Policy

The SEC project as designec is in broad conformance
with the policies set forth in the AID Policy Paper on Private
Enterprise Development (March 1985); AID Microenterprise
Development Guidelines (PD-17); and the AID Policy Paper on
Financial Markets Development (August 1988).

AID's policy on private enterprise development states that AID
resources used to provide financial capital to a financial
institution so that it can increase its current on-lending to a
specific AID target group should be channelled to activities
which are consistent with the CDSS and which are unable to
attract the full amount of required financial capital from
commercial sources. As discussed in Section 1.4.1 above, the
SEC project fits within one of the specific areas of support to
private industry presented in the FY 1989 CDSS Update.
Regarding access to capital, it is clear from the foregoing
discussion (section i.2) that Egyptian small and micro
enterprises are currently largely unable to obtain credit from
formal sources.

The SEC project will meet the overall program objective of AID's
Microenterprise Development Guidelines, i.e., "to help people
with limited or no access to capital achieve a level and quality
of business activity that will permit increased access to formal
financing and technical services and expand productive
employment and incomes." 1In line with the specific guidance on
microenterprise credit activities, the project design ensures
that the interest rates and associated fees charged to borrowers
will reflect the full cost of the credit provided.

USAID/Egypt's selection of a commercial for-profit hank to
implement the project is in compliance with the guideline to
maximize the use of private sector institutions as financial
intermediaries in SME credit programs.

The microenterprise development guideline on loan size states
that the average loan size should not exceed $300 (equivalent)
unless there are indications that larger-sized loans are needed
to achieve the objectives of the program. Under the Rural Small
Scale Enterprise Credit Activity (RSSE - see Section 1.4.3) the
current average loan size of LE 1,000 approximates the
recommended upper limit of $300. However, experience with the
Small and Micro Enterprise Development Project, which is being
implemented in the Cairo and Alexandria areas, shows an average
loan size of over LE 2,000, a reflection of the higher costs of
labor, materials, and other inputs in these highly urbanized
areas. Similarly, the SEC project anticipates an average loan
size in the range of LE 1,000 to 2,000, which is higher than the
$300 guideline.



The $300 loan size was originally proposed by Congress as a
mechanism for directing AID's assistance towards new
enterprises. The quidance states that Missions may exceed this
limit on programmatic grounds. In the case oi SEC, conforming
to the $300 limit would deny project resources to viable
microenterprise program candidates, in that the SEC project is
targeted to existing (as opposed to new) small and micro
businesses, whose average credit requirements exceed the
guideline, especially in an urban area such as Cairo. The
decision to focus resources on existing enterprises is based on
a number of factors. Given the 85 percent worldwide average
failure rate for new small and micro enterprises, and the fact
that the SEC is seeking to institutionalize sms4il enterprise
lending in the National Bank for Development, lending to new
enterprises (at least initially) is not a reslistic objective.
The SEC project is thus designed to assist the large base of
existing small businesses in Cairo that are severely underserved
by any form of credit.

1.4.3 Relationship to Similar USAID/Eqypt Projeets and Other
Donor Activities )

USAID/Egypt has significant experience in designing
and implementing projects to deliver credit to small and micro
enterprises. The Small and Micro Enterprise Development (SMED)
Project (263=-0212), initiated in October 1988, is assisting
small (6 - 15 employees) and micro (1 - 5 employees) businesses
in the major urban areas of Egypt by creating and supporting the
initial operations of two private foundations that manage the
delivery of credit, technical assistance, and training to small
entrepreneurs in Cairo and Alexandria. Credit is provided by
means of a project-financed collateral fund established in the
Export Development Bank against which the bank extends overdraft
" privileges to the foundations, which in turn make lcans in the
range between LE 500 and LE 10,000 to eligible small and micro
enterprises. The Alexandria foundation was established (legally
and physically, including main and branch offices) by January
1990, and began lending in the same month. The Cairo foundation
began operations in November 1990, and both foundations are now -
carrying out active lending and technical assistance programs,
with approximately LE 4.5 million extended in formal loans to
date.

The Rural Small Scale Entarprise (RSSE) Pilot Credit Activity,

financed under the lLocal Development II Project (263-0182) is

currently nearing completion. The RSSE activity field tested in

Egypt a metnhodology based on highly successful experience in

bank-based SME lending in Indonesia, Bangladesh and elsewhere,

in which bank loan officers seek out potential borrowers in

their residences and places of business and visit clients on a

regular basis to collect payments, provide advice, make new -
loans, etc. The RSSE also conducted a number of "credit
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experiments" in the areas of client attitudes, marketing, and
lending techniques, which are described in detail in Annex F.

The RSSE is being implemented by the National Bank for
Development (NBD) in the Governorates of Damietta and Sharkia,
with technical assistance provided by Agrici'ltural Cooperative
Development International (ACDI) under an AlD-financed
cocperative agreement. The NBD was selacteC as the project
implementing agency based on its extensive network of affiliate
banks in the rural areas, its interest in the RSSE concept, and
its prior experience in SME lending under a Ford Foundation
program in Minia. The target borrower group consists of off-
farm enterprises with fewer than ten employees and less than LE
25,000 in business assets including land and buildings. The
RSSE activity capitalized a loan fund within NBD which then
extends loans to qualified beneficiaries in a range between LE
250 and LE 2,500. The approach is very straightforward.
Specially trained loan officers working out of NBD's existing
branches and affiliates in Damietta and Sharkia visit their
assigned communities on a regular basis to identify new
borrowers, prepare (simplified) loan applications, collect
payments, and assist clients with simple business and cash flow
plans for use of loan funds.

Prior to the lifting of GOE interest rate ceilings in February
1991, NBD charged an interest rate approximating the maximum
rate permissible by the Central Bank of Egypt, i.e., a base rate
of 16 percent p.a., to which the Bank added another 3 percent
p.a. on the principal to be borrowed, as a transportation fee,
and 0.25 percent of the total interest and transportation charge
(equal to 4.75 percent) on the total principal as a flat fee for
insurance. Therefore, the nominal rate paid by the small scale
entrepreneur is a minimum of 23.5 percent. In addition to these
charges, the borrower also pays a penalty fee of 1/2 percent per
month (6 percent p.a.), likewise calculated on the principal to
be borrowed and allocated over the term of the loan payments.

If the client pays all installments on time, this fee is
returned to him when the loan is canceled, and thereby has no
effect on the total rate paid. Interest rates and fees are set
by NBD at a level which will cover all program expenses and
return a real profit for reinvestment and expansion of services.
NBD charges the equivalent of the maximum allowable market rate
of interest on all project loans, which currently equals 16
percent to 18 percent per annum for project clients. Total loan
cost (i.e., "effective" interest rate to the client) thus
includes every allowable fee under the Banker's Tariff
(transportation, penalty, and insurance), and typically amounts
to approximately 35 percent.

The project began lending in October 1989 and high demand
resulted in full utilization of the loan fund within the first
twelve months, with twice the target number of loans being made.
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The clear and substantive success of the RSSE pilot activity led
to the concept of expanding this model into greater Cairo by
means of the SEC Project.

A review of other donor activities in Egypt in the field of
small enterprise development was performed in the course of
project design. Ford Foundation has extensive experience with
credit delivery and recovery in two governorates, Minia (with
NBD) and Damietta (with the Principal Bank for Agricultural
Development and Cooperatives), but is now shifting its emphasis
to research on the marketing problems of SMEsS. The Dutch have
carried out targeted small enterprise assistance in Fayoum.
CARE has a targeted credit assistance program for fishermen in
South Sinai. CARE is also delivering credit to low income
families through Community Development Associations in four
rural governorates. Most donor funded credit projects utilize
market interest rates for small enterprise lending; the
remainder are absorbing the expense of enterprise creation as a
"sunk cost" but still attempting to deliver the credit on a cost
recoverable basis.

A key rationale for the rapid development and implementation of
the SEC project is the intention for this project to serve as a
model for a World Bank sponsored effort contributing to the
GOE's Social Fund (see Section 1.2). The Social Fund will have
as a major component credit for small enterprises. Given
USAID's recognized leadership role in the Egyptian small
enterprise credit field, the World Bank is coordinating closely
with USAID/Cairo in this regard.
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2.0 PROJECT DESCRIPTION

2.1 GOAL, PURPOSE, AND END OF PROJECT STATUS

The goal of this project is to expand the economic output
of small entrepreneurs. The target beneficiaries of project
services are small entrepreneurs in the greater Cairo
metropolitan area with less than fifteen employees and less than
LE 25,000 in fixed assets, excluding land and buildings. Goal
achievement among enterprises assisted by the project will be
indicated by increased employment, increased net earnings by
program participants; increased wages or earned income to
employees, increased levels of production; and increased
investments in plant and equipment. The project purpose is to
increase small entrepreneurs' access to credit and other banking
services. Indications of purpose achievement and end of project
status are: approximately 20,000 small entrepreneurs as active
borrowers, and over $20 million (equivalent) in loan capital in
circulation with the SME sector. The project is intended to be
responsive to the urgent short-term needs of the GOE's Social

Fund initiative (see Section 1.2). To this end, and in order to

ensure rapid start-up and implementation of this activity, the
SEC project approach has been streamlined to the maximum extent
feasible.

2.2 PROJECT STRUCTURE AND APPROACH
2.2.1 Project Structure

The project will provide, over its four year life, an
ESF grant of $16,000,000, of which $4,850,000 will be used to
" finance part of the costs of administration, training, technical
assistance, and other program support activities. The balance
of $11,150,000 will be used to establish a loan fund within the
implementing bank, the National Bank for Development (NBD). If
mutually agreed upon by USAID and the Ministry of International
Cooperation (MIC), some or all of the local currency costs (loan
fund and/or operation costs) may be provided from the Special
Account. NBD will contribute LE 10 million of its own resources
to the loan fund, which will be used to make loans to small and
micro enterprises in the greater Cairo area. The income
generated by the program will be available to cover operating
expenses. The project will be incrementally funded by USAID
with an initial obligation of $10,000,000 in FY 1991.

Although this project focuses on the delivery of credit to SMEs
in the greater Cairo area, NBD has expressed interest in
expanding the program into several rural governorates. The
feasibility of this action will be examined in the course of the
mid-term evaluation of the SEC. If there are clear indications
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that a similar project approach would be successful on a large
scale in one or more rural areas, then USAID will consider a
project modification to expand the SEC accordingly. Such an
expansion would be predicated on NBD covering the operating
costs of the expanded program from the beginning.

The project will be implemented by means of a bilateral grant
agreement executed by USAID and the Ministry for International
Cooperation (MIC) under which, among other things, MIC will
agree to the following project funding mechanisms:

> USAID will enter into a project-financed Cooperative
Agreement (CA) with Agricultural Cooperative Development
International (ACDI) (See Section 2.2.2). Under the CA,
ACDI will provide technical assistance and procure project
vehicles and equipment.

> NBD will enter into a "Credit Account Acceptance Agreement"
with USAID (see section 3.0) under which funds, for NBD's
initial operating and staff training costs under the
project will be provided.

» Capitalization of the loan fund will be by means of a
direct agreement between USAID and NBD setting forth
understandings on the uses of the loan fund, and its
disposition in the event of unforseen circumstances. The
agreement will specify arrangements for the fund to be held
permanently by NBD barring the occurrence of an event of
default stated in the agreement.

2.2.2 Project Approach

The project will essentially replicate and expand upon
key elements of the successful mechanism established under the
RSSE. The method's strength is in its simplic}ty, which largely
follows what has been defined as "minimalist." Accordingly,
the project focuses on the delivery and recovery of short-term
credit in the small and micro enterprise sector. Project
funding will contribute to the cost of technical assistance,
training, initial operating costs, basic office and daca
processing equipment, project vehicles, and loan capital.
Technical assistance to NBD will be provided by Agricultural

' There is an extensive body of literature on the subject
of delivering credit to small scale enterprises. A good summary
is presented in H i
Report (A.I.D. Evaluation Special Study No. 65, James J.
Boomgard, December 1989). See also other recent materials
produced under the Growth and Equity through Microenterprise
Investments and Institutions (GEMINI) Project, financed by the
AID Bureau for Asia and Private Enterprise.



Cooperative Development International (ACDI), a Washington-
based, non-profit technical and management organization, through
a project-financed cooperative agreement. ACDI has provided
technical assistance to NBD under the RSSE since the inception
of that activity. ACDI will provide two long-term small
enterprise credit advisors (total 72 person-months) to serve as
technical counterparts to NBD management in the day~-to-day
operation of the program, and up to 24 person-months of short-
term technical assistance for management information systems,
training, and other requirements. Annex L presents a draft
statement of work for these services.

The project will finance the start-up costs of the lending
program, i.e., fixed costs of office equipment and staff
training, and initial operating costs (primarily staff
salaries). USAID support for operating and training costs
ceases when the project breaks even, when USAID-sourced loan
capital is fully in circulation, or 18 months from the date upon
which end-use lending begins, whichever comes first. NBD's need
for initial operational support is based on the fact that the
SEC represents the first attempt by an Egyptian commercial bank
to undertake a major program of small enterprise lending. This
effort, which is staff intensive and involves high transaction
costs, is a significant departure from existing Egyptian banking
practices based on a small number of large, highly
collateralized borrowers. At this juncture, when small
enterprise lending in Egypt is just emerging from the pilot
stage, no bank board of directors would be inclined to assume
the full risk associated with such a significant change in
lending programs and policies. Once the operational details of
the SME lending program are optimized and proven in Cairo, and
prior to any expansion of the program into other geographical

. areas, NBD will make efforts to reduce overall operating costs
to a reasonable minimun.

Approximately 250 young Egyptian professionals will be
contracted to £ill the positions of loan officers, management
information system operators, and supervisory and support
personnel for the SEC project, which will operate as a separate
and distinct activity within the bank. Training will be
performed by NBD, with the assistance of ACDI. Training
methodologies employed under the RSSE project will be refined
and adapted to the SEC project. Appropriate materials will be
produced. Approximately two weeks of classroom training on
selection of potential clients, constructing cash flow
projections, loan application development, and reporting will be
delivered. This phase will be followed by one to two weeks of
direct observation of ongoing RSSE project implementation.
Follow-up training of a few days duration may be undertaken
following the completion of six months to one year of end-use
lending. It is also anticipated that brief, seminar type
training will be provided to NBD branch managers or other



relevant personnel to explain the methods of operation of the
SEC project.

Sixteen existing branch offices of the NBD in metropolitan Cairo :
have been identified at this time to accommodate the SEC loan -
officers and supervision and support personnel. Space will be

furnished by NBD and no new office facilities will be required.

The new employees will be assigned to these branches. Figure 1

depicts the approximate locations of the 16 branch offices which

will participate in the project.

The lending program will operate as follows. Loan officers will
visit neighborhoods on a rotating basis within their respective
assignments. The loan officers will seek out potential clients,
assist them in calculating their loan requirements, and -
establish their eligibility to participate in the project.

Completed loan applications will then be delivered to the branch

offices for processing. Before receiving an approved loan, the

borrower must place a minimum of ten percent of the requested

loan amount in an NBD interest bearing savings account. This -
account provides a nominal form of cullateral to the bank, since
the borrower must maintain in his savings account at azminimum
the ten percent amount until the loan is fully repaid.

Perhaps more importantly, opening a savings account begins the
client's education in the process of managing funds and saving.
The loan officers will return to successful loan applicants at
their place of business to deliver the loan documents and funds.
Loans will be extended in the range of LE 250 to LE 5,000. The
upper limit is twice that used in the RSSE, but is justified on
the basis of the higher costs of doing business in Cairo. It is
possible that the upper limit may be raised to LE 10,000 once -
the program is fully operational. Nonetheless, loans in the

upper range will be granted only in cases where the credit

history of the borrower in the project is exemplary, and the

cash flow clearly supports the client's ability to repay on

time.

The loan officers will visit delineated neighborhoods at least

once per week. Actions during the periodic visits will include

promotion of the project and client identification, processing

of loan applications, borrower supervision, and delivery and .
recovery of loan funds and accompanying interest. The project

design does not envision a formal technical assistance progranm

? This method has proven quite effective under the ongoing
RSSE project. Some savings in excess of the required ten
percent have been collected, even with the low interest rates
currently being paid. With the recent increase in savings
interest rates that Egyptian banks are allowed to pay, and if
the NBD adopts higher rates, it is likely that some borrowers
will elect to exceed the 10 percent minimum.
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for borrowers. Loan officers will be trained, however, to

assist small entrepreneurs in gaining basic financial skills

needed to make cash flow projections. This will enhance

borrowers' ability to identify their own loan requirements and

obtain formal financial assistance. The project approach is

labor intensive, but the NBD is charging sufficiently high :
effective interest rates to be able to cover transaction costs

and earn a reasonable profit if the program is managed

effectively. The financial analysis (Annex G) discusses the T
magnitud? of inputs and expected results from the lending
program.

A computerized management information system will be utilized
from the outset. Stand alone workstations will be installed in
each of the branch offices along with a fax machine that will
allow information from the entire project tc be readily
available at the central project office of NBD, as well as B}
facilitating information flow back to the branch offices. The N
system will provide regular reports to project management on -
loan amounts made and outstanding, delinquencies, borrower

gender, savings generated, as well as operational costs and ]

project income (leading to a break—-even analysis). Personnel to

operate the system will be contracted and trained under the -
project.

2.3 PROJECT OUTPUTS =

At the end of the four year life of project the following
accomplishments are expected:

» NBD will have established an efficient and effective small
and micro enterprise lending program which is capable of
sustaining or expanding its activities based on reflows of
principal and interest into the fund.

> The SME lending program will be replicable to virtually any
geographic area of Egypt.

> The financial analysis cf this project utilizes
representative effective interest ruates. The nominal interest
rate is the announced interest rate plus other open fees and -
charges. The effective interest rate is the actual cost to the
borrower, or the actual gross income of the bank from the loan.
This project offers an array of loan periocd lengths. Interest
is charged on the full amount of the original principal for the
duration of the loan. As a result, there is a range of
effective rates given the precise terms of any individual loan.
The effective rates used for projections are representative,
rather than fixed.
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2.4 PROJECT INPUTS

AID's contribution to the SEC project will provide funding
for training of project personnel, initial salaries of project
personnel, required office and data processing equipment, part
of the loan capital to be on-lent under the project, 72 person-
months of long term and up to 24 person-months of short-term
technical assistance, and overall supervision for the project.
The NBD will take cver project salaries after approximately
eighteen months, provide office space and management, and will
make a minimum of L.E. 10 million available for additional loan
capital during the second and third year of the project.
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3.0 COST ESTIMATES AND FINANCIAL PLAN

Table 1 below presents the summary cost estimate and financial
plan. Project funds will be disbursed Ly means of four
mechanisms. Capitalization of a loan fund to be used by NBD to
finance SME loans will be by means of a direct agreement
("Agreement") between USAID and NBD setting forth understandings
on the uses of the loan fund, and its disposition in the event
of unforseen circumstances. The Agreement will specify
arrangements for the fund to be held permanently by NBD barring
the occurrence of an aevent of default stated in the Agreement.
The Project Agreement executed by USAID and MIC will include a
covenant pursuant to which the GOE agrees that USAID will enter
into the Agreement with NBD. Loan funds will be disbursed
quarterly based on WBD's projected loan volume. Subsequent
releases will take the previous quarter's performance as well as
projected requirements into account and be adjusted accordingly.

Technical assistance for NBD will be provided through a
Cooperative Agreement (CA) between USAID and ACDI, as discussed
in Sections 2.2.2, 4.1.4, and Annex L. Under the CA, ACDI will
procure project vehicles as well as office and data processing
equipment.

Funds for NBD's initial operating expenses and training will be
provided by USAID as per the terms of the "Protocol for Cash
Advances" signed by USAID and MIC on September 30, 1990. Under
this agreement, a project credit account will be established for
NBD within the AID Project Cash Advance Account managed by the
National Investment Bank (NIB). NBD will draw on this account
for operating and training costs and will periodically submit

" vouchers to USAID for liquidation of advances from the project

credit account. Operating costs eligible for USAID financing
include salaries and incentive payments to staff contracted
specifically to implement the project: and all other direct
costs which can be isolated and clearly billed to the project,
such as office space renovation, extra telephone lines, local
transportation and vehicle operating expenses, equipment
maintenance, printing, and supplies. Eligible training costs
include: preparation of facilities, transportation and per diem
for trainees, speaker fees, training materials; and equipment.
USAID support for operating and training costs ceases when the
project breaks even, when USAID-sourced loan capital is fully in
circulation, or 18 months from the date upon which end-use
lending begins, whichever comes first.

Finally, separate contracts will be executed as appropriate to
perform annual audits, mid~term and final systems reviews, and
mid-term and final evaluations. Table 2 presents a projection
of project expenditures by fiscal year.
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As ref'ected in the tables below, NBD will provide at least L.E.

10 million ($3 million equivalent) for additional capitalization -
of the loan fund when the project breaks even, when USAID-

sourced loan capital is fully in circulation, or eighteen months -
from the date upon which end-use lending begins, whichever comes
first. Re-paid loan principal will reflow to the loan fund and .
interest earnings on SEC loans will be deposited into the loan \
fund, until such time as NBD makes its LE 10 million

contribution. After that, NBD will have the discretion to use

the interest earnings for project purposes, including funding
project-related operating expenses, increasing the loan fund

capital, and retaining up to 20 percent of the interest earnings

from the total loan fund, including NBD's contribution, as a fee

for administering the loan fund. It should be noted that NED

will make various in-kind contributions to the project effort,

such as office space, utilities, etc. In addition, the

financial analysis (Annex G) shows a minimum of L.E. 44 million

reflowing into the project in the form of interest paid by

borrowers.

The funding level of the project was developed taking several . -
factors into consideration. During the conceptual stage, it was

agreed that the critical geographical area most in need of rapid

assistance was metropolitan Cairo. Metropolitan Cairo contains

a minimum of twenty five percent of the nation's population, and

is the predominant center in Egypt for small enterprises,

considering demand, supplies, and market outlets.

In order to serve the metropolitan Cairo area in a relatively
short time frame, it was agreed with the NBD that a minimum of
16 branch offices would be required to serve as the home base
from which the loan officers will operate. This will allow
broad-based coverage and still give the officers a base that
will not demand the large time investment that would be required
if all of the officers were based in one or two sites. The 16
branches to be utilized by this project ara already in
existence, so time would not have to ba allocated for the
construction or renovation of new offices. These 16 branches -
are physically located in three governorates, (Cairo, Giza, and
Kalyubia) which will enhance the NBD's drive to make small
enterprise credit available nationwide at some point in the
future. :

The actual staffing pattern per branch was developed based on -
both experience from the RSSE pilot project and an updated

analysis of how many management and support personnel would be

required. On that basis, including an analysis of personnel

costs in the Cairo environment, combined with training,

equipment, and transportation, the operational costs were

determined.

The amount of loan capital required is based on a range of
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analyses, taking into account the maximum number of new and
existing borrowers that can be served by any individual loan
officer. Also considered is the range of expected loan sizes
and the amount of time required for break even to be achieved.
The projection assumes a rapid approach to the operational break
even point, a quick deployment of the operational staff, and
fast disbursement of the lcan funds.

The NBD contribution is considered critical for two reasons; it
indicates a commitment on the part of NBD to use its own funds
for loan capital and it gives a kroader capability of the
lending system to have sufficient capital to respond to demand.
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4.0 IMPLEMENTATION ARRANGEMENTS -

4.1 MANAGEMENT AND ADMINISTRATIVE RESPONSIBILITIFS

The successful implementation of this project demands close
interaction among USAID, the National Bank for Development, and
ACDI. Implementation responsibilities of each of the parties is
described below.

4.1.1 Role of the GOE

The Project Agreement (PROAG) will be signed by USAID
and the Ministry of International Cooperation. NBD may sign the
Grant Agreement as the implementing agency. Among other things,
the PROAG will include authority for USAID to issue a PIO/T and
negotiate a Cooperative Agreement with ACDI for technical
23sistance. MIC will approve, in a timely manner, all other
PIO/Ts as necessary.

4.1.2 Role of USAID

The Mission's Office of Finance and Investment (TI/FI)
will have primary responsibility for monitoring the project.
With the assistance of the various support offices, TI/FI will:

> review, approve, and forward for processing all of NBD's ,
requests for loan fund disbursements:;

. review NBD and ACDI reports and other related
correspondence, taking action as needed:

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

> make regular visits to NBD project headquarters, branch
offices, as well as periodic visits to a sample of end-use
borrowers; and,

> report to Mission management as appropriate.

4.1.3 Role of the National Bank for Development

The NBD has the primary responsibility for
implementation of the project. It is expected to:

> identify, recruit, contract, and train project loan
officers along with supervisory and support staff;
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> maintain adequate internal control structures and policies
for the use of project funds and project-financed vehicles
and equipment, including the development of a management
information system (MIS), and standard operating procedures
and manuals;

> identify potential clients, produce and process their loan
applications, and supervise the clients in a manner that
will ensure timely repayment:;

4 use the MIS to produce timely and complete data on loans
extended, loans outstanding, a description of the
borrowers' fund utilization:; and savings performance:; and

> submit loan projections through the period in which A.I.D.-
sourced loan funds are required.

4.1.4 Role of ACDI

ACDI is expected to work closely with NBD to assist in,
all aspects of the bank's responsibilities described above. A
draft outline of ACDI's statement of work is presented in Annex
L. In addition to this role, ACDI will:

> provide at least two long term consultants with
international experience in implementation of small
enterprise credit projects (the full SOW which will be
included in the Cooperative Agreement between USAID and
ACDI will specify the duties and responsibilities of these
credit advisors):;

> provide short term technical assistance with development
and implementation of computerized management information
systems, and other short term specialized services as
identified and required;

> advise NBD on development of a management information
system (MIS), and standard operating procedures and manuals
to assure that there are adequate internal controls, i.e.,
that clear policies and procedures on lending and funds
management are in place and followed:

> provide policy guidance and suggestions for improved
implementation of the project to USAID and NBD; and,

> provide timely and accurate reports on project
implementation and ACDI activity to USAID.

4.2 PROCUREMENT



TABLE 1
SMALL ENTERPRISE CREDIT PROJECT
SUMMARY COST ESTIMATE AND FINANCIAL PLAN

(5000)
AlD NBD TOTAL

SOURCE FX LC * FX LC FX LC
Bank Capitalization - 11,150 - 3,000 - 14,450

Technical Assistance 1,700 - - - 1,700 -
Training - 310 - - - 310
NB8D Operations - 1,890 - - - 1,890
Equipment and Vehicles 340 410 - - 340 410

AuditEvaluation 200 - - - 200 -
TOTAL $2,240 $13,760 - $ 3,000 $ 2240 $16,760

TABLE 2

SMALL ENTERPRISE CREDIT PROJECT
PROJECTION OF EXPENDITURES BY FISCAL YEAR

(5000)
AID NBD TOTAL
FISCAL YEAR : FX LC * FX LC FX LC
1991 : 940 8,220 - - 940 8,220
1992 700 5,540 - 3,000 700 8,540
1993 500 - - - 500 -
1994 100 - - - 100 -
TOTAL $2,240  $13,760 $3,000 $2,240  $16,760

* Some or all may be provided from the Special Account upon mutual agreement of MIC and USAID.
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The procurement requirements for this project are
relatively limited. The primary items are technical assistance,
basic office and data processing equipment, and vehicles. The
authorized geographic code is 000.

Technical assistance will be provided under a Cooperative
Agreement with ACDI. Appended to Annex L is a justification for
non-competitive award of a Cooperative Agreement to ACDI. A
copy of such justification will be attached to the PIO/T
prepared for the Cooperative Agreement. It is expected that thne
Cooperative Agreement will be negotiated upon obligation of
project funds.

Personal computers and related peripherals will be procured by
ACDI in Egypt, along with photocopiers, typewriters, hand and
desktop calculators. Office furnishings will also be purchased
locally. Project vehicles will be procured from the United
States by ACDI. Thése procurements will be carried out by ACDI
under the Cooperative Agreement, as NBD does not have the
requisite capability. There is no Procurement Services Agent in

place that could carry out this task. The Mission concurs with .

this approach because these procurements must be completed
rapidly. The equipment needs to be in place and/or installed
and operational within three months of project start-up, at
which time end-use lending is scheduled to begin.

Small business and minority firms will be encouraged to
participate in this project in accordance with AID regulations.
Every effort will be made to identify appropriate opportunities
for minority firms involvement in project implementation if
applicable. For example, evaluation activities that are
anticipated to be carried out during project implementation
could be performed by minority firms. Further, other
subactivities would be considered for these entities if
applicable.

4.2.1 Qffice and Data Processing Equipment

Funds wiil be provided by the SEC project to purchase
basic equipment for the 16 NBD branch offices that will be used
in the project. Under the cooperative agreement, ACDI will
procure locally the items in the preliminary list below,
including eighteen months of service and supplies. The NBD will
take over all the equipment and service requirements after
approximately eighteen months as a part of the
institutionalization of the project. These items are primarily
for expansion of the management information system (MIS)
developed under the RSSE, and will be compatible with the
existing equipment being utilized by the NBD.



Item Description Number of Units
80286 based or better CPU with 40 Mb Hard Disk 16

EGA or better monitor 16
Arabic/English keyboards 16
Wide~carriage dot matrix printer 16

Stand Alone Fax Machine 16
Processing Equipment

Procurement of up to the local currency equivalent of $400,000
of computer and other office equipment is planned. The computer
equipment will be of U.S. origin, such as Dell, Compaq, or IBM,
but will be procured on the Egyptian market, and therefore, of
either Egyptian or other free world source. The office
equipment will include photocopiers, typewriters, handheld and
tabletop calculators, as well as furnishings such as desks,
chairs, filing cabinets, and tables; and will be of either
Egyptian and/or other free world source and origin.

The principal justification for local procurement of this
equipment is as follows:

Implementation of the project is intended to begin very
quickly after execution of the Project Grant Agreement.

The design calls for end-use lending to begin approximately
three months following project initiation. Loans will be
extended from up to 16 branch offices and it is critical
that the offices be fully equipped and operational prior to
the start of end~use lending. It is therefore essential
that the office and MIS equipment be purchased, installed,
and operational within a short time frame that will not
allow procurement and delivery from the U.S. The related
furnishings are also required to be purchased and in place.

All of the necessary equipment is available for sale in
Egypt at reasonable prices. USAID will not pay for any
identifiable taxes and duties on the equipment, and a
covenant to this effect will be included in the Grant
Agreenment.

The justification for local procurement of up to the local
currency equivalent of $400,000 in office and data
processing equipment is based on the criterion set forth in
AID Handbook 1B, Section 5B.4.a(7), "[s]uch other
circumstances as are determined to be critical to the
success of project activities." This criterion is met due
to the time constraints and the need to equip and begin
operating 16 branch offices as quickly as possible to
initiate end-use lending within three months of signing the
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Grant Agreement.

on this basis it is recommended that the procurement of up to
the equivalent of $400,000 in office equipment, furnishings,
computers, and peripherals be performed on a local basis.

4.2.2 Vehicles

Sixteen mini-vans will be procured from the United
States to provide transpc.tation to loan officers for their
daily visits to the locations where the clients reside and/or
have their place(s) of business. The vans will not only provide
transportation, but will afford a measure of security for funds
delivered and collected, as well as providing visibility to
banking services being delivered directly to the poorer areas of
Cairo. These vans will meet all requirements for importation
into Egypt. NBD will be required to certify in the Agreement
that it has a plan as well as the resources to utilize project
vehicles in accordance with AID regulations and Mission policies
before ACDI is authorized to begin procurement of ptoject
vehicles. A covenant will be included in the Grant Agreement
pursuant to which the GOE will agree to provide a letter of
guarantee to allow the duty-free entry of the vehicles into

Egypt.

ACDI has experience in importation of vehicles and NBD will
agree, in writing, to provide any clearances or bonds required
by the GOE concerning customs and taxes. USAID will require the
GOE, by virtue of a grant agreement covenant, to take any other
necessary actions regarding customs and taxes.

A covenant will be included in the Project Agreement pursuant to
which the GOE will agree that it will allow NBD to use all
‘project financed equipment, throughout the useful life of the
equipment, for project purposes.

Two alternatives to purchase and importation of these vans have
been explored: payment of daily transportation expenses of the
loan officers, and opening of neighborhood banking "windows"
that would provide limited services. Daily transportation would
be nominally cheaper, but would force the loan officers to spend
time in seeking public conveyance and would not lend itself to
security of cash and documents being handled. Opening of small
windows for banking services would be more expensive than van
purchase by a factor of eight and would not lend itself to
serving a clientele that is periodically forced to relocate due
to intermittent enforcement of zoning laws. Opening of banking
services windows is also severely restricted by the Central Bank
of Egypt, and it would be time consuming to identify, rent or
purchase suitable space and prepare it for use. The project
therefore includes provisions for purchasing the 16 mini-vans.
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4.3 IMPLEMENTATION SCHEDULE

The following figure presents an illustrative time line of
activities to be undertaken to complete implementation of the
overall project. It is followed by a "pre-implementation" plan
which presents a detailed schedule of the steps leading to the
commencement of end use lending during the first year of the

project.
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5.0 MONITORING PLAN

The SEC will be monitored at several levels on an ongoing basis
in addition to the mid-term and final evaluations described in
Section 8.0 below.

NBD Client Level

The methodology of the SEC project calls for intense monitoring
of the borrowers by the loan officers of the NBD. Although the
frequency of loan officer-borrower visits may be reduced over
time, initial project implementation will include borrower
visits at least once per week. These visitations will include
not only extension and collection of loans, but will provide an
opportunity for the officers to review overall business activity
of the .clients. Socioeconomic information will be gathered and
recorded each time a loan is extended. Reviewing this
information with each repeat borrower will yield measures of
overall economic output, as well as changes in borrower income
and employment.

NBD Branch Level

The project design calls for both management personnel and
management information specialists to be assigned full time to
each branch office. These individuals are responsible for
assembling information on the borrowers, as well as for general
supervision of the loan officers. The following data will be
available at the branch level, including at a minimum:

> the number of borrowers with loans outstanding, with a
breakdown of new and repeat borrowers:

» the gender of borrowers with loans outstanding:

> the amount of savings by each borrower:;

» the schedule of repayments and the actual repayments made,
yielding a true past due ratio;

» past due accounts with aging; and,

> cumulative information on all the above.

eve

The central NBD office for the SEC project is responsible for
accumulating project-wide information based on branch level data
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described above. Each branch office will be supplied a computer
and fax machine or modem that will allow reports to be updated
on a daily and weekly basis and summaries of that information to
be sent to the central office. That information will be
compiled at the central office using a customized data base.
Information on project costs and returns, as well as loan uptake
and savings generation, will be submitted to USAID yielding
readily available information on project progress. The Office
of Finance and Investment will meet regularly with NBD project
management to help guide overall implementation and to be fully
informed of project progress. There will also be stand-alone
reports, submitted on a quarterly basis at minimum, from the
technical assistance team.



6.0 SUMMARY OF ANALYSES

6.1 SUMMARY OF TECHNICAL AND ADMINISTRATIVE ANALYSES

Small and micro entrepreneurs, herein described as those
having fixed assets of less than US$ 10,000, excluding land and
buildings, and less than fifteen employees, have nearly no
access to formal credit in Egypt. There are relatively small
amounts of formal credit being delivered through agribusiness
loans from the Principal Bank for Development and Agricultural
Credit (PBDAC), a state-~owned agricultural bank that is involved
in lending for desert land development, distribution of
agricultural inputs, and short term agricultural production
lending throughout rural Egypt. Initial work in SME credit is
also being carried out by various donors. In the absence of
formal finance or a vibrant moneylender sector, one must assume
unmet demand. Recent research indicates that small and micro
entrepreneurs are predominantly dependent on credit from
suppliers, and, tec a lesser extent, pre-payment by customers.

The technical analysis presented in Annex F is primarily based
on a pilot zroject. The approach appears to be basically sound,
although it is acknowledged that procedures such as borrower
visitation frequency by locan officers may need to be modified
during the course of project implemencation. The basic approach
taken within the project design, although unique to Egypt when
taken in its entirety, is actually based both on recent
experience in Egypt and on lessons learned from other successful
small enterprise projects worldwide. Successful implementation
of this project will require ‘nput by the National Bank for
Development, the technical assistance team, and AID project and
financial management. However, the basic methodology has been
tested successfully and the Mission can be reasonably confident
of projact success.

Project methodeclogy is summarized in Section 2.2.2, "Project
Approach." The key elements of the basis for the methodology
are as follows.

» The small-scale éntrepreneur is much less concerned with
interest rates thanr with the accessibility, speed and
reliability of the credit delivery system.

» Most SMEs have a very high return on investment as
evidenced by the high interest rates, often in excess of
100 percent, which SMEs pay to informal moneylenders.

> The credit program can be financially viable if the
interest rates are competitive with the local market.

> The most pressing need for SMEs is for working capital to

Lo 'F



increase retail inventory of raw material stocks, purchase
spare parts, or repair existing equipment.

> Due to the relatively small loan size and the wide range of
SME business activities, the credit system should not and
will not require lengthy individual borrower loan
appraisal.

> Traditcional social and religious values in Egypt compel a
borrower to repay. The traditional Egyptian takes pride in
honuring his commitments and loses face if he is delinquent
in repaying his debts.

> The prospect of qualifying for larger loans of longer
maturities represents an important repayment incentive for
borrowers.

> The small business Egyptian entrepreneur does not require a

lot of expensive technical assistance to manage money and
business activity, given the limited investment and
simplicity of the business.

> Personal savings can be mobilized in Egypt if savings
instruments are easily accessible, secure, and offer
competitive rates of interest.

The proposed organizational structure for project implementation
and monitoring is based on the one currently being utilized
under the RSSE pilot activity, and is described in detail in
Annex J. Principal components of the structure are:

> NBD Follow=Up and Monitoring Steering Committee

The NBD Follow Up and Monitoring Steering Committee will be
composed of the Chairman of the NBD, the Chairmen of all
regional NBD banks involved, the General Secretary for Regional
Banks, the SEC Natiocnal Project Manager, and the ACDI Technical
Advisor. The Steering Committee is responsible for project
oversight and rapid resolution of implementation problems.

» USAID/Egypt Office of Finance and Investment

USAID's Office of Finance and Investment is responsible for
technical design of the project, modifications when necessary,
overall monitoring of project implementation, and general
project direction. The responsible personnel currently consist
of one USDH, one FSN, and one personal services contractor.

> SEC National Office - NBD Cairo

The SEC National Office at the NBD in Cairo will be
responsible for overall management of the project, including
staffing, procurement, reporting, receiving and transferring
credit funds, management of the operational budget, staff



identification, hiring, training, and management.

® NBD Branch Offices

Sixteen NBD Branch offices have been tentatively identified
to serve as the "home base" for loan officers and for
supervisory and support personnel that will implement the
project. Each branch office will have a project manager,
assistant manager, nine loan officers, up to two MIS personnel,
an internal control officer, and a secretary. Branch managers
will be primarily responsible for monitoring overall performance
and reporting back to the SEC National Office.

» ACDI Management

ACDI will provide at least two long term small enterprise
advisors to serve concurrently for approximately three years.
They will also provide a range of short term advisors, as
required. One of those short term advisors will be a management
information systems specialist, although other specific needs
may arise over the period of project implementation. It is also
assumed that a limited number of local support personnel will be
required under the project.

Successful project implementation will require close
coordination among all of the above parties.

6.2 SUMMARY OF ECONOMIC AND FINANCIAL ANALYSES

Since it is not feasible to quantify the costs and benefits
of a project such as SEC, the economic analysis examines two
issues, the economic rationale of the project and its
sustainability.

The project is expected to solve the problem of low credit
access faced by these small entrepreneurs by providing them with
the required finance. Once they prove to be efficient, repay
their loans on time and manage to expand their businesses, other
financial institutions presumably would be eager to have them as
customers. In other words, the establishment of the project
will act as a model and induce a change in the institutional
framework of the financial sector.

Providing credit to small businesses is also justified on the
grounds that it creates positive externalities in addition to
the direct economic impact on its beneficiaries. The direct
benefits enjoyed by the small enterprises served by the project
lie in improved performance in terms of sustained higher income
and profitability as well as increased wage levels for labor.
Experiences in other developing countries (e.g., Peru and
Bangladesh) support this conclusion.

In addition to the economic benefits of the project, there are
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two other points to consider: additionality and sustainability.
Additionality implies that the project would make funds
available to small enterprises and allow for busines:i expansion
that could not have been possible without the projec- .
Sustainability means that the project's activities will continue
after the completion of external (AID) finance. To achieve this
goal and to make sure that loan revenues are directed to the
highest valued sources, the pricing of the loan should be such
that revenues cover recurrent operating costs (cost of funds,
inflation and provision for bad debts) and earn & profit for
reinvestment and expansion. An efficient management system to
ensure adequate screening of loan applicants is also an
essential pre-requisite for sustainability.

The results of a financial analysis testing a range of possible
scenarios presented in Annex G indicate that the project is
financially sound. All of the analysis performed indicates
strong reason to believe that project objectives can be reached.
Even in scenarios wherein the loan size is smaller than one can
expect based on recent experience in other urban settings, the
project can still expect to break even in a reasonable period of.
time, i.e., less than two years.

The financial analysis assumes two major phases of project
implementation. The first phase emphasizes hiring, training and
mobilizing the loan officers until available loan funds are
fully extended. The second phase begins when additional funds
are no longer being supplied by USAID, and project management
focuses on maximizing loans to borrowers from principal and
income reflows. The range of scenarios analyzed in Annex G
indicate that the project is financially sound even in a high
cost, low loan uptake situation.

6.3 SUMMARY OF SOCIAL SOUNDNESS/WID ANALYSIS

The definition of micro-scale enterprise includes those
private firms that employ ten or less people, while small-scale
enterprises are the private firms that employ 15 or less. Under
this project, SMEs are further defined as existing businesses
with fixed, movable assets (machinery and equipment) of LE 5,000
to 30,000, exclusive of land and buildings. There is a
consensus that the sector is growing very rapidly in the urban
areas, especially in Cairo and Alexandria. SMEs produce a wide
range of products including: food products, leather goods,
cosmetics, wooden furniture, and fabricated metal products.
Available studies on SMEs in Egypt reveal problems endemic to
the sector. SMEs experience poor access to financing for
working capital and investments, due primarily to a lack of
collateral and little contact with established financial
institutions. Low income results from limited inventories and
products, yielding a low return on labor. In addition, there
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exist certain legal impediments, accompanied by an absence of
incentives, to formalize businesses and the workers employed
there.

Unless credit programs are specifically designed to account for
social and economic differences within the communities served,
they will very likely reinforce inequality by promoting
additional opportunities for the more privileged. 1Including the
issues of equity, empowerment, and community development as
integral concerns of credit projects can add to opportunities
for both growth and equality among individuals and within the
communities served. The most effective mechanisms for promoting
equality of opportunity among potential borrowers are the
following:

» Limiting credit to those with minimum income;

» Requiring that assets of borrowers and their firms not
exceed given levels; )

» Strictly limiting the amount available for any given loan. -
The smaller the loan, the more likely it is that poorer
individuals, and especially women, will benefit.

The target group (direct beneficiaries) that this project will
be attempting to identify and serve will be borrowers who
possess the following qualifications:

» Oowners and employees of existing, small scale enterprises,
in the geographical areas designated to be served:

» Primarily involved in the productive value added private
sector of the economy, for example: light manufacturing and
assembly operations; maintenance transport, storage and
distribution services; and agricultural product processing
and marketing;

> Going concern, with a minimum number of one year of
operation;

> Creditwvorthy, as determined through personal references or
a credit history in the project:

» Employ less than 15 people and have fixed assets generally
not exceeding LE 25,000, not including buildings and land;
and

> Request the loans for specific purposes, such as short term

working capital needs to purchase inventory, acquisition of
small capital equipment and tools, etc.

In addition, care will be taken by the NBD to avoid any
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concentration of loans to any one group or specific sector of
the economy. This has been successfully managed under the RSSE.
Other criteria include:

> Actively promoting the participation of women and women's
groups in the project, both in terms of beneficiaries of
project loan monies, as well as in staff, trainee, or
policy advisory capacities within the implementing
organization. Loans to women under the RSSE Pilot Project
were approximately 10 - 20 percent; NBD will target the
employment of women for at least 20 percent of the loan
officer positions under the project, in an attempt to
increase this percentage.

> Extend loans to qualified beneficiaries in a range not less
than LE 250 nor more than LE 5,000. This is raised from LE
2,500 in the RSSE Pilot Project. This upper limit,
however, will be granted only in cases where (1) the past
credit history of the borrower in the project has been
exemplary and (2) the cash flow analysis supports this
decision.

As a result of the expansion of the SEC Project, it is expected
that the following number of beneficiaries will be reached in
the first eighteen months of project life:

> 20,000 new direct beneficiaries, i.e., loan recipients;

™ 40,000 non-family member employees benefitting from
improved earnings:

» 90,000 new indirect beneficiaries, i.e., members of
households who benefit from improved earning, quality of
life, and greater freedom of choice in the market place;
and

> 18,000 jobs strengthened or created.

The overall population in the project areas will benefit from a
more efficient local economy, greater liquidity, greater
employment opportunity, and higher income.

The need to strengthen and create jobs has never been stronger
in Egypt than it is now. World-wide experience has shown that
investment in small and micro enterprises is one of the most
cost-effective methods of rapidly providing expanded employment
among unskilled and semi-skilled labor, along with enhancing the
economic condition of the actual owners of the small
enterprises. Because they are relatively easy to establish and
tend to rely on simple technologies, SMEs provide more
managerial and job opportunities, especially for the less
skilled, than other forms of enterprise. With their impact on



the distribution of skills and opportunities, they may therefore
be seen as forces that increase the possibility for stable and

democratic change.

Dissemination of the program within the SME sector can be
expected to be relatively rapid, with the resulting use of the
credit program enhancing SME's productivity and the level of
value added. Experience under RSSE has shown that many
businesses learn of the program through neighboring enterprises
which are participating in the program. However, additional
efforts such as marketing, technical assistance to indigenous
and alternate sources of inputs, research, and lobbying must be
undertaken to strengthen forward and backward linkages, as well
as to deal with such broader issues as policy and the level of
economic integration. Activities in these areas will be
included in the planned expansion of the Small and Micro
Enterprise Development Project (263-0212).

Women's limited access to capital in the face of their
creditworthiness and their willingness to respond tb economic
opportunities underscores the importance of addressing women's
financial needs =-- not just for reasons of equity but cven more
importantly for econcmic reasons. Egypt's formal financial
system, for the most part, has been unable to respond to women's
financial needs. Some of the major factors that limit their
participation are related to institutional requirements, others
to cultural and social norms, and still others to the type of
productive activities in which women predominate.

The experience of the last decade in implementing micre
enterprise credit programs demonstrated the capacity of these
programs to integrate women as program clients. The aspects of
the RSSE/SEC methodology which facilitate the program reaching
women include flexibility in loan application and review;
flexible loan terms:; and built-in repayment incentives. The
above features of the RSSE/SEC program seek to resolve those
factors existing in the formal financial sector that have become
the major constraints to providing financial services to women.
To date, women's participation in the program constitutes
approximately 10 percent. Efforts to increase this percentage
will be undertaken as part of project implementation.
Specifically, NBD will attempt to contract a minimum of 20
percent women loan officers, who will often be better able to
interact with potential female clients within Egyptian societal
norms.
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7.0 CONDITIONS AND COVENANTS

7.1 GOVERNMENT OF EGYPT

The following conditions precedent to disbursement and covenants
are expected to be negotiated with MIC and included in the
Project Agreement in the form and substance agreed to by the
parties.

7.1.1 i eeme onditions ecedent to Injtia
Disbursement
Prior to the first disbursement under the grant, or
the issuance by AID of any documentation pursuant to which
disbursement will be made under the Project Agreement, the

Grantee shall, except as AID may otherwise agree in writing,
furnish in form and substance satisfactory to AID:

(i) A statement of the names and titles, of the persons
who will act as the representatives of the Cooperating ,
Country, together with a specimen signature of each
person specified in such statement; and

(ii) Such other information and documentation as AID may
reasonably request.

7.1.2 ove
The GOE covenants that:

(1) the Grantee shall provide letters of guarantee as
needed to the GOE Customs Administration for:

> all commodities, including vehicles, financed
under the Grant;

» all materials, equipment, supplies, and vehicles
imported by any firm or organization financed
under the Grant which are to be used for project
purposes; and

> all household effects and personal vehicles
imported by non-Egyptian individuals financed
under the Grant.

All such letters of guarantee will provide for payment
of customs duties and all other taxes in the event
that the commodities imported are not exempted from
customs duties or re-exported.

(ii) it will to take any other necessary actions regarding



- 34 =

customs and taxes to ensure that any assessed customs
duties and taxes are either paid from other than
project funds or an exemption therefrom is provided.

(iii) it hereby authorizes AID to enter into an agreement
with NBD, financed under the grant, pursuant to which
NBD will carry out its responsibilities as a lending
institution to SME borrowers, based on the terms set
forth in the Agreement and Annex 1 to the Grant
Agreenment.

(iv) NBD shall be allowed to retain and utilize all project
financed equipment, throughout the useful life of such
equipment, for project purposes.

(v) in the event NBD fails to perform pursuant to the
"default" terms set forth in its agreement with AID,
the principal provided to capitalize the loan fund
under the Grant, which will be returned to the
Grantee, shall be jointly reprogrammed by the Grantee
and AID to provide loans to SME's using a different
lending mechanism other than NBD.

7.2 NATIONAL BANK FOR DEVELOPMENT

The following conditions precedent to disbursement and covenants
are expected to be negotiated with NBD and included in the
Agreement between USAID and NBD, if agreement is reached in the
form and substance agreed to by the parties.

7.2.1 conditions Precedent to Disbursemepnt to NBD to Finance
e \ctivities

Prior to any disbursement of loan capital to NBD, or
the issuance by AID of any documentation pursuant to which such
disbursement will be made, NBD shall, except as AID may
otherwise agree in writing, furnish in form and substance
satisfactory to AID:

(1) an agreement executed by both MIC and NBD governing
disbursement to, and use of the loan fund by, NBD;

(ii) a credit operations and training manual (in English
and Arabic) detailing program policies, internal
procedures, lending criteria, management information
processing and analysis, and all of the administrative
forms required for the smooth and efficient day-to-day
management of the project:;

(iii) evidence that a full time project manager has been
appointed;
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a time-phased plan for loan extension, including the
number of personnel, and their job titles, that will
implement the project:; and

evidence that all regional affiliates of NBD agree to
administer the locan program in accordance with the
terms of the Agreement.

Covenants Made by NBD
The NBD covenants that it shall, except as AID may

otherwise agree in writing, furnish in form and substance
satisfactory to AID:

(1)

(ii)

(iii)

(iv)

evidence that NBD is complying with the credit
operations manual and related standard operating
procedures;

within three months of the close of NBD's fiscal year
during each fiscal year of the project, ahnual audited
financial statements of the Small Enterprise Credit
profit center within NBD;

prior to NBD's next fiscal year, an annual
implementation and financial plans for each branch
office of the Small Enterprise Credit program within
NBD; and

upon completion of 18 months of lending or all AID-
funded loan capital in circulation or attainment of
financial break even, whichever occurs first, LE 10
million contribution to the project loan fund.
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8.0 EVALUATION AND AUDIT ARRANGEMENTS

8.1 MID-TERM EVALUATION

A mid-term evaluation will be carried out approximately two
years after initial implementation, and is currently planned for
the third quarter of FY 93. The purpose of this evaluation will
be to review the performance of the NBD and ACDI, provide
quantified information on progress in meeting project
objectives, as well as provide guidance to NBD and USAID
management on changes that may have to be undertaken. By mid-
term of the project, it should be possible to compare this
project with similar approaches to credit delivery and
collection in other countries. In addition, the mid-term
evaluation should also provide guidance on the longer term NBD
reforms that are required to deliver small enterprise credit on
a nationwide basis. The mid-term evaluation will also review
information collected on constraints on small and micro business
and assess progress made in addressing these constraints.

8.2 FINAL EVALUATION

A final evaluation is currently planned for the third or
fourth quarter of FY 95 to document "lessons learned" in the
project and to provide USAID/Cairo as well as other Missions and
donors insight on the expectations versus the actual outcome of
the SEC project. This evaluation should also help guide the NBD
in their long-term planning for assistance to small enterprise
credit delivery and collection.

Both the mid-term and final evaluations of the project will be
conducted by outside consultant teams under direct AID
contracts. Each evaluation will require approximately 10
person-weeks of services. Together, the two evaluations will
cost approximately $100,000 and will be financed with project
funds.

8.3 AUDITS

Audits will be required through the duration of the
project. Annual audits of financial reports and loan activity
will be conducted. These audits will be conducted in compliance
with generally accepted auditing principles as applied in the
U.S. In addition, two "systems reviews" will be performed. The
first will occur after approximately two years of implementation
and should be carried out prior to the mid-term evaluation
described in 8.1 above. The second and final systems review
will be conducted at the end of the project prior to the PACD.
Given the critical importance of audits to activities such as
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the SEC project, up to $100,000 in project funds will be
available to pay for these services.

Overall budgeting should allocate $200,000 for both audits and
evaluations, with the exact line items for either or both
activities to be delineated as the project progresses.
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CAIRO, EGYPT

ACTION MEMORANDUM FOR THE DIRECTOR

DATE
FROM
THROUGH

SUBJECT

PROBLEM

DISCUSSION

January 14, 1991

Robert Jordan, OD/PDS/PS Ql\\

, (¢ -
Christopher Crowley, AD/PDS ||

Approval of the Small Enterprise Credit Project
Identification Document (PID)

Your signature is required to approve the Small
Enterprise Credit PID (263-0228) for $16
million.

The subject PID has been reviewed by the Project
and Executive Committees. 1In accordance with
the decisions made at the Executive Committee'
review held on December 5, 1990, the PID has
been modified as indicated below. Please note
that recent decisions regarding the National
Bank for Development's contribution to the
project are not reflected in the PID, but will
be incorporated into the project paper.

A. Under section I.A, "Perceived Problem,"
paragraph 1 has been revised and a new paragraph
2 has been added to. emphasize the SEC project's
intended operational role in assisting lower
income Egyptians who will be adversely affected
in the short-term by the GOE's planned economic
reform program.

B. Section III.F, "Estimated Costs and Methods
of Financing," has been revised to show an _
approximated cash contribution to the project by

" NBD. The actual figure resulting from

negotiations with NBD during the course of
detailed project design may differ from this
estimated minimum.

C. Section III.I, "AID Project Design Issues,"
has been revised to delete the items identified
by the Executive Committee as not applicable to
the current project development effort, and to
emphasize aspects of the project design which,
in the view of the Executive Committee, deserve
special attention. Examples of the latter



ANNEX A
PAGE 2 of 2

inelude: magnitude and modality of the Nation:l
Bank for Development's -(NBD) contribution to the
project and operational issues associated with
MIC serving as-the GOE counterpart.

All necessary clearances have been obtained.

RECOMMENDATION : That you approve the subject PID by signing in
block No. 18 of the Project Identification

Document facesheet.

Clearances:

OD/TI/FI, L. Brown_ /%
AD/TI, G. Huger ‘
AD/FM, L. Eckers
LEG, M. Ward

APPROVALQ‘ Nelu 1\

DISAPPROVAL
pate | { 1 m

Drafted:GRutankn-Whaley: PDS/PS : DocID: TI\SECPIDAP.191

—
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DATE:
AREPLY TO
ATTNOF:

SUBJECT:

TO:

UNITED STATES GOVERNMENT

memorandum

rpril 10, 1991
OD/PDS/PS, Robert Jordangkiﬁ\

Small Enterprise Credit Project Paper (263-0228)
See Distribution

The Executive Committee (ExCom) reviewed the subject PP on

March 21, 1991. The principal issues and/or ExCom guidance
decisions along with required actions are presented below.

Other modifications required prior to PP approval are also

recorded.

ISSUES/DECISIONS

1. Source of Project Funds. All local currency costs will
be financed from the Special Account provided that MIC

concurs. AID grant funds will be obligated to cover
foreign exchange costs of technical assistance and U.S.
source/origin procurements (vehicles) only, approximately °
$3 million.

Action. For the purposes of completing the PP, the body
of the document will reflect LOP AID funding of $16
million in appropriated U.S. dollars, but the final
Project Authorization will specify any Special Account
funding agreed to by MIC. A draft Authorization will be
included as an annex to the PP. The final Authorization
will reflect the agreed-to sources of funding.

2. Capitalization of the Loan Fund

Action. The PP will be revised to show that an agreement
to capitalize the loan fund will be executed between
USAID and NBD. LEG will include a covenant in the
Project Agreement with MIC to this effect. The PP will
indicate that provisions will be included in the USAID-
NBD agreement to ensure that re-paid loan principal will
reflow to the loan fund and that interest earnings on SEC
loans will be deposited into the loan fund, until :uch
time as NBD makes its LE 10 million contribution. After
that, NBD will have the discretion to use the interest
earnings for project purposes, including funding project-
related operating expenses, increasing the loan fund
capital, and retaining up to a specific percentage of the
interest earnings from the total loan fund, including
NBD's contribution, as a fee for administering the loan
fund.

OPTIONAL FORM NO. 10
(REV, 1-80)
GSAFPMR(4I1CFR) 10t.11.¢
$010-114 *

1o

L I L B



3. NBD Lending Program Operating Costs. The project
approach is labor and resource intensive and thus results

in high operating costs which will make it more difficult
for NBD to expand the program using its own resources
and/or for other banks to undertake similar programs.

Action. A stronger justification for providing NBD's
initial operating costs will be included in the PP, and
the PP narrative will emphasize the need to reduce
operating costs over time once the operational details of
the lending program have been optimized and proven in
Cairo. USAID support for any expansion of the program
will be contingent on success in Cairo and would provide
loan capital only. NBD would be required to cover all
operating costs of any expansion.

4, Role of NBD Branches. .

Action. The Administrative Analysis will be expanded to
describe management arrangements between the central NBD
project office and the NBD branches, especially the five
branches controlled by regional NBD affiliates, under the
project. The PP will indicate that a CP will be included
in the USAID-NBD loan capitalization agreement requiring
evidence that the boards of directors of the two regional
banks have formally agreed to participate in a
cooperative fashion in the project prior to the
disbursement of loan funds to NBD.

OTHER MODIFICATIONS

1. The PP will note that the ACDI SOW in Annex L is an
outline only, and that it will be expanded (at the PIO/T
stage) to show the scope of the two expatriate credit
advisors.

2. The analysis of credit demand will be expanded in both
the body of the PP and the executive summary.

3. A stronger rationale for the level of the AID grant ($16
million equivalent as opposed to a greater or lesser
amount) will be included in the PP.

4. EA will provide modifications to strengthen the
discussion of external benefits and alter language on
support of private markets.

-yl
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The log frame will be revised to reflect a more specific
project purpose, and the verifiable indicators will be
revised to measure achievement accordingly - these
changes will be translated into the body and executive

summary of the PP as well.

The first year of the implementation plan will be
expanded to show in more detail the steps which will
precede the commencement of end use lending.

The use of market interest rates will be highlighted in
the text of the PP and executive summary.

A map of greater Cairo showing the locations of the 16
NBD and affiliate branches will be included in the PP.

Clearance:

C. Crowley, AD/PDS 6‘9/

G. Huger, AD/TI ﬁﬂ

Distribution:

1.

2'

Executive Committee

DIR, Marshall Brown

AD/PDS, Christopher Crowley
A/AD/FM, Nimalka Wijesooriya
A/AD/MGT, Theresa Stephan
A/AD/LEG, Mark Ward

AD/EA, Samuel Skogstad

PC Members

ODy/PDSyPS;-R-"J6tdan

DOD/TI/FI, T. Hammann
TI/FI, Magdi Khalil
PDS/PS, M. June

LEG, V. Moore

PDS/PS, Olfat Gamal

DIR/CS, 0. Yeandel

PDS/PS, Aziza Helmy

DD, George Wachtenheim
AD/DR, Paul Thorn
AD/HRDC, William Gelabert
AD/TI, Gregory Huger
AD/AGR, Douglas Clark
OD/PDS/P, Frank Miller

OoD/TI/FI, L. Brown
TI/FI, B. Cypser
TI/FI, K. Jensen
PDS/E, Rasha Hakim
PDS/P, D. Leaty
FM/FA, P. Klosky

Draft:GRutanen-Whaley:PDS/PS:04/09/91:DocID:SEC\SECXCDEC.491



PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

PROJECT TITLE AND NUMBER: SMALL ENTERPRISE CREDIT (261-0224)

Lite ut Project: 4 Years

From: FY 91 to FY 5
Total US Fundlog: $16 milllon
Date Prepared: 4/v1

NARRATIVE SUMMARY

OBJECTIVELY VEKIFIABLE
INDICATORS

HEANS OF VERIFICATION

IMPURTANT ASSUMPTIUNS

PROGRAM OR SECTOR GOAL: THE
BROADER OBJECTIVE TO WHICH
THIS PROJECT CONRTRIBUTES:
To expand the economic
output of small and micro
entreprensurs.

MEASURES OF GOAL
ACHIEVEMENT:

- Increased eaployment by (lrmas.

- Increased net earninga by firma.

- Increased wages or earned income
to employees.

- Increased levels of production.

- Increased lnvestments in plant and
equipaent .

Baseline study.

NBD MIS reports.
Surveys at beneticlaxy
tiims.

Midterm and final
evaluations.

ASSUMPTIONS FOR ACHIEVING
GOAL TARGETS:

bemand exiats tur expanded

SME prouductlon.

-~ SME demand tor additlonal
credit is high.

- Job3a crealed will pepresent
a net increase In caoployment.

- New employment will decrease

maygnitude and incidence of

poverty.
PROJECT PURPOSE: CONDITIONS THAT WILL INDICATE PURPOSE ASSUMPTIONS FOR ACHIEVING
HAS BEEN ACHILVED (END OF PROJECT STATUS): PURPOSE:

To iIncrease small entrepreneurs
access to credit and
other banking services.

- Approximately 20,000 SMEs
asslsted.

- Total loan portfolio
approximately $20 milliton.

‘

Basellne study.

NBD MIS reports.
Suiveys of beneficlary
tiims.

Mlidterm and final
evaluations.

- SME’s apply credit tu enter-
prise improvement and
expansion.

PROJECT OUTPUTS:

Establish a tunctlioning
program within the NBD to
provide credit to small and
|iCro enterprises in greater
Cairo which is capable of
sustaining or expanding its
activities based on reflows
of principal and interest
into the fund.

HAGNITUDE OF OUTPUTS:

- Loan program financlally
self-sufficient within 24 months.
- Loan detault rat~ of less
than 1.5 percent.
- 16 functioning branch oftflces.

NBD MIS reports, ftnanclal
slatements, and other
reports,

Surveys of beneficlary
tirms.

Midterm and tinal
evaluatlons.

ASSUMPTIONS FOR ACHIEVING

OUTPUTS:

- NBD 1s able to charge full
cast of caplital to borrowers
through fees or Interest.

- Procedures for providing
credit are acceptable to
SMEs.

INPUTS:

AID tunding for the tollowing:
- Bank capitalization

- Operational support

- Technical asslstance

- Evaluation/audit

- Tralning

- Equip & vehicles .

IMPLEMENTATION TARGET (TYPE AND QUANTITY)
USAID (5000)
11,150
1.8%0
1,700
200
J10
750
TUTAL. 16,000

Grant and subsidiary
agreements.

USAID disbursement records
NBD reports and records.

ASSUMPTIONS FOR PROVIDING

IHPUTS

- Avallabllity ot AID ftunding.

- All CP’s and covenants are
met .

NN

}v-—
-
> -
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au(1) ~ COUNTRY CHECKLIST | EGYPY

Listed below are statutory criterta applidable to: (A)

4/91\

FAA funds

generally; (B)(1) Development Assistance flunds only; or (B)(2) the

Economic Support Fund only.
A. GENERAL CRITERIA FOR COUNTRY ELIGIBILITY

1. FY 1991 Appropriations Act Sec
Has the President certified to the

Congress that tha government of |the
recipient country 1s fafling to[take
adequate measures to prevent navcotic
drugs or other controlled substances
which are cultivated, produced qr
processed {11icitly, in whole o
part, In such country or transp
through such country, from bein

In
ted
sold

111egally within the jurisdictian of
such country to United States
Government personnel or thelr
dependents or from entering the Pnited

States unlawfully?

2, FAA Sec, 481Ch): FY 199] Appro
Act Sec, 559(h). (These provisibns
apply to assistance of any kind
provided by grant, sale, loan, 1
credit, guaranty, or Insurance,
except assistance from the Child
Survival Fund or relating to
Intarnational narcotics control,
disaster and refugee relief, nartotics
education and awareness, or the
provision of food or medicine.) [If
the reciplent is a "major 111icit drug
producing country” (defined as a
country producing during a fiscal year
at least five metric tons of opigm or
500 metric tons of coca or marijgana)
or a "major drug-transit country
(defined as a country that s a
significant direct source of 111{cit
drugs significantly affzctinq th

which

ase,

United States, through,which suc
drugs are transported, or throug
significant sums of drug-related|.
profits are laundered with the
knowledge or.complictty of the
government): (a) Does the country have
tn place a bilateral narcotlcs
agreement with the United States, or a
multilateral narcotics agreementl] and
(b) Has the President in the Mardgh 1

International Narcoties Control

. MR 4 N P e D . oLt

P EVIN TSN

NO

NA

L2 ML SO reabd Ko bt SR S

qq

1
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Strategy Report (INSCR) determin
certified to the Congress (withg
Congressional enactment, within
of continuous session, of a resd
disapproving such a certificat!
has the President determined an
certifled to the Congress on any
date (with enactment by Congress
resolution approving such
certification), that (1) during
previous year the country has

ed and
ut

45 days
lutton
n), or

other
of a

the
States

cooperated fully with the Unlted
or taken adequate steps on its
satisfy the goals agreed to in a

n to

bilateral narcotics agreement wigh the
United States or In a multilateral
agreement, to prevent 1llicit drlgs
produced or processed in or tranjported

through such country from being

transported Into the United Statgs, to

prevent and punish drug profit
laundering in the country, and t

prevent and punish bribery and other

forms of public corruption which

facilitate production or shipment of

i11Ycit drugs or discourage pros
of such acts, or that (2) the vi
national Interests of the United
require the provision of such as

Ql3. (This

1986 Drug Ac| .
applies to the same categories of

assistance subjoect to the restri
In FAA Sec. 481(h), above.) If

cutton
Fal
States
istance?

ection

tions

reciptent country is a "major {1{icit

drug producing country" or "majo

drug-transtt country" (as defineq for
the purpose of FAA Sec 481(h), hgs the NA

President submitted a report to

Congress 1isting such country as |one:
(a) which, as a matter of government \

policy, encourages or facllitate

the

production or distribution of f1ljicit

dru?s; (b) In which any 'senior
off
encourages, or facilitates the

clal of the government engagas in,

production or distribution of 11lpgal
drugs: (c) in which any member of] a

U.S. Government agency has sufferpd or
been threatened with violence Inf{licted
by or with the complicity of any
government offlcer; or (d) which Falls
to provide reasonable cooperation| to
lawful activities of U.S. drug
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enforcement agents, unless the
President has provided the requir
certification to Congress pertatln

ed
ing

to U.S. national interests and the drug

control and criminal prosecutton
efforts of that country?

FAA Sec. 620¢c). If assistance d
a government, 18 the government |

indebted to any U.S. citizen for
or services furnished or ordered
where: (a) such cltizen has exha
avallabie legal remedies, (b) th
is not dented or contested by su
government, or (c) the indebtedn
arises under an unconditional gu
of payment given by such governm
controlled entity?

FAA Saec. 620€e)(1). If assistan
to a government, has 1t (includd

government agencies or subdivisi
taken any action which has the ¢
of nationalizing, expropriating,
otherwise seizing ownership or ¢
of property of U.S. citizens

without taking steps, to discharg
obligations toward such cltizens
gntities?

FAA_Secs. 620¢a), 620(f), 620D
1991 Appropriations Act Sec

s to
NO

ntrol NO

545. Is reciplent country a Comjunist

country? If so, has the Preside
(a) determined that assistance t

t:
the

country is vital to the security|of the

United States, that the recipien
country s not controlled by the

international Communist conspiraqy,

and that such assistance will fu
promote the independence of the

ther NO

recipient country from internatiqnal
communism, of (b) removdg a countiry

from applicable restrictions on

assistance to communist countries upon
a determination and report to Congress
that such action is important to {the

national interest of the United
States? Will assistance be prov!
elther divectly or indirectly to

Hed

Angola, Cambodia, Cuba, Irag, leya.

Vietnam, Iran or Syrfa,? HWill
assistance be provided to Afghani

g tan
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without a certification, or will
assistance be provided inside

Afghanistan througk the Soviet-
controlled government of Afghanifstan?

FAA Sec. 620¢(3). Has the count
permitted, or falled to take adequate
measures to Erevent damage or
dastruction y,mob action of U,
property?

EAA_Sec, 620(1). Has the count
falled to enter Into an investment

guaranty agreement with QPIC?

FAA Sec, 6 '-Eii_gnmanki

Sec._5. (a) Has the country selyod,
or Imposed any penalty or sanctipn

against, any U.S. fishing vesse)
because of fishing activities In
International waters? (b) If so| has
any deduction required by the
Fishermen's Protective Act been gade?

EAA_Sec. 620€q); FY 1991 Appr
n

(a) Has the government of the
recipient country been In defaulf for
more than six months on interest|or
principal of any loan to the couptry
under the FAA? (b) Has the coungry
been In default for more than ong year
on Interest or principal on any
loan under a program for which the FY
;99; ?ppropriattons Act approprigtes
unds

FAA_Sec, 620(s). If contemplate
assistance is development Yoan of to

come from Economic Support Fund, fhas
the Administrator taken into accqunt
the percentage of the cguntry's
and amount of the country's foreign
exchange or other resources spent{ on
mi1itary equipment? (Reference mpy be
made to the annual "Taking. Into |
Consideration" memo: "Yes, taken {into
account by the Administrator at tfime
of approval of Agency OYB." This
approval by the Administrator of the
Operattional Year Buget can be thej basis
for an affirmative answer during the
Fiscal year unless significant chhnges
fn clrcumstances occur.)

NO

NO

a) NO
b) NA

a) Not at
present
'4/3/91

b) NO

Yes, taken into
account by the
Administrator
at time of
approval of
Agency OYB.
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12.

13.

14.

15.

16.
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FAA Se¢. 620(t). Has the country

severed diplomatic relations with the

United States? If so, have relgtions NO
been resumed and have new bilatgral

assistance agreements been negotiated

and entered into since such restption?

FAA Sec., 6206u). Hhat Vs the pdyment

status of the, country's U.N,

obligations? If the country is .In

arrears, were such arreszrages taken NO ARREARS
fnto account by the A.1.D.

Administrator in determining tha

current A.I1.D. Operational Year

Budget? (Reference may be made to the

“Taking into Consideration" memq )

FAA_Sec. 620A. Has the presidebt
determined that the rectpient cogntry
grants sanctuary from prosecutioh to
any Individual or group which haj ' NO
committed an act of internationa

terrorism or otherwise supports

International terrorism?

FY 199] Appropriation Act Sec, :
Has the country been determined by the
President to: (a) grant sanctuaty
from prosecution to any individukl or a) NO
group which has committed an act:of

international terrorism, or (b) .

otherwise supports Internattonal b) NO
terrorism, unless the President 3
wvaived this restriction on grounds of
national security or for humanitdrian
reasons? !

ISDCA of 1985 Sec, 552 (D). Has the
Secretary of State determined that the

country s a high terrorist thredt
country after the Secretary of |
Transportation has determined, NO
pursuant to section 1115 (8) (2) of
the Federal Aviation Acf of 1958, that
an afrport in the country does nat
maintatn and administer effective
sacurity measurgs? L
|

FAA_SEC._666(b). Does the country
object, on the basis of race, !
religion, national origin or sex,: to
the presence of any officer or NO
employee of the U.S. who {s present in
such country to carry out economlk
development programs under the FAA?

o
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FAA Secs,_669. 670. Has the country,
after August 3, 1977, dellvered:to any
other country or recefved nucledr
enrichment or reprocessing equipment,
materfals, or technology, withoyt
specified arrangements or safeqoards.
and without special certification by NO
the President? ” Has It transferrted a
nuclear gxplosive device to a
non-nuclear weapon state, or ifisuch a
state, elther received or detondted a
nuclear explosive device? (FAA'Sec.
620E permits a special walver of Sec.
669 for Pakistan. )

FAA Sec, 670. If the country IS a

non-nuclear weapon state, has t¢t, '

or after August 8, 1985, exportid (or

attempted to export) f11egally from

the United States any material, . NO
equipment, or technology which yould

contribute significantly to the’

ability of a country to manufacture a

nuclear explosive device?

ISDCA of 1981 Sec, 720. HWas thd
country represented at the Meeting of

Ministers of Foreign Affalrs and Heads

of Delegations of the non-Allgnqd

Countries to the 26th General Assembly

of the U.N. on Sept. 25 and 28, 1981, NO
and did 1t fail to disassoclate ltself

from the communlique Vssued? If ‘so,

has the President taken it into

account? (Reference may be madq to

the "Taking Into Consideration" memo.)

EY 1991 Appropriations Act Sec

Has the duly elected Head of

Government of the :country been deposed

by military coup or decree? IFf

assistance has been terminated, lhas NO
the President not!fiell Congrass that a
democratically elected qovernment has

taken office prior to the resumption

of assistance?

FY. pronriations. A

Does the reciglent country fully

cooperate with the international:

refugee assistance organlgationsu the YES
United States, and other governments

in facilitating lasting solution? to )
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refugee situations, Including
resettlement without respect to race,
sex, religion, or national origin?

23.  FY_199] Approprlatlons Act Sec. 586.
Is the recipient country in compliance
with the United-Nations sponsor*d
economic sanctions against Iraq? If
not, has the President determing¢d and
0 certffied to Congress that 11 ts In
the national interest of the U.§. to
provide such assistance, that sych YES
assistance would directly beneflt the
needy people In that country or would
provida humanitartan assistance to
refugees In that country, or that the
government of that country is making a
good falth effort to comply with those
economic sanctions?

8. [EUNDING SQURCE CRITERIA FOR COUNTRY ELIGIBILITY

1. nemommwmu_cmmmma

FAA Sec. 116. Has the Department
of State determinad that this
N government has engaged in a consistent
pattern of gross violations of NA
internationally recognized human
rights? 1If so, can it be demongtrated
that contemplated assistance will
directly benefit the needy?

b. HJMMM.&JARL%&S‘ n +-339.
Has the President certified that use

of DA funds by this country would

violate any of the prohibitions’

against usa of funds to pay for the

performance of abortions as a method

of family planning, to motivate of

coerce any person to practice

abortions, to pay for the performance NA
of Involuntary sterildzation as a

method of family planhing, to coerce

or provide any financial incentlve to '

any persom to undergo steritizations,

to pay for any biomedical research

vhich relates, In whole or iIn part, to

methods of, or the performance of,

abortions or involuntary sterilization

as a means of family planning? .

- o e m e, bema g beyl W e mpemenm et



Econom\¢ Support Fund Country Criteria

a. FAA Sec, 5028. Has It been
determined that the country has
engaged !n a consistent pattern.of
gross violations of Internationally
recognized human rights? If so, has
the President found that the country
made such significant Improvement in
I ts human rights record that ‘
Furnishing such assistance s in the
U.S. national interest?

NO
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The Country Checklist for FY 1991 is contained in the Project
Paper for the International Executive Service Corp Project No.

263-0229.
5C(2) = ASSISTANCE CHECKLIST

Listed below are statutory criteria
applicable to the assistance resources
themselves, rather than the
eligibility of a country to receive
assistance. This section is divided
into three parts. Part A includes
criteria applicable to both Development
Assistance and Economic Support Fund
resources. Part B includes criteria
applicable only to Development
Assistance resources. Part C includes
criteria applicable only to Economic
Support Funds.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP
TO DATE? .

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

1. Host Country Development Yes. The Project will
Efforts (FAA Sec. 601l (a)): directly encourage
Information and conclusions private initiative and
on whether assistance will competition by providing
encourage efforts of the loans to private sector
country to: (a) increase micro entrepreneurs.

the flow of international
trade; (b) foster private
initiative and competition;
(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.



U.S. Private Trade and
Investment (FAA Sec. 601(b)):
Information and conclusions
on how assistance will
encouriage U.S. private trade
and investment abroad and
encourage private U.S.
participation in foreign
assistance programs
(including use of private
trade channels and the
services of U.S. private
enterprise).

Congressional Notification

(a) General requirement (FY
1991 Appropriations Act Secs.
523 and 591; FAA Sec. 634A):
If money is to be obligated

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

previously justified to
Congress, has Congress been

properly notified (unless the

notification requirement has
been waived because of
substantial risk to human
health or welfare)?

(b) Notice of new account
Obligation (FY 1991
Appropriations Act Sec.
514): If funds are being
obligated under an
appropriation account to
which they were not
appropriated, has the
President consulted with
and provided a written
justification to the House
and Senate Appropriations
Committees and has such
obligation been subject to
regular notification
procedures?

Annex D

Yes. The Project
provides financing

to ACDI, a private

U.S. non-profit
crganization, which will
provide technical and
management assistance
to NBD.

Standard Congressional

Notification procedures
will be satisfied prior
to obligation of funds.

N/A.
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(c) Cash transfers and N/A.
nonproject sector assistance
(FY 1991 Appropriations Act
Sec. 575(b)(3)): If funds

are to be made available in
the form of cash transfer or
nonproject sector assistance,
has the Congressional notice
included a detailed
description of how the funds
will be used, with a
discussion of U.S. interests
to be served and a
description of any economic
policy reforms to be promc i?

Engineering and Financial Yes.
Plans (FAA Sec. 611(- ):

Prior to an obligat

in excess of $500,0 will .
there be: (a) engin...:ring,

financial or other plans

necessary to carry out the
assistance; and (b) a

reasonably firm estimate

of the cost to the U.S. of

the assistance?

Legislative Action (FAA Sec. No such action is
6l1l(a)(2)): If legislative required.
action is required within

recipient country, with

respect to an obligation in

excess of $500,000, what is

the basis for reasonable

expectation that such

action will be completed in

time to permit orderly

accomplishment of the purpose

of the assistance?

Water Resources (FAA Sec. N/A.
611(b); FY 1991 Appropriations

Act Sec. 501): If project is

for water or water-related

land resource construction,

have benefits and costs

been computed to the extent
practicable in accordance with

the principles, standards, and

MR |
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procedures established pursuant
to the Water Resources Planning
Act (42 U.S.C. 1962, et seq.)?
(See A.I.D. Handbook 3 for
guidelines.)

Cash Transfer and Sector N/A.
Assistance (FY 1991
Appropriations Act Sec.
575(b)): Will cash transfer
or nonproject sector assistance
be maintained in a separate
account and not commingled
with other funds (unless such
requirements are waived by
Congressional notice for
nonproject sector assistance)?

Capital Assistance (FAA Not such a Project.
Sec. 611(e)). If project )
is capital assistance (e.g..

construrction), and total U.S.

assistance for it will exceed

$1 million, has the Mission

Director certified and

Regional Assistant

Administrator taken into

consideration the country's

capability to maintain and

utilize the project

effectively?

Local Currencies

(a) Recipient Contributions Yes. The hest country
(FAA Secs. 612(b), 636(h); will contribute the local
FY 1991 Appropriations Act currency equivalent of
Saecs. 507, 509.) Describe $7 million. U.S.-owned
steps taken to assure that, Egyptian currency is not
to the maximum extent available specifically
possible, the country is for this Project.

contributing local currencies
to meet the cost of
contractual and other services,
and foreign currencies owned
by the U.S. are utilized in
lieu of dollars.
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(b) U.S.=-owned Currency No.
(FAA Sec. 612(d)): Does the

U.S. own excess foreign

currency of the country and,

if so, what arrangements have

been made for its release?

(c) Separate Account. (FY N/A.
1991 Appropriations Act Sec.

521). If assistance is

furnished to a foreign

government under arrangements

which result in the generation

of local currencies

(1) Has A.I.D. (a) required N/A.
that local currencies be
deposited in a separate

account established by the
recipient government, (b)
entered into an agreement

with that government

providing the amount of

local currencies to be
generated and the terms

and conditions under which

the currencies so deposited
may be utilized, and (¢)
established by agreement the
responsibilities of A.I.D.

and that government to

monitor and account for
deposits into and disbursements
from the separate account?

(2) Will such local N/A.
currencies, or an equivalent
amount of local currencies,

be used only to carry out

the purposes of the DA or ESF
chapters of the FAA (depending
on which chapter is the source
of the assistance) or for the
administrative requirements

of the United States
Government?

-

-
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Annex D

f3) Has A.I.D. taken all N/A.
appropriate steps to ensure

that the equivalent of local
currencies disbursed from the
separate account are used for

the agreed purposes?

(4) If assistance is N/A.
terminated to a country, will

any unencumbered balances of

funds remaining in a separate
account be disposed of for

purposes agreed to by the

recipient government and the

United States Government?

Trade Restrictions

a. Surplus Commodities (FY No.
1981 Appropriations Act Sec.
521(a)): 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
becomes operative, and is such
assistance likely to cause
substantial injury to U.S.
producers of the same, similar
or competing comm.udity?

b. Textiles (Lautenberg No.
Amendment) (FY 1991
Appropriations Act Sec.

Loans will be

made to micro
entrepreneurs who do
521(¢)): Will the assistance not manufacture goods

(except for programs in for export.

Caribbean Basin Initiative
countries 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 studies or
project profiles of potential
investment in, or to assist
the establishment of facilities

y!



11.

12.

13.

Annex

specifically designed for, the
manufacture for export to the
United States or to third
country markets in direct
competition 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?

Tropical Forests (FY 1991 No.
Appropriations Act Sec.

533(c)(3)): Will funds be

used for any program, project

or activity which would (a)

result in any significant

loss of tropical forests, or

(b) involve industrial timber
extraction in primary tropical
forest areas?

Sahel Accounting (FAA Sec. N/A.
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 thereform)?

PVO Assistance

a. Auditing and registration Yes.
(FY 1991 Appropriations Act
Sec. 537): If assistance

is being made available to

a PVO, has that organization
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.?

D
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b. Funding sources (FY 1991
Appropriations Act, Title II,
under heading "Private and
Voluntary Organizations"):

If assistance is to be made
to a United States PVO (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?

Project Agreement
Documentation (State
Authorization Sec. 139 (as
interpreted by conference
report)). Has confirmation
of the date of signing of

the project agreement,
including the amount
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 agreement been pouched
to those same offices? (See
Handbook 3, Appendix 6G for
agreements covered by this
provision).

Women in Development (FY 1991
Appropriations Act, Title II,
under heading "Women in
Development") Will
assistance be designed so
that the percentage of women
participants will be
demonstrably increased?

Regional and Multilateral
Assistance (FAA Sec. 209).
Is assistance more
efficiently and effectively
provided through regional or

N/A. The requirement
does not apply to PVOs
receiving ESF funded
grants. All A.I.D.
funding provided under
this Project is from
ESF funds.

Case~2Zablocki Act
reporting procedures will
be followed with respect
to this Project.

The Project will
encourage more active
participation by women
in private sector
activities.Disaggregated
data on participation of
women in Project
activities will be
collected.

No. The purpose of the
Project is to increase
micro entrepreneurs'
access to credit and
other banking services,
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18.

19.
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multilateral organizations? and is appropriate
If so, why is assistance not for country-specific

so provided? Information and assistance.

conclusions on whether
assistance will encourage
developing countries to
cooperate in regional
development programs.

Abortions (FY 1991 No.
Appropriations Act, Title II,
under heading "Population,
DA," and Sec. 525): (a) Will
assistance be made available
to any organization or program
which, as determined by the
President, supports or
participates in the

management of a program of
coercive abortion or
involuntary sterilization?

(b) Will any funds be used

to lobby for abortion?

Cooperatives (FAA Sec. 111): N/A.
Will assistance help develop
ccoperatives, especially by
technical assistance, to

assist rural and urban poor

to help themselves toward a

better life?

Procurement

a. Small business (FAA Sec. Yes.
602(a)): Are there

arrangements to permit U.S.

small business to participate
equitably in the furnishing

of commodities and services
financed?

b. U.S. procurement (FAA Yes.
Sec. 604(a)): Will all

procurement be from the U.S.

except as otherwise

determined by the President

or determined under

delegation from him?
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c. Marine insurance (FAA Egypt does not so

Sec. 604(d)): If the discriminate.
cooperating country

discriminates against

marine insurance companies

authorized to do business in

the U.S., will commedities be

insured in the United States

against marine risk with such

a company?

d. Non-U.S. agricultural N/A.
procurement (FAA Sec. 604(e))

If non-U.S. procurement of
agricultural commodity or

product thereof is to be

financed, is there provision
against such procurement when

the domestic price of such
commodity is less than parity? .
(Exception where commodity

financed could not reasonably

be procured in U.S.)

e. Construction or N/A.
engineering services (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
competitive capability in
international markets in one
of these areas? (Exception
for those countries 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
countries.)
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f. Cargo preference shipping 50/50 Shipping rules
(FAA Sec. 603)): Is the will apply to this
shipping excluded from Project.
compliance 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

(computed 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?

g. Technical assistance Yes. *
(FAA Sec. 621(a)): If

technical assistance is
financed, will such

assistance be furnished

by private enterprise on a
contract basis to the fullest
extent practicable? Will the
facilities and resources of
other Federal agencies be
utilized, when they are
particularly suitable, not
competitive with private
enterprise,. and made available
without undue interference with
domestic programs? :

h. U.S. air carriers Yes.
(International Air

Transportation Fair

Competitive Practices Act,

1974): if air transportation

of persons or property is

financed on grant basis, will

U.S. carriers be used to the

extent such services is =
available?
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i. Termination for Yes.
convenience of U.S. Government
(FY 1991 Appropriations Act
Sec. 504) If the U.S.
Government is a party to

a contract for procurement,
does the contract contain a
provision authorizing
termination of such contract
for the convenience of the
United States?

j. Consulting services (FY Yes.
1991 Appropriations Act Sec.
524): If assistance is for
consulting service through
procurement 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)?

k. Metric conversion Yes.
(Omnibus Trade and
Competitiveness Act of 1988,
Sec. 5164, as interpreted
by conference report,
amending Metric Conversion
Act of 1975 Sec. 2, and as
implemented through A.I.D.
policy): Does the assistance
program use the metric
system of measurement in its
procurements grants and other
business-related activities,
except to the extent that
such use is impractical or
is likely to cause
significant inefficiencies
or loss of markets to
United States firms? Are
bulk purchases usually to be
made in metric, and are
components, subassemblies,
and semi-fabricated
materials to be specified

in metric units when
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economically available

and technically adequate?
Will A.I.D. specifications
use metric units of measure
from the earliest programmatic
stages, and from the earliest
documentation of the
assistance processes (for
example, project papers)
involving quantifiable
measurements (length, area,
volume, capacity, mass and
weight), through the
implementation stage?

1. Competitive Selection Yes.
Procedures (FAA Sec. 601l(e)):

Will the assistance utilize
competitive selection

procedures for the awarding

of contracts, excepi where
applicable procurement rules

allow otherwise?

Construction

a. Capital project (FAA N/A.
Sec. 601(d)): If capital

(e.g., construction) project,

will U.S. engineering and
professional services be used?

b. Construction contract N/A.
(FAA Sec. 611(c)): If

contracts for construction

are to be financed will they

be let on a competitive basis

to maximum extent pract.icable?

c. Large projects, N/A.
Congressional approval

(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 Egypt that were described

in the Congressional

Presentation), or does

assistance have the express
approval of Congress?
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U.S. Audit Rights (FAA N/A.
Sec. 301(d)): If fund is
established solely by U.S.
contributions and administered

by an international

organization, does Comptroller
General have audit rights?

Communist Assistance Yes.
(FAA Sec. 620(h)). Do
arrangements exist to

insure that United States
foreign aid is not used in a
manner which, contrary to the
best interests of the United
States, promotes or assists
the foreign aid projects or
activities of the Communist~-
bloc countries?

Narcotics

a. Cash reimbursements Yes.
(FAA Sec. 483): Will
arrangements preclude use

of financing to make
reimbursements, in the

form of cash payments, to
persons whose illicit drug
crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487):
Will arrangements take "all
reasonable steps" to preclude
use of financing to or through
individuals or entities which
we Kknow or have reason to
believe have either: (1) been
convicted of a violation of
any law or regulation of the
United States or a foreign
country relating to narcotics
(or other controlled
substances); or (2) been an
illicit trafficker in, or
otherwise involved in the
illicit trafficking of, and
such controlled substance?

{,\f



24.

25.

26.

27.

28.

29.

Anney

- 15 =

Expropriation and Land Yes.
Reform (FAA Sec. 620(9)):

Will assistance preclude use

of financing to compensate

owners for expropriated or
nationalized property, except

to compensate foreign

nationals in accordance

with a land reform program
certified by the President?

Police and Prisons (FAA Sec. Yes.
660): Will assistance preclude

use of financing to provide
training, advice, or any

financial support for police,
prisons, or other law

enforcement forces, except

for narcotics programs?

CIA Activities (FAA Sec. Yes.
662): Will assistance

preclude use of financing

for CIA activities?

Motor Vehicles (FAA Sec. Yes.
636(1i)): Will assistance

preclude use of financing

for purchase, sale, long-

term lease, exchange or

guaranty of the sale of

motor vehicles manufactured

outside U.S., unless a waiver

is obtained?

Military Personnel (FY 1991 Yes.
Appropriations Act Sec. 503):

Will assistance preclude use of
financing to pay pensions,
annuities, retirement pay, or
adjusted service compensation

for prior or current military
personnel?

Payment of U.N. Assessments Yes.
(FY 1991 Appropriations Act

Sec. 505): Will assistance

preclude use of financing to

pay U.N. assessments,

arrearages or dues?

D

b,
\‘\E ,
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Multilateral Organization Yes.
Lending (FY 1991 Appropriations

Act Sec. 506): Will assistance
preclude use of financing to

carry out provisions of FaA

section 209(d) (transfer of FAA
funds to multilateral

organizations for lending)?

Export of Nuclear Resources Yes.
(FY 1991 Appropriations Act

Sec. 510): Will assistance

preclude use of financing to
finance the export of nuclear
equipment, fuel, or technology?

Repression of Population Yes.
(FY 1991 Appropriations Act
Sec. 511): Will assistanca
preclude use of financing for
the purpose of aiding the
efforts of the government of
such country to repress the
legitimate rights of the
population of such country

to contrary to the Universal
Declaration of Human Rights?

Publicity or Propaganda No.
(FY 1991 Appropriations Act
Sec. 516): Will assistance
be used for publicity or
propaganda purposes designed
to support or defeat
legislation pending before
Congress, to influence in
any way the outcome of a
political election in the
United States, or for any
publicity or propaganda
purposes not authorized by
Congress?

Marine Insurance (FY 1991 Yes.
Appropriations Act Sec. 563):

Will any A.I.D. contract and
solicitation, and subcontract
entered into under such

contract include a clause

A

/
}
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requiring that U.S. marine
insurance companies have a
fair opportunity to bid for
marine insurance when such
insurance is necessary or
appropriate?

Exchange for Prohibited

Act (FY 1991 Apyropriations
Act Sec. 569) Will any
assistance be provided to

any foreign goverament
(including any instrumentality
or agency thereof), foreign
person, or United States
person in exchange for that
foreign government or

person undertaking any action
which is, if carried out by the
United States Government, a
United States official or
employee, expressly prechibited
by a provision of United States
law?

CRITERIA APPLICABLE TO Economic
SUPPORT FUNDS ONLY

Economic and Political
Stability (FAA Sec. 531(a)):
Will this assistance promote
economic and political
stability? To the maximum
extent feasible, is this
assistance consistent with
the policy directions,
purposes, and programs of
Part I of the FAA?

Military Purposes (FAA Sec.
531(a)): Will this assistance
be used for military or
paramilitary purposes?

Commodity Grants/Separate
Accounts (FAA Sec. 609): If
commodities are to be
granted so that sale
proceeds will accrue to the

Annex D

No.

YQ * -

No.

N/A.
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recipient country, have
Spacial Account (counterpart)
arrangements been made?

Generation and Use of Local N/A.
Currencies (FAA Sec. 531(4)):

Will ESF funds made available

for commodity import programs

or other program assistance be
used to generate local currencies?
If so, will at least 50 percent
such local currencies be
available to support activities
consistent with the objectives

of FAA sections 103 through 1067

Cash Transfer Requirements N/A.
(FY 1991 Appropriations Act,
Title II, under heading
"Economic Support Fund," and
Sec. 575(b)). 1If assistance
is in the form of a cash
transfer: a. Separate account:
Are ali such cash payments to
be maintained by the country
in a separate account and not
to be commingled with any other
funds?

b. Local currencies: will all
local currencies that may be
generated with funds provided
as a cash transfer to such a
country also be deposited in
a special account, and has
A.I.D. entered into an
agreement with that government
setting forth the amount of
the local currencies to be
generated, the terms and
conditions under which they
are to be used, and the
responsibilities of A.I.D.

and that government to
monitor and account for
deposits and disbursements?

¢c. U.S. Government use of
local currencies: Will all
such local currencies also

be used in accordance with
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FAA Section 609, which
requires such local currencies
to be made available to the
U.S. government as the U.S.
determines necessary for the
requirements of the U.S.
Government, and which requires
the remainder to be used for
programs agreed to by the U.S.
Government to carry out the
purposes for which new funds
authorized by the FAA would
themselves be available?

d. Congressional notice: Has
Congress received prior
notification providing in
detail how the funds will be
used, including the U.S.
interests that will be served
by the assistance, and, as
appropriate the economic policy
reforms that will be promoted
by the cash transfer assistance?

Annex D
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SMALL ENTERPRISE CREDIT PROJECT
263-0228

cermination Pursuant to Secti
of the Foreign Assistance Act of 1961, as Amended

Project activities include capitalization of a loan fund in the
National Bank for Development (NBD), technical assistance,
training, and data processing/transmission equipment for the bank
staff assigned to the project, and project oparations in the
central and pertinent branch offices of NBD.

rechnical Assis

$1,700,000 will be allocated to meet the dollar and local
currency costs for long- and short-term technical assistance over

the four year life of project. The project contemplates entering

into a cooperative agreement with a U.S. organization to provide
two advisors stationed in Egypt for a total of 72 person-months,
and up to 12 person-months of short-term technical assistance,
for a total of $600,000 in year 1, $600,000 in year 2, and
$500,000 in year 3.

Traini

Training will be carried out by the NBD with the assistance of
the U.S. advisors during year 1. $310,000 will be allocated to
cover NBD's initial training expenses.

Operational Support

$1,890,000 will be allocated to support NBD's lending program
operating expenses until financial break even is reached, for a
total of $1,500,000 in year 1 and $390,000 in year 2.

commodities and Equipment

$750,000 will allocated to procure project vehicles, data
processing equipment, and other office/communication equipment
(see Section 4.3 of this project paper). All procurement will
take place: during year 1.
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Bank capitalization

A loan fund within the NBD will be capitalized in the amount of
$11,150,000 over two years. Capitalization will be in stages
(quarterly), with the magnitude of each disbursement dependent on
NBD's loan projection and performance. The lending mechanism is
detailed in the Technical Analysis (Annex F) of this project
paper.

\
As the foregoing indicates, all plans necessary to carry out this
project and a reasonably firm estimate of the cost to the United
States government have been completed.

1it/Evaluati

$200,000 is allocated to contract for annual audits of financial
reports and loan activity, mid-term and final systems reviews,
and mid-term and final evaluatioens.
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263-0228

Techpnical Analysis

BASIS OF PROJECT METHODOLOGY

The SEC Project's methodology is predicated on the

assumption that SME lending in major urban areas will take place
in a similar environment as rural SME lending and is essentially
the same that has been undertaken under the RSSE Pilot Project.
It departs from the traditional lending structure in Egypt, both
in terms of types of borrowers targeted, (small scale enterprises
in the informal sector) and the amounts involved, (up to LE
5,000). The methodology of the RSSE Pilot Project was predicated

- on the following hypotheses, which have been validated by the

RSSE experience to date.

»

The small-scale entrepreneur is much less concerned with
interest rates than with the accessibility, speed and
reliability of the credit delivery systen.

Most SMEs have a very high return on investment as evidenced
by the high interest rates, often in excess of 100 percent,
which SMEs pay to informal moneylenders.

The credit program can be financially viable if the interest
rates are competitive with the local market.

The most pressing need for SMEs is for working capiﬁal to
increase retail inventory of raw material stocks, purchase
spare parts, or repair existing equipment.

Due to the relatively small locan size and the wide range of
SME business activities, the credit system should not and
will not require lengthy individual borrower loan appraisal.

Traditional social and religious values in Egypt compel a
borrower to repay. The traditional Egyptian takes pride in
honoring his commitments and loses face if he is delinquent
in repaying his debts.

The prospect of qualifying for larger loans of longer
maturities represents an important repayment incentive for
borrowers.

The small business Egyptian entrepreneur does not require a
lot of expensive technical assistance to manage money and

~
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business activity, given the limited investment and
simplicity of the business.

> Personal savings can be mobilized in Egypt if savings
instruments are easily accessible, secure, and offer
competitive rates of interest.

II. PROJECT METHODOLOGY

The following is a detailed description of the methodology
which will be employed in this project.

A. Glient Selection
The targets of the SEC Project are urban small and micro

private sector entrepreneurs in the governorates of Cairo, Giza,
and Kalubiya (Greater Cairo). Additional "rural® goverriorates
(to be named) may be considered for inclusion at a later date.

The loan staff will visit each location on a predetermined day
and time each week, so that the clients become accustomed to the
pattern. The loan program will be publicized in these areas, and
applications are taken and screened. If the business meets the
minimum socio-economic criteria, has three personal references
from upstanding citizens of the community to verify its
creditworthiness, and completes the credit application, it will
qualify for the program. The loan officer reviews all of this
information and, if everything is in order, proceeds to negotiate
the terms and conditions of the loan.

B. Leoan Negotiation

Following the initial selection process, the loan officer meets
with the client to specifically explain all of the parameters of
the program and negotiate preliminary terms and conditions of the
proposed loan. The c~nh flow of the small business is discusse?’
and a plan is mutually formulated that recognizas the key
elements of the client's income cycle. The repayment schedule is
then set, based on this information and not on any arbitrarily
determined standard. In other words, the Bank adjusts the loan
to fit the customer's ability to repay (cash flow). Furthermore,
the project will not require any collateral (debenture or
mortgage on the personal assets of the borrower) that may expose
him or her to loss of property in the event of default on the
loan. One main reason for this is the fact that, to perfect a
security interest in any asset zs collateral for a loan, the bank
must gather all of the documentation (invoices, notes, etc.
pertaining to the transaction), take them to a government office,
and pay the required taxes and duties (which are high) on the
value of the assets. In the traditional banking system, these
costs are passed on the borrowers. For the project clients, this

M
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would be a cost they could not easily bear. The project also
will not impose any unnecessary conditions on the borrower that
may create any unwarranted fear of loss.

C. Savings Accounts, Interest and Feeg

These matters are fully discussed and agreed upon between
the loan officer and the client prior to loan approval. Interest
is charged at market rates and total loan cost includes every
allowable fee under the Banker's Tariff (transportation, penalty,
and insurance).

. Before a customer receives an
approved loan, he/she must deposit an amount equivalent to 10
percent of the value of the loan request in an NBD interest
bearing savings account. This not only demonstrates the
seriousness of the relationship, but also begins the borrower's
education process of managing funds and saving. The account
currently pays interest at 10 percent p.a. (rates are set by the
Central Bank of Egypt). Once the loan is fully paid out, the
borrower may withdraw these monies if he so chooses. However,
while the loan is still outstanding, this account may not be
withdrawn. It also provides a nominal form of collateral to the

Interest Rate. The NBD will charges the equivalent of the
maximum allowable market rate of interest on all project loans,
which currently equals 16 percent to 18 percent per annum for
project clients. These limits are also set by the Central Bank
of Egypt in the Bankers Tariff. The rates are charged on the
total principal borrowed, for the time the funds will be
outstanding. The total interest that would be charged on the
loan to maturity is then divided equally over the number of
installments, to be included with the portion of principal and
other fees. The effective interest rate is the actual cost to
the borrower, i.e., interest plus fees. The repayment is based
on the cash flow that the customer anticipates. The NBD is of
the opinion that most customers prefer a weekly payment of fees
even if they may have a different schedule for principal
repayment.

. The project will charge a 3 percent p.a.
fee on the principal borrowed, for the time the loan will be
outstanding. The total amount to be charged is also divided
equally among the scheduled number of installments and collected
with the portion of principal, interest and other fees. This fee
is charged to cover some of the costs of the project lending
staff in visiting each neighborhood. It is a form of revenue to
the Project. The NBD and ACDI are now studying an increase in

this fee to raise profitability.

<~
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. A penalty fee will be charged on the amount of
principal to be borrowed. It is charged at a rate of 0.5 percent
per month (6 percent p.a.), spread out over the life of the loan
and collected as part of the regular installment, along with the
other fees, interest, and principal. When the borrower makes the
last payment, he/she may receive a refund of the total penalty
fees paid to date, provided all payments have been made on tinme.
The refund can be in cash, or it can be aprlied to the last
installment payment. Of course, if there have been any late
payments, the penalty fees are deducted from the total penalty
fee paid and the balance refunded to the client after the final
payment. The Bankers Tariff allows only a 1 percent p.a. charge
to be booked as income from this source. The project charge is
higher in order to deter risk and also serve as a forced reserve
toward the final installment that is perceived as a bonus for
completing the loan cycle. For the project, any excess bevond 1
percent cannot be retained as income, but can reflow to ti.e loan
fund.

Insurance Fee. The insurance fee is a form of contingency fund,
to be used to pay off a borrower's outstanding balance in the
event of death. An additional amount is paid to the surviving
family members to help defray the burial expenses. It is charged
at a rate of 0.25 percent of the sum of the interest rate and the
transportation fee. It is a flat fea charged on the principal
amount borrowed, and is divided equally over the total number of
installments of the loan. Since this fee is not revenue to the
Project, but rather a form of credit (and personal) life
insurance, any amounts collected are booked in a liability
(contingency) account. This is a popular feature of the RSSE
that customers wish to continue even after the loan is repaid,
indicating that there is a need for this service in the market
place. However, the project is not in this business and the
purpose of this feature is risk avoidance for force majeure. The
rate will likely be lowered when a sufficient amount is in this
account to cover this eventuality for a large group of borrowers.

« Should any borrower prepay any
installment or the total loan, there is no recalculation and
refund of overpaid interest, transportation or insurance fees.
The reason is that the amounts (differential) are so small that
the cost to do the calculations, adjust the books, and disburse
the cash would not be justified.

D. Loan Approval

Once tha loan officer and client agree on the structure of
the proposed credit, including interest rates, fees, and savings
requirement, the documentation is packaged and sent to the branch
supervisor/manager for approval, and then to the regional office
for final review and approval. The bank's established credit

Vi
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committee, composed of the project manager and NBD senior
executives of the branch or regional bank, will make the final
decision. If the decision is favorable, the loan officer
contacts the client and arranges to collect the required 10
percent savings deposit and disburse the locan. Given the target
market criteria, screening process, formal bank credit committee
discussion, and 10 percent cash deposit, risk is hopefully
averted. A key element in the loan decision is the long credit
experience of the senior NBD bankers heading the loan approval
process. These individuals will not be paid by the project and
thus are key behind the scene decision makers in loan fund
operations.

E. Loan Monitoring and Collection

once the loan funds have been disbursed, the loan officer
begins the process of monitoring the loans and collecting the
periodic installments. It should be noted that many of the SEC
Project's target market are illiterate. The average‘'loan size to
date under RSSE is about LE 850, and the average loan period
between four to six months. Since the inception of the RSSE
Project, NBD's internal policy has been to visit all borrowers at
least weekly, whether to collect a complete installment, or just
the interest and fees on loans with principal due less frequently
than weekly. These visits also foster the relationship between
the client and the loan officer and build mutual knowledge. The
client learns about banking and sav.ng, and can obtain free
business advice on how to make a change in his or her operation.
The loan officer learns about the client's market, industry, and
cash flow potential. It is hoped that, as the industry knowledge
of the project staff grows, they can link clients in mutual
business relationships.

Finally, an important objective is to keep the good clients as
repeat borrowers. As news of Project's methodology grows, so
will its popularity.

F. Reporting

The markaz or branch project staff gather, tabulate and
consolidate daily activity data and report it to the manager.
The manager consolidates all loan officer data for transmittal to
the regional office. From there, each unit is combined into a
governorate-wide report for the MNational Office. Under the RSSE,
the Project Manager and Advisor have designed initial forms to
capture the financial and socio-economic data from the field
offices, such as: numbers of new borrowers, amounts lent, purpose
(activity), client gender and age, etc. The computerization of
this system is now underway and shall improve reporting
performance.
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G. NBD Lending Staff Incentives

The NBD project lending procedures will feature an incentive
program, based on individual performance, to keep productivity
and morale high. The general parameters of this "reward" systenm
will consist of paying the lending staff a fixed bonus for each
month that they individually meet three specific criteria:

» Book 11 loans to new borrowers during the month;

» Show a repayment rate at least equal to the project average
for that period; and

> Keep their books and reports in proper format, as outlined
by the NBD.

Each lending officer's monthly performance against the above
mentioned targets will be reviewed by the branch .
supervisor/manager and regional supervisors, to determine which
individuals qualify for the rewards. It has been proposed that
this bonus be set at LE 100 by the NBD.

H. Staff Training

The entire project staff trained intensively in the
techniques of lending to the small scale entrepreneur. Areas
covered will include all of the operational aspects of the
program. Monthly training in the field will continue to be held
as a matter of course, until all of the staff is fully conversant
with their roles and responsibilities. Training will be
conducted by the Project Manager, with assistance from the
regional supervisors.

The SEC Project will create a Cairo training center in the NBD
Headquarters branch to repeat the classroom lecture and case
study sessions originally conducted under the RSSE Project.
Groups will be larger and tightly scheduled to complete the goal
of getting people into the field as soon as possible. Two 'reeks
of field training with experienced loan personnel in the five
existing units and one week of marketing and data gathering in
the branch area assigned will also be carried out.

III. FEASIBILITY OF TECHNICAL APPROACH

Following is a summary of pertinent experience gained
through implementation of the RSSE Pilot Project. Many of the
"lessons learned" in that activity are applicable to the
technical feasibility of the SEC project.

| &N
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A. Demand Sensitivity

The project is currently charging an equivalent market rate
of interest on all loans. It approximates the maximum rate
permissible by the Central Bank of Egypt. The base rate of
interest is 16 percent p.a., to which the Bank adds another 3
percent p.a. on the principal to be borrowed, as a transportation
fee, and 0.25 percent of the total interest and transportation
charge /equal to 4.75 percent) on the total principal as a flat
fee for insurance. Therefore, the nominal rate paid by the small
scale entrepreneur is a minimum of 23.5 percent. In addition to
these charges, the borrower also pays a penalty fee of 1/2
percent per month (6 percent p.a.), likewise calculated on the
principal to be borrowed and allocated over the term of the loan
payments. If the client pays all installments on time, this fee
is returned to him when the loan is canceled, and thereby has no
effect on the total rate paid. (The amounts involved per
borrower for the penalty fee are small enough that the
opportunity cost is insignificant.)

Project loan experience has shown that small entrepreneurs can
and will pay the costs described above. This is illustrated by
the number of repeat loans, low delinquency ratio, the lack of
loan losses, and the fact there are no reported complaints
concerning the interest rate. Over 7,000 SMEsS (greatly over the
pilot project goal) are able to borrow at 25.5 percent (market
rate) and show a past due installment rate of less that 1
percent, with no write-offs. Moreover, there are no known cases
where a potential client refused to accept a loan because the
rate was too high.

B. Accgessibility Sensitivity

No detailed experience has been gained under RSSE regarding
whether -SMEs would seek loans and make the required installments
on time if the Bank did not go to them. The SEC project should
examine the possibility of giving repeat borrowers the option of
making payments at a project office with the understanding that
the transportation fee will be refunded if all of the payments
are made at the office.

C. Portfolio Size

The RSSE has given an indication of the portfolio size
management capacity of credit staff, i.e., the optimum number of
active loans which a loan officer can effectively service.

Unfortunately, there is no sophisticated mechanism for arriving
at the peak loan portfolio per locan officer. The markaz and
regional supervisors and managers have to monitor each individual
and recognize when they can not effectively handle any more
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clients. This upper level, by nature, will vary somewhat from
officer to officer. However, by taking an avioriage from at least
10 loan officers, the Project National Office can approximate
that limit. 1Initially, 36 markaz junior staff were performing
the roles as loan officers on a trial basis. Although the
initial plans called for the three who showed the most promise to
be elevated to the position of loan officers (3 per markaz), with
the others occupying the bookkeeping and cashier functions, the
plans do not fit the present operating mode¢ of the Project.

Under the existing system, the loan officers average
approximately 110 borrowers each in Sharkia, and 94 in Damietta,
which started later. Currently, there are loan officers with 200
loans at the upper limit. Reports indicated that the break-even
point for the Ford Foundation project in Minya is around 90
borrowers per loan officer. The goal for the SEC Project shall
be set at 150 loans per loan officer.

D. Reward Svstenm

The RSSE employs a profitability-linked reward system to
optimize staff performance. A bonus system is in place whereby
the lending staff can get an extra LE 50 in any month for meeting
all three criteria established by the National Office:

> Book 11 loans to new borrowers during the month,

> Have a repayment rate at least equal to the project average
for that period (currently 99 percent), and

> Keep their books and reports in proper format, as outlined
by the NBD.

These criteria are strictly monitored by the branch managers and
regional supervisors, who are responsible for evaluation of the
lending staff for the rewards. To date, most of the staff are
able to meet the criteria and receive the bonus. The branch
manager also qualifies for the bonus if the branch as a whole
achieves the targets.

E. Petty Traders

Petty traders are subsistence vendors who buy their goods
from local merchants. By borrowing from the Project, the petty
traders are able to pay cash to the local merchants for their
goods as opposed to taking credit from them at exorbitant rates
or less favorable terms.

As of February 1990, the RSSE Project branches had made numerous
loans to petty traders. Their loan requirements normally fall in
the LE 250 to LE 500 range. The petty traders have been good
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project clients whose credit requirements are for frequent short
term loans. Their repayment record has been good and they are
now considered to be as good a credit risk as any other industry
segment in the project target group.

As of November 1990, the project branches continued to make
numerous loans to these petty traders. None of these clients has
been delinquent on loan repayments. So far, the NBD feels that
this is a good source of business, with high velocity and no more
risk than any other industry segment in the project target group.
However, more time will be needed to more precisely determine the
potential of this customer, i.e., at least 4 to 6 months. A
mechanism for formally reporting this information by the branches
has been designed by the project management staff and advisor.

F. Itinerant Traders

Itinerant traders are very similar to the petty traders, in
that they buy goods from merchants (cloth, vegetables, ceramic

items, etc.) and sell them in the neighboring villages and towns.

Their inventory is usually very small, i.e., a few days up to a
maximum of one month.

The Proiect's experience with the itinerant traders has been
similar to that of the petty traders. The repayment performance
of the itinerant traders is perfect, with no past due
installments as of November 1990.

G. Population Density

The RSSZ project has not . und a discernable pattern of
repayment rates between borrowers based on population density.
Again, it should be pointed out that 7,000 loans have been made
thus far, with only 0.0l percent delinquent in paying one
installment. These delinquencies are all in the Kafr Sakr
Markaz, which has the second lowest number of borrowers and
average number of borrowers per village. No information was
received from the markaz to verify if the delinquencies were all
in one village or dispersed among several. Once the computerized
MIS system has been installed and implemented, the project will
be able to analyze whether the transaction costs per borrower are
lower in the more densely populated villages.

H. Portfolio Performance

RSSE implementation experience has yielded information on
the desired lavel of client investigation and follow up on
portfolio performance, i.e., the optimum frequency for loan
officer visits to borrowers.

1]
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The Bank has extended all project loans to date on a cash flow
basis. From the standpoint of sound banking principles, this is
the preferable form of lending, whether to large corporations or
to micro entrepreneurs. In other words, the repayment plan for
the individual borrower is based on his expected flow of income
(revenues or sales). In most cases, this frequency is weekly in
the rural villages. Therefore, the loan officer visits these
clients each week to collect the installment due (principal,
interest and fees), in addition to conducting other banking
business such as extending new credits, taking new applications,
receiving deposits, or merely checking on the businesses to
observe how they are operating and if they are encountering any
problems.

There have been a significant number of loans approved by the NBD
project branches whose principal repayment frequency was less
than weekly. Nevertheless, as weekly payments of loan costs are
mandatory on all project loans, tha loan officers continue to
call on them during their reqular weekly visits to the villages.
The added time to do this is considered nominal by the NBD
because of the small size of these communities.

There is no clear pattern at this time which demonstrates that
borrowers with a principal repayment schedule less frequently
than weekly are more likely to be delinquent on loan
installments. This aspect of the methodology will be observed in
the SEC project, and possibly adjusted over time.

IV. ADDITIONAL ISSUES

There are a number of other pertinent issues that merit
discussion. These include the following:

A. Technical Asgistance to SMEs

Lack of technical and management skills has been identified
as one of the constraints on the growth of SMEs. Under the RSSE
Pilot Project, technical assistance is provided to the NBD only,
not to borrowers. The SEC Project will continue to provide
technical assistance to the lending institution only. Trained
loan officers will, however, provide direct and indirect
technical assistance to the borrowers. For example, the project
loan officers assist the borrowers in the daevelopment of simple
business plans through the preparation of the "Clients Expected
Income Form" and the "Clients Expected Expense Form."

B. Latent Credit Demand

Small and micro entrepreneurs, herein described as those
having fixed assets of less than US$ 10,000, excluding land and
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buildings, and less than fifteen employees, have nearly no access
to formal credit in Egypt. There are relatively small amounts of
formal credit being delivered through agribusiness loans from the
Principal Bank for Davelopment and Agricultural Credit (PBDAC), a
state~-owned agricultural bank that is involved in lending for -
desert land development, distribution of agricultural inputs, and

short term agricultural production lending throughout rural

Egypt. Initial work in SME credit is also being carried out by

various donors. In the absence of formal finance or a vibrant

moneylender sector, one must assume unmet demand. Recent

research indicates that small and micro entrepreneurs are

predominantly dependent on credit from suppliers, and, to a

lesser extent, pre-payment by customers. £

The magnitude of either the numbers of small and micro
entrepreneurs or their total credit demand defies quantification.
These businesses generally are not registered or taxed and are
therefore "institutionally invisible." The

Enterpriges, 1985, extrapolated that there are at least 275,000
such businesses exist in Egypt but are not counted.

Small entrepreneurs can be found throughout Egypt. For example,
many government employees, lacking remunerative wages in their
formal employment, act as private businesses when not on official
duty. The metropolitan areas of Cairo and Alexandria represent
approximately 25-30 percent of the entire country's population
and appear to have an even higher ratio of small entrepreneurs,
given that these areas represent the largest pool of consumer
capital.

=1

Experience with the Rural Small Scale Credit project indicates,
however, that there are literally thousands of small businesses
willing to pay market rate interest for loans in the areas that
are considered "rural" in Egypt. It should be noted that small
erterprises are more prevalent in urban areas. However, given
the high population density of habitable Egypt, even the farming
areas in the Nile and Delta regions surround densely populated
small cities that generate demand for products produced by small
entrepreneurs.

Small scale manufacturers have recently received greater
attention from the donor community because of their tendency to
generate the most employment per dollar invested. Expanded
employment based on credit availability generally follows the
pattern of "strengthening" jobs first by providing full-time
employment to people that were only part-time employees
previously. Job "creation" is generally the next phase.

Construction, aside from large infrastructure, is performed
almost entirely by small businesses. Although there are a lct of
building starts, in the absence of real estate finance, there is
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high demand for renovation or expansion of existing facilities.
Most of these small construction companies hire their labor on an
as-needed basis. Construction workers desiring employment wait
at agreed upon places and construction company (probably
informal) owners then select men for the day's work. These
individuals are more highly paid than government construction
workers, but have a highly variable employment pattern. It
appears that if real estate finance were available on a wider
scale, companies would have a more even employment pattern.

Services, including trade, among small scale entrepreneurs
follows the pattern of many other countries. Bookkeeping is
informal, but most of the entrepreneurs in this sector have an
innate sense of mark-up and judgement as to who should receive
credit and from whom credit can be expected. There is no formal
financial institution serving this sector.
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Fi ial Analysi

The results of a financial analysis testing a range of possible
scenarios as presented below indicate that the project is
financially sound. Charts 1, 2, and 3 present the results of
modeling the rate at which loan funds are extended. The model
was created and run on Lotus 1-2-3, Version 2.2, and was designed
to show time and amounts required to reach full AID loan fund
extension.

The following factors remained constant across all three model
runs:

. Sixteen branch offices will be utilized as the home base for
loan officers.

» Each branch will have nine loan officers.

» Average Annual Effective Interest rate is 35 percent.

» Average Annual Default Rate is 2 percent.

» Branch salaries cover nine loan officers and seven

supervisory and support personnel.

» . The Fixed Cost line items are estimates but are not counted
as a cost to project implementation; that amount will be
contributed by AID.

The Cumulative Profit (lLoss) line indicates overall project
profitability. This is a key indicator for a commercial bank
that desires to market a new product. These assumptions are
reasonable given the current operational status of the RSSE
project.

The key variables modeled were the number of loans extended per
month per loan officer and average loan size.

> Chart 1 utilizes an average loan of LE 2,600 and 12 new
loans per month per loan officer. This model yields USAID
loan funds being fully extended within approximately 12
months of project implementation. Break even would be
achieved after 7 months of implementation (Figure 1).

® Chart 2 utilizes an average loan of LE 2,200 with 9 new
loans per month per loan officer. This model yields USAID
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lcan funds being fully extended within approximately 18
months of project implementation. Break even would be
achieved after nine months of implementation.

Chart 3 utilizes an average loan of LE 1,000 with 9 new
loans per month per loan officer. It indicates that loan
funds would not be fully utilized within two years of
project implementation, although the break even point would
be reached after approximately 16 months of project y
implementation (Figure 2).

Loan fund uptake in the foregoing three scenarios is illustrated
in Figure 3.

Charts 4, 5, and 6 present the results of adding NBD funds to the -
loan fund once AID-contributed funds are fully in circulation.
The model assumes that NBD contributes LE 1 million per month

over a period of 10 months. Given the relatively short duration

of this project, only three years of full implementation were
modeled.

Key Assumptions are:

»

CH

16 branches are utilized with 9 loan officers and 7
supervisory and support personnel.

Total Recurrent Expense is subtracted from Gross Loan Funds
Available.

There are three main variables tested within Charts 4 and S: -

»

Chart 4 assumes 32 percent effective interest per annum, 2 x
percent average annual default, and 15 percent per annum -
increase in operational expense. This model indicates over

30,000 active borrowers at PACD if loan size averages

LE 3,000. If average loan size is LE 4,000, nearly 23,000

borrowers would be active at PACD; a LE 5,000 loan size

would yield over 18,000 active borrowers at PACD.

Chart 5 assumes 30 percent effective interest per annum, 5
percent average annual default, and a 40 percent per annum
increase in operational expense. This model indicates about
24,600 active borrowers at PACD if loan size averages LE
3,000. An average loan size of LE 4,000 would yield about
18,500 active borrowers at PACD:; a LE 5,000 loan size would
yield about 15,000 active borrowers at PACD.

Chart 6 is a combination of various factors and is intended
to be indicative of an additional scenario that might
actually occur during project implementation. The key
assumptions to be noted are that average loan size is
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LE 3,000 in Year 2, LE 4,000 in Year 3, and LE 5,000 in

Year 5. Recurrent costs increase at 20 percent per annum.
The value of the Egyptian Pound is devalued at 20 percent
per annum. Default rate is maintained at 2 percent per
annum. The line items expressed in US Dollars are divisions
by that year's expected exchange rate of the Egyptian Pounds
in circulation or costs. The US Dollar lines are only meant
to show a reflection of magnitude; all the costs and returns
are calculated in Egyptian Pounds.

All of the analysis performed indicates strong reason to believe
that project objectives can be reached. Even in scenarios
wherein the loan size is smaller than one can expect based on
recent experience in other urban settings, the project can still
expect to break even in a reasonable period of time, i.e., less
than two years.

The financial analysis assumes two major phases of project
implementation. The first phase emphasizes hiring, training and

mobilizing the loan officers until available loan funds are fully

extended. The second phase begins when additional funds are no
longer being supplied by USAID, and project management focuses on
maximizing loans to borrowers from principal and income reflows.
The range of scenarios analyzed in the foregoing presentation
indicate that the project is financially sound even in a high
cost, low loan uptake situation. In all cases, the project is
profitable from a banking perspective and shows a positive growth
in dollar terms, even when considering steep devaluation of the
Pound and continuing inflation of recurrent costs.



Recurring Costs
(Per Unit)
Manager

Ass’t. Manager
MIS Coordinator
MIS Clerk

Loan Officer
(nternat Control
Secretary

Fixed Costs

(Per Unit)
Computers
Peripherals
Office Equipment
Supplies

Fixed Cost
(Per Unit)
. Training
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BASE ASSUMPTIONS

LE/Year
26,000
20,000
16,200
12,000
16,200
16,200
12,000

LE
12,000
2,000
9,000
2,000

LE/Petson

3,500
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Number of
Persons
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Total

Number of
Units

1
1
1
1
Total
Number of

Persons
16

Amount
Per Year

26,000
20,000
16,200
12,000
145,800
16,200

12,000

248,200

Amount

LE

12,000
2,000
9,000
2,000

25,000

Cost per

Unit

56,000



SMALL ENTERPRISE CREDIT

Break Even (Best Case)

LE (000)s Figure #1
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SMALL ENTERPRISE CREDIT

Break Even (Worst Case)

LE (000) Figure #2
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SMALL ENTERPRISE CREDIT

Loan Uptake Scenarios

$ milions Figure #3
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SMALL ENTERPRISE CREDIT

Borrower Growth (Full Implementation)

Borrowers in 000s Flgure #4
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CASE 1

Updased Model

16 Unlte

niscest Reliows fod Loans
Operating Expones Barn by Project

Loane Extended

Amount LE

Grose Principsl Repaid
Aiowence for Deleuit

Nat Principal Repaid
Qroee Int. tecome LE
Alowence fos Delaukt

Not interost Repaks

Votad Fund Rellow

New Loan Fuads Required L F)
Cumulative Loan Funds Required (3)

RECURRENT COG18
Project Selariee
Contingeacy

Moty Towl
Cumuleiive Cost LE
Cumulative Cost 8

Net lnterost Incomo
Ascurrent Coste

Net Prolie
Cuswiative Prolk @.ose)
FOED COSTS

Equipment
Tiaining LE)

04-Mar-91

10.00%

New sol
Loane/ Avg. Loan Loan
Moaw/ Amount Officers!  # ol
Otfices a6 Uak Uniw
Yous} Yous | Yous ) Yeoart
12 2.600 ] 1
PROUECT MAPLEMENTATION
Your) Yoew | Yoar{ Year i
Moam 1 Moat 2 Monh 3 Month 4
»78
4,482,800
881,000
207,000
N 3.003 .00 NV,06
304,027 384,027 384.027 384,07
384,627 720,063 1,002,000 1,450,107
120,342 2,604 304,027 486,20
9 ] [} o
384,027 384,027 364,027 384,027
(384,027) (84.027) (384.027) (364,027)
384,027)
400,000
480,000

Avetage
Annual
Eftecive
interost

36.00%

A (1] ]

Month §
3480
9,968,000
398,600
1,400
887,062
131,060
21
120822
1,027,884
0.088.638
2.008,179

330,833
3,000
364,027
1,020,133
908,711

130,822
384,027
(2X,208)

Five
Average Month
Delavh Loen
Leagih
2.00%
Your i Yeu i Yous |
Month e Month 7 Month 8§
5,184 8,012 8,040
13,470,400 17,071,200 22,484,000
1,707,120 2,006,080 3.604.240
2,088 4,400 $.900
1,794,126 2,001,107  3,684.260
202,000 303,120 £24,100
Q7 [ 3 874
201,843 302.408 .288
2065768 13,082,082 4,111,608
11,684,278 15,200,013 13.876.780
3,004,780 500020 0201037
2,000 N,060 33,083
384,027 384,027 284,027
2,184,100 2,640,007 2,012,213
729,083 840,200 0,7
201,80 3:2,408 822,208
384,027 304,027 384,027
(102,303) 20,420 160,200

(720,083) (1.082,000) (1.450,107) (1.980,212) (1,791,096) (1,743,267) (1,803,007)

SMALL ENTERPRISE CREDIT 263-0228

Yous |

Monh 0
10.0¢8
20,960,000
4,462,000
1.488
4,400,002
648,200
1.082
664,100
5,130,420
22471488
7.480,408

330,633
0,000
364,027
3,210,240
1,062,080

854,100
384,027
290,001

(1.3.9010)

You |

Month 10
12,000
31,449,000
6,391,300
8.008
6,302,374
788,240
1.310
784,600
0,107,304
20,087, 22¢
8,880,078

330,633
2,060
R4, 027
3.640,207
1,213,832

784,000
304,027
420,000

(#90,013)

CHARY

Youms |

Monih 1Y
.04
36,842,400
9,200,620
10,480
0.210.437
917,200
1,029
916,781
7,106,188
29,082,963
0,087,064

330,83
33,00
384,027
4,004,200
1,334,764

915,75
364,027
41,726

(41.209)

Yau i

Moath 12
16,682
40,436,200
7,188,400
11,081
7.170.400
1,048,320
1747
1,040.63
822,072
33,284,701
11,080,224

330,633

304,027
4,380,320
1,450,107

1,048,070
364,027
602,840

341,268



o

CASE 2

Updated Model
18 Unin
interoel Rellows for Loane

Operating Expence Bora by Project

Loand Exteaded

Amoum LE

Qecas Princh ,al Regeid
Alloweace (  Deldault

Net Principal Repaid
Grose L. incoma LE
Allowence ki Deleuh

Net interest Repald

Total Fuad Retiow

New Loan Fuade Requived LE)
Cumulative Loan Funde Required (3)

RECURRENT COST8
Project Selacies
Contingency

onivy Tows
Cumulative Coat LE
Cumwistive Cont 8

Net interest Income
Recurtent Costs

et Prol

Cumulative Proit (L ose)
FIXED COuTS

Equipment LE)
Tialning RE)

04-Mar-91

10.00%

New ool
Loane/ Avg. Losn Loan
Monny Amount Otticers!  #of
Otiose e Unl Unhe
Yearl Yeur ) Yoas | Yem i
[ 2,200 ] "
PROJECT WPLEMENTATION
Yoar} Yous § Your § Yoars |
Month 1 Month 2 Moam 3 Month 4
1,208
2.861,200
491,000
297,000
3,00 3,00 NN 3,083
384,027 384,027 364,027 384,027
384,037 728,083 1,002,080 1,488,107
121,542 M2.84 o7 448,509
I ] [ ] [ ] ]
204,027 384,027 304,027 304,027
(384,027) (204.027) (384,027) (84,027)
(G4,027) (726,983) (1.,0602,080) {1,488,107)
400,000
498,000

Average
Arniad
Ehecive
interoet

36.00%

Your !

Monh &
2,682
8,702,400
870,240
[ ]
660,290
83,100
20
83,02t
052,311
$,139,110
1,711,037

330,803
N0
364,027
1,820,533
08,714

83,021
304,027
(281,008)

0PN

Average
Delaukt

200%

Yem |

Month 7
6,184
11,404,000
1,710,720
X
1,138,679 1,707,008
100,220 20,400
an a8
166,043 240084
1,304,022 1,060,00
72.415027 0,630,601
247,674 3202310

Year i

Moah @
J.088
8,683,000
1,140,480
1,000

330,633
3,000
384,027
2,184,100
720,083

330,833
3,000
384,027
2,640,107
840,308

108,042
304,027
(107,084)

20,084
304,027
(114,082)

(1,608,000) (2,080,088)

SMALL ENTERPRISE CREOIT 263-0228

l_——_—-———

Youm§

Moath &
6,430
14,268,000
2,200,000
3,002
2377,168
332,640
4
N2.088
2,000,244
11,078,042
3,002,047

330,633
3,00
384,027
2012210
o738

332,000
w027
@1.94)

(2.001,000)

CHART 2, Page }

Yous | Yom i You 1
V.ath o Month 10 Monwn 1t
1.776 0,072 10,288

17,107,200 19,060,400 22,800,000

2,081,200 34214 2,001,080
4,782 6,702 0,683
2,046,440 D415,738  D,008,027
415,000 496,000 682,120
[ [ 2] ero
415,107 490,128 887,180
3200,886 D012,008 4880177
14,200,762 10,642,002 10,024,60
ALY L5421 027400
0,000 N,000 39,080
384,027 384,027 384,027
330240  J,040,207 4,004,290
1,002,030 1,210,622 1,504,764
418,107 490,120 681,180
384,027 364,027 384,027
§1,000 1,102 11D

(2.030,019) (1.890,417) (1.079,004)

Yom |

Month 12
11,004
26,060,800
4,081,620
1.603
465497
086,260
1,100
084,17
6,215,400
21,100,482
7,03 .404

330,633
32,000
64,027
4,368,320
1,450,107

004,11
384,027
00,148

(1.370,650)




N

CASE 2

Updaied Model

16 Unite

Intereal Reliowe for Loana
Opersting Expenes Born by Pioject

Loans Extended

Amoual LE

Qscns Princigal Repait
Asowence for Delaut

Net Principal Repaid

Qrose Inl. Income LE
Allowsncs fos Defauk

Nat Intecont Repald

Toial Fund Rellow

Now Loan Funde Required (LE)
Cumulative Loan Funde Requised (3)

04-Mar-91

Yous |

Moaw 12
11,084
26,080,000
4,551, 50
7.603
4,684,317
006,280
1,100
34,70
6210448
21,100,483
7,006,484

330,633
33,083
304,027
4,388,320
1,468,107

084,371
384,027
300,148

(1.379.650)

Yoaur 8
Month 3

12,980
20,612,000
8,132,100
8,684
8,122,009
748,440
1.247
747,183
6,070,799
23,388,204
2,196,10

30,673
38,067
a8
4,706,081
1,808,080

PLIAE
LAY
320,082

(1.060,989)

Yomr 8
Manth 2

14,268
31,260,200
8,702,400
0,804
§,002,808
831,800
1,308
820,214
4,10
26,670,304
8.680.708

340,672
30,087
415.631
6,208,681
1,736,104

630,214
LILX <1}
411,883

(839,4040)

SMALL ENTERPRISE CREDIT 263-0228

Yoru ¥
Monn 3

18,062
34,214,400
6.272,640
10,454
6,262,188
014,700
1,628
913,236
2.976,420
27,062,214
3,317,408

380,673
30,087
410,600
6.824.212
1074707

013.238
LI K 1]
494,006

(144,800)

CHART 2, Page 2

Yoeu &
Moa ¢

10,843
37.066,600
6.842,380
1,808
0831478
997,620
1,083
990,267
7,827,132
30,204,126
10,078,042

300,673
0,067
41,601
6,042,843
2,014,201

900,267
asen
sr.es

432,027

Yoear ¥

Month &
18,144
30,018,800
7,413,120
12,368
7,400,768
1,081,080

32,618,038
10,338,678

340,673
36,067
418,631
8,401,473
2,183,824

1,079,278
418,634
000,848

1,000,474

Yoas 8

Month 6
19,440
42,708,000
7,983,300
13,208
7,070,064
1,184,240
1,040
1,182,300
0,132,384
34,797,048
11,800,218

380,873
38,067
418,60
€,880,104
2,290,308
1,162,300
410,01
740,000

1,837,1Q

[

A



CASED

Updated Modet

16 Unie

Interest Rellows los Loane
Operating Expense Bon by Picject

Loane Extionded

Amouni LE

Geose Principal Repaid
Nilowanos lor Delault

Net Princigal Regeald
Qross int. ncome LE
Alowanos for Delau

Mot Intsrost Regaid

Total Fuad Relow

Ne-- . 2an Funde Required (LE)
Cun.ssative Loan Funds Requived (3)

RECURRENT COSTS
Project Salaries
Conungency

Monihvy Towed
Cumulstive Cost LE
Cumuiative Cost 8

Mol intesest Income
Recusreal Coste
Siet Profe

Cumuiative Prolit (Loss)

04-Mar-91

10.00%

New sol
Loansl Avg. Loan Loan
Monwd Amount Ofticsrs] @0l
Otficer [({3] Unn Uake
Yom | Youm | Your 1 Yeas |
® 1,000 ] 10
PROJECT IMPLEMENTATION
Yeoas | Yoar$ You ) Yoarl
Moam 1 Month 2 Month 3 Month ¢
1,290
1,200,000
891,000
297,000
300,85 30,653 330,633 30,603
0,00 33,000 33,003 33,00
384,027 304,027 384,027 384,027
384,027 722063 1052080 1,480,007
121,42 32,084 304,027 485,200
[} [} 0 ]
364,027 364,027 364,027 304,027
84,027) (84.027) (34.027) (384.027)
(384,027)

SMALL ENTERPRISE CREDIT 263-0228

Averags
Annusl
Ettective
inlerest

36.00%

Youri

Monih 6
2,682
2,682,000
260,200
Lo -
268,768
37,800
[ <]
R A
290,606
230,232
71,744

330,633
3,080
384,027
1.820,13
Qo m

.77
364,027
(328,290)

Average
Delauk

200%

Yems {

Honih @
3,008
3,888,000
§18,400
804
$17,638
75,000
128
75,474
§80,010
3,370,484
1,123,480

30,603
3,00
384,027
2,184,180
720,063

76474
384,027
(288,882)

Five
Month
Loan
Lengwe

Your )

Month 7
5.4
$,184,000
772.000
1,298
778,304
113,400
"o
nan
[T
4,407,000
1,400,232

330,633
33,083
364,027
2,648,107
849,208

113,211
384,027
(280,818)

Yom i
Month 4

0,480
0,430,000
1,038,000
728
1,036,072
161,200
282
150,048
1,188,020
$.444.020
1,814,070

330,600
V.03
384,027
2012213
870,738

160,048
304,027
@1.079)

Yoear i

Month ®
177
7,776,000
1,294,000
2,100
1.290,640
189,000
s
180,088
1,42 8208
6,382,100
2,180,720

330,633
33,003
384,027
3,178,240
1,002,080

188,685
304,027
(\18,342)

(720,063) (1,082,060) (1,456,107) (1,762,396) (2.070,M49) (2.321,785) (2.634,843) (2.710,186)

CHART J, Page )

Yow | Yees) Yom )
Moa®h 10 Honth 1y Month 12
8,072 10,208 11,004
0,072,000 10,348,000 11,084,000
1,666,200 1,634,400 2,072,000
2.8 3,024 450
1,682,008 1.811,07¢ 2.070,144
20,000 204,000 302,400
37 441 604
20 422 264,189 301,800
1,579,030 2076838 2372040
7610362 885064 0,680,068
2600488 2682208 2.107.082
2,060 30,060 33,08G
384,027 364,027 364,027
3,640,207 4,000,253 4,204,320
1,213,422 1,334,764 1,488,107
3422 204,160 301,800
04,027 381,027 364,027
(137,608) (91.888) (&)

(.841,790) (2.047,657) (2.000.788)



CABE

Updated Modal

18 Unite

Intereet Refiows for Losne
Operating Espenes Bain by Project

Losns Exieaded

Amount LE

Gross Principal Repaid
Allowsace for Delauh

Net Principal Repaid
Geows Int. Income LE
Aowancs tor Dslauk

Net lntorest Repald
Total Fuad Refiow

MNew Loan Funde Raquired (LE)
Cumuletive Loan Funde Required (3)

Prcject Selaries
Contingency
Monthiy Toml
Cumulative Coet LE
Cumuiative Cont

Net Intorest income
Recurrent Coste
et Prom

Cumulative Prolit (Loss)

04-Mar-9

Yoar B Yoar 8§
Woath ¥ Motk 2

12,000 14,260
12,060,000 14,264,000
232,000 2,642,000
3,088 4320
2320012 2,687,000
340,200 378,000
a7 0
39,633 mnIn
2000545 2088060
10,631,068 11,6030
3,643,008 2000400

0572 30,673
30.087 30087
410,60 4.
4700061 6.208.88%
1,606.060 1,734,104

3063 W70
4080 406
@en)  (4r20)

©.000.788) (3,130,048)

Yems 0
Monih 3

18,682
16,042,008
2,081,200
4.762
2.48408
416,020
]
415,107
200,848
12,706,442
4.238.184

380,673
33.067
410,833
5,624,212
1,074,737

418,107
41,631
0.69)

0.10.670)

Year B
Maonth 4

10.848
16.848.000
3,110,400
6,184
3,108,218
483,000
788
@84
3,848,000
0,742,784
4,680,028

200,673
34,087
410,61
6,042,843
2,014,201

452,844
418,634
».213

Q.000,367)

Yea it
Moam 8§

18,144
18,144,000
3,300,600
5019
3,963,084
481,400
a1e
490,681
3,064,508
14,700,018
4,020,072

300,673
30.087
410,61
sanan
2,183,064

490,681
415,80
71,060

3,027.406)

Yeur 88 Yes B
Month 6 Month 7

19,440 20,13
19,440,000 20,738,000
3,620,800 2,885,000
6,048 0.480
3.622,762 3,001,820
§290200 647,000
882 [ 1]
628,313 $00.088
4,161,070 4,647,878
15,817,340 16,864,400
8,272,418 4,810,100

300,873 30,873
36,067 30,087
410,831 4.0
0.800,104 7.290.736
2200308 2432012

629,218 [ X
LA X <) 410.631
100,887 147,44

@.017.79) @,770,296)

Yo M
Month 8

22,002
2,002,000
4,147,200
[ X 1]
4,140,208
904,000
1,008
003,782
4,744,000
12.001,712
$,000,004

30,43
20,067
415,61
7,717,306
2612488

603,782

410,81

183,101
R.644,13)

CHART ),

Your il You i

Month @ Moam 10
2,328 .64
23,229,000 24,824,000
4,400,400 4,008,000
7344 1.778
4,200,068 4.057.02¢
$42,000 $80,400
1.0Nn 1,134
641,620 79,208
5,040,688 5,207,000
10,628,944 10,000,178
4390648 4,080

80,817 380,673
30,087 30,087
410,01 410,631
8,128,008 0.8564,627
2,711,000  2.0851,542

041,629 19,208
418,61 a6
222,008 200,608

(R.362,235) (2.101,600)

SMALL ENTERPRISE CREDIT 263-0228

Page 2

Yeas 8

Month 11
26,620
26,620,000
4,604,800
6,208
4,018,682
710,200
1,187
172,003
5.633,506
21,003,008
1,001,138

04N
38,067
418,61
0,073,267
2.531,088

712.003
415,631
208,372

(1,803, 227)

You it

Monw 12
a.n8
27,218,000
8,184,000
9,640
6.178.200
168,000
1,260
754,740
4,630,100
22,040,040
7,348,800

o613
38,087
410,631
0.201,088
3,130,829

164,740
410,600
338,100

(1.407,118)



ASSUMPTIONS
32% Eftective Inierest Rate
Only Branch 8 Counted As A

Al Loanable Funde Extended

18% Anaual Increase In Operating Expense
NBO Adde LE 1 Miliion/Moan lor 10 Monthe

Loan Fuade Avalisbla (§)
Total US Source AE)

New NBD ! aan Funds

Geoss Loan Funde Avallabie

Guose Principal Repaid

Alowsnce jos Detaul

Net Principal Repaid

Guose L. income LE

Alowenaes for Delault

et intecoet Repaid

Yol Fuad Rellow

Qrous Laan Funde Availsbie LE
Totat FRscurient Expence

Hew Loan Funds Avallable Next Month
Cumwiative Loan Funde Avallebie (3)

RECURRENT COGTS
Project Saleriee
Contingeacy (10%)
Monly Torel
Cumuisiive Cost LE
Camwiative Cost 8

Numbet of Bociowers

04-Mar-91

Coste

Yous i
Moath 1

12,000,000
36,400,000
1,000,000
38,400,000
0,333,333
10,666
0.322,77%
1,080,087
1261
1,040,018
2.371.080
40448018
4.0
40,020.288
12,600,484

W

30.067
4.0
410.600
130,822

13,133

You 88

Mony 2

12,600,484
40,030,288
1,000,000
41,000,288
0,640,047
10,964
0648, 722
1,060,087
L6
1,048,018
7,004,628
44,634,523
418,601
41,000,670
12,018,020

006N

30,067
410,801
Q2.
201,044

13,077

FULL WPLEMENTATION
Yeu B Yoeu 8
Monh 3 Month 4

13,018,020 13,641,068
41,000,670 42,334,268
1,000,000 1,000,000
42,080,670 44,300,260
6,008,381 7.110,0068
11,397 11,080
6,020,084 7,000,248
1,004,143 1,132,018
1824 1,000
1,082,317 1,138,710
7.019.201 4,220,084
$0.670.87 82,800.220
LILX 1] 419,01
43,34.268  45.081, 45
13,641,068 14,078,648
WA W
34,087 38,087
41560 410,631
1,268,802 1874823
302,400 22,280
14,220 14,778

Aveings
Loan
Sue CE)

3,000

You 8

Monn 6

14,078,648
44,081,34
1,000,000
40,061,345
7,389,043
12,318
1.378.728
1.102.247
1,870
1,100,270
4.667.004
$4.000.340
410,633
40.812.091
14,629,000

0,672
0,087
413,631
2,000,180
064,110

16,360

Unbs

Operation

Yom 8

Monh ¢

14,629,000
48,812,001
1,000,000
47,812,000
7,078,224
12,8
7,082,432
1,229,038
2047
1,226,040
8,888,420
68,701,412
415.601
48,620,240
186,180,8¢Y

300,673
38,087
ATYC )
2,611,784
784,83

15,808

Average

Eftecive
nwiest

32.00%

Yom )
Month 7

185,160,880
44,620,349
1,000,000
40,820,349
7.084,832
13,281
7,064,660
1,275,013
2126
1,272,068
0,226,438
$8.840.708
410,600
80,474,007
18, 7NN

0,470
30,047
410,631
2,630,418
016,786

Aveiage
Delauh

2.00%

You i
Month 8

18,773,318
$0.474,007
1,000,000
81,474,007
4,270,088
13.783
0,260,278
1,323,200
2,208
1,321,004
0,6/7.219%
81,081,088
41060
62,376,080
18,307,000

30061
3,087
4.6
3.340.048
1,048,877

17,188

SMALL ENTERPRISE CREDIT 263-0228

Loan
Length
Monthe

Yoar ¥

Monh 0

10,307 808
$2,370,080
1,000,000
63,376,080
0.879,101
14,200
8,664,003
142,206
aan
1.421,014
0,005,010
0,362,798
«15.631
64,379,290
160,060,861

340,67
34,087
410,601
d,767.07¢
1,377,260

e

Inflation
Recurient
Cosm/Annum

18 00N

1.16

Yem ¥
Month 10

16,083,881
$4,379,20
1,000,000
58,379,363
0,800,100
14,027
0.081,230
1,470,183
2481
1,474,322
10,265,060
68,736,021
410,831
50,436,004
17,636,064

380,873
38,087
416,631
4,180,207
1,308,221

18,480

Exchange
Rate
$1-1€232

32

You
Month 11

17,638,064
66,424,064
[}
66,435,064
0.229,804
18,383
0.214,601
1,604,638
2,608
1,802,427
10,710,607
€7,161,001
414,633
67,818,080
12,074,841

30,673
30,087
410,61
4,004,007
1,430,043

10,812

CHART &
Page )

Yous M

Monwh 12
17,874,041
$7,610,850
o
67,618,860
0,408,842
18,678
9,290,100
1,633,838
2,888
1,631,280
10,621,448
68,440,290
410,601
64.6Q1,400
18,322,343

380,073
30,087
416,631
6,023,888
1,600 085

19,473



. s
CHART 4
Page 2
ASSUMPTIONS

32% EMecive interest Rate

Only Sranch Selartse C MR Coee

Al Losnsbis Fuade Extended

109 Anaual In In Syeraiing E

NBO Adds LE 1 Milionidonih 30f 10 Monthe

Year b VYoa M Year You 8 Yeus Yoou You m Yom ¥ You % Yo W You M Yous W
Moat 1 Month 2 Moath 3 Month 4 Month & Monh 8 Month 7 Month 8 Monih ® Monmh 10 Month 11 Month 12

Loan Funds Avallabie (5) 10,322,343 10,060,000 10005008 10,301,633 © 19,720,604 20,101,263 20,485048 20,080,084 21,2063 21702678 22129504 22,008,806
Total US Source LE) 65,031,000 $0.710074 00810188 61,060,006 €3,12¢,010 $4,324,010 65,6850 90,810,028 94,110,200 09440260 TO 815881 T12.2190.8%7
MNow NBD Loen Fuade ) [ ] : ) 0 -] (] ] ] ] [} [} o
Qross Loan Funds Avaledle 0,001,490 §$0.710074 00.810,168 G1M008 6,100  GAIMOI0 565003 G0018828 €4.110200 00448260  70.815.001 72,219,637
Guose Principal Repaid 0.600.478 0.771,918 0,861,020 10,130,831 10,320,181 10,620,014 10,720,008 10826838  11,136471V 11,8271 11,674.700 11,802,018
ANowanoe kx Detauh 1Y )24 10,207 10.648 10,004 17.210 12,636 17.008 10,210 10,661 AL X -1} 19,294 19,671
Nt Principal Repaid 0.670,49¢ 9,768,800 0.906.243 10,110.607 10208841 10,603,284 10742801 1007629 11,0785 $1,300.790 11,888,417 11.782.044
Geoes oL Income LE 1,680,607 1,602,203 1,621,848 1,062,184 1,083,301 1,718,307 ©, 748,134 1,781,828 1010424 1,861,063 1,880,418 1.026,084
Allowance $or Default 2008 2084 .70 2784 2.008 2,880 2,014 200 3,027 2,007 2,147 3.210
Nal nteroet Repaid 1,640,001 1.600.600 1.819,142 1,048,420 1,800,828 112448 1146, 220 1,778,508 1,812,308 1.340.0 1,388,271 1,922,045
Totel Fund Relow 1,131,300 10,345,200 10,084,386 11,700,080 11000408 12,215,732 12,440,020 12080406 12631217 12,182,687 13440883 12,705,839
Grose Loan Funde Availadle LE 762007 71080243 7237873 T2 T5,014378  70.830,742 70,000,064 79,606,323 01,047,680 82,630,007 $4.268379 86928120
Total Recursent Expense 401,426 48t.42¢ 481,426 481,428 481,428 481,428 481,428 481,428 481,428 481,426 481,426 481,426
Mew Losn Funds Availebie Nexi Monih 60,710074 00,810,108 61060006 €,124010 G400 65555030 BBI10.828  60.110200 00440260 70010893 72210037 1000780
Cumulative Loan Funde Avalladle (3) 10,660.600 100059080 10200833 10,720,834 20,101,263 20484048 20,880,684 21, 2003M  2),702578 22120004 22,648,008 20,010,048
RECURRENT COaT8

Project Baleriee 437,080 437.850 47,600 47,05 437,060 437,060 47,680 437,060 431,069 437,009 427,060 437,060
Condagency (10%) Q. 708 4,700 4,708 Q708 4,708 43,708 4,708 4108 4,708 43708 43,708 43,708
Moathly Toad 41,428 481,428 481,428 401,428 81,428 481,428 41,428 401,428 481,428 481,428 481,426 41,426
Cumulsiive Cost LE 6,604,000 [X X)) 6.487,844 09,040,200 7,430,004 7,012,120 0,360,645 0,074,870 9,360,208 0837821  10.310,24¢ 10,000,071
Cumuiaiive Cost § 1,720,310 1,070,768 2,020,201 2,171,047 2,322,002 2472097 2,622,083 2,Tr3,428 2,623,874 3,074,219 3,224,764 3,375,210
Numbes of Borrowers 19,644 18,004 0,20 20,082 21,042 21,641 21,082 221 .106 PR 23,006 24,073
04-Mar-91 SMALL ENTERPRISE CREDJT 263-0228
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ASSUMPTIONS
32% Ettective Interest Rate
Only Branch 8 C d As R Coams
Al Losnable Funde Extended
16% Anaual incresse In Opecating Expence
NBO Adde LE 1 Mison/Mdonih for 10 Monthe

Loan Funde Availadle (3)

Total US Source A E)

Now NSO Loen Funde

Geoss Loan Funde Avallsble

Guosa Principel Repakt
Akowance lor Delault

MNet Miincipel Repeid
Qeone Int income LE
Nilowanos fos Delauh

et ntrost Repaid

Towud Fund Reliows

Quose Loan Funde Avaliadis LE
Total Recustent Expence

Now Loun Funde Avalisbie Nexa Mcath
Cumuilative Loan Funde Avaliadle (52

RECURRENT CogTa
Project Salaries
Condagency (10%)
Maonhly Towd
Cumulasive Cost LE
Cumwiative Cont §

Number of Basiowers

04-Mar-91

Yous IV
Month 1

23,010,908
72.000.788
°
73,000,758
12,000,680
20,081
12010629
1.984.207
214
1,061,013
12,077,642
87.630.208
43,69
76,000,130
24070

603,308
80.331
$80.600
11.3864.310
3,640,222

24,604

You N
Moaw 2

488,707
78,000,120
0
76,068,120
12.276.7%0
20,461
1226030
2,001,017
3.2
1,000,400
14,264,002
89,322,042
43.630
re612072
23,010,304

Yeu N
onsh 3

23,910,204
10612072
[}
70.812,072
12,811,348
20,682
12,430,603
2,060,248
3.401
2,000,046
14,027,448
91,040,420
663,600
77,608,278
21,3007

603,208
40,331

[ X
12,401,688
3,004,240

26,604

SMALL ENTERPRISE CREDIT 263-0228

Yem IV
Monwh 4

2030837
77,960,278
0
77,000,278
12,762,102
21,284
12,730,908
2,079,901
3487
2,076,434
14,007,343
62,803,621
883,60

b XU -
24.040.710

803,308
0,51
883,09
13,018,227
4,007,280

26,009

Yo V
Monh &

24,840,700
70,819,070
0
79,610,073
12,999,360
21,000
129077714
2,120,808
3,634
2,110.974
15,004,088
95,013,762
[ X~
91,002,400
26,34.28

$03,308
80,1
443,69
13,600,800
4,240,271

Yom V
Month 6

26,2,260
81,082,400
0
81,002,400
13,263, 7%
22,088
13,231,000
2,162,198
2604
2,160,604
15,360,084
99,472,000
663,60
02,007,50
26,830,801

603,200
$0,331

[ X~ ]
14,122,508
4,410,203

27,027

Yers IV
Moawh 7

25,000,001
02,047,360
Q
92,607,203
13,613,726
2.6
12,401,212
2,204,909
3076
2,201,321
15,082,603
00,379,007
853,69
$4.530.040
28,384,702

$03,308
60,331
86,00
14,070,148
4,600,206

27,682

Yoms IV
Month 3

20,364,702
04,336,048
o
84,335,040
0,227
22,900
13.760.280
2,340,508
e
2,245,700
10,003,448
100,308,401
583,69
86,020,680
9,083,210

603,308
£0,30
880,009
16,229,784
4,760,307

aw.n2

Yem IV
Monih &

20,880,010
$8,020,680
]
$0,020.6
14,086,841
23,428
14,032,416
2,294.0<7
34D
2.200.210
10.322.64
102,240,227
483,600

[ 18, B}c)
3.428.02

$03,%08
$0.331
8,609
16,783,423
4,632,220

28,878

CHART 4
Paged

Yom tV Yom IV

Monih 10 Moath 11
27,426,902 27,083,120
,79,170 80,045,088

0,180,117 $9.645.046
14.337,768 14,627,108

2,000 2,379

14,313,880 14,602,817

2,340,381 2,347,800
3,901 2,080
2,330,448 2,343,913

10,660,320 14.004.7%0
104,413,453 100,832,718

0,006 683,600

08,645,088 01,370,200
27,083,120  2¢,688.000

$03,208 603,208
$0,331 80,331
83,69 683,600

18,337,002 10,880,700

6,106,332 6.278. 344

20,204 20,849
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ASSUMPTIONS
20% ENective interes! Rale
Only Branch Saleries Counted As R Cosm
A Loasebie Funde Extended

40% Asaual inoreese in Operaiing Exponee
HAO Adda LE 1 HIIOARLOAN for 10 Monthe

Loan Sunde Avallabin B)

Total US Bource QLE)

Now NBD Loan Fuade

Grose Loaa Funds Avalladle

Grose Principal Repaid
AXowance for Deleult

Nt Principal Repaid
Grose It 2ncome LE
Aiowance for Defauh

ot Intasest Repaid

Totel Fund Rellow

Guose 1.08n Funde Avaliehie LE
Touwd Recunieal Expense

Now Lean Fuade Avallable Mext Manh
Cumulative Loan Fuade Avaliable (3)

RECURRENT CO8~™2
Project Selaries
Contingeacy (10%)

Monihly Towd
Cumulative Caost LE
Cumuilstive Cost 8

Numbes of Sorrowsre

04-Mar-91

Yoar 3

12,000,000
3.400.000
1,000,000
30.400,000
633,33
28,280
€.206.944
084.000
4,104
960,000
7.207.80
40,200,008
00,637
20,071,268
124470

48,%7

«“.3
500,637
00,07
188,202

13,133

Your B
Moat: 2

12,403,708
VAL 248
1,000,000
40,871,260
0,500,007
27,30
8,530,200
984,000
4,106
040,808
7.620.201
45,301,400
[ X '
41,0287
12010837

480,27
4.2
00,637
1010.278
318,62

13.624

FULL BAPLEMENTATION
Yo 8 Yoas 8
Month 3 Monmh ¢

12010637 13,390,761
A,42617 42,080,404
1,000,000 1,000,000
42,242,817 43,080,004
011,078 7067088
20303 20,408
8,783,404 7.027,002
1,021,781 1,004,683
4,267 4.4
1017,62¢ 1,064,182
7.801,018 8,001,034
50,142,638  $1.002,2%
©o. 8/ 500,007
42,060,968 44,394,018
13,300,780 V2873412
€,%7 0,307
“3 “n
600,807 500,37
1620912 2,000,540
417,788 637,047
14,114 ez

Average

Loan

Nze OLE)
3,000

Yeur i
Month §

13,803,412
44,304,019
1,000,000
45,304,010
7,308,401
30,442
1,277,040
1,008,200
4,008
1,001,002
0.300,641
63,704,600
408,637
44,078,974
14,387,004

40,37
4.3
600,637
2840107
796,308

16,132

Operation
16

Your 8
Monh @

14,287,604
45.070.074
1,000,000
44,076,074
7,508,020
316
7,634,208
114,073
4.729
1,120,144
0,004,440
64.641.413
600,637
41,087,48)
14,874,213

483,207
“01
500,637
3,067,024
064,670

Avsings
Annush

Interoet

Your B
onth 7

14,874,213
41,687 481
1,000,000
40,607,401
7.620.408
ne
1,790,810
L7444
4,080
1,100,801
8,000,604
67,680,084
400,27
49,287,374
16,202,029

45,207
48,531
800,637
3.607,401
ALY )

Avsinge

$.00%

Yoeaus
Month

16,202,629
49,267,374
1,000,000
60,267,374
0.000,880
2,748
(X _X~-4
1,214,607
s.002
1,200,078
0.218,707
$0.822,081
$00.67
0,067,012
15,004,204

48,207
4.3
600.607
4,077,000
1,274,000

18,762

SMALL ENTERPRISE CREDIT 263-0228

Loan inlation
Leagn Ascutient
Month Cot /A
€0.00%
[ 14
Yoa B Yoas
Monh 8 Month 10
19004264 10,481,710
$0,067.812 62,741,602
1.600,000 1,000,000
81,067,612 83,741,802
0.370.220 4,680,002
34.001 30,042
0,241,320 4,622,620
1,200,940 1,340,000
8,412 8,508
1.200,628 1,337,000
0,634,448 9,981,400
61,002,408 &, 702082
$00.637 600,637
62,741,002 84,000,004
10,681,718 17,080,084
40,307 48,207
.3 4.0
600,637 600,837
4,680,728 6,000,273
140,358 1,682,017
17,319 11,014

Eschange
Rale
$1=-1E22

32

Yoar
Monih 14

17,082,084
64,680,004
[]
84,800,004
4,060,017
3730
8.019.607
1,304,248
8,084
1,368,681
10,278,187
64,047,002
600,807
ssan T
17,318,382

483,207
4.3

[ X1
6,008,011
1781878

18,190

-

CHART &
Page t

Yoeusr ¥
Mont 12

A3, 042
66,418,728
o
sha10.728
9,004,007
37,898
9,067,002
1,306,408
&1
1.379,086
10,424,707
66,868,406
$00.837
020,788
17,600,246

40,207
40,33}
600,637
8,116,848
1,611,140

1,470



ASSUMPTIONS
30% Eftective Interesi Rate
Only Branch Selasies Counsed As R Cosle
Al Loansble Funde Extended
40% Aanual ncreace In Opersiing Expense
NBO Adde LE 1 MallonAianh or 10 Monthe

Loan Funde Avalisbie (3)

Total UB Source §.E)

Mew NBOD Loan Funde

Groes Losn Funds Avallable

Qeces Principel Repaid
Allowence for Delauk

Mot Principal Repaid
Qeoes Int. come LE
Allowance 100 Delauk

Mot Interost Repaid

Total Fund Peliow

Guase Loan Funde Avalladie LE
Total Recurreat Expense

Now Loan Funde Avalisbie Nert Mont
Cumulative Loas Funds Avalisbie 3)

RECURRENT COBTS
Project Saleries
Contingency (10%)
Monthy Vol
Cumuilutive Cost LE
Cumulaiive Con §

Numbes of Boriowers

04-Mai-91

Your B

Month 4

17,600,248
66,200,700
[
$0.230.700
2.220.456
30,408
9,107,009
1,407,220
5560
1,401,368
10,609,328
00,080,112
N
0,070,850
17,006,233

045,629
4,00
IAEX . -
6.829,140
2,104,108

18,763

Yeu ™

17,008,203
56,070,060
[ ]
60,070,080
0,301,404
30.000
0,242,376
1,400,418
8.006
141,401
10,7600 848
1,737,608
TR
§2.081,60
10,026,612

640,629
[ X
342
7.842.60
247,00

Yeaus Yo 8

Month 3 Monih 4
10,026.612 10,261,200
1,000,608 8,404,V 79

$7.001.630 §8.404,179

0.400.108 9.812,008
20.607 40,087
0.468.041 0.873,660
1,642,041 1,400,104
6,000 0,084
1,420,032 1,464,021

10,662,674 11,027,670
08,874,213 89,001,760

713402 PAR X -

60,404,179 60,144,708
10,260,300 10,4270

40,620 040,629
04,08 04,000
713402 4R
0,268,128 0,000,017
2600000 2,000,008

10.227 19483

SMALL ENTERPRISE CREDIT 263-0228

You w

Monh §

v
9,144,708
]
89,144,708
0,734,030
40,688
9,080,471
1478018
0,181
1472 487
11,166,028
70,310,608
713482
8.wierz
18,710,600

.60
04,083
AR X -]
0,602,100
3,028,072

19,716

' N

Yo

Honth &
18.710.808

49,000,872
0
60,902,072
0.847.481
91,01
0810379
1.407.62
0.240
1401,342
11,307,7%0
71211402
ARX . -
60,881,632
1w

“a .9
“
3
10,200,002
3,240,008

19,088

Your i
Month 7

15,062,079
00,001,832
[
60,681,832
0,003,946
41,800
0,642,340
1.812.008
0321
1,810,747
11,.45,063
72,134,684
3
61,470,787
19,212,

MU N
LA )
70,402
11,110,004
3,471,904

20,227

Yo W

Month 8

19.212,111
81,478,767
[
61,478,787
10,113,680
42,140
10,071,448
1,630,000
0.404
1,820,888
11,802,014
73,080,770
1.4
62,206,029
10,487,447

[ X °- ]
64,000
713,602
1,420,648
304N

20,40

Your M

Month @

10,447,447
€2.206.029
[}
62,296,620
10,240,480
42.004
10,203, Tee
1,667,308
400
1,840,807
11,784,472
74,060,802
nyam
0,130,244
10.729,7%

[ X -

[ X~
713,482
12837018
01787

20,768

Your it

Mont 10

10,720,120
63,150,244
Q
0,130,244
10,342.638
Q.28
10,330,377
1,678,301
o.87¢
LTI
10,001,132
78,044,378
nw
6,001,800
19,007,346

649,620
0,0
113,482
13,260,871
4,140,003

21,044

CHART &
Page 2

Yo M
Month 11

19,097,340
€.001,800
[}
€,001,608
10,622,207
Q80
10,478,306
1,040,758
4,000
1,680,122
12,071,407
70,062,060
ny R
64,071,120
20,272,220

[ X~ ]
64,08
7342
12,904,080
4370

21,30



>

ASSUMPTIONS
30% Effeciive interee! Rale

Only Branch Bal C d As Re Coste

NI Loanadis Funde Extended
“%n 1 n Op 9 Exp
NBO Adde LE ) MionMdonth Jor 10 Monthe

Loan Fuads Available (3)
Total US Sowrce LE)

Heow NBD Loan Funds

Quose Loan Funde Avallable

Guass Principal Repaid

Aowance tor Detauh

Net Principal Repaid

Grose L income LE

Aowance $0s Defauit

HNet nterest Repald

Votal Fund Reflow

Geose Loan Funde Avalladle LE
Toial Recusrent Expense

Naw Loan Funde Availadie Next Month
Cumuiaiive Loan Funde Avallsdie (3)

RECURRENT COBTS
Project Calaries
Contingeacy (10%)
Monnly Total
Cumwistve Coet LE
Cumulative Cost

Numbes of Barrowers

04-Mar-91

Yo OV
Moal §
20,662,960
06,772,084
]
648,772,084
10.811,850
45.049
10,768,807
1,844,317
[ X 1)
1.637,488
12,404,202
78,170,938
960,880
80,411,200
20,763,813

908,001
00,008
900,000
15,078,444
4,000,000

21,924

You iV

Monw 2
20,763,413
00,811,200
[ ]
00,411,240
10,062,111
4497
10,010,438
1,000,281
[ X 1)
1.663,28
12,600,790
70,081,090
090,880
87.006.714
20,080,030

908,081
90,508
990,040
10,076,334
6,211,042

- Rk 1

Yam V

Moamk 3
20,968,038
67,006,714
(4
07,084,714
11,088,840
40,119
1,022,420
1,070,603
6.9
1,000,647
12.002.076
10767, 792
990,889
67,738,482
21,187,863

908,081
90,808
900,080
12,074,223
8,623,196

SMALL ENTERPRISE CREDIT 263-0228

Yess V

Manw 4
21,187,651
€7.730 482
]
€1.720.482
1,177,619
0
11,131,048
1,060,412
7,068
1,680,260
12,017,402
00.633.084
000,889
04,420,040
21,382,404

904,001
90,808
090,080
19.60,112
$.838,247

2,10

You IV

Month &
21,202,484
00,422,049
(-]
48,423,048
11,200 414
47,008
11,242,374
1,710,600
2,027
1,700,471
12,845,848
4,300,796
960,080
09,328,631
21,002,000

900,081
90,808
990,040
19,072,001
6,147,600

You ¥ Yo V

Month 8 Monih 7
21002008 21028229
0,120.631 00,860,064
° [}
09,120.63% 99,850,864
11,000,082 10,8142
.67 44,0008
11,0047 1473400
Lras. 3 1,748,208
1.201 1.278
1721012 1,738,090
13,077,487 13,212,408
82,208,018  $3,002.08)
960,840 090,480
€9,850,054 70,880,768
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In evaluating the economic merits of establishing a small
enterprise credit project, it is not feasible to quantify, with a
high degree of accuracy, the various costs and benefits
associated with such an investment. Such an analysis would
entail a number of assumptions regarding such factors as the
amount of employment generation created by the project, increase
in borrowers' net profits, levels of reinvestment, etc. Given
the difficulty in defending such assumptions in this case, the
results of a quantitative analysis would be of limited utility.
It is therefore more useful to perform a descriptive analysis
based on two main issues, namely, the economic rationale behind
establishing the project and the degree of sustainability
envisaged by the project.

The economic rationale of the project stems from both the
existing market deficiencies in terms of imperfect knowledge by
investors and financial institutions, as well as the project's
potential for generating positive externalities and economic

benefits.

Financial institutions in Eqypt mainly deal with large scale
investors who demand relatively large loans. Thus, loan
appraisal and approval procedures as well as the organizational
structure of Egyptian banks' lending operations are geared
towards serving a relatively small number of large borrowers.
This factor, as well as the large capital base of Egyptian banks
and hence their high fixed costs makes lending to small
enterprises an unprofitable operation, in the absence of
organizational and procedural adjustments. Moreover, these
institutions do not possess sufficient market information to
enable them to identify trustworthy small investors. Therefore,
lending to small enterprises involves a high degree of risk. On
the investors' side, small scale enterprises are not able to
undertake many investment decisions due to lack of finance. They
either confine their operations to the funds they can save or
borrow from individuals, or refrain from investing. The project
is expected to solve the problem of low credit access faced by
these small entrepreneurs by providing them with the required
finance. Once they prove to be efficient, repay their loans on
time and manage to expand their businesses, other financial
institutions presumably would be eager to have them as customers.
In other words, the establishment of the project will act as a
mocdel and induce a change in the institutional framework of the
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financial sector.

Providing credit to small businesses is also )ustlfled on the
grounds that it creates positive externalities in addition to the
direct economic impact on its beneficiaries. The direct benefits
enjoyed by the small enterprises served by the project lie in
improved performance in terms of sustained higher income and
profitability as well as increasecd wage levels for labor.
Experiences in other developing countries (e.g. Peru and
Bangladesh) support this conclusion.

Under the RSSE project, 89 percent of project-assisted
enterprises reported a growth in income while 24 percent reported
increased employment levels. The average income growth ranged
from 15 to 22 percent.

The project's positive externalities include backward and forward
linkages. The former encompass benefits earned by suppliers of
raw materials and tools to the assisted enterprises while the
latter involve income multiplier effects generated by increased
consumption and new investments made available by profit
accumulation. In addition to these linkages, expansion of small
scale enterprise activities is expected to have a positive impact
on employment as the labor/capital ratio of small and micro
enterprises is higher than that of large scale investments. In
fact, as increased employment is considered a major goal for the
project, priority should be given to borrowers whose expanded
activities result in employment generation.

In addition to the economic benefits of the project, there are
two other points to consider: additionality and sustainability.
Additionality implies that the project would make funds available
to small enterprises and allow for business expansion that could
not have been possible without the project. The premise here is
that many entrepreneurs will seek loans through the SEC project
that they otherwise would not pursued through informal sources of
credit, most of which charge exorbitant interest rates.
Sustainability means that the project's actzvities will continue
after the completion of external (AID) finance.' To achieve

this goal and to ensure that loan revenues are directed to the
highest valued sources, the pricing of the loan should be such
that revenues cover recurrent operating costs (cost of funis,
inflation and proviszion for bad debts) and earn a »rofit for
reinvestment and expansion. An efficient management system to
ensure adequate screening of loan applicants is also an essential
pre-requisite for sustainability.

1 :

Scale Enterprise, 1988, p. 11.



ANNEX I

SMALL ENTERPRISE CREDIT PROJECT
263-0228

ial Sound Aralysi

I. DEFINING THE SIZE OF THE SMALL AND MICRO ENTERPRISE SECTOR

In Egypt, as elsewhere, there are numerous definitions for
SMEs. However, based on a review of the literature and persons
interviewed in both the public and private sectors at the time
of design of the Small and Micro Enterprise Development Project
(263-0212), a consensus was reached on a definition for USAID
purposes. The definition of micro-scale enterprise includes
those private firms that employ ten or less people, while
small-scale enterprises are the private firms that employ 15 or
less. Under this Project, SMEs are further defined as existing
businesses with fixed, movable assets (machinery and equipment)
of LE 5,000 to 30,000, exclusive of land and buildings.

Despite the sizable rescurces which have been invested in small
enterprise studies in Egypt, satisfactory counts have yet to be
made. There is a consensus, however, that the sector is growing
very rapidly in the urban areas, especially in Cairo and
Alexandria.

The most commonly used source for statistical data on the small-
scale industrial sector is a World Bank report.! This report
indicated that there are an estimated 250,000 manufacturing
establishments in Egypt employing between one and nine persons
and about 7,500 firms with ten or more workers. The two groups
together employed 624,000 people in 1981/82, equivalent to over
40 percent of industrial employment, with over 90 percent of the
establishments employing less than fifty workers. Firms
employing less than ten persons were concentrated in woodworking,
leather products, textiles and metallurgy/engineering. Over 75
percent of these businesses were located in either the Greater
Cairo or Alexandria areas.

A.D Little's study® estimated that there were 7,350 privately
owned firms with 10 or more employees, and that approximately 62
percent, or 6,900, employed between 10 and 50 employees. Dr. Aly

! The World Bank. Staff Appraisal Report, Arab Republic of
Egypt, Small and Medium Scale Industry Project. 1984.

2 Arthur D. Little International. Review and Evaluation of
Small-Scale Enterprises in Egypt. March 1982.
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Helmy's study’ indicated that firms employing between 10 and 50
individuals represented about 90.6 percent of the estimated
13,000 Privately owned industrial firms, or 11,778 firms.

Checchi* estimated that artisan sector firms employed two thirds
of the private sector industrial work force as of 1981, producing
an annual gross product equivalent to 25 percent of the entire
formal sector production.

SMEs produce a wide range of products including: food products,
leather goods, cosmetics, wooden furniture, and fabricated metal
products. SME production is concentrated in the area of final
consumer goods. In terms of percentage of the total work force,
the largest groups are: furniture (12.4 percent, fabricated metal
products (12.2 percent), and tailoring (10.5 percent). Very
small units play an important role in this sector, with 37
percent categorized as one-person shops, and another 28 percent
with only one employee.’

Available studies on SMEs in Egypt reveal problems endemic to the
sector. SMEs experience poor access to financing for working
capital and investments, due primarily to a lack of collateral
and little contact with established financial institutions. Low
income results from 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
businesses. In addition, there exist certain legal impediments,
accompanied by an absence of incentives, to formalize husinesses

and the workers employed there.

3 pr. Aly Helmy. Small Scale Industrial Enterprises in Igypt.
June 1985.

“ checchi & Company. Artisan Sector Studies Project: A
Profile of Artisanal Establishments in Greater Cairo, Alexandria,
Assiut and Damietta. 1982.

5> National Cooperative Business Association. Egypt Micro and
Small Business Project Design Report. 1984.

P
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II. ENTREPRENEUR PROFILE

A. NCB3 Survey

As part of its study®, NCBA sought to analyze the
financial, technical support and management constraints facing
SMEs which would affect the feasibility of promoting an SME
community- designed and managed credit and technical assistance
project. The methodology centered on the administration of 45
in-depth interviews and an additional 25 group meetings with SME
entrepreneurs in Cairo and Alexandria. Successive meetings were
held with the same group of entrepreneurs over a two-week period
to present new concepts of the credit design system, discuss
shared problems, and business expansion possibilities, etc.
Interviews and discussions were held among owners of SMEs in four
industry or manufacturing sub-sectors: ready-made garments,
leather and footwear, metal industry, and woodworking and
furniture.
The majority of SME entrepreneurs who participated in this study
started out as apprentices and then broke-off to start their own
businesses. Two thirds of the study population ran their
businesses in rented shops and the remaining one-third owned
their business locations. This was not surprising given the very
high cost of property in the communities of Cairo and Alexandria.

The businesses operated for an average of 12.5 years.

Enterprises with the greatest business longevity worked in the
leather and footwear industry, while the sub-sector with the
newer entrants was ready-made clothes. The most common ownership
pattern was the single proprietorship with 27 entrepreneurs or 60
percent, followed by family ownership at 27 percent, and the
fewest were classified as partnerships with just six
entrepreneurs, or 13 percent of the total.

Employment patterns favored non-family wnrkers with 70 percent of
all workers hired outside the family. It was found that the
businesses with the higher fixed assets had the greatest amount
of employment. In the sample, the average of total assets was LE
14,521, with the low end at LE 7,966 in leather and footwear
manufacturing and the high of LE 26,070 for the metal industry.

Average gross sales per month were just over LE 16,280 with the
low end of the scale among leather and footwear businesses at
just under LE 4,770 and the highest monthly gross sale figure of
LE 37,315 for the metal industry. Production sales figures per
month were also utilized to help estimate the current, shop

¢ National Cooperative Business Association. Egypt Micro and
Small Business Project Design Report. 1984.
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capacity of the sample of enterprises visited. The average
operating capacity for the total 45 enterprises was nearly 52
percent. The ready-made garment business demonstrated the
highest operating capacity of 67 percent, while leather and
footwear had an estimated capacity of only 32 percent. The last
two figures represented a fairly 2ciurate picture of the current
status of the garment and leather industries. At that time, the
ready-made clothing industry was enjoying a boom and was
expanding very rapidly. The expansion was being felt by the
micro-scale enterprises as well, and their owners admitted to
good sales during that period. On the other hand, the leather
and footwear industry seemed to be passing through 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 was direct sales to final customers. With the
exception of six entrepreneurs (garments and leather) who sold a
portion of their production on the international market, the rest
sold domestically (57 percent local and 38 percent regional
sales).

Very few entrepreneurs had been able to secure loans from formal
sector banking institutions. Five of the forty-five
entrepreneurs interviewed said they had been 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 through 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 provided few
useful services. The businessman who received the DIB loan
borrowed LE 150,000 to expand his small-scale, furniture
business. The loan was repayable over 10 years with 13 percent
interest plus LE 50 sarvice fee. Of the two remaining
proprietors to receive a bank locan, one was able to secure a loan
amounting to LE 1,500 (garments industry). Collateral provided
included promissory notes and the guarantee of a public sector
employee. The remaining entrepreneur to receive a bank loan was
operating a metals industry shop and obtained LE 20,000 to
purchase machinery and equipment. The remaining respondants,
many of whom dealt with banks for other services such as savings
or checking accounts, stated that banks required a higher
collateral than they could provide, and that they could not
locate a bank willing to provide small loans to businesses with
limited assets.

W4
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The interview findings pointed to more difficulty in securing
bank loans among the micro-scale entrepreneurs. Most used a
variety of informal mechanisms. A common practice among the
garment, leather and metals industry entrepreneurs was to
purchase raw materials on credit. Although some material
suppliers required a major cash payment up front, and a short
term to repay, (one-two months), the total purchase price
remained six to 18 percent, per unit higher. The furniture
manufacturers interviewed all were forced 0o pay cash for their
lumber. The alternative to high cost supplier credit was for the
business owner to request an advance paymert 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" were
comron sources of business flnance (26 and 27 of the 45
interviewees 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 LE S0 to 100 for a period of 10 to 12
months, as agreed among members. Members draw lots to determine
which month they can utilize the entire group savings.

Partnerships appeared to be dying out in the business communities
interviewed. Only one entrepreneur obtained credit from a friend
acting as a silent partner, or "morsharkah." "Morsharkah" was
usually an unregistered transaction and apparently was often
between friends and neighbors. The amount borrowed was LE 5,000.
The agreement between them was to invest the money for one year,
after which the entire amount plus approximately 20 percent 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 pointed to the need for
management and technical assistance to enhance management skills
and improve productivity, which was lowest among the leather
goods and wood production SME entrepreneurs.

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

This study’ adds some detail with respect to the start up
of SMEs. In the vast majority of cases, persons operating small
scale shops entered the trade at a very early age as apprentices.
Today the age has advanced to 13-14, as both owners and parents
perceive the value of literacy to professional advancement. Boys
advance with their growing skills to the position of helper, then
skilled worker. Contrary to the belief of many, treatment of
boys working in these shops as apprantices is generally very
good: owners male such an investment in training these boys that
it is in their interest to build strong social links not only
with them but with their families. (In trades where boys work as
laborers, not apprentices, the conditions were sometime very
different.) By and large, the owner of a parent shop will
support a skilled workman to establish a shop of his own, by
farming sut parts of the production process to him on a piecework
base, or by giving him overflow work. 1In some cases the owner of
the parent shop co-invests or provides loans to enable the worker

to set up on his own. This assures the continuity of a long term .

relationship beginning with the apprenticeship and adds
considerably to both the flexibility of the original shop and to
the functioning of the sector as a whole.

In 1990, the Egyptian Small Enterprise Development
Foundation undertook a baseline survey in Cairo prior to
initiating lending activities under the Small and Micro
Enterprise Development Project. The methodology involved
administering questionnaires to 227 SME entrepreneurs selected on
a random basis in the Greater Cairo area. Of these, 22 percent
were in the wood sector, 26 percent were in garments, 24 percent
were in metal works, 11 percent were in leather, and 17 percent
were other. 89 percent of those interviewed were male and 11
percent female. At that time, 49 percent felt that the market
situation was stable, while 19 percent (primarily garments and
metal) felt that it was expanding. A total of 30 percent of
those interviewed felt that the market situation was either
deteriorating or in a recession. A major indication presented by
the survey was that the majority of entrepreneurs were pushing
for loans at or above the upper rance presented by the
questionnaire: particularly in metal, garments, and wood
sectors, the respondents felt that credit should be provided in
the LE 2,500 - 3,000 plus range. This is corroborated by actual
loan experience with the Alexandria Businessmen's Association

7 Linda Oldham. Small Enterprise in Eqypt: A Description of
the Sector and Recommendations for VSO Participation in Support
Programs. July 1990.
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where 80 percent of the locans are in the LE 1,000 to LE 5,000
range. An examination of loan terms shows that 89 percent were
for between four to six months, with 5 percent going to women.

III. SOCIO-CULTURAL FEASIBILITY

In Egypt, religious and social tradition affects the design
of this project in a key area: 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. This is usually handled by
using terms like "cost recovery" or "profit sharing" rather than
"interest rates" or "interest charges". This Project will
maintain an awareness of this issue. It is important to note
that experience with credit projects in Egypt that charge
relatively high interest rates receive almost no complaints from
the borrowers themselves. Availability and accessibility are far
larger issues than cost. .

IV. IMPACT

Unless credit programs are specifically designed to account
for social and economic differences within the communities
served, they will very likely reinforce inequality by promoting
additional opportunities for the more privileged. Including the
issues of equity, empowerment, and community development as
integral concerns of credit projects can add to opportunities for
both growth and equality among individuals and within the
communities served. The most effective mechanisms for promoting
equality of opportunity among potential borrowers are the

" following:
> Limiting credit to those with minimum income:;
> Requiring that assets of borrowers and their firms not

exceed given levels;

> Strictly limiting the amount available for any given loan.
The smaller the loan, the more likely it is that poorer
individuals, and especially women, will benefit.

The target Group (direct beneficiaries) that this Project will be
attempting to identify and serve will be borrowers who possess
the following qualifications:

®Robert Hunt. Private Voluntary Organizations and the
Promotion of Small Scale Enterprises. AID Evaluation Special Study
No. 27. 1985,
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owners and employees of existing, small scale enterprises,
in the geographical areas designated to be served:

Primarily involved in the productive value added private
sector of the economy, for example: light manufacturing and
assembly operations; maintenance transport, storage and
distribution services: and agricultural product processing
and marketing:

Going concern, with a minimum number of one year of
operation;

Creditworthy, as determined through personal references or a
credit history in the Project:

Employ less than 15 people and have fixed assets generally
not exceeding LE 25,000, not including buildings and land:

and .

Request the loans for specific purposes, such as short term
working capital needs to purchase inventory, acquisition of
small capital equipment and tools, etc.

In addition, care will be taken by the NBD to avoid any
concentration of loans to any one grcup or specific sector of the
economy. This has been successfully managed under the RSSE.
Other criteria include:

>

Actively promoting the participation of women and women's
groups in the project, both in terms of beneficiaries of
Project loan monies, as well as in staff, trainee, or policy
advisory capacities within the implementing organization.
Loans to women under the RSSE Pilot Project were
approximately 10 - 20 percent; NBD will target the
employment of women for at least 20 percent of the loan
officer positions under the project, in an attempt to
increase this percentage.

Extend loans to qualified beneficiaries in a range nc* less
than LE 250 nor more than LE 5,000. This is raised from LE
2,500 in the RSSE Pilot Project. This upper limit, however,
will be granted only in cases where (1) the past credit
history of the borrower in the Project has been exemplary
and (2) the cash flow analysis supports this decision.

As a result of the expansion of the SEC Project, it is expected
that the following number of beneficiaries will be reached in the
first eighteen months of Project Life:
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> 20,000 new direct beneficiaries, i.e., loan recipients;

» 40,000 non-family member employees benefitting from improved
earnings;

> 90,000 new indirect beneficiaries, i.e., members of

households who benefit from improved earning, quality of
life, and greater freedom of choice in the market place; and

> 18,000 jobs strengthened or created.

The overdall population in the project areas will benefit from a
more efficient local economy, greater liquidity, greater
employment opportunity, and higher incore.

v. SPREAD EFFECTS

The need to strengthen and create jobs has never been
stronger in Egypt than it is now. World-wide experience has
shown that investment in small and micro enterprises is one of
the most cost-effective methods of rapidly providing expanded
employment among unskilled and semi-skilled labor, along with
enharcing the economic condition of the actual owners of the
small enterprises. Many SMEs have a labor pool of both family
and hired employees; improving the income of small enterprises
owners directly affects the health and welfare of the owner's
family, the workers, and their families.

A review of AID's experience’ indicates that, generally,

when employment creation is the most important criterion,
priority ordinarily should be given to small-to-medium size firms
rather than to micro enterprises, to manufacturing industries
rather than to service industries, and to service industries
rather than to retail industries. However, under appropriate
conditions, lending to micro enterprises (one to five persons)
can be very productive.

A study completed for AID,' suggests that, on the whole, it is
clear from the experience of those development agencies dealing
with the larger of the small firms that they are likely to
produce substantial numbers of new jobs, especially in the

° ponald Bowles. AID's Experience with Selected Employment
Generation Projects. AID Evaluation Special Study No. 53. March
1988.

9 Robert Hunt. Private Voluntary Organizations and the
Promotion of Small Scale Enterprises. AID Evaluation Special Study
No. 27. 1985.
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manufacturing sector. Although microenterprises are unlikely to
generate many new jobs in the usual sense, evaluations suggest
that they may reduce underemployment within owner families.
Therefore, if attention is accorded to underemployment and to the
fact that microenterprise owners are from the poorest sectors of
society, the advantages of microenterprises may become evident.
Furthermore, they may have significant employment impacts beyond
the family in that firms of this size may provide more economic
linkages to local, smaller firms than do larger ones.

Because they are relatively easy to establish and tend to rely on
simple technologies, SMEs provide more managerial and job
opportunities, especially for the less skilled, than other forms
of enterprise. With their impact on the distribution of skills
and opportunities, they may therefore be seen as forces that
increase the possibility for stable and democratic change.

Short-run employment objectives may sometimes be sacrificed to
create a small business base, reduce underemployment; increase
productivity, or eliminate negative attitudes toward the private
sector that bar sectoral growth.

Long-run employment effects depend largely on such factors as
forward and backward linkages and value added in the enterprise,
as well as such broader issues as policy and the level of
economic integration. There is some evidence that the general
level of overall development affects the amount of employment
that can be generated by stimulating small firm development
through credit. This makes intuitive sense because growth and
consequently employment generation cannot occur in an area with
weak, undeveloped linkages.

Despite the massive proliferation of small industrial workshops
over the past two decades, these communities' social isolation
presents an important constraint to their further development.
Information travels rapidly through such communities of
industrialists and among industrialists in particular subsectors
across the city. Social linkages among firms within a settlement
are multiplex: money is co-invested and borrowed within these
circles, conflicts are resolved, marriages are made, technology
is shared, production processes are divided up in a given .
subsector or across subsectors, and news circulates. Between the
rest of the society and these shops, however, quite little
information travels, and between these shops and industrial
developments elsewhere in the world, almost none in any direct
sense. New knowledge tends to spread through the system very
rapidly, but the initial access to this new knowledge is very
restricted.

Based on the project approach of seeking out clients at their
work places and/or residences, dissemination of the program

1
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within the SME sector can be expected to be relatively rapid,
with the resulting use of the credit program enhancing SME's
productivity and the level of value added. In Cairo, most SMEs
are located in areas where many other SMEs are located.
Experience under RSSE has shown tha% many businesses learn of the
program through neighboring enterprises which are participating
in the program. However, additional efforts such as marketing,
technical assistance to indigenous and alternate sources of
inputs, research, and lobbying must be undertaken to strengthen
forward and backward linkages, as well as to deal with such
broader issues as policy and the level of economic integration.
Activities in these areas will be included in the planned
expansion of the Small and Micro Enterprise Development Project
(263-0212) .

VI. WOMEN IN DEVELOPMENT ISSUES

Women's limited access to capital in the face of their
creditworthiness and their willingness to respond to economic
opportunities underscores the importance of addressing women's
financial needs =-- not just for reasons of equity but even more
importantly for economic reasons.'' Women's financial
conservatism translates into a propensity to save and high loan
repayment rates. Women's sense of responsibility, their concern
for their future ability to obtain credit, and their perpetual
drive toward financial security make them good savers and
creditworthy borrowers.

Evidence suggests that women will be reluctant to deal with
formal credit institutions if they have to travel far to do so.
Because of time and mobility constraints, transaction costs
associated with traveling to a depository are particularly high
for women. The opportunity costs for women associated with
spending time away from both their reproductive and productive
activities seems to be greater than men's.

Women need access to credit for their income generating
activities, though their need varies by socio-economic status.
Berger'? concludes that the "ultra poor" are likely not good
candidates for lending since their situations force them to use
whatever cash they have for consumption. These women might best

"' Maria Otero and Jeanne Downing. Meeting Women's Financial
Needs: Lessons for Formal Financial Institutions. Seminar on
Informal Financial Markets in Development. October 1989.

2 Marqguerite Berger. Giving Women Credit: The Strengths and
Limitations of Credit as a Tool for Alleviating Poverty. World
Development (17). 1989. Cited in Otero and Downing.
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be served by interest- paying deposit accounts. At a somewhat
higher level of income are women whose business objectives are
stability and security:; in other words, they are not risk takers.
Berger argues that these women need credit for working capital:
for purchasing inputs, keeping an inventory, replacing equipment,
and selling on credit. A loan to these women would allow them to
increase their productivity and incomes while maintaining a
constant level of sales. At another level of income are higher
risk taking women entrepreneurs who need credit to increase the

size of their business.

Egypt's formal financial system, for the most part, has been
unable to respond to women's financial needs. Some of the major
factors that limit their participation are related to
institutional requirements, others to cultural and social norms,
and still others to the type of productive activities in which
women predominate.'

A. Ipstitutional Issues

Perhaps the most important impediment to women's
participation in formal financial markets emerges from banks'
requirements and procedures for lending. These can be outlined
as follows:

1. Application and Review Procedure. The paper work required

by a bank to process a loan assumes a level of knowledge outside
most poor women's sphere. Most poor Egyptian women are
illiterate or semi-literate, and are unable to complete
applications, formulate investment, or cash flow projections, and
comply with other documentation that the bank requires. Women's
experience with public dealings is much more limited as compared
to that of men.

2. Terms not Appropriate for Need. Most banks are willing to
only lend amounts larger than those needed by women, most of whom
run very small businesses that require nominal loans for working
capital. Even in cases where the bank can consider lending such
a small amount, the lengthy time required for loan review and
approval becomes the greatest constraint. It is noteworthy that
interest rates are seldom considered an impediment to borrowing
because the alternative source of finance for this population
charges a much higher price for money.

3 Maria Otero and Jeanne Downing. Meeting Women's Financial
Needs: Lessons for Formal Financial Institutions. Seminar on
Informal Financial Markets in Development. October 1989.
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3. Bank's Transaction Gosts. For the bank, the unit cost of
making small loans is very high and therefore financially
unattractive. Especially with a population considered high risk,
banks are more likely to make a few large loans in order to keep
costs low. Even with subsidized credit lines, lending funds have
been concentrated in a few large loans. Given this tendency
within the formal financial sector and women's need for small
loans, it is less likely that women will participate in a credit
program.

B. Gender-Related Issues

While many of the above constraints apply to men and women,
but affect women more adversely, there are factors that affect
women's participation in formal financial institutions that are
specifically related to gender.

1. Literacy. In Egypt, approximately 70 percent of adult
females are illiterate, as opposed to 41 percent of adult males.
This factor decreases women's capacity to approach financial
institutions for services.

2. Transaction Costs. From the borrower's perspective,
interest rates constitute only one component of the costs of
loans. Additional costs such as transportation to the bank, the
time necessary to travel and negotiate a loan, and costs
associated with filling out documents are considered important
transactions costs that increase the cost of formal loans. For
women, these costs are higher than for men because their domestic
responsibilities require additional time and provide less
flexibility. In addition, social considerations in conservative
communities further limit women's mobility.

The experience of the last decade in implementing micro
enterprise credit programs demonstrated the capacity of these
programs to integrate women as program clients. The following
outlines aspects of the RSSE/SEC methodology which facilitates
the program reaching women.

- Because individual
producers require immediate access to small amounts of working
capital, these programs establish a system for simple loan
application, review and approval procedures. In most cases, a
first loan requires two to three weeks from application to
disbursement. Subsequent loans require less time. The
possibility of providing subsequent loans automatically if
certain standards have been adhered to will be examined under the
SEC Project.

- The amount lent, the frequency of payments
and the duration of the loan are also established to respond to



| B.

ANNEX I
PAGE 14 OF 14

the needs of the borrower. Most micro entrepreneurs require very
small loans -- on the average LE 750 under the RSSE Pilot Project
-- as well as payment schedules that are responsive to their own
cash flow situation. Garment producers, for example may prefer
to make weekly payments, while persons who retail agricultural
products may prefer monthly payments. By adapting these terms to
the borrowers' needs, the program takes into account the
borrowers' financial ability to repay loans. This flexibility
allows a woman to establish a repayment schedule according to her
needs and also decreases the amount of time she must spend making

payments.

ves - There are several ways in which

Built-in Repayment Incentivesg
the RSSE/SEC program encourages timely repayment of loans. These

include access to larger loans once previous ones are repaid,
refund of the late payment penalty fee if the loan is paid on
time and the lcan officer's visit tc borrowers for repayments.

The above features of the RSSE/SEC program seek to resolve those
factors existing in the formal financial sector that have become
the major constraints to providing financial services to women.
To date, women's participation in the program constitutes
approximately 10 percent. Efforts to increase this percentage
will be undertaken as part of Project implementation. This could
include putting more emphasis on locans to women, training the
loan officers to be more balanced in their selection of
borrowers, undertaking a survey to ascertain where women
entrepreneurs operate (i.e. what districts, and types of
business), and hiring a minimum of 20 percent female loan
officers. The role of women loan officers will be carefully
examined with a view to ensure availability of well-trained,
carefully chosen female loan officers who could help enhance
women's participation as beneficiaries in the project.

Finally, under the SME development project a study on the "role
of women in the informal sector is being carried out. Findings
and recommendations of this study will be considered in the
implementation of the SEC project.
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Administrative Analysis

The principal implementing agency is the National Bank for
Development. NBD was founded in 1980, with its primary focus
being on delivery of credit to large industries in rural areas.
It has regional offices in 17 of Egypt's 26 governorates, with
approximately 80 branch offices nationwide. There are eighteen
branches within the metropolitan Cairo area where this project
will be implemented. Ten of those branches are wholly owned by
the central NBD:; other branches fall under the regional
affiliates that have both their own capital and NBD central
office shareholding.

The Central Office of NBD has total ownership of the
participating branches in Cairo Governorate. It also owns
approximately 50 percent of the five regional offices which will
participate in the project, but the regional offices do have
their own Boards of Directors. The regional offices have some
autonomy. To ensure that the project is operated with the same
methodology as is described herein, and will be further detailed
in a subsidiary agreement between USAID and NBD, NBD will be
required to provide evidence that the regional chairmen and
managers concur with the project approach and are willing to
carry out the project as it is designed.

Until the beginning of the RSSE project three years ago, nearly
all of NBD's portfolio was devoted to mostly public sector,
capital-intensive industries. The NBD is organized under
Egyptian Law 159 and acts as a private sector corporation.
Purely public sector banks in Egypt generally have to return any
profits to the Central Bank at the end of the fiscal year and
then are given funds for the ensuing operational year. However,
NBD acts as a private sector, profit-retaining institution, even
though the bulk of its shares are owned by public sector
corporations.

In its capacity as an "intermediate financial institution" in
this project, NBD does not have full institutional capability to
carry out the project independently. However, it will obtain
assistance from ACDI in developing and implementing needed
procedures and systems. These activities include, but are not
limited to, project cost projections and monitoring, loan
projections and monitoring, and alternative methodologies of
delivering and collecting loans to small entrepreneurs. A
computerized Management Information System will be utilized from
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capability to operate the project. It is expected that the NBD
will be fully capable of carrying on this project upon the
conclusion of ACDI's three years of technical assistance.

Figure 1 presents the proposed organizational structure to
monitor and implement the SEC project. This structure, with
minor variations, is currentliy being utilized under the ongoing
RSSE project described elsewhere in this paper. It is important
to note that successful project implementation will require
coordination of all of the parties involved through regqular
interaction.

1. NBD Follow Up and Monitoring Steering committee

The NBD Follow Up and Monitoring Steering Committee will be
composed of the Chairman of the NBD, the Chairmen of all regional
NBD banks involved, the General Secretary for Regional Banks, the
SEC National Project Manager, and the ACDI Technical Advisor.

2. Qoffice of Finance and Investment .

USAID's Office of Finance and Investment is responsible for
technical design of the project, modifications when necessary,
overall monitoring of project implementation, and general project
direction. The responsible personnel currently consist of one
USDH, one FSN, and one personal services contractor.

3. SEC Natijonal office = NBD Cajro

The SEC National Office at the NBD in Cairo will be
responsible for overall management of the project, including
staffing, procurement, reporting, receiving and transferring
credit funds, management of the operational budget, staff
identification, lL.iring, training, and management.

4. NBD Branch officeg

Sixteen NBD Branch offices have been tentatively identified
to serve as the "home base" for loan officers and for supervisory
and support personnel that will implement the project. Each
branch office will have a pr~ject manager, assistant marager,
nine loan cfficers, up to two AMIS personnel, an internal control
officer, and a secretary. The loan officers will spend the
majority of their time at the business locations of the clients.
Branch managers will be primarily responsible for monitoring
overall performance and reporting back to the SEC National
Office.

5. ACDI_Management

ACDI will provide at least two long term small enterprise
advisors to serve concurrently for approximately three years.
They will also provide a range of short term advisors, as
required. One of those short term advisors will be a management
information systems specialist, although other specific needs may
arise over the period of project implementation. It ia also

K
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assumed that a limited number of local support personnel will be
required under the project.

current planning, pending negotiation of the Cooperative

Agreement, indicates a continued need for ACDI to assist the NBD
in forecasting and supervision of the operational costs. It is
proposed that ACDI be provided a rolling 90 day advance of the
operational costs. This should be limited to the first two years
of project implementation. At that point in time, NBD will be
fully responsible for management of the operation, albeit with
some continued assistance from ACDI.

1
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SMALL ENTERPRISE CREDIT PROJECT
NBD Steering NBD National USAID
Committee Office TI/FI
N [ 1 [ L |
Branch Bank Branch Branch Branch Branch Branch
#1 #2 #3 #4 #5 #6
1 Manager Same Same Same Same Same
1 Asst. Mgr Staff stafft staff Staft staff
9 Loan Off.
2 MIS Oper.
1 Control
1 Secretary
1 1 | { 1 |
Branch Bank Branch Branch Branch Branch Branch
#7 #8 #9 #10 #11 #12
1 Manager Same Same Same Same Same
1 Asst. Mgr Staff staff Staff Staff Staff
9 Loan OfSf.
2 MIS Oper.
1 Control
1 Secretary
| [ { |
Branch Branch Branch Branch
#13 #14 #15 #16
Sama Same Same Same
start Staff Starft Staff
Fig. 1. Organizational Chart
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ACTION MEMORANDUM FOR THE ENE BUREAU ENVIRONMENTAL COORDINATOR
DATE: November 28, 1990 f )
' ST
- FROM: Ken LuePhang, Mission Environmental Officer (MEO), -
’ USAID/Cairo

SUBJECT: Egypt - Small Enterprise Credit Project (SECP) (263-0228)
Approval of Categorical Exclusion from AID Environmental
- Procedures

188UR

Your approval of a categorical exclusion dete.mination for the i
subject project is requested. N

BACKGROUND ' ) -
The SEC Project will provide funds through a cooperating Egyptian
bank for loan capital, office equipment and computers, initial
operating capital for bank staff salaries, training, and technical
assistance. The primary focus of the project is to provide short
term working capital and small amounts for fixed investments to small
enterprises in Cairo and up to seven rural governorates. Small
enterprises are currently defined as having fixed assets of less than
LE 30,000 (US$10,000), excluding land and buildings, and less than
fifteen employees. Initially, the loan range to be provided is
LE 250~-10,000 (US$80-3,300). The loans will be made at market =
interest rates that will both cover the costs of lending and be able
to expand the loanable funds. Up to 20,000 small entrepreneurs will
receive and repay loans and up to 10,000 jobs will be strengthened
and/or created. USAID will not directly participate in the operation
of the loan program, and will not reserve the right to review and/or
- approve individual loans made by the cooperating Egyptian bank.

DISCUSSION

The proposed action is entirely within one of the categories listed
in paragraph (c) (1), "Categorical Exclusions," of Section 216.2,

- "Applicability of Procedures," of Title 22 CFR Part 216, "AID
Environmental Procedures." Pursuant to 22 CFR 216.2(c) (3), the
originator of the proposed project has determined that the proposed
action is fully within the following class of actions:
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Support for intermediate credit institutions when the objective
is to assist in the capitalization of the institution or part
thereof and when such support does not involve reservation of
the right to review and approve individual loans made by the
institution.

(22 CFR 216.2(c) (2)(X)].

Pursuant to 22 CFR 216.2(c)(2), the proposed project is categorically
excluded from further environmental review. As per 22 CFR

216.2(c) (1), neither an initial environmental examination nor an
environmental assessment is required for an action which is
determined to fall within one of the categories listed at 22 CFR
216.2(c) (2).

AUTHORITY -

AID Environmental Procedures at 22 CFR 216.2(c)(3) state that a . B
categorical exclusion determination shall be reviewed by the Bureau
Environmental Coordinator in the same manner as a Threshold Decision -
under 22 CFR 216.3(a) (2). You may signify your concurrence with the '
foregoing determination by signing in the space below and on the

attached Record of Categorical Exclusion.

RECOMMENDAT ION

That you concur with a determination of categorical exclusion from
AID Environmental Procedures for the Small Enterprise Credit Project.

APPROVED:M«—&@

Ronald Greenbergy ENE/TR

DISAPPROVED:

DATE: 2/ 7/ 9D

Clearance:
]

TI/FI: B. Cypser _/s< -
oD/TI/FI: L. Brown

Drafted:GRutanen-Whaley:PDS/PS:DocID:TI\SECPENV.N90

i ‘—

qm
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RECORD CF CATEGORICAL EXCLUSION

Project Location

Project Title and Number

Funding
Life of Project

Categorical Exclusion
Determination Prepared by

Environmental Action
Recommended

Mission Environmental
Officer's Concurrence

Associate Mission
Director's Concurrence

Decision of Environmental
Coordinator, Bureau for
Europe and Near FEast

o

Egypt

Small Enterprise Credit Project
Project No., 263-0228

AID - $16 million

Three Years, FY 1991 - FY 1994

signature MM\QJ;«’ Wm‘

Glenn Rutanen-Whaley, PDS/PS
Project Development Officer

Date: \\,/2-7 /70

Categorical Exclusion

Signature Aza“‘74' £ Le OZQK“Zk——

Kenneth P. LuePhang, DR7ENG

Date: /’1/37/7‘2‘

- -
‘ !
signatuqe%-m L7’Z, s ler

/< Gregbry F. Huger, AD/TI

Date: /Q/ivy/;o

Approved: %W/ /JAW

Ronald Ggﬁénberg, ENE/TR

Disapproved:

Date: ’7'[ 7/70
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SMALL ENTERPRISE CREDIT PROJECT
263-0228

c = S OF WO

Major Objectives

The expansion of productive small enterprises is a major
objective of the Government of Egypt and the Agency for
International Development in Egypt. The major objective of this
Cooperative Agreement is to develop the National Bank for
Development's (NBD) capability to extend, supervise, and recover
short term credit to small entrepreneurs, with a primary
concentration on the area of metropolitan Cairo. Small
enterprises are initially defined as having fixed assets,
excluding land and buildings, of less than LE 25,000 and less
than fifteen employees. The NBD will administer in excess of
$10 million (equivalent) AID-supplied loan funds, as well as
adding a minimum of $3 million (equivalent; of loan funds from
the NBD. The Grantee shall assist the NBD in the projection,
utilization, and reporting on initial operational capital to be
supplied by AID. It is expected that up to 20,000 small
entrepreneurs will be served by this project. Loan requirements
of each entrepreneur is expected to range from L.E. 500 to
L.E. 10,000 over the life of project.

u se

The general purpose and scope of the Cooperative Agreement are to
develop staff and systems to ensure the timely and efficient
delivery of credit and other required support to the target
clientele. The Grantee shall:

1. Assist the NBD in the design and delivery of training to the
staff of the NBD regarding loan extension and recovery,
savings generation, portfolio management, bookkeeping,
accounting, and reporting;

2. Develop detailed policy guidelines, operational plans,
manuals, loan and savings forms, and monitoring and
reporting systems that can be utilized by NBD on a
regularized basis; and,

3. Assist the NBD in administering a loan program with a fee
structure that will allow the NBD to reach a break even and
profitable operation in the shortest reasonable time period.
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At the end of the period of technical assistance, it is expected
that NBD's central and branch office staff(s) will be trained, a
reqularized system to deliver and recover credit to new and
repeat borrowers will be established through an efficient branch
office system, and a monitoring and reporting system will be in
operation that can provide timely and accurate data on loans,
savings, employment, and NBD small enterprise operation
profitability.

Scope of Work

The Grantee shall make available experienced personnel to perform
the activities outlined below. In order to achieve project
objectives and provide the services required under this project,
the Grantee shall organize a team of U.S. and/or Egyptian experts
to provide services to develop a capacity in NBD to administer
the program and to operate a profitable lending operation. An
illustrative composition of specialists and level of effort is
presented in Section C. below.

A. Master Plans

Within six weeks of beginning of long term technical
assistance, the Grantee shall produce and deliver to USAID's
Office of Finance and Investment a Master Plan of Action and
Schedule detailing activities to be undertaken that is acceptable
to NBD and USAID. The Plan of Action and Schedule shall be
phased to:

» Show strategies and modes of team operations to the point in
time where end-use lending begins; and,

> How longer term field implementation will be effected; and,

> The first year's lending targets by quantity of loans and
borrowers.

The Grantee is required to update this Master Plan of Actinn and
Schedule on an annual basis, and submit it to USAID.

B. Specific Activities

To accomplish the purpose and produce the outputs outlined
in, above, the Master Plan shall provide for:

1. Training of the core staff responsible for implementing
NBD's lending operation, including branch managers, support
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staff, and loan officers to extend, administer, and collect
loans;

2. Identification of the specific geographical areas in Cairo

to be served with a level of staff effort for each area;

3. Development of a computerized management information system
that will provide management with timely and thorough
information on loans extended, repayment performance, and
projections for subsequent periocds. This system should also
have a data base that can provide verifiable information on
the clients, including gender, that will allow measurement
of benefits accruing to the clientele over the life of

project;

4. Development of standard operating procedures and manuals to
assure that there are adequate internal controls, i.e., that
clear policies and procedures on lending and funds
management are in place and followed; .

5. Provision of policy guidance and suggestions for improved
implementation of the project to A.I.D. and NBD, including
promotion of credit services to wcmen owned/operated
businesses; and,

6. Provision of timely and accurate reports on project
implementation and ACDI activity to USAID;

7. Projection, on a quarterly basis, loan and operational funds
required to meet the credit needs of the small entrepreneur
clientele; and,

8. Procurement of required office equipment and vehicles.

c. Sstaffing and Projected Level of Effort

The composition and estimated total person-months given
below is illustrative. The Grantee may negotiate or recommend a
different combination of specialists and/or level of effort to
meet project objectives. However, the long term advisors should
not serve less than 36 months each. Once a Cooperative Agreement
is negotiated, modifications or adjustments shall be made only
with the agreement of the NBD and USAID.

The Grantee shall provide two key experienced U.S. long term
advisors for a period of 36 months, serving concurrently.

1. The long term advisors shall provide specialized technical
input to the project and serve to coordinate the overall
activities of the NBD related to the delivery and recovery
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of small enterprise credit. The advisors shall have
demonstrated experience in assistance to small enterprises
with a particular focus on credit.

2. Project implementation will also require short term
assistance in the development, installation, and training of
-1 personnel of a computerized management information system.
The Grantee may provide either expatriate or Egyptian
person(s) for this requirement.
_
- U.S, Source
Team Leader/Sr. Project Advisor 36
Small Enterprise Credit Advisor 36
Administrative Advisor 7
U.S. or Egyptian Source
Management Information Specialist 6
Credit, Management, or Training Specialists 6
Cairo Office Support staff 36
D. Reports

The Grantee shall furnish the NBD and USAID with the

following reports:

1.

Five copies of quarterly progress reports describing work
performed and an outline of the work to be performed during
the subsequent three month period. When end use lending
begins, these reports shall include detailed information on
total loans outstanding, repayment ratios, and numbers of
new and repeat borrowers, savings attracted, as well as
projections for the subsequent quarter. It is also expected
that the reports shall provide recommendation for policy
improvements and/or reforms as appropriate. These reports
are due at USAID's Office of Finance and Investment fifteen
days after completion of a given quarter.

Five copies of an annual report that shall summarize project
progress and recommendations for the future implementation
of the project. These reports are due at USAID's Office of
Finance and Investment one month after the completion of a
given year.
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1.c

2.a
2.b
2.c
2d

4.a
4b
4.c

18-Mar-91

SMALL ENTERPRISE CREDIT
Projected TA Support Budget

U.S. Source

Team Leader/Sr. Project Advisor
Small Enterprisa Credit Advisor
Administrative Advisor

U.S. or Egyptian Source
Manangement Information Specialist
Credit Specialist

Training Specialist

Management Specialist

Egyptian Source
TA Support Staff

Overhead at 40%

Office Transportation & Equipment (TA)
Vehicle Procurement (for NBD)
Office Equipment (for NBD)

Burdened
Monthly  Person
Rate Months
12,500 36
12,500 36
12,500 7
6,000 6
6,000 2
6,000 2
6,000 2
900 36
TA Total
Amount  Number
18 20,000
16 25,000
Equipment Total

Sub Total (1-4)
Contingency (8%)

Rounded to:

SMALL ENTERPRISE CREDIT (263-0228)

Cost
in
uss
450,000
450,000
87.500

36,000
12,000
12,000
12,000

32,400
$1,091,900
436,760
$1,528,660

70,000
320,000
400,000

$790.000

$2,318.660

185,493
2,504,153

$2,500,000

\")d\ .



Justification o on-Competitive G Award

Backqround: ACDI has been providing technical services to the
National Bank for Development for over three years to assist them
in the development of a delivery mechanism for short term credit
to small and micro enterprises. This has included both the
conceptual development of the program, long and short term
planning, development of operations manuals, training,
establishment of a management information system, and day-to-day
guidance of a unique and innovative lending system. The NBD has
made major strides in development of the field of small
enterprise credit in Egypt; the pilot project undertaken by NBD
and ACDI in Shargiya and Damietta was evaluated in October 1990,
and states, "The success of the project [RSSE] has exceeded all

expectations..."

NBD has implemented a strong pilot project. NBD management
deserves credit for the progress they have made, but'it has only
been achieved with continuous and dedicated input from ACDI. The .
long-term advisor's world-wide experience and his special
relationship developed with the NBD over his period of service is
a key factor in the progress of the project to date. USAID/Cairo
and the NBD are now considering a major expansion of the work
achieved under the RSSE project; we are looking at a ten-fold
expansion of the activities carried out to date, and looking at
an extremely short time frame to achieve this expansion. It is
critical that there be no break in service nor a change of
technical assistance at this time.

Recommendation: Handbook 13, Chapter 2, paragraph 3.B. states:

Competition is not required for assistance awards for
which one recipient is considered to have exclusive or
predominant capability, based on experience,
specialized facilities, or technical competence, or
based on an existing relationship with the cooperating
country or beneficiaries.

As ACDI fits these criteria, it is recommended that the Grant
Officer accept this justification.

' Rural Small-Scale Enterprise Pilot credit Activity
Technical Assessment, Gardner and Proctor, October 1990, Cairo
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CAIRO, EGYI'T PROJECT AUTHORIZATION
Name of Country: Arab Republic of Eqypt
Name of Project: Small Enterprise Credit Project
Number of Project: 263-0228

1. Pursuant to Section 531 of the Foreign Assistance Act of
1961, as amended (the "Act"), I hereby authorize the Small
Enterprise Credit Project (the "Project") for the Arab Republic
of Egypt ("Cooperating Country") involving planned obligations
not to exceed Nine Million United States Dollars ($9,000,000),
in Grant funds over a four 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 help in financing the foreign exchange and local
currency costs of goods and services required for the Project.
The estimated life of the Project is four years from date of
initial obligation.

2. The Project will assist in expanding the economic output of
small and micro entrepreneurs by increasing their access to
credit and other banking services.

3. The Project Agreement may be negotiated and executed by the
officers to whom such authority is delegated in accordance with
A.I.D. regulations and Delegations of Authority. The Project
shall be subject to the following essential terms, together
with such other terms, conditions, and covenants as A.I.D. may
deem appropriate.

a. Source and Origin of Goods and Services

Goods and services financed by A.I.D. under the
Project, except for ocean shipping, and as stated herein, shall
have their source and origin in the United States, or in Egypt
as authorized pursuant to the requirements of State 410442,
except as the USAID/Cairo Mission Directcr, or his/her
designee, may otherwise agree in writing. Ocean shipping
financed by A.I.D. under the Project shall, except as A.I.D.
may otherwise agree in writing, be financed on flag vessels of
the United States.

Based on the justification stated in the Procurement Plan,
set forth in Section 4.2.1 of the Project Paper, up to the
local currency equivalent of $400,000 in office and MIS-related
equipment 'may be purchased locally in Egypt, and be of Egyptian
and/or Free World source and origin.

Ay
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4. Based upon the justification set forth in the Project
Paper, I hereby determine, in accordance with Section 612(b) of
the Act, that the expendlture of United States Dollars for the
procurement of goods and services in Egypt is required to
fulfill the purposes of this Project; the purposes of this
Project cannot be met effectively through the expenditure of
U.S.-owned local currencies for such procurement; and the
administrative official approving local cost vouchers may use
this determination as the basis for the certification required
by Section 612 (b) of the Act.

Marshall D. Brown

Director

5/ o / 9(

Date
Clearances:
OD/TI/FI, LBrown (73
AD/TI, GHuger i
AD/PDS, CCrowley C?2Z —
AAD/FM, NWijesooriya e
0D/PDS/PS, RJordan R
LEG( VMOOI'G \[- :'j"--
D/DIR, GWachtenheim 7%
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