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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

CAIRO. EGYPT 

Information Memorandum f o r  the  Di rec tor  

May 2 8 ,  1991 

Subject:  audg e t a ry  Adjustment f o r  t h e  Small En te rp r i s e  
Cred i t  P ro j ec t  

From: Robert e&, OD/PDS/PS 

T h e  P r o j e c t  ?a?er w h i c h  y o u  signed o n  Apr i l  18,  1991 j u s t i f i e d  
an LOP Grant axount of $16,000,000. The PP, however, ind ica ted  
t h a t  GOE c o u n t e r p a r t  from the  Spec i a l  Account  might be u t i l i z e d  
i n  l ieu  a  po r t i on  of t h e  G r s n t  funding.  ( A s  you w i l l  r e c a l l  we , 
had proposed t o  MIC to  meet l w a l  cur rency  requirements f o r  
s e v e r a l  p r o j e c t s  from the  Spec i a l  Account i n  o rder  t o  f r e e  up 
d o l l a r  Eundirq f o r  t he  Alexandria Wastewater P r o j e c t  Amendment) . 
we have now received conf irmation from MIC t h a t  t h e  equ iva len t  
of $7 mi l l i on  w i l l  be provided from the  S p e c i a l  Account Eor the  
P r o j e c t  i n  1991. Therefore,  t h e  P r o j e c t  Author izat ion is f o r  
$9,000,000 r a t h e r  than $16,000,000. 
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SMALL ENTERPRIBB CREDIT PROJECT 

263-0228 

Y AND R E C O ~ N D A T I O q  

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 
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 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 GOE1s 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 



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 USAID1s 
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." 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 entrepreneurso access to credit and other banking 
senrices. This project is intended to be responsive to the 
urgent short-term needs of the GOEos 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 costa 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 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: 

t 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. 

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

t Capitalization of the loan fund will be by meane of a direct 
agreement between USAID and NED 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 suczessful mechanism estaalished under the Rural 
Small Scale Enterprise (RSSE) Pilot Credit Activity being 
implemented by NBD with financing from the Local Development I1 
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. 



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. 

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

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

b 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. 

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 NED'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 supentisory 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. 

vii 



ACDI is expected to work closely with NBD to assist in a11 
aspects of the bank's responsibilities described above. In 
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. 

viii 



Table 1 below presents the summary cost estimate and financial 
,plan. Project funds will be disbursed by 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 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 NED. Loan funds will be disbursed 
quarterly based on NBDts 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 (a) 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 NBD1s initial operating expenses and training 
will be provided by USAID as per the terms of the tlProtocol for 
Cash Advancestt signed by USAID and MXC on September 30, 199Q. 
Under this agreement, a project credit account will be 
established for NED within the AID Project Cash Advance Account 
managed by the National Investment Bank (NIB). NED 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-tern 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 
data upon which end-use lending begins, whichever comes first. 

The Project Committee recommends that a arant of $16 million be 
authoriied 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. 



1 . 0  BACKGROUND AND RATIONALE 

1.1 BACKGROUND 

~gypt: 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 incom 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 
exacerbated 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 r0lB 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 aad commercial 
establishments also exist in the small enteq?ise sector. The 
overwhelming majority of these businesses are located in large 
urban centers, with over 75 percent located in the Cairo and 
~lexandria metrspolitan 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 A I D  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 
f irm. 

1.2 PERCEIVED PROBLEM 

The Iraqi invasion of Kuwait in August 1990 and the ensuing 
Gulf War havo deepened Egypt's economic problems by red~cing 
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 GOE1s 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. 

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, berein described as 'those having 
fixed assets of less than LE 25,000, excluding land and 
buildings, and less than ten employees or between ten 
and 15 employees ("smalln), have nearly no access to formal 
credit in Egypt. Various studies as wall as USAIDfs 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 ap.proximately 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 in~isible.~' The 

rt  Ente~pris~s, 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 countryls 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 nruralm in 



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 sntrepreneurs. 

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 banks1 
existing methodologies for loan analysis. SMEs 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 banks1 perceptions (unsubstantiated by actual 
experience) that small borrowers present higher risk. The 
majority of small entreprenaurs have little or no prior 
experience in dealing with banks, owing to the lengthy loan 
processing time and the restrictive collateral requirements. A s  
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, "gameyasw (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 senrices 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 mazxet basis. 

1.3 CONFORMITY WITH RECIPIENT COUNTRY STRATEGY 

The proposed project would address three of the four major 
goals of the GOE1s 5-year (1987-1992) deve.:.opment plan, namely: 



c 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 netw 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 netw objectives of 
the GOE with regard to 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 nt Stratecw Stateme& 

The FY 1989 USAID/Egypt Country Development Strategy 
Statement (CDSS) indicates that the critical problem for Egypt 
is low economicproductivity, 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.i 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. 

D Policy 

The SEC project as designeZ 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 1.2) 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 techsi~d services and expand productive 
employment and incomes." In 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/Egyptts selection of  a commercial for-profit hank to 
implement the project is in compliance with the guideiine 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 assis&ance towards new 
enterprises. The guidance states that Missions may exceed this 
limit on programmatic grounds. In the case of 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 small enterprise 
lending in the National Bank for Development, lending to new 
enterprises (at least initially) is not a rwlistic 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 Pnlationshi~ to S w a r  U S T t  Proieets and Other 
ponor Utivities 

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 loans 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 Enterprise (RSSE) Pilot Credit Activity, 
financed under the ][local Development I1 project (263-0182) is 
currently nearing completion. The RSSE activity field tested in 
Egypt a methodology based on highly successful experience in 
bank-based SXE lending in Xndonesia, 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 



experimentsm 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 Agricrrltural Cooperative 
Development International (ACDI) under an AID-financed 
cooperative agreement. The NBD was selectee 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 pea., to which the Bank added another 3 percent 
pea. 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 mihimum of 23.5 percent. In addition to these 
charges, the borrower also pays a penalty fee of 1/2 percent per 
month (6 percent pea.), 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 lwal which will cover all program expenses and 
return a real profit for reinvestment and expansion of services. 
NBD chargo8 tho 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., neffectiven 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 denand 
resulted in full utilization of the loan fund within the first 
twelve months, with twice the target number of loans being made. 



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 SMEs. 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 costn but still attempting to deliver the credit on a cost 
recoverable basis. 

X key rationale for the rapid development and implementation of 
the SEC project is the intention for this project to sente 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. 



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 
L ,  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 GOE8s 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 

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 $ll,l50,000 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 



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: 

b 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. 

c NBD will enter into a Itcredit Account Acceptance Agreementt1 
with USAID (see section 3.0) under which funds, for NBDts 
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 
RSSE. The method's strength is in its simplictty, which largely 
follows what has been defined as wminimalist.lt 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 A.1.n. Microentermrise Stocktakincr: Svnthesig 
Rean- (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 senrices. 

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. NED'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 minimum. 

Approximately 250 young Egyptian professionals will be 
contracted to fill 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 
methodalogim 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. Xt 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 NED interest bearing savings account. This 
account provides a nominal form of collateral to the bank, since, 
the borrower must maintain in his savings account at a,minimum 
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 program 

' 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 20 percent minimum. 





for borrowers. Loan officers will be trained, however, to 
assist small entrepreneurs in gaining basic financial skills 
needed to make cash flow projections.  his 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 
magnitude 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 to be readily 
available at the central project office of NBD, as well as 
facilitating information flow back to the branch offices. The 
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 rates. 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 period 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 fixod. 



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 over 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. 



3.0 COST ESTIMATES AND FINANCIAL PLAN 

Table 1 below presents the summary cost estimate and financial 
plan. Project funds will be disbursed by means of four 
mechanisms. Capitalization of a loan tund to be used by NBD to 
finance SHE loans will be by means of a direct agreement 
("Agreement1I) 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 HIC 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 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 NED'S initial operating expenses and training will be 
provided by USAID as per the terms of the *Protocol for Cash 
Advances1@ 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 a13 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. 



AS rsf?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 NBD 
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 minim~.~m 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 8 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 a n  already in 
existence, so time would not have to bc 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 NED'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 



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 loan 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 broader capability of the 
lending system to have sufficient capital to respond to demand. 



4.0 IMPLEMENTATION ARRANGEMENTS 

4 I 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. 

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 
assistance. MIC will approve, in a timely manner, all other 
PIO/Ts as necessary. 

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: 

b review, approve, and forward for processing all of NBDts 
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, 

b report to Mission management as appropriate. 

4.1.3 Bole of the N a v  for Devel-ment 

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

b identify, recruit, contract, and train project loan 
officers along with supervisory and support staff; 



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; 

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.1.D.- 
sourced loan funds are required. 

4 . 1 . 4  RQ&ULwx . 
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 

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 assura 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 
($000) 

AID NED 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 
NED Operations - 1,890 - - - 1,890 
Equipment and Vehicles 340 41 0 - - 340 41 0 
AudiUEvaluation 200 - - - 200 - 

TOTAL 

TABLE 2 
SMALL ENTERPRISE CREDIT PROJECT 

PROJECTION OF EXPENDITURES BY FISCAL YEAR 
($000) 

AID NBD TOTAL 

FISCAL YEAR FX LC ' FX LC FX LC 

TOTAL $2,240 $1 3,760 $3,000 $2,240 $16,760 

Some or all may be provided from the Special Account upon mutual agreement of MIC and USAID. 



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 0 0 0 .  

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 the 
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. These procurements will be carried out by ACDI 
under the Cooperative Agreement, as NBD does not have the 
requisite capability. There is no Procurement servoices 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 finns 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 finns. Further, other 
subactivities would be considered for these entities if 
applicable. 

4.2.1 Pice and Data Processina E- 

Funds will be provided by the SBC 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. 



80286 based or better CPU with 40 Mb Hard ~ i s k  16 
EGA or better monitor 16 
Arabic/English keyboards 16 
Wide-carriage dot matrix printer 16 
Stand Alone Fax Machine 16 

Justification for Tacal Procurement nf Office w d  Data 
Processjna E- 

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 no2 pay for any 
identifiable taxes and duties on the equipment, and a 
covenant to this effect will be included in the Grant 
Agreement. 

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 lB, Section 5B.4.a(7), H[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 



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. 

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  service,^ 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 A I D  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 tha 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 l1windowsW 
that would provide limited services. Daily transportation would 
be nominally cheaper, but would force the loan officers to spend 
time in seaking 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 intennittent 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  I M P ~ A T I O N  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 wpre-implementationM 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. 

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 
inCormation with each repeat borrower will yield measures of 
overall economic output, as well as changes in borrower income , 
and employment. 

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 
availabla at the branch level, including at a minimum: 

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

the gender of borrowers with loans outstanding; 

b 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, 

b cumulative information on all the above. 

Central Project M w e m e n t  Leve 

The central NBD office for the SEC project is responsible for 
accumulating project-wide information based on branch level data 



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 U S A I D  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, tc a lesser extent, pre-payment by kustomers. 

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 loan officers may need to be modified 
during the course of project implemenLa,tion. The basic approach 
taken within the project design, although unique to Egypt when 
taken ih 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 pro j?ct success. 

Project methodology is sumuarized in Section 2.2.2, I1Project 
Approach." The key elements of the basis for the methodology 
are as follows. 

The small-scale entrepreneur is much less concerned with 
interest rates thac 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. 

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

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



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. 

Traditional social and religious values in Egypt compel a 
borrower to repay. The traditional Egyptian takes pride in 
hon~ring 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: 

b 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. The Steering Committee is responsible for project 
oversight and rapid resolution of implementation problems. 

USAID/Egypt Office of Finance and Investment 
USAID1s 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. 

w 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 s e n e  as the "home baseM 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 senre 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 semed 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 



two other points to consider: additionality and sustainability. 
~dditionality implies that the project would make funds 
available to small enterprises and allow for busine5.1 expansion 
that could not have been possible without the proje.". 
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 a 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 



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. 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: 

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; 

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

D 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 

b 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 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. 

b 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 suppokts 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: 

t 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 

t 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 simole 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 SKE1s 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). 

Womenls 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 2vn,l more 
importantly for economic 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 micrc 
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. 



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 Project Aareement Conditions Precedent to InitiaJ 
Disbursemenf, 

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 Project Aureement Covenants 

The GOE covenants that: 

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

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

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

b 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. 

it will to take any other necessary actions regarding 



(iii) 

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. 

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 
Agreement. 

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

in the event NBD fails to perform pursuant to the 
"defaultu 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 SME8s 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 Disbursement to NBD to Finance 
Lendina Activities 

Prior to any disbursement of loan capital to NED, 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: 

(i) 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 
fonns required for the smooth and efficient day-to-day 
management of the project; 

(iii) evidence that a full time project manager has been 
appointed; 



a time-phased plan for loan extension, including the 
number of personnel, and their job titles, that will 
implement the project; and 

(V) evidence that all regional affiliates of NBD agree to 
administer the loan program in accordance with the 
terms of the Agreement. 

The NBD covenants that it shall, except as AID may 
otherwise agree in writing, furnish in form and substance 
satisfactory to AID: 

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

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

(iii) prior to NBDts 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. 



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-tem 
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 m$cro 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 learnedw 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 reviewst1 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 



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. 



UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 

ACTION MEMORANDUM FOR THE DIRECTOR 

DATE 

FROM . . 
THROUGH . 
SUBJECT 

PROBLEH : 

D I S C U S S I O N  : 

January 14, 1991 

Robert Jordan, OD/PDS/PS Kb 0- 
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. In 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 
Rank 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 ~gyptians 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 figurd resulting from 
negotiations with NBD during the course of 
detailed project design may differ from this 
estimated minimum. 

C. Section 111.1, "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 
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include: magnitude and modality of the Natiol~:.l 
Bank for Development's . (NBb) contribution to the 
project and operational issues associated with 
MIC serving asethe GOE counterpart. 

~ l l  necessary clearances have been obtained. 

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

Clearances: 

OD/TI/FI, L. Brown .*<7 

57 LC& i~ APPRCVAL 

DISAPPROVAL 



oATs: p i  0 1991 

REPLY TO 
ATTNOrl OD/PDS/PS, Robert Jordan 

memorandum - 

SuaJEcT: Small Enterprise Credit Project Paper (263-0228) 

l o :  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. 

1. Source of Proiect Funds. All local currency costs will 
be financed from the Special Account provided that MIC 
concurs. AID grant funds will be obligated tp cover 
foreign exchange costs of technical assistance and U.S. 
source/origin procurements (vehicles) only, approximately ' 
$3 million. 

Actioq. 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. Ca~italization of the Loan Fund 

Actioq. The PP will be revised to show that an agreement 
to capitalize the loan fund will be executed between 
U S A I D  and NED. 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 ~ u c h  
time as NED 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 4 0 )  
GSA w w n ( r 1  CCRI 101.1 I . #  
S O I P I I 4  . 



3. NED Lendina Proqram Oneratins Costs. The project 
approach is labor and resource intensive and thus results 
in high operating costs which will make it nore difficult 
for NBD to expand the program using its own resources 
and/or for other banks to undertake similar programs. 

Actioq. A stronger justification for providing NBDts 
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. U S A I D  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 YBD Branches. 

Actioq. The Administrative Analysis will be expanded to 
describe management arrangements between the central NED 
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 NED. 

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. 



5. 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 PF as well.. 

6. 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. 

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

8. 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 ~4 
G. Huger, A D / T I  h / 4 1  

Distribution: 

1. Executive Committee 

DIR, Marshall Brown DD, George Wachtenheim 
AD/PDS, Christopher Crowley AD/DR, Paul Thorn 
A/AD/FM, Nimalka W i  j esooriya AD/HRDC, William Gelabert 
A/AD/MGT, Theresa Stephan AD/TI, Gregory Huger 
A/AD/LEG, Mark Ward AD/AGR, Douglas Clark 
AD/EA, Samuel Skogstad OD/PDS/P, Frank Miller 

PC Members 

,ODi/PDS~PS;cR';"3oFdZn 
DOD/TI/FI, T. Hammann 
TI/FI, Magdi Khalil 
PDS/PS, M. June 
LEG, V. Moore 
PDS/PS, Olfat Gamal 

3. DIR/CS, 0 .  Yeandel 

4 .  PDS/PS, Aziza Helmy 

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



PROJECT DESIGN SUMMARY 
LOGICAL FRAMEWORK 

PllOJECP TITLE AND N W E R :  SUALL E ~ E Y P R I S E  CREDIT (263-0228) 

1 I OBJECFIVELY VERIFIABLE 
NARRATIVE S W A R Y  

PROGRAM OR S E m R  COAL: THE 
BROADER OBJECTIVE TO WHICH 
THIS PROJECT COHTRIBUTES: 
To expand the econorlc 
output ot small and mlcro 
entrepreneurr. 

INDlCATORS 
MEASURES OF COAL 
ACHIEVE ME^: 

- Increased employment by Llrms. 
- Increased ner earnlngo by Ilrms. - Increased u w e s  or earned Income 

to employees. 
- Increased levels ot production. - Increased lnvestm~nts In plant and 
equtprenr . 

PROJECT PURPOSE: 

To Increase small entrepreneurs 
access to credlt and 
other banklng services. 

COHDITIONS THAT WILL INDICATE PURPOSE 
HAS BEEN ACHltVED (END OF PROJECT STATUS): 

- Approximately 20,000 SHE3 
assisted. 

- Total loan porttollo 
approxlmaiely 520 rllllon. 

PROJECT OUTPUTS: 

- 
INPUTS: 
AID fundlno tor the tollowlno: 
- Bank capltallratlon 
- Operational support 
- Technical asslstance 
- Evaluatlon/audlt 
- Tralnlng 
- Equlp & vehlclrs 

MAONITUDE OF OUTPUTS: 

Establlsh a tunctlonlng 
prooram ulthln the NBD to 
provldo credlt to srall and 
rlcro enterprlses In oreater 
Calro rhlch 1s capable at 
sustalnlng or expsndlng 11s 
actlvltles based on retlows 
ot prlnclpol and Interest 
Into the tund. 

IMPLUIEHTATIUN TARGET (TYPE AN0 QUANTITY) 
USAID ($000) 

11,150 
1.890 
1,700 
200 
310 
750 

TtYTAl. 16.000 

- Loan program tlnanclally 
self-sutflclent wlthln 24 months. 

- Loan default ratn ot less 
than 1.5 percent. 

- 16 tunctlonln~ branch ottlces. 

MEANS OF VERIFICATION 

Bs3ellne study. 
NBD HIS reports. 
Surveys ot benetlclary 
tlrms. 
Uldtern and tlnal 
evaluatlons. 

Ba~ellne study. 
NBD MIS reports. 
Surveys ot benetLclary 
tlrms. 
Mldterm and tlnal 
evaluatlons. 

HBD MIS reports. tlnancla 
slatemenls, and olhar 
reports. 
Surveys ot benetlclary 
t1ma. 
nldterm and tlnal 
uvaluatlons. 

Grant and subsldlary 
agreements. 
USAID disbursement record 
NBD reports and records. 

IHPUYTANT ASS~IHWI~IIIS 
SSUMPl'IOHS FOR ACIIIEVING 
OAL TARGETS: 

Lltr ut Prolecc: 4 Years 

From: FY 91 Lo FY 9 5  
Total US Fur~dlr~y: $16 mll 

IJrrna~~d exlata tur rryanded 
SHE pruduct Ion. 
SWE demand tor addlLlona1 
credl 1 Is hlgh. 
Jobs created rlll represent 
a net Increase 1 1 1  emyloyment. 
New employmant wlll decrease 
maunltudo and Incidence ot 
poverty. 

SSUMPTIONS FOR AClllEVIHG 
URPOSE ; 
SHE'S apply crrdll tu enter- 
prlse ImprovrmellL and 
aryanolon. 

- 

- 

1 

- 

SSVIlPTIOHS FOR ACHIEVING 
M P W S :  
NBD 1s able Lo charge lull 
cost ot capllal Lo borrowers 
through tees or Interest. 
Procedure8 tor yrovldlna 
credlt are accrptoble to 
SMEs. 

Dare Preuarrd: 4/91 

- 
A 
G 

- 
A 
P 

- 
A 
0 - 

- 
A 
1 

3 -  

- 

SSUWPTIONS FOR PROVIDING 
NPVFS 
Avallablllty ot AID tundlnu. 
All CP's and covenants are 
met. 



!~b(  1 )  - COUNTRY CHECKLIST €GYP1 t 
Llsted below are statutory c r f t e r f a  appl l  able to: ( A )  FAA funds 
general ly: (8)(1) Development A s s 1  stance nds only; or  ( W 2 )  the  
Econamlc Support Fund only, f 

1 .  FY92LlJRQrsDrlatfaAet~p~ 
Has the  Presldent c e r t l f l e d  to  
Congress that  the government o f  
reclpfent country I f  f a f l l n g  t o  
adequate measures t o  prevent 
drugs or  other control  led substances 

2 .  E A ~  . !?s lch, : .J .WA?lsslk~ 

tha 
take 

narcotlc 

Ac t  S e t  ,5591. (These provf s l 
apply to  assf stance o f  any kind 
provided by grant, sale, loan, 
credl t, guaranty, or  Insurance, 
except assistance from the Chl ld 
Survlval Fund or r e l a t f n g  t o  
Internat ional  narcot l c s  control, 
d l  saster and refugee re1 l e f  , nar 
education and awareness, or  the 
provlsfon o f  food o r  medlcfne.) 
the rec lp lsn t  1s a "major l l l l c l ' !  
producing countryI1 (def lned as a 
country produclng durtng a f l s c a  

ms 

lcase,  

;otl cs 

I f  
drug 

year 

whl ch are cul t tvated, produced 
processed l l l l c l t l y ,  1n whole o 
par t ,  I n  such country or  transp 
through such country, from be ln  
1 l l e g a l l y  wl th ln  the $ u r l s d l c t i  
such country to  Unl ted States 
Government personnel o r  the! r 
dependents o r  from entering the  
S t a t e s  unlawful ly7 

a t  l e a s t  t l v e  metrlc tons of opl 
500 metr lc tons of coca o r  mar t j  
or a "major drug-trans 1 t country 
(deflned as a country that  I s  a 
s lgn l f l can t  d l rec t  source o f  111 c l t  
drugs s lgn l f l can t l y  a f f  c t tng  th t Unfted States, through, hlch suc 
drugs are  transported, or throug 

Jnl ted 

s lgn l f lcant  sums of drug-related 
prof1 t s  are laundered w l  th the 
knowledge or. compllcfty o f  the 
government): (a) Does t h e  countrj  
t n  place a bilateral narcotlcs 

, 

hava 

agreement wl th the Unlted 
mu1 tl l a te ra l  narcotlcs 
(b)  Has the Presldent 
In ternat lons l  Narcotlcs Control 





enforcement agents, unless the I 
Pres l dent has provided the requl red 
c e r t l f l c a t l o n  to Congress pertal  Ing 

e f f o r t s  o f  that country? 

6 to  U.S. natlonal interests and e drug 
control and crlmlnal prosecut lod 

q i 
4. F A A S e t m L .  I f a s s l s t a n c e ! i s  t o  

a government, 1s the government 1 

6 *  f a A , S e c r . 6 2 0 0 . Q *  
1 ! W J , r u c r , Q P L L h t ~ W e 4 .  . I s  rec lp len t  country a Co un ts t  
country? I f  .so, has'the Preslde t: 
( a )  determtned that asststance t the 
country I s  v t  t a l  t o  the securl t y  o f  the 
Uni t e d  States, t h a t  the rec lp len 
country 1 s not control led  by the 
Internat ional  Comnuni s t  consplra y ,  
and that  such assistance w l l  1 l Pu ther 
promote the l ndependence o f  the 
rec tp ien t  country from lnternatt  
communl sm, o f  (b) remod@ a coun 
Prom applicable res t r l c t tons  on 
asslstance t o  communist 
a determlnatlon and 
that such act ion 1 s  
nat lonal  in terest  o f  

Angola, 

Indebted t o  any V . S .  c l t i zen  for 
or  servtces furnished o r  ordered 
where: (a) such c l t l zen  has 
avai lable legal remedles, (b) thR 

5. F A A S e c , . . , 5 ? O ( ~ ) ( 1 Z .  If asslstan 
t o  a government, has I t  ( Inc lud l  
government agencies or subdl v l  st 
taken any act lon whtch has the e 
o f  nat lonal lz lng, exproprlating, 
otherwlse solzlng ownership or c 
o f  property of U.S. c i t izens 
or  e n t l  t i e s  benef l c l a l  ly owned b 
without taklng steps, t o  dlscharg 

goods 

exha~sted 
debt 

e 1 s  
g any 
ns) 
f e c t  
or 
n t r o l  

them 
Its 

I s  not denfed or  contested by su 
government, or  ( c )  the indebtedn 
ar1 ses under an uncondl t lona l  gu 
of payment given by such governmmt or  
contro l led e n t l t y ?  

ob l  tgatlons toward such c i  ttzens 
en t l  t l e s ?  

o r  



without a ce r t l f l ca t l on ,  or w l l  
assistance be provided lnslde 
Afghanlstan through the Sovfet- 
control led government o f  Afghan 

F A A  S a m .  Has the count: 
perm1 t ted,  or  fa t  led t o  take ad! 
measures to revent, damage o r  
destruction y p o b  act lon o f  U.! 
property7 

1 
L B B S e c . 6 2 Q U .  Has the count1 
f a t  l e d  to  enter In to an lnvestmr 
guaranty agreement wl th OPIC? 

LBASee.ZQ@L,F,lshermenA 
! ? a ! s L ~ v e . , m . w  
Secd.  (a) Has the country sel 
o r  Imposed any penalty or sanctl 
against, any U.S. flshlng vessel 
because o f  f lsh lng a c t l v l t l e s  l r  
in ternat ional  waters? ( b )  I f  sc 
any deductton requlred by the 
Fishermen's Protective Act been 

E B ~ ~ ~ ( a ) : F ~ w p p ~ :  
lQet Sec. 518 (BUZPke A m a ~ n t Z .  
( a )  Has the government o f  the 
rec lp len t  country been I n  defaul 
more than s l x  months on in terest  
p r lnc lpa l  o f  any loan to the cou 
under the FAA? ( b )  Has the coun 
been 1 n default f o r  more than on 
on In te res t  o r  p r lnc lpa l  on any 
loan under a program f o r  whlch t 
1991 Appropr I a t tons Act appropr l 
funds? 

F & U B , L . W .  If  conternplats 
ass! stance I s  development loan o 
come from Economlc Support Fund, 
the Admlnlstrator taken l n t o  accl 
the percentage of t he  c untryls 
and amount o f  the count ! y t s  fore 
exchange or other resources spen 
m i  1 1  tary equlpvent? (Reference I 
made t o  the annual "Taklnp. I n t o  
ConsiderationI8 memo: " Y e s ,  taken 
account by the Adml n l  s t r a  t o r  a t  
o f  approval of Agency OYB. " Th t  
approval by the Admln l s t13ntor o f  
Operattonal Year  Buget can  be th l  
f o r  an af f l rmat lve ar i swer  durtng 
PlscaO year unless s lgn  tf lcant cl 
I n  clrcumstqnces occur.) 

s tan? 

Y 
quats 

, has 

lade? 

: f o r  
or 
 try 
' r Y  

year 
1,s. 
e FY 
tes 

a) Not a t  
present 

'4/3/91 

t o  
has 
unt 
udget Yes, takan l n t o  
g n account by the 
on Admini s t ra to r  

aybe  a t  t l m e o f  
approval o f  

I n t o  Agency OYB. 
I me 

bas l s 



F n W .  Has the count y 
severed d tp tomat !~  relations w l  h the 
United S t a t e s ?  If so, have re1 tfons 
been resumed and have new b l  l a t  1 ral 
ass  l stance sgreemen t s been nogob! a ted 
and entered In to  since such resqmpt!on? 

I 

FAA S e e ,  62QjU. What Is the pdyrnent 
status o f  the, country's U . N ,  
obl lgatfons? If the country f s  . In - 
arrears, w e r e  such arresrages t$en 
l n to  account by the  A . I . D .  
Admlnl s t ra to r  l n  determtnlng tho! 
current A. I .D .  Operational Yea r  : 
Budget? (Reference may be mads !to the 
''Taklny I n t o  Constderatton" memo;.) 

! 
EALS.u-.,tXQ& ~ a ' s  the pres ldept 
determtned tha t  the rec lp tent  co n t r y  
grants sanctuary from prosecut10 1 t o  
any Indlv ldual  or group whlch ha 
comml t t e d  an a c t  o f  lnternatfona 
te r ro r !  sm or otherwise supports 

e 
lnternat lonal  te r ro r !  sm? 

. ~ ~ ~ ~ ~ ~ ~ r f a t f o n , ~ ~ ~ ~  
Has the country been deterrnlned y the 
Presfdent to: ( a )  grant sanctuaty 
from prosecutton t o  any h d l v l d u h l  or 
group which has comml t ted  an a c t  jof 
fnternatlonal te r ro r  Ism, o r  (b)  
otherwtse supports Internat ional  : 
ter ror1 sm, unless the Pres 1 dent 
waived this restr!ct!on on groun 

reasons? 
national securl t y  or  f o r  human! tdr tan 

! 
! 

NO ARREARS 

ISDtAaC TPBfiSse. 5.52 (b). ~ a s ' t h e  
Secretary o f  State determtned t h j t  the 
country Is a hlgh terror! s t  thredt 
country a f t e r  the Secretary o f  i 
Transportatlon has determt ned, 
pursuant to  sectlon 1115 (e) ( 2 )  :of 
the Federal Avlatlon Act of 1958,j t h a t  
an alrport I n  the country dses ndt 
malntaln and administer ef fect lvq 
securl ty measures? i 

i 
. F A A ! l . f i ( & ,  Does the count,') 
object, on the basls o f  race, I 

re l l g l on ,  natlonal o r t g l n  or  sex,! t o  
the presence o f  any o f f  fcer  or 
employee of the U.S. who t s  presept I n  
such country to carry out econom! 
development programs under the FA 1 7 I 

i 



18. FAA Se~~,,-fiR9.!2. Has the country, 
a f t e r  August 3 ,  1977, del l vered: t o  any 
other country or  recelved nucle r 
enrlchrnent o r  reprocessing equl ment, 
rnaterlal  s ,  o r  technology, w l  tho 1 t 
spec l f led  arrangements o r  safegoards, 
and wl thout  speclal c e r t i f t c a t l d n  by 
the Presldent? Has 1 t t ransfer ted a 
nuc l ear exp 1 o r  1 ve dev l ce t o  a 
non-nuclear weapon state,  o r  lf jsuch a 
s ta te ,  e l  ther  recelved o r  detonqted a 
nuclear explos!ve device? (FAA'Sec.  
620E perm! t s  a speclal walver o f  Sec, 
669 f o r  Pakistan.) 

19. FpIA Sec. 670. I f  the country f J  a 
nononuclear weapon s ta te ,  has 1 , on 
o r  a f t e r  August 8 ,  1985, export d ( o r  I attempted t o  export) t l lega l  l y  rom 
the Unlted S t a t e s  any mater la l ,  . 
equfpmsnt, or  technology whlch vould 
contribute s f g n l f l c a n t l y  t o  the ' 
abl l f t y  o f  a country t o  manufacture a 
nuclear cxploslve device? 

" 20. N C A  of.. 1981 See. 720,  Was thd 
country represented a t  the Meetlng of 
M ln ls te rs  o f  Foretgn A f f a l r s  and Heads 
o f  Del egatfons o f  the non-A1 l gnqd 
Countr les t o  the 26th General A~sembly 
o f  the U.N. on Sept. 25 and 28, 1981, 
and d l d  I t  f a l l  to d lsarsoc la te  ; I t s e l f  
f rom the communique Issued? I f  so, 
has the Pfestdent taken l t I n t o  
account? (Reference may be madq t o  
the "Taking l n t o  Constdoratton" !memo.) 

2~ F Y . 9 ~ x l . a t t o n s A c t S e c . , ~ .  
Has the du ly  e lected Head of  
Government o f  the *country been qeposed 
by m t  l l  t a r y  coup o r  decree? If 
ass1 stance has been t e t m t  na tad, !has 
the Prosfdent n o t l f l e b  Congress ;that a 
democrat1 cal l y  e lected governmen't has 
taken o f f i c e  p r i o r  t o  the resum@tfon 
of ass t stance? 

22. FY. 1991 A e ~ ~ ~ r l a t l o n ~ . & t  Sec.  ;US. 
Does the reci l en t  country f u l l y  
cooperate wit ! the Internat ional ;  
refugee assistance organlznttonsi, the 
Uni ted States, and other governm)ents 
I n  f a c l l t  t a t l n g  l a s t i n g  solut tons t o  

YES 



refugee s i  tua t lons,  Inc lud ing 
resett lement HI thout respect t o  race, 
sex, r e l f g l o n ,  or  nat ional  o r f g h 7  

I 

fY. 1991 A 1 atJ.snr, 5 
1 s the re:YiYKt countJc:nS:%pl k e  
wlth the  United-Nations sponsor'd 
economlc sanction's against Iraq! I f  
not, has the President determln d and 
so c e r t l f l e d  to Congress tha t  f 1 s  I n  
the nat lona l  I n t e res t  o f  the U I  I t o  
provide such a s s !  stance, 

I 
assistance would d l r e c t l y  that benef Ych t the 
needy people tn t ha t  country o r  would 
prov l de human l t a r  l an ass 1 r tance t o  
refugees I n  t h a t  country, o r  that  the 
government of t ha t  country I s  making a 
good fa! t h  e f fo r t  t o  comply w i  tti those 
economlc sanctions? 

YES 

a. . Has the Oepattment 
o f  S=dS~e:r!ned t ha t  t h i s  
government has engaged f n  a consistent  
pa t te rn  o f  gross v io la t tons  of 
I n te rna t iona l  l y  recognl zed humad 
r l g h t s ?  I f  so, can I t  be demonqtratsd 
t h a t  contemplated as s l  s tance n i l  1 
d i r e c t l y  benef 1 t the needy? 

b e  U . m v * - s 5 4  
Has the President c e r t i f l e d  tha use 
o f  DA funds by t h l s  country would 
v fo l a te  any o f  the p roh tb l t i ons  ' 
agalnst  use o f  funds t o  pay for the 
performance of abor t lons as a method 
of fami l y  plannlng, t o  motivate .of 
coerce any person t o  prac t 1 ce  
abor t  Ions, to  pay f o r  the perforhance 
of  Invo luntary  s t e r t l l z a t l o n  as :a 
method of faml l y  planhlng, t o  coerce 
or provide any f i nanc ia l  fncentlhe t o  
any person t o  undergo s ter I I 1  zat:lons, 
t o  pay fo r  any blomed t ca l  reseaioch 
whlch re la tes ,  I n  whole o r  I n  p w t ,  to 
methods of,  o r  the performance of,  
abort lons o r  tnvoluntary s t e r l l i k a t l o n  
as a means o f  faml ly planning? 

' 



a .  FAA S e t , , U .  H a s  I t  been 
determl ned t h a t  t h e  country has 
engaged I n  a conslsterl t  pa t te rn  .o f  
gross v l o l a t l ons  of I n t e rna t l ond l l y  
recognized humat) r l g h t s ?  I f  so, has 
the Presfdent found t ha t  the country 
made such  s l gn 1 f kcan t l mprovemeq t I n  
1 ts huliian r l  gl i ts i  r'ecord t ha t  I 

Purnlshlng sucha asslstance 1 s  l n  the 
U . 5 ,  na t lona l  I n t e r e s t ?  

I 
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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. 601 (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. 
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2. U.S. Private Trade and 
Investment (FAA Sec. 601(b)): 
Information and conclusions 
on how assistance will 
encourage 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 

Yes. The Project 
provides financing 
to ACDI, a private 
U. S . non-prof it 
organization, which will 
provide technical and 
management assistance 
to NBD. 

(a) General requirement (FY Standard Congressional 
1991 Appropriations Act Secs. Notification procedures 
523 and 591; FAA Sec. 634A): will be satisfied prior 
If money is to be obligated to obligation of funds. 
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? 
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(c) Cash transfers and 
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 a? 

Engineering and Financial 
Plans (FAA Sec. 611(-' ) : 
Prior to an obligae. 
in excess of $500,0 will. 
there be: (a) enginc,, sing, 
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. 
611 (a) (2) ) : If legislative 
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. 
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 

No such action is 
required. 
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procedures established pursuant 
to the Water Resources Planning 
Act (42 U.S.C. 1962, & sea.)? 
(See A.I.D. Handbook 3 for 
guidelines. ) 

7. 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)? 

8. Capital Assistance (FAA Not such a Project. 
Sec. 6ll(e)). If project 
is capital assistance ( e , ~ . ,  
construction), and total U.S. 
assi~kance 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? 

9. Local Currencies 

(a) Recipient Contributions Yes. The host country 
(FBA Secs. 612 (b) , 636 (h) ; will contribute the local 
FY 1991 Appropriations Act currency equivalent of 
Secs. 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 (c) 
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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( 3 )  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 M/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? 

10. Trade Restrictions 

a. Surplus Commodities (FY No. 
1991 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~dity? 

b. Textiles, (Lautenberg 
Amendment) (FY 1991 
Appropriations Act Sec. 
521(c)): Will the assistance 
(except for programs in 
Caribbean Basin Initiative 
countries under U.S. Tariff 
Schedule "Section 8 0 7 , "  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 

No. Loans will be 
made to micro 
entrepreneurs who do 
not manufacture goods 
for export. 

the establishment of facilities 
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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? 

11. 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? 

12. 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)? 

13. 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.? 



b. Funding sources (FY 1991 N/A. The requirement 
Appropriations Act, Title 11, does not apply to PVOs 
under heading l1Private and receiving ESF funded 
Voluntary Organizationsu1) : grants. All A.I.D. 
If assistance is to be made funding provided under 
to a United States PVO (other this Project is from 
than a cooperative development ESF funds. 
organization), does it obtain 
at least 20 percent of its 
total annual funding for 
international activities from 
sources other than the United 
States Government? 

14. 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). 

15. Women in Development (FY 1991 
Appropriations Act, Title 11, 
under heading IeWomen in 
Developmentl1) Will 
assistance be designed so 
that the percentage of women 
participants will be 
demonstrably increased? 

Case-Zablocki 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. 

16. Regional and Multilateral No. The purpose of the 
Assistance (FAA Sec. 209). Project is to increase 
Is assistance more micro entrepreneurs1 
efficiently and effectively access to credit and 
provided through regional or other banking services, 
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multilateral organizations? and is appropriate 
If so, why is assistance not for country-specif ic 
so provided? Information and assistance. 
conclusions on whether 
assistance will encourage 
developing countries to 
cooperate in regional 
development programs. 

17. ~boktions (FY 1991 No. 
Appropriations Act, Title 11, 
under heading I1Population, 
DA, and Sec. 5 2 5 )  : (a) Will 
assistance be made available 
ta 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? 

18. Cooperatives (FAA Sec. 111) : N/A . 
Will assistance help develop 
cooperatives, especially by 
technical assistance, to 
assist rural and urban poor 
to help themselves toward a 
better life? 

19. Procurement 

a. Small business (FAA Sec. 
6O2(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 
Sec. 604(a)): Will all 
procurement be from the U.S. 
except as otherwise 
determined by the President 
or determined under 
delegation from him? 

Yes. 

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

d. Non-U.S. agricultural 
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 
engineering sesvices (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.) 

Egypt does not so 
discriminate. 



Annex D 

f. Cargo preference shipping 5 0 / 5 0  Shipping rules 
(FAA Sec. 603)): Is the will apply to this 
shipping excluded from Pro j ect. 
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 
(FAA Sec. 62X(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 
(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 sentices is 
available? 

Yes. 

Yes. 
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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 senrice 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 
(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 finas? Are 
bulk purchases usually to be 
made in metric, and are 
components, subassemblies, 
and semi-fabricated 
materials to be specified 
in metric units when 

Yes. 
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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, pro j ect papers) 
involving quantifiable 
measurements (length, area, 
volume, capacity, mass and 
weight), through the 
implementation stage? 

1. Competitive Selection Yes. 
Procedures (FAA Sec. 601(e)): 
Will the assistance utilize 
competitive selection 
procedures for the awarding 
of contracts, except where 
applicable procurenent rules 
allow otherwise? 

20. Construction 
a. Capital project (FAA N/A. 
Sec. 601(d)): If capital 
(e. a, construction) project, 
will U.S. enqineerinq and 
professional-service~ 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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21. 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? 

22. Communist Assistance yes. 
(FAA Sec. 6 2 0  (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 
(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 stepsu to preclude 
use of financing to or through 
individuals or entities which 
we know 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? 

Yes. 
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24. Expropriation and Land Yes. 
Reform (FAA Sec. 620  (g) ) : 
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. 
662): Will assistance 
preclude use of financing 
for CIA activities? 

Motor Vehicles (FAA Sec. 
636(i)): 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? 

Yes. 

~ i l ~ t a r y  Personnel (FY 1991 Yes. 
Appropriations Act Sec. 503): 
Will assistance preclude use of 
financing to pay pensions, 
annuities, retirement pay, or 
adjusted senrice compensation 
for prior or current military 
personnel? 

Yes. 

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? 
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30. Multilateral organization Yes. 
Lending (FY 1991 Appropriations 
~ c t  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)? 

31. 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? 

33. Publicity or Propaganda No. 
(FY 1991 Appropriations Act 
Sec. 516): Fill 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? 

34. 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 
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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? 

35. Exchange for Prohibited No. 
Act (FY 1991 Ap~sopriations 
Act Sec. 569) Will any 
assistance be provided to 
any foreign government 
(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 prohibited 
by a provision of United States 
law? 

CRITERIA APPLICABLE TO Economic 
SUPPORT FUNDS ONLY 

Economic and Political YC a, . 
Stability (FAA Sec. 531(a)): 
Will this assistance pro~ote 
economic and political 
stability? To the maximum 
extant feasible, is this 
assistance consistent with 
the policy directions, 
purposes, and programs of 
Part X of the FAA? 

Military Purposes (FAA Sec. No. 
531(a)):  Will this assistance 
be used f o r  military or 
paramilitary purposes? 

Commodity Grants/Separate N/A. 
Accounts (FAA Sec. 609): If 
commodities are to be 
granted so that sale 
proceeds will accrue to the 
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recipient country, have 
Special Account (counterpart) 
arrangements been made? 

4. Generation and Use of Local N/A. 
Currencies (FAA Sec. 53 1 (d) ) : 
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 106? 

5. Cash Transfer Requirements N/A . 
(FY 1991 Appropriations Act, 
Title XI, under heading 
uEconomic Support Fund," and . 
Set. 575(b)). If assistance 
is in the form of a cash 
transfer: a. Separate account: 
Are all 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 provide? 
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? 
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SMALL ENTERPRISE CREDIT PROJECT 
263-0228 

Determigation Pursuant to Section 611ta) 
of the Foreiun Assistance Act of 1961. as Amendeq 

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. 

$l,fo0,000 will be allocated to meet the dollar and local 
currency costs for long- and short-term technicak 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, $600,300 in year 2, and 
$500,000 in year 3. 

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 NBD1s initial training expenses. 

$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. 

$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 plact: during year 1. 
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B ank zation 
A loan fund within the NBD will be capita lized in the amount of 
$11,150,000 over two years. capitalization will be in stages 
(quarterly), with the magnitude of each disbursement dependent on 
NBD1s 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. 

$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 evaluations. . 
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SMALL ENTERPRISE CREDIT PROJECT 
263-0228 

Technical Analvsi~ 

I. 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 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 
increase retail inventory of raw material ~tocks, purchase 
spare ~arts, 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 appr3isal. 

~raditional sociai 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. 

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

I PROJECT METHODOLOGY 

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

A. nt Selectr~n 
The targets of the SEC Project are urban small and mizro 

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

a 

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. 

Following the initial selection process, the loan officer meets 
with the client to specifically explain all of the parameters of 
the program and negotiate preliminar; terms and conditions of the 
proposed loan. The c??h flow of the small business is discusse~ 
and a plan is mutually formulated that recognizas the key 
elements of tha client's income cycle. The repayment schedule is 
then set, barnad on this information and not on any arbitrar=ly 
determined standard. In other words, the Bank adjusts the loan 
to fit the cutomex's ability to repay (cash flow). Furthermore, 
the project will not require any collateral (debenture or 
mortgage on tha 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 es 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 
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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. Savinus Accounts. Interest grid Fees 

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). 

Ten Percent Savinus Accountg. 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. Yowever, 
while the loan is still outstanding, this account may not be 
withdrawn. It also provides a nominal form of collateral to the 
bank. 

uterest  rat^. 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 squally 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. 

m s ~ o r t a t i o n  Fee. 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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pendtv Fee. 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 time. 
The refund can be in cash, or it can be applied 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 sente 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 t~,e loan 
fund. 

I 

gnsurance 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 expenser*. It is charged 
at a rate of 0.25 percent of the suns of the interest rate and the 
transportation fee. It is a flat fee 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 rathor 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 farce 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. 

E E .  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 coot to do the calculations, adjust the books, and disburse 
the cash would not be justified. 

Once the 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 mtablished credit 
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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 loan. 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 th3 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. 

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 illltwate. The averagealoan size to 
date under RSSE is about L,E 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 saving, 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. A s  news of Project's methodology grows, so 
will its popularity. 

The markaz or branch project staff gather, tabulate and . consolidate daily activity data and report it to the manager. 
 he manager conaolidates all loan officer data for transmittal to 
the regional office. From there, each unit is combined into a 
governorate-wide report for the National 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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NBD 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 "rewardw sys2em 
will consist of paying the lending staff a fixed bonus for each 
month that they individually meet three specific criteria: 

~ o o k  11 loans to new borrowers during the month; 

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

D 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. 

Staff Tralnlnq 
. . 

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. 

111. FEASIBILITY OF TECHNICAL APPROACH 

Following is a summary of pertinent experience gained 
through implementation of the RSSE Pilot Project. Many of the 
"lessons learnedN in that activity are applicable to the 
technical feasibility of the SEC project. 
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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 minim- of 23.5 percent. In addition to 
these charges, the bosrower also pays a penalty fee of 1/2 
percent per month (6 percent pea.), 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 cancsled, 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 SMEs (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 :gas too high. 

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 tho office. 

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 mechanli.sm, tor  arriving 
at the peak loan portfolia per loan 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 varf domewhat from 
officer to officer. However, by taking an avzrdge from at least 
10 loan officers, the Project National office can approximate 
that limit. Initially, 36 markaz junior staff were performing 
the roles as loan officers on a trial basis. Although the 
initial plans called for the three who shoved 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 modc 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. 

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: 

b ~ o o k  11 loans to new borrowers during the month, 

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

c 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. 

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. 

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 ~f one month. 

The Project'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. 

+ The RSSE project has not , m d  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 0.01 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. 

RSSE iuplemsntatisn experience has yielded information on 
the desired lsvel o f  client investigation and follow up on 
portfolio performance, i.e., the optimum frequency for loan 
officer visits to borrowers. 
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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, tho loan officers continue to 
call on them during their regclar 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: 

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 aamiatance to the lending institution only. Trained 
loan officers will, however, provide direct and indirect 
technical asaistancat to the borrowers. For example, the project 
loan officers assist the borrowers in the development of simple 
business plans through the preparation of the "Clients Expected 
Income Formn and the l1CLients Expected Expense Form. " 
8. tent credit D m  

Small and micro entrepreneurs, hersin 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 Eank for Dsvelopment 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 nust 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 -art on S u  
te-iseg, 1985, extrapolated that there are at least 375,000 

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. 

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 
er:terprises are more prevalent in urban areas. However, given 
the high population density of habitable Egypt, even the fanning 
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 wstrengtheningll jobs first by providing full-time 
employment to peopla that were only part-time employees 
previously. Job "creationn is generally the next phase. 

Constmction, aside from large infrastructure, is performed 
almost entirely by small businesses. Although there are a lot 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. 
~ o s t  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 employmmt pattern. 

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

c 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 ara not counted 
as a cost to project implementation; that amount will be 
contributed by AID. 

The Cumulative Profit (Loss) 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 
pro j ect . 
The key variables modeled were the number of loans extended per 
month per loan officer and average loan size. 

b 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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loan funds being fully extended within approximately 18 
months of project implementation. Break even would be 
achieved after nine months of implementation. 

P 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 
- 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 A S S M ~ ~ ~ O ~ S  are: 

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

b Total Recurrent Expense is subtracted from Gross m a n  Funds 
Available. 

There are three main variables tested within Charts 4 and 5: 

b Chart 4 assumes 32 percent effective interest per annum, 2 
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 siza 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. 

b Chart 5 assumes 30 percent effective interest per annum, 5 
percent average annual default, and a 40 percent per annum 
increasa 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. 

~ l l  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. 



BASE ASSUMPTIONS 

Recurring Costs 
- (Per Unit) 

Manager 
ASS' t. Manager 
MIS Coordinator 
MIS Clerk . 
Loan Officer 
Internal Control 

- .  Secretary 

Fixed Costs 
(Per Unit) 
Computers 
Peripherals 
Office Equipment 
Supplies 

Fixed Cost 
(Per Unit) 
Training 

- 

Number of Amount 
 wear Persons Per Year 

26,000 1 26,000 
20,000 1 20,000 
! 6,200 1 16,200 
12,000 1 12,000 
16,200 9 1 45,800 
16,200 1 16,200 
12,000 1 12,000 

Total 248,200 

Number of Amount 
LE Units LE 

12,000 1 12,000 
2,000 1 2,000 
9,000 1 9,000 
2,000 1 2,000 

Total 25,000 

LOPerson Number of Cost per 
Persons Unit 

3,500 16 56,000 

SMALL ENTERPRISE CREDIT 263-0228 
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Figure #I 
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Figure #2 

Time in Qtrs 

- Expense -I- Income 



SMALL ENTERPRISE CREDIT 
Loan Uptake Scenarios 

$ milions Figure #3 
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SMALL ENTERPRISE CREDIT PROJECT 
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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 slach 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. 
rt 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 
envfsaged 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 institutuns in Egypt 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 an 
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 
mcrdel and induce a change in the institutional framework of the 
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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 (egg. 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. 
~dditionality 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 othewise would not pursued through informal sources of 
credit, most of which charge exorbitant interest rates. 
sustainability means that the project's activities 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 revenue. cover recurrent operating costs (cost of fu~es, 
inflation and provision for bad debts) and earn a ?refit for 
reinvestment and expansion. An efficient management system to 
ensure adequate screening of loan applicants is also an essential 
pre-requisite for sustainability. 

lpesicrn mement of =re ects For S m u  and Medrunl 
Scale &&emrise, 1988, p, 11. 
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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 finns 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 resources which have been invested in small 
enterprise studies in Egypt, satisfactory counts have yet to be 
made. There is a coxsensus, 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 finns 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 stud9 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. A l y  

The World Bank. 
Egypt, Small and Medium 

Arthur D. Little 
Small-Scale Enterprises 

Staff Appraisal Report, Arab Republic of 
Scale Industry Project. 1984. 

International. Review and Evaluation of 
in Egypt. March 1982. 
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Helmy8s study3 indicated that firms employing between 10 and 50 
individuals represented about 90.6 percent of the estimated 
13,000 rivatoly owned industrial firms, or 11,778 firms. P 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. 

SHES produce a wide range of products including: food products, 
leather goods, cosmetics, wooden furniture, and fabricated metal 
products. SHE production is concentrated in the area of final 
consumer goods. In terns 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 empl~yee.~ 

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, 
accomponied by an absence of incentives, to formalize husinesses 
and the workers employed there. 

Dr. Aly Helmy. Small Scale Industrial Enterprises iq dgypt. 
June 1985. 

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

National Coope-'ative Business Association. Egypt Micro and 
Small Business Project Design Report. 1984. 
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XI. ENTREPRENEUR PROFILE 

A. NCBA Survev 

A s  part of its study6, NCBA sought to analyze the 
financial, technical support and management constraints facing 
SKEs 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. nJo 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 faotwear 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 weze classified as partnerships with just six 
entrepreneurs, or 13 percent of the total. 

Employment patterns favored non-family workers 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 L Z  
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 ?.zxrate 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 rne~nbership 
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 service fee. Of the two remaining 
proprietors to receive a bank loan, 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. 
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The interview findings pointed to more diff&ulty 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 lo pay cash for their 
lumber. The alternative to high cost supplier credit was for the 
business owner to reqmst an advance payment for contracted 
orders and pay the supplier cash. Thirty of the 45 business 
owners followed this practice to provide themselves with the 
necessary working capital. 

Borrowing from family/friends or participating in "Gamaya8* were 
common sources of business finance (26 and 27 of the 45 
interviewees respectively). "Gamaya" is practiced everywhere in 
Egypt to cover personal or family expenses or to payabusiness 
debts. The obligatory-savings, lottery-credit system requires a , 

monthly payment of from LE SO 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." Worsharkah8* 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 the 
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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This study7 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 apprentices is generally very 
good: owners ma!;;r 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 worhan to establish a shop of his own, by 
farming 3ut parts of the production process to him on a piecework 
base, or by giving him overflow work. In 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. 

ESED Cairo Survev and Loan EXD ' C. erience in Alexandria 

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 ranqe 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 Businesamenls Association 

Linda Oldham. Small Enterprise in Egypt: A Description of 
the Sector and Recommendations for VSO Participation in Support 
Programs. July 1990. 
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where 80 percent of the loans 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. 

111. 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 recoveryw or "profit sharingtg rather than 
"interest ratesug or "interest chargesw. 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 
foll~wing:~ 

b Limiting credit to those with minimum income; 

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

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

The target 
attempting 
the follow 

Group (direct beneficiaries) that this Project will be 
to identify and serve will be borrowers who possess 
ing qualifications: 

kobert 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 qeographical 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; 

t Creditworthy, as determined through personal references or a 
credit history in the Project: 

~mploy 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 inventoty, 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 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 neb 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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F 20,000 new direct beneficiaries, i.e., loan recipients; 

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

F 98,000 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 

F 18,000 jobs strengthened or created. 

The overdl population in the project areas will benefit from a 
more efficient local economy, greater liquidity, greater 
emplopent opportunity, and higher incone. 

V. SPREAD EFFECTS 

The need to strengthen and create jobs has never been 
stronger in Eqypt 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. 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 experience9 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 re%ail industries. However, under appropriate 
conditions, lending to micro enterprises (one to five persons) 
can be very productive. 

A study completed for AID, 'O 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 

Donald Bowlea. AID'S Experience with Selected Employment 
Generation Projeqts. AID Evaluation Special Study No. 53. March 
1988. 

lo 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, SHES 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. 

~ong-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 communitiesB 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 seciety 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 
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within the SHE sector can be expected to be relatively rapid, 
with the resulting use of the credit program enhancing SMEts 
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 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). 

VI. WOMEN IN DEVEMPMENT ISSUES 

Women's limited access to capital in the face oS their 
creditworthiness and their willingness to respond to economic 
opportunities underscores the importance of addressing woments 
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. Woments 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. 
~erger'~ concludes that the "ultra poortq are likely not good 
candidates for lending since their situations force them to use 
whatever cash they have for consumption. These women might best 

l 1  Maria Otero and Jeanne Downing. Meeting Women's Financial 
Needs: Lessons for Formal Financial Institutions. Seminar on 
Informal Financial Markets in Development. October 1989. 

l2 Marguerite Bergsr. 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. 13 

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. on and Review Procedurg. The paper wark 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. te for Nee& 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. 

l 3  Maria Otero and Jeanne Downing. Meeting Womenls Financial 
Needs: Lessons for Formal Financial Institutions. Seminar on 
Informal Financial Markets in Development. October 1989. 
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3 .  19 Tr action Costg. For the bank, the unit cost of 
m a k i n z a l l  loans is very high and rherefore financially 
unattGactive. 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. 

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. teracy. In Egypt, approximately 70 percent of adult 
females are illiterate, as opposed to 41 percent of #adult males. 
 his factor decreases women's capacity to approach financial 
institutions for services. 

2. Transac_ti_on 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 consenrative 
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. 

licitv i n a n  -ion gDd Review - Because individual 
producers require immediate access to small amounts of working 
capital, these program8 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. 

la Tnan T e r ~ g g  - The amount lent, the frequency of payments 
and the duration of the loan are also established to respond to 
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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 borrowerso needs, the program takes into account the 
borrowerst 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. 

entiveg - There are several ways in which 
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 loan officerts visit to borrowers for repayments. 

The above features of the RSSE/SEC program seek to ~esolve those 
factors existing in the formal financial sector that have become 
the major constraints to providing financial services to women. 
To date, woments 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 loans 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 mininun 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 Analvsk 

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 region21 
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 describgd herein, and will be further detailed 
in a subsidiary agreement between USAID and NBD, NBD will be 
required to provide evidence that tho 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 NBDfs 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 institutionfg 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 currentiy being utilized under the ongoing 
RSSE project described elsewhere in this paper. It is important 
to note that successful project implementation vill require 
coordination af all of the parties involved through regular 
interaction. 

1. m n  Follow Un g ~ l d  Monitorinu stew-tea 
The NBD Follow Up and Monitoring Steering Committee will be 

composed of the Chairman of the NBD, the Chairmen of all regional 
NED banks involved, the General Secretary for Regional Banks, the 
SEC National Project Manager, and the ACDI Technical Advisor. 

2. office of Finance and Investment 
USAIDts 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. 

I- SEL National Office NBD Cairo - 3 .  
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, &.iring, training, and management. 

4 .  h Ofdiceg 
Sixteen NBD Branch offices have been tentatively identified 

to serve as the tlhome basew for loan officers and for supervisory 
and supporc personnel that will implement the project. Each 
branch offics will have a pr-ject manager, assistant manager, 
nine loan officers, ap to two AIS 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 managars will be primarily responsible for monitoring 
overall performance and reporting back to the SEC National 
Office. 

5 .  - 
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 tenn advisors will ba a management 
information systems specialist, although other specific needs may 
arise over the period of project implementation. It is also 
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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 NED 
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. 
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DATE : November 2 8 ,  1990 

FROM: Ken LuePhang, Mission Environmental Of f i ce r  (MEO), 
USAID/Cairo 

SUBJECT: Egypt - Small En te rp r i s e  Cred i t  P ro j ec t  (SECP) (263 -0228)  
Approval of Categor ical  Exclusion from A I D  Environmental 
Procedures 

Your approval  of a ca t ego r i ca l  exc lus ion  d e t e ~ d n a t i o n  f o r  t h e  
s u b j e c t  p r o j e c t  is requested.  

The SEC P r o j e c t  w i l l  provide funds through a cooperat ing Egyptian 
bank f o r  loan  c a p i t a l ,  o f f i c e  equipment and computers, i n i t i a l  
opera t ing  c a p i t a l  f o r  bank s t a f f  s a l a r i e s ,  t r a i n i n g ,  and t echn ica l  
a s s i s t ance .  The primary focus of t h e  p r o j e c t  is t o  provide  s h o r t  
term working c a p i t a l  and smal l  amounts f o r  f i x e d  investments t o  small 
e n t e r p r i s e s  i n  Cairo  and up t o  seven r u r a l  governorates.  Small 
e n t e r p r i s e s  a r e  cu r r en t ly  def ined a s  having f i xed  a s s e t s  of l e s s  than  
LE 30,000 (US$10,000), excluding land  and bu i ld ings ,  and less than 
f i f t e e n  employees. I n i t i a l l y ,  t h e  loan range t o  be provided is 
LE 250-10,000 (USS80-3,300). The l oans  w i l l  be made a t  market 
i n t e r e s t  r a t e s  t h a t  w i l l  both cover t h e  c o s t s  of lending and be ab l e  
t o  expand t h e  loanab le  Cunds. Up t o  20,000 smal l  en t repreneurs  w i l l  
r ece ive  and repay loans  and up t o  10,000 jobs w i l l  be s t rengthened 
and/or c r ea t ed .  USAID w i l l  no t  d i r e c t l y  p a r t i c i p a t e  i n  t h e  operat ion 
of t h e  loan  program, and w i l l  no t  r e se rve  t h e  r i g h t  t o  review and/or 
approve i n d i v i d u a l  loans  made by t h e  coopera t ing  Egyptian bank. 

The proposed a c t i o n  is e n t i r e l y  w i th in  one of t h e  c a t e g o r i e s  l i s t e d  
i n  paragraph (c) (1) , IfCategorical Exclusions,  l1 of Sec t ion  2 1 6 . 2 ,  
t tApp l i cab i l i t y  of  Procedures,If of T i t l e  22 CFR P a r t  216,  " A I D  
Environmental Procedures. Pursuant  t o  22  CFR 216.2 (c) ( 3 )  , t h e  
o r i g i n a t o r  of  t h e  proposed p r o j e c t  ha s  determined t h a t  t h e  proposed 
a c t i o n  is f u l l y  wi th in  t h e  fol lowing c l a s s  of ac t ions :  



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 resewation of 
the right to review and approve individual loans made by the 
institution. 
[22 CFR 216.2 (C) (2) (X) 1. 

Pursuant to 22 CFR 216.2(~)(2), the proposed project is categorically 
excluded from further environmental review. A s  per 22 CFR 
216.2(~)(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) . - 
AID Environmental Procedures at 22 CFR 216.2(~)(3) state that a . 
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 det~xxnination by signing in the space below and on the 
attached Record of Categorical Exclusion. 

That you concur with a determination of categorical exclusion from 
AID Environmental Procedures for the Small Enterprise Credit Project. 

APPROVED : 
Ronald ~reanbergy ENE/TR 

Clearance: 

TI/FI : 
OD/TI/FI: L. Brown 

DISAPPROVED: 

DATE: l d 7 / ! ? i )  



RECORD CF CATEGORICa EXCLUSION 

Project Location Egypt 

Project Title and Number : Small Enterprise Credit Project 
Project No. 263-0228 

Funding AID - $16 million 
Life of Project Three Years, FY 1991 - FY 1994 

Categorical Exclusion 
Determination Prepared by : Signature 

Glenn Rutanen-Whaley , PD$/PS 
Project Development Officer 

Date: 1f27 1% 
Environmental Action 
Recommended . . Categorical Exclusion 

Mission Environmental 
Officer's Concurrence : Signature 

Kenneth P. LuePhang, &/ENG 

Date: 
l 

Associate Mission 
Director's Concurrence : Signatur,e 

Date: - 
Decision of Environmental 
Coordinator, Bureau for 
Europe and Near East Approved : 

Ronald ~rfenberg, BNE/TR 

Disapproved: 

Date: 



ANNEX L 

S M A U  ENTERPRISE CREDIT PROJECT 
263-0228 

ACDI PIO/T DRAFT TAT- - S OF WOW 

flai or Obi ectiveg 

The expansion of productive small enterprises is a major 
objective of the Government of Egypt and the Agency for 
International Dwelopment in Egypt . The major objective of this 
Cooperative Agreement is to develop the National Bank for 
Development's (NED) 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 (equivalailk) of loan funds from 
the NBD. The Grantee shall assist the NBD in the projection, 
utilization, and reporting on initial operational capital to he 
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. 

PurDose and Out~uts 

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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End of Coouerative Aureement Statuq 

~t the end of the period of technical assistance, it is expected 
that NBD's central and branch office staff(s) will be trained, a 
regularized 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. 

Scoue of Work 

The Grantee shall make available experienced personnel to perform 
the activities outlined below. In order to achieve project 
objectives and provide the senices 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. 

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 m t e r  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, 

R HOW longer term field implementation will be effected; and, 

The first year8s lending targets by quantity of loans and 
borrowers. 

The Grantee is required to update this Master Plan of Actiqn and 
Schedule on an annual basis, and submit it to USAID. 

8. S~ecific 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 
NBD8s lending operation, including branch managers, support 
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staff, and loan officers to extend, administer, and collect 
loans ; 

Identification of the specific geographical areas in Cairo 
to be senred with a level of staff effort for each area; 

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 periods. 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 
pro j act ; 

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; . 
Provision of policy guidance and suggestions for improved 
implementation of the project to A.I.D. and NED, including 
promotion of credit services to women owned/oparated 
businesses; and, 

Provision of timely and accurate reports on project 
implementation and ACDI activity to USAID; 

Projection, on a quarterly basis, loan and operational funds 
required to meet the credit needs of the small entrepreneur 
clientele; and, 

Procurement of required office equipment and vehicles. 

S t a f U a  ama 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 servo les8 than 36 months each. Once a Cooperative Agreement 
is negotiated, modifications or adjustments shall be made only 
with the agreement of the NED 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 
personnel of a computerized management information system. 
The Grantee may provide either expatriate or Egyptian 
person (s) for this requirement. 

-tive Team C~position . . 

Team Leader/Sr. Project Advisor 
Small Enterprise Credit Advisor 
~dministrative Advisor 

Management Information Specialist 6 
Credit, Management, or Training Specialists 6 
Cairo Office Support Staff 36 

The Grantee shall furnish the NBD and USAID with the 
following reports: 

Five copies of quarterly progress reports describing work 
performed and an outline of the work to be perfonned 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 tha reports shall provide recommendation for policy 
improvements and/or reforms as appropriate. These raGorts 
are duo at USAID'S Office of Finance and Investment fifteen 
days after completion of a given quarter. 

2.  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 USAIDes Office of 
Finance and Investment one month after the completion of a 
given year. 



SMALL ENTERPRISE CREDIT 
Projected TA Support Budget 

1. U.S. Source 
1 .a Team LeaderISr. Project Advisor 
1 .b Small Enterprise Credit Advisor 
1 .c Administrative Advisor 

2. US. or Egyptian Source 
2.a Manangement Information Specialist 
2.b Credit Specialist 
2.c Training Specialist 
2.d Management Specialist 

3. Egyptian Source 
3.a TA Suppm Staff 

Overhead at 40% 

4.a Office Transportation & Equipment (TA) 
4.b Vehide Procurement (for NED) 
4.c Office Equipment (for NED) 

Burdened Cost 
Monthly Person in 
Rate Months U S  

12,500 36 450,000 
12,500 36 450,000 
12,500 7 87,500 

$1,091,900 
4363,7_60 

TA Total $1 ,528,660 

Amount Number 
70,000 

16 20,000 320,000 
16 25,000 400.00Q 

Equipment Total $790,000 

Sub Total (1 -4) 82,318.660 
Contingency (8%) l4k!s 

2,504,153 
Rounded to: $2,500,000 

SMALL ENTERPRISE CREDIT (263-0228) 



~ustification of Non-Com~etitlve Grant A w a r d  

Backsround: 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 tsrm 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 Sharqiya 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. NED management 
deserves credit for the progress they have made, butgit has only 
been achieved with C O ~ ~ ~ ~ U O U S  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 NED 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. 

~ecommendation: 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. 

1 0 Scale ise Pilot:_Credit Activity 
Technical Assessant, Gardner and Proctor, October 1990, Cairo 
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\ : . UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT 
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CAII<O, EGW I '  PROJECT AUTHORIZATION 

Name of Country: Arab Republic of Esv~t 

Name of Project: Small Enter~rise Credit Proiect 

Number of Project: 263-0228 

1. Pursuant to Section 531 of the Foreign Assistance Act of 
1961, as amended (the I1Acttt), I hereby authorize the Small 
~nterprise Credit Project (the ltProject") for the Arab Republic 
of Egypt ("Cooperating Countrytt) 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 Orisin of Goods and Services 

Goods and services financed by A ,  I . I ) .  ur~icr tl~c 
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, 
s e t  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. 



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 expenditure of United States ~ollars 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. 

S12,Liv~ K 
Marshall D. Brown 
Director 

Clearances: 

OD/TI/FI, LBrown 
AD/TI , GHuger 
AD/PDS, CCrowley 

-* 
V Z - -  

AAD/FM, NWijesooriya 
OD/PDS/PS, RJordan 
LEG, VMoore 
D/DIR, GWachtenheirn 

DRAFTED: LEG : VMOORE : 1/2 9/ 9 1 : AUTH22 8 


