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Didactic note

Participants will be assisted  to evaluate their needs in financing and to calculate their fixed costs and running costs for a 6-month period. They will be encouraged to start savings and to meet all conditions for the loan application, especially to prove their repayment capacity- the most important condition for finance.

The non financial constraints of the business have to be identified and solved before the loan application procedure, e.g. market problems or non existence of a viable accounting system are serious constraints for a successful loan application.

Hand outs for participants

Handout 1:

Checklist: What finance do I need?

Handout 2:

Non financial causes for lack of finance

Handout 3:

Guide for business consultants and BDS facilitators 
in order to facilitate access to finance

Handout 4:

Expect a personal visit from the bank to your enterprise

Handout 5:

Standard loan application form

1.
Constraints of Access to Finance for Micro and Small Enterprises (MSEs)

Although the banks emphasize their interest in lending to small enterprises, they highlight the problems of it to the same extent. The crucial aspects of loan appraisals – financial records, demonstration of repayment capacity and securities – are considered to be more problematic with small enterprises than with larger ones. Many bankers say that MSEs often simply do have neither accounts, nor formal business plan, nor titles for their securities. These are the major factors that obstruct MSEs access to the loan services of conventional banks. Further clarification of  these factors are provided in the following paragraphs.

Financial records

The first constraint for MSEs in access to credit is the banks’ requirement of financial records on the past performance of the enterprise. Many MSEs have difficulties in providing these. The official financial statements include the cash flow, balance sheet and profit and loss statements. Usually, bankers evaluate cash flow statements seriously.  

The constraint put on MSEs’ access to finance by the level of requirements of financial records varies between the different financial institutions. Those who target mainly micro enterprises do generally not require balance sheets or profit and loss statements. However, they are nevertheless interested in the past performance of the applicant’s enterprise. To build an idea on it, they often rely on simple sales records.

Other institutions, as for example ADB and GCB, require from the loan applicant to fill their financial data into a form designed by the bank. The task is less complex for the MSEs than producing own records. However, they still need to have some form of record keeping in place in order to be able to fill in the forms correctly. 

For the lack of proper accounts, many banks use bank statements as a proxy to analyse the financial track record of a small enterprise. For the enterprise this means that its access to credit is constrained by having an active and positive banking track record. 

The strictest forms of financial records are audited accounts. In Ghana, for instance, all enterprises registered as limited liability companies (Ltd.) are required by the law to keep audited accounts. Therefore, the banks request from Ltd.s – and a large part of MSEs in Ghana are Ltd.s – to present audited accounts with their loan applications. The banks’ experience is that the problem of most Ltd.s is not so much to present audited accounts, but the quality of the accounts. 

This is also true for other forms of records: The main constraint for MSEs is to convince the bank of the reliability of the data. The banks’ trust in all forms of records is low. They check sales records and the data filled in their forms on consistency and whether they correspond to other information given by the loan applicant. When banks analyse bank statements they also inquire whether the applicant has debts at other banks. For audited accounts it plays a major role whether the bank considers the auditor who did the accounts as a reliable source or not. 

One source of mistrust in financial records is the experience that MSEs often understate their sales and profits for tax purposes. Although the banks show a certain degree of understanding to this, the access to credit is seriously hampered by this form of record keeping. An enterprise that has the declared objective to grow will need to overcome this practice, as it is a substantial obstacle for a smooth banking relationship. 

Demonstration of repayment capacity

The second constraint for MSEs in access to credit is the banks’ scepticisms of their repayment capacity. Generally, MSEs have difficulties in convincing the banks on this issue. 

The core of the repayment capacity is the cash flow of the enterprise after receiving the loan. If the loan serves to finance one specific transaction only, it is fairly easy to establish the cash flow. The only requirement in this case is that the applicant brings the contract of the order for the transaction. The bank then cross-checks directly with the issuer of the order.  

It becomes more complicated if an MSE applies for working capital or for a fixed investment. The returns are more difficult to determine and the analysis of the bank becomes more complex. Consequently, MSEs have more to prove.

The main factors considered by the banks are the personality of the owner or manager of the enterprise, the marketability of its products, the reliability of its supplies and the profit margin. 

These factors are not relevant for access to finance only, but they are the basis for every sound enterprise. If the business model of an enterprise is not viable, it is more than justified that it does not get a credit. However, here access to finance is not discussed as a problem of unsound business models, but as being constrained by the inability of MSEs to communicate with banks on their business model. 

The requirements of the banks on how to demonstrate repayment capacity vary and thus challenge MSEs’ ability to communicate to a different degree. 

The strictest form is a formally written business plan including cash flow projections for the future. Not many MSEs are able to meet this requirement. And many banks complain that MSEs submit business plans that look very sophisticated on paper only, as they have been developed by consultants on behalf of the MSE. But the MSE itself is unable to understand or implement the plan. 

A more flexible way of analysing the repayment capacity is to conduct an interview with the owner/manager of the MSE, often combined with a site visit in order to understand his/her business model. This approach is mainly used by those banks serving the smaller segment of the MSEs. [In Ethiopia, for instance, the loan officers of microfinance institutions usually do this.]  

Securities

The third constraint for MSEs in accessing credit is the security or collateral requirements of the banks. MSEs often do not have assets that qualify as security for a loan, or if they have the assets they do not have proper titles. 

Again, the banks’ requirements are different according to different market segments. The institutions specialised in microfinance (MFIs) have group facilities where group members guarantee for each other’s that rely on peer pressure
 without any other form of collateral. But also the participation in a group poses certain constraints on an enterprise and it risks having to cover for the other members of the group’s loan. 

The easiest forms of collateral apart from group schemes are receivables. However, they are applicable only if the loan finances a given transaction. In this case a third party, the buyer of the MSEs products, enters into the relation. The MSE has to present a contract of the order of his buyer and the bank makes an agreement with the buyer that his payments will go jointly to the MSE and the bank.

Personal guarantors are another possibility to overcome the lack of valuable assets for security. The acceptance of personal guarantors as a security depends on their proven “net worth”. The person’s near cash properties must be sufficient to cover the loan sum. In addition, it must be plausible from the relation of the guarantor to the applicant that the former would pay on behalf of the latter in case of default. In the case of Ltd.s the manager/owner of the enterprise may act as a personal guarantor. Still, the banks accept personal guarantors only if they are very convinced of the viability of the investment. 

Equipment or other moveable assets of the enterprise or its owner can also be used as collateral. This can be a very flexible option for an MSE as the range of items extends – depending on the loan volume – from refrigerators or DVD players to vehicles or machinery. Again, the constraints imposed vary between the different financing institutions. In some cases the bank requires insurance for the pledged item, especially for vehicles, to ensure that the value is guaranteed even in case of an accident. 

Many banks, however, reject moveable assets as securities, simply because they can literally be moved out of reach and be inaccessible for the bank in case of default. 

Mortgages of landed property can be used to secure larger loans. In theory mortgage is a good security for the bank. In practice, however, banks are reluctant to accept mortgages for two reasons. One is the value of the property. To establish the value the banks require not only a valuation of the property, but also an analysis of its marketability. Usually only properties in high priced residential areas are considered to be easily sellable. The other reasons are are legal constraints to realize the value of the mortgage. In case of default, the bank cannot directly sell the property but it must go through a legal process to obtain this right. And, although there is a centralised registration system for mortgages, in practice it often fails to avoid multiple mortgaging of the same property. 

The preferred options of most banks are near cash securities such as fixed deposits, treasury bills or listed shares. For smaller loans some institutions accept savings far below the loan volume as a security. In most cases, however, the banks demand securities of at least 100% of the loan volume. This makes sense for a short term loan if the MSE does not want to disinvest a long term investment. In many other cases the availability of near cash securities implies that the MSE would better off if it sells these instead of taking a loan and paying interest.

The determining factors for security requirements by the banks,  apart from the loan volume, are the relationship with the applicant and the degree of trust in his/her repayment capacity. For an MSE the form of security it can provide depends very much on the individual situation. Those who cannot provide any material assets need to build a relationship either with a group or with somebody who qualifies as a personal guarantor. 

2.
Financing your Business 

The preconditions for access to finance are the following.

2.1
Financial Records

General Rules: 

· Ltd.s need to have audited accounts (by law)!

· Apart from that, there are no strict rules. It depends on the relation to the Financial Institution (FI). 

· Many FIs apply thresholds. Up to loans of about LC (e.g. Cedis) 50 m. they accept other forms of accounts, above that they request audited accounts. 

· The crucial point is to convince the FI that the accounts make sense and are consistent. Accounts that are formally stamped as audited, but do not properly reflect the business situation, are of no use for FIs. 

5.1
Cashbook

Sales records: Most simple to keep. Tells the FI at least about the receivables in the past and it would not be sufficient to calculate profits. This method is applied by FIs that provide smaller loans and have a limited outreach (e.g. Atwima, First Allied, Sikaman, Sinapi, Trust). 

5.2
Bank Statement

Bank statement: Is an option for those applicants who have a banking relation with a positive track record. It tells the FI about the financial situation of the account holder, not specifically of the business and also gives some indication of his repayment capacity. If the applicant has his/her account in a different FI, the loan officer wants to know why he/she does not get a loan from that FI. This method is applied by FIs that provide medium sized loans and have a good coverage of a given country. (e.g. CAL Merchant, Prudential, Unibank of Ghana, Accra). 

5.3
Accounts

Accounts: Some FIs demand audited accounts, some ask applicants to fill their financial data in a form. Accounts cover various financial data including revenues, costs and profits. This method is applied by FIs that provide medium to larger loans and often have larger branch networks and a more formal approach towards appraisal procedures (e.g. ADB, Barclays, Ecobank, GCB, ICB, NIB, SSB). 

2.2
Cash Flow

Most important to know for the bank is the repayment capacity of the applicant:

Three important pieces of information: 

· The profit generated from the investment

· The businesses overall profit

· The repayment capacity of the applicant 


2.3
Personal Qualifications

Integrity and Reliability

The integrity and reliability of the borrower will be known from previous dealings with the customer.  The Bank will therefore like to know how previous facilities were utilized/whether repayments were made on schedule or with difficulties.  If the account was a troublesome one the Bank will have to find out if the previous facility helped the customer to improve upon his/her business or left him/her worse of. These studies will further answer the question as to the customer’s ability to apply the advance to the stated purpose.

Business Management Capacity

The business acumen and industriousness of the applicant as well as his/her business management capacity can be seen from a steady growth of the business and the account of the customer. When interpreting the customer’s current account care is taken not to place premium on false turnover.  Accounts with identical balances but with huge turnover are carefully studied.

Other Banks’ Accounts

It is also necessary to find out whether the customer maintains accounts elsewhere and the status of such accounts.  If the customer is committed to another bank it is very important to know the extent of his/her commitments.  The position(s) may be the result of the manner in which his/her account is being operated with the present bank/branch.

2.4
Control your Costs and Investments

Capital is needed to provide assets like building, office equipment, fixtures and fittings. These assets are called fixed capital, as they are not used in the production of goods. Capital is also needed to pay salaries, office supplies, etc. and such capital is “variable” capital, as it changes with the level of output.

To control investment in fixed capital a manager should consider whether:

· All equipment held is really needed

· Plant or vehicles could be leased instead of bought 

· Premises could be rented rather than bought

· Any assets are held merely for status or prestige?

To control investment in working capital, the manager should consider how to keep it circulating rapidly and ensure that none is lying idle. In particular, the manager should check:

· Raw materials

· buying at best prices

· keeping stock levels as low as possible

· delaying payment.

· Work in progress

· improving productivity

· better quality control at an early stage to prevent further investment in rejects and wastes.

· Finished goods

· prepare for orders

· faster distribution to customers.

· Debtors

· tighter credit control

· more stringent trading terms

· vigorous follow-up procedure.

2.5
Evaluate your needs for financing. What finance do I need?

One of the most significant problems faced by micro and small enterprises is lack of access to finance. Lack of finance hinders MSEs from investing on improved production facilities, infrastructure and supplies and deters them from taking actions that can strengthen their marketing and promotional activities. 

Business enterprises, mainly manufacturing enterprises, need finance for:

· Renting premises/workshops;

· Purchasing/leasing machinery, tools and equipment;

· Purchasing furniture and fixtures;

· Purchasing supplies and covering other pre-operating costs; 

· Covering the first months of the business exercise (e.g. six months).

Hand out 1:

	Checklist: What finance do I need?

	What do I want to finance? 
	Specify the exact item and think through what else may be needed to make the investment work!

	Do I need finance only once or regularly? 
	If you need it only once, you require a fixed investment loan. If you need it regularly, you require a working capital loan.

	How much do I need? 
	Get price information in the market to know what your investment will cost you! Think about your liquidity and whether you need working capital as well!

	How much do I have myself
	? If you want to get a loan, the bank expects you to make a contribution from your own resources as well. Calculate how much you can contribute!

	For how long do I need Finance? 
	The bank wants to know when will you repay?! So, calculate your profits from the investment and how long you will need for repayment.

	If you do not know how your credit / investment will generate profit, 
you may have a different problem – not financing!

	Do I need finance because my customers do not pay? 
	You have a liquidity problem. You should not try to get a loan, but make your customers pay you!

	Do I need finance because my sales are low recently? 
	If you do not plan to invest the money, how can you repay? Think of how to increase your sales (e.g. marketing) instead of getting a loan!


2.6
Other reasons for lack of finance

In manufacturing, you need capital for tools and equipment, raw materials stock, goods-in-process, labourers' wage and money to bring the finished goods to the market. However, having money and making profit are two different things. You as a business operator should know how to use money to make more money. You also need to know how you are efficient enough in managing it. Be sure that money is a real problem for you to start and run your business and not only for the sake of having it. There are several cases where lack of money is not a problem by itself, but the result of many other factors behind it. The following diagram is presented to show you the possible causes for lack of finance. 

Handout 2:                     Non financial causes for lack of finance
	
	Insuffisant labour qualifications
	Low material or equipment quality
	
	

	Bad shop location,
	Low product quality
	Rude 
competition
	No incentive for savings
	Funds used for private purpose

	No marketing 
(advertising, promotion)
	Market 
problems
	
	No savings and own funds
	

	Insufficient buying power
	
	Lack of 
Capital
	
	

	
	High 
costs
	
	Management problems
	No business plan

	High rent, water, electricity costs
	High transportation costs
	High production costs
	
	No accounting
No stock listing

	
	Inefficient use of working materials
	High Labour costs
High Material costs
	
	


2.7
What are the best Sources to get Finance?

Sources of Finance for Sole Proprietors

· Personal savings

· Loan from friends and relations

· Loan from financial institutions

· Credit Unions (E.g. including „Susu“ in Ghana and „Iqub“ in Ethiopia)

Partnerships

· Contribution from partners

· Loans from individuals

· Loans from financial institutions

· Credit facilities

Limited Liability Companies

· Shares: Ordinary, preference (cumulative, non-cumulative and participating)

· Debentures
 (ordinary and secured)

· Loans from individuals

· Loans from financial institutions

· Credit facilities

Capital structure

Short-term Funds up to one Year

· Trade credit

· Bank borrowing

· Bills of exchange

· Deferred tax payment.

Medium and long-term Loans up to 5 or more Years

· Mortgage debentures secured on specific assets

· Floating charge debenture which only becomes a fixed charge on the assets of the company in the event of certain contingencies.

· Preference Shares which are a source of long-term or permanent finance, and are similar in some respect of loan capital, but they carry the title of part of ownership of the business. The holders of such shares receive their fixed share of profits first and in the event of winding up they are given priority when paying back capital.

· Equity Capital. The major part of long-term business finance is provided in the form of equity capital which includes the accumulated profits over the life of the project. Equity funds are also residual claimants to earnings in that they can participate in earnings only when all creditors and other suppliers of funds have received their interest payment in full. Equity investors received only the residue of funds realized on winding up of a business after all creditors have been paid in full. Equity funds are therefore subject to the greatest risk of all forms of capital and so equity funds are forthcoming only when profit prospects are sufficiently attractive to compensate for the risk involved and this makes it the most expensive source of finance even though it is one essential source of finance. Equity shareholders are the „true“ owners of the business.

Long-term versus Short-term

Long-term finance must cover the project cost of fixed investment and the estimated working capital requirements needed for normal operation. These should be procured in the form of equity and long-term credits. „Borrowing short“ to „finance long“ is not advisable. Short-term loans for financing fixed assets or working capital will burden a project’s cash balance with early and heavy principal repayments. The capital structure should be related to the earning power of the project.

Equity versus Debts

The combination of equity and loans will determine a project’s debts to equity ration.

Relatively heavy reliance on credit offers both advantages and disadvantages:

· Advantages

· The rate of interest on loans may be lower than the rate of return on the project, thus increasing the actual rate of return due to equity.

· Since interest is charged against profits, less tax is paid and actual rate of return due to equity is increased.

· Disadvantages

· Interest charges, which are costs, are fixed and due for payment whether profits are made or not.

· Equity leaves management independent (to an extent) while creditors can interfere with management’s programme.

Note: There is no rule for an ideal debt/equity ratio. Each project or alternatives of a set of projects must be considered on their own merits.

Handout 3 for consultants and BDS facilitators:

	Guide for business consultants and BDS facilitators 
in order to facilitate access to finance

	· The facilitator who deals with the operator often is confronted with operator's financial problems. In order to assess the real needs, it may be useful to get an overview of the situation of the enterprise concerned. What are the real causes for the "lack of finance"? The decisive matter of financing should be the market situation of the enterprises. If the operator meets problems in sales and clients, the facilitator should be hesitating to recommend credit activities. In general a micro or small enterprise with market problems may not be easily able to use the credit in a profitable manner.  

· If the enterprise meets a shortage in investment, equipment, raw materials or wants to extend his enterprise by a normal or good sales situation, credit measures may be considered. 

· In that case an analysis of the business situation and an analysis of the business projects should be undertaken by writing a business plan. The business plan should be written by the operator him/herself assisted by the facilitator. 

· At the same time the operator should be urged to open a savings account and to strengthen his/her savings. Because proper funds are a good condition for a successful loan application procedure. 

· Simultaneous to these preparations on operator's level, information on bank or micro-finance level should be obtained. What are the approperiate finance institutions for this kind of business? What are the loan application conditions? Individual or group collateral? Loan ceiling? The interest rates? Repayment period and conditions? Grace period?  

· Finally, get the loan application form and help the operator fill out the form.  


3.
Practical Approach of Loan Application and Credit Assessment

Before applying to a loan you should get the necessary information on the credit products and interest rates of different banks and rural banks and ask for the respective loan application forms. On the loan application forms you will see what information will be required.

The most common loan types are the following:

· Individual loans (individual borrower)

· Travel loans

· Salary loans (salaried employees)

· Savings and credit

· Group loans

· Commercial loans for business (institutional borrower).

3.1
The loan application form

The Credit Application Form requires the following information (example of commercial loan):

· General Information

· Account, Business name

· Customer full name and address

· Business information

· N° and date of registration

· Type of business, Sector of activity, Location

· Period business has been in operation

· Main goods/items

· State 3 months with highest and lowest sales

· Estimated sales per month

· Estimated net income or profit per month

· Estimated assets value (after depreciation): both business and personal assets (land, buildings, equipment, tools, stocks, inventories)

· Banking Information

· List of accounts

· List of other financial institutions

· List last 2 credit facilities obtained with other financial institutions

· Security

· Security offered by customer.

3.2
Client performance report

The loan application form often is completed by a “client performance report” with the following information required:

· Previous loan facilities granted

· Type, amount, start date, end date

· Last loan repayment performances

· Contracted: date due, instalment, arrears

· Actual: date paid, amount paid, arrears

· Recommendation for repeat loan

· Performance rating, Eligibility

· Maximum amount, Waiting period

3.3
Guarantor's pledge

The loan application form often is also completed by a “guarantor’s pledge” with the following information required:

· Loan to be secured by guarantor

· Name of borrower, name of business

· Loan amount, loan term, Interest charge

· Guarantor personal information

· Name and address, Guarantor’s employer

· Relationship to borrower, Guarantor’s own business

· Security offered by Guarantor

· Cash in bank account, Net month salary

· Estimated assets value (after depreciation)

3.4
Loan application procedure

The application procedure is different from bank to bank, but the following are provided as examples:

Firstly, you have to provide information on the economic / financial standing of your business (some sort of financial accounts, your personal qualifications as an entrepreneur, external factors). Secondly, learn to explain how the investment contributes to your cash flow (basic profit projections, assessment of relations to suppliers and buyers, proof of technical feasibility). Finally, you need to be prepared to talk about securities and make up your mind what you have to offer. 

Application and Interview

· All requests for Bank facilities must be submitted in writing stating:

i. Purpose of the loan

ii. Duration of the loan

iii. Amount of the loan

iv. Source and mode of repayment

v. Securities offered

· After receipt of the application a short interview is arranged during which the proposition is discussed fully to bring vital information which is likely to influence decision taking.  After the Interview the customer’s file and other documents are closely studied again to cross-check information gathered during the interview.

· When a bank is requested to provide an advance for financing a new venture (i.e. outside the customer’s usual sphere), extreme caution is taken. The customer’s ability to mange the new venture is to be put to test.

The Customer and his/her Accounts

· The customer’s account with the Bank is studied to ensure that it is reasonable in relation to the borrower’s business.

· For example the oscillation of balances on a trading account will be far higher than that of an account for a construction firm which will receive periodic payment for works satisfactorily completed.

Conduct of Account

Customer’s ledger and Unpaid Cheques Register are examined for:

i. Cheques returned

ii. “Marginal working”

iii. “Earnmaking of Credit”

iv. Unusually large debit/credit items

v. Turnover, Crossfiring

vi. “Switching” between associated accounts

The Borrower

i. Integrity and Reliability

The integrity and reliability of the borrower (i.e. YOU!) will be known from previous dealings with the customer.  The Bank will therefore like to know how previous facilities were utilized/whether repayments were made on schedule or with difficulties.  If the account was a troublesome one the Bank will have to find out if the previous facility helped the customer to improve upon his business or left him/her worse of. These studies will further answer the question as to the customer’s ability to apply the advance to the stated purpose.

ii. Business Acumen

The business acumen and industriousness of the applicant can be seen from a steady growth of the business and the account of the customer.  When interpreting the customer’s current account care is taken not to place premium on false turnover.  Accounts with identical balances but with huge turnover are carefully studied.

iii. Other Banks Accounts

It is also necessary to find out whether the customer maintains accounts elsewhere and the status of such accounts.  If the customer is committed to another bank it is very important to know the extent of his commitments.  The position(s) may be the result of the manner in which his account is being operated with the present bank/branch.

Security offered

· When it is decided to take a security it is usually asked for at the very outset and taken before the advance is actually made.

· The Bank will make sure the customer is charging his/her own property and/or has authority to do so.  The Bank will have to investigate ownership of the property, for example from the Lands Commission.

· By asking the customer to provide security, the Bank is asking him/her to put in some of his/her own money and show his/her confidence in the project before the advance is made.

· A good security must be adequate to support the facility and easy to realize in case of need.

Borrower’s other Records

Business Plan. A business plan is an important guide to starting, building and managing a successful business.  It defines clearly the goals and objectives of a business, and outlines the methods for achieving them. It should be complete, accurate, and professionally presented.

Final Accounts and Balance Sheets of previous years Profit & Loss Account: Records the total income and total non-capital expenditure over a period, say one year. The net result is either a profit or a loss.

Balance Sheet: It shows the financial position of the business at a point in time.  It is a statement of assets and liabilities of the business and he owners stake in the business (net worth).

Cash flows: A statement showing the expected cash receipts and payments.  It reveals the cash requirements of the business over a future period.

Possible Dangers

Overtrading and Liquidity: Overtrading here means the situation in which a company finds itself when it undertakes more business than can be conveniently supported by the finance available. Under such circumstances the company will face liquidity difficulties and it cannot discharge its current liabilities from its current assets. Businesses which find themselves in such situations normally turn to the bank for help. A banker should be firm and tactful in advising such companies to expand slowly otherwise the banker will find himself granting “permanent” overdrafts to finance the overtrading.

Over-optimism: Most customers present rosy pictures of their requirements and their ability to repay facilities requested.  Customers are not always to be taken at their face value. A large house and an expensive motor car, together with a lavish style of living, are no guarantee of means.  They may mean the exact opposite.  The banker should be able to sift out and verify the actual facts.

The Banker’s Judgment

After digesting the figures and verifying the facts a decision should be taken. Very few propositions measure up to all the ideal principles of lending discussed so far.

· Some facilities are approved with difficulty.

· Others are declined without having a second look at them.

· Some others are granted only if a satisfactory compromise can be reached.

The important thing for bankers is being able to ascertain where the risk lies and whether it is worth accepting in view of the small margin or profit on money advanced.

The above issues are the important keys with which 
a prospective borrower can access bank credit.

Handout 4

	Expect a personal visit from the bank to your enterprise

Most of the banks and micro finance institution will organize a visit to your enterprises in case of financing. The visit is one of the preconditions to get a loan. Prepare yourself:

· Is your business presentation ok?

· Are your workshops and offices clean and well organized?

· Are your accounting documents up to date?

· Is your personnel prepared for the visit and eventual talks?


4.
Banks and Micro Finance Institutions by Category

Categories of financial institutions and the market segments of loans
The financial system of most countries is based on a number of banks and non-bank financial institutions, including the central bank which has the responsibility of advising the government on implementation and control of monetary policy. Other institutions include commercial, development and rural banks. Direct financing of projects is provided by the commercial and other banking institutions. 

There are different financial institutions for different categories of clients and loan requirements:

· Commercial banks do not always dispose of credit lines adapted to micro and small enterprises. Their market segments are rather medium and big enterprises.

· Micro finance institutions have often more adapted credit lines to micro and small enterprises but less for medium ones.

But there are exceptions. Banks may also accept individual promoters and small enterprises and some micro finance institutions may also intervene into the market segment of medium enterprises. That is why the promoter should finally take the following information:

· Contact personally the financial institutions in your area.

· Ask for the actual conditions for loans and the interest rate which may change every month;

· Collect the loan application forms and other necessary forms.

· Take all necessary information on the financing procedures.

How to prepare contact details of Commercial Banks and Microfinance Institutions  
to help MSEs for access to finance 

Make a complete list of the financial institutions of your country and replace the following country specific samples by your own country specific data (examples see on 
www.senegal-entreprises.net/institutions-financieres.htm et www.bds-ethiopia.net/finance/index.html.
Examples of presentation:
A. Commercial Banks

Bank of Africa (BOA) - Senegal
Adresse: BP 1992 Dakar, Tél. 33.849.62.40, Fax 33.842.16.67, boadg@orange.sn 
Domaines d'intervention: Toutes opérations financières, commerciales, mobilières, immobilières. Secteurs de commerce, services, BTP, industrie, agriculture
Types de financement: Crédits court et moyen terme pour fonds de roulement et investissement. Création et extension de projets. Crédit Import-Export. Taux d'intérêts de 9-13%. Durée de 2-6 ans, différé de 6-12 mois. Garantie à proposer.
Critères d'éligibilité: Compte bancaire, dossier viable du projet, étude de faisabilité, toutes pièces justificatives de l'activité.
Commercial Bank of Ethiopia - Ethiopia
Address: P.O. Box: 255 Addis Ababa, Ethiopia,Tel.: +251-11-5515004/ 5515000, 
Fax: +251-11-5514522, E-mail: cbemrk@ethionet.et , Website: www.combanketh.com 

Types of loans: short-term loan, single merchandise loan, revolving merchandise loan, project finance, agricultural loans, other loans (letter of credit, advance on export bills, Overdraft loan and foreign bank guarantee) 

Loan critera : varries depending on the type of loans mentioned above. For example, the following criteria applies for financing a new project:

- Project feasibility study; 

- Lease agreement and license (only for construction of buildings); 

- Work permit from concerned government offices; 

- Land ownership certificate (for building);

- Memorandum and articles of association (for organizations); 

- Pro forma (list of prices) collected within a period of not more than two months; 

- Project equity contribution; 

- Bill of quantity and specification (for building);

- Curriculum vitae of project administrators. 

Collateral for all loans include: Building: residential houses, buildings of associations / organizations and warehouses, building under construction, privatized building and houses, etc. Vehicles of different types; Bank guarantee: local bank guarantee, Foreign bank guarantee Unconditional Insurance guarantee; Money in bank account: savings account, current account, time deposit. Merchandise pledge; Treasury bills; Government bond.  

B. Microfinance Instituions
Example of presentation

Meklit Micro Finance Institution (MMFI) S.C. – Ethiopia

P.O. Box: 27634/1000 Addis Ababa, Ethiopia, Tel. +251-11-5533509/5533729, 
Fax +251-11-5504941, E-mail mmfi@ethionet.et, Website: www.mmfi.com
Loan and savings services/products: Small merchandizing business loan, Petty trade loan, Household manufacturing and processing loan, Service loan, Agricultural loan (farming, cattle fattening, vegetable gardening, etc) , Emergency loan (with in-built insurance scheme). Saving services include, individual compulsory and voluntary savings, institutional savings 
Collateral: group guaranttee, personal/instituional guarantee for individual loans.

Detailed loan conditions of commercial banks and micro finance institutions 
in Ethiopia are published on www.bds-ethiopia.net/financing.html
	Details of loan conditions may change every month. The purpose here is just to give you an idea of the different loan conditions, but further updated information will be necessary:

· Consult the web sites of the financial institutions.

· Take personal contact with the institutions and get updated financing conditions. 


Alliance de Crédit et d'Epargne pour la Production (ACEP) - Senegal

Adresse: BP 5817 Dakar-Fann, Avenue Bourgiba, 3.825.29.32/33, Fax 33.825.29.35, acep@orange.sn , http://senegal.portailmicrofinance.org/article.php3?id_article=481
Conditions d'adhésion: Liberer une part sociale de 5.000 FCFA. Verser des droits d'adhésions de 5.000 FCFA. 15.000 FCFA pour le solde minimum du compte courant.

Domaines d'intervention: Fournir des service d'épargne et de crédit aux entrepreneurs. l'ACEP vient de mettre en place un guichet dédié aux petites et moyennes entreprises (PME)

Types de financement: Prêt micro-entreprise: fonds de roulement et d'investissement, durée maximale de 24 mois. Taux d'intérêts 13,5%.

Prêt guichet PME: Fonds de roulement, investissement 15 millions à 75 millions FCFA, durée maximale de 36 mois, différé de 3 mois. Epargne obligatoire 10%. Taux d'intérêt 12-12,5% /an.

Critères d'éligibilité: Etre membre de la mutuelle.  Personne physique ou morale. Entretien avec le client et visite sur le terrain. Disposer d'une activité économique viable. Dossier exigé. Epargne obligatoire de 5-10% du crédit.

5.
Standard Format for Loan Application

Example of a loan application form

Handout 5:

	Loan Application Form
Table of contents

· Personal data of the promoter

· History of credit

· Type of business and professional experience

· Loan amount

· Repayment capacity

· Guarantee, security 

· Quality of the guarantee 

· Stability of residence

· Analysis of savings
· Monthly savings

· Transactions of the last three months 

· Risk analysis
· Repayment capacity

· Guarantees offered

· Quality of security

· History of credits

· Regular repayments (10 points) 

· Irregular repayments (0-7 points) 

· Loan request to be rejected in case of 0-2 points.

(Note: The repayment capacity is the most important precondition; to be eliminated in case of 90 days of delay of the loan application) 

· Loan categories

· Economic sector with potential

· Economic sector stagnant

· Economic sector with high risk

· Recommendation 

· Strengths and Weaknesses of the loan application

· Risk factors

· Factors for risk minimizing

· Final decision 

 


Standard Loan Application Form

Financial institution: ...........................................................................................

Name of promoter/borrower .................................     No of bank account ...............................................

Member since ............................   
History of credits: ...................................... 

New loan ........................................   Renewal.......................................

Family situation : ...............................................

Number of persons in charge: ...........................................
Private address ................................................................

Location of enterprise ...................................................................

In rent...................................................or Owner..............................................

Worked in this location since? ...............................................

Type of business :   ............................................................................

Experience in this activity : ................................................................................

Categorie of loan (investment or running costs, extension) : .........................................................................

Credit amount : .............................................................

Period of repayment in months...............    Repayment schedules..............................

Repayment capacity ..........................................................................................................

Guarantees offered. ......................................................................................................................

Guarantee : 

· Name of the guarantor : ........................................................................

· Address : ..................................................................................................................

· Telephone: ......................................................

· Occupation : ..........................................................................

· Financial capacity : ........................................................................................

Note : The guarantor must be client of the financial institution. If the guarantor is not a member, then he/she has to become client of this financial institution.

Quality of the guarantee

Financial capacity
     Monthey income

...................................

  -  Monthly liabilities
...................................

_________________________________________

 =  Monthly net income
...................................

	Property of the promoter

	Details
	Value

	
	

	
	

	
	

	Total
	


Stability of residence

· Less than one year

· More than one year

· More than two years

Comment:

......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

Analysis of savings of the promoter

The information on the account transfers should be analysed for a period of three months.

1. Monthly savings in the last three months : ....................

2. Average of transactions in the last three months: ........................

· Less than 40.000  local currency (LC) with less than 20 transactions

· From 40.000 LC to 70.000 LC with less than 40 transactions

· 70.000 LC and more with more than 40 transactions

Risk analysis

	Subject
	Comment

	Repayment capacity


	

	Guarantees offered


	

	Quality of guarantee


	

	History of credit

· Regular repayments

· Repayments with 2 delays of less than 30 days

· Repayments with 3 delays of less than 30 days

· Repayments with one delay of 30 to 60 days

· Delays of more than 90 days 
	

	Loan category

· Structured economic sector with potential

· Sector with competition

· Sensitive economic sector

· Weak economic sector

· Sector with high risk 
	

	Analysis of savings


	

	Summary


	


The loan application will be rejected if:

· there is limited repayment capacity

· loan application procedure delayed for three months

Recommendations

Strengths of the loan application

......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

..........................................................................................................................................................................................................................................................................................................................................................

Weaknesses of the loan application

.......................................................................................................................................................................................................................................................................................................................................................... ......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

Risks (actual or in future)

.......................................................................................................................................................................................................................................................................................................................................................... ......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

Risk minimizing measures

......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

..........................................................................................................................................................................................................................................................................................................................................................

Recommandations :

....................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................

Direction 

Signature

6.
Business support Institutions - example of Ethiopia

Ministry of Finance and Economic Development
P.O. Box 1905, Addis Ababa 
Tel. 00251-1-552400/552014, Fax. 00251-1-551355
 

Addis Credit and Saving Institution 
P.O. Box 5667, Addis Ababa, Tel. 00251-1-123258
 

Amhara Credit and Saving Institution
P.O. Box 417, Bahir Dar
Tel. 00251-08 201651, Fax. 00251-08-201733
 
Dedebit Credit and Saving Institution
P.O. Box 20, Mekelle
Tel. 00251-04-403694, Fax. 00251-04-402629
 
Oromia Credit and Saving Institution
P.O. Box 19853, Addis Ababa
Tel. 00251-1-534870, Fax. 00251-1-553646
 
Omo Micro-finance Institution
P.O. Box 18, Awassa
Tel. 00251-06-201395, Fax. 00251-06-201050
 
Specialised Financial and Promotional Institution (SFPI)

P.O. Box 6589, Addis Ababa Tel. 00251-1-614804
Development Bank of Ethiopia
P.O. Box 1900, Addis Ababa
Tel. 00251-1-511188, Fax. 00251-1-511606
e-mail: dbe@telecom.net.et
 

National Bank of Ethiopia
P.O. Box 5550, Addis Ababa, Tel. 00251-1-517430/517992
Fax. 00251-1-514588, e-mail: nbe.excd@telecom.net.et
 

Addis Ababa Regional Administration Finance Bureau
P.O. Box 205, Addis Ababa, Tel. 00251-1-560238
Fax. 00251-1-551685, e-mail: aa.cgfb@telecom.net.et
 

Amhara Finance Bureau
P.O. Box 621, Bahir Dar 
Tel. 00251-08-200943, Fax. 00251-08-201771
 

Tigray Finance Bureau
P.O. Box 21, Mekelle
Tel. 00251-04-407322/23, Fax. 00251-04-407339
 
Oromia Finance Bureau
P.O. Box 27475, Addis Ababa
Tel. 00251-1-510221, Fax. 00251-1-510098
Annexes

	List of Training Modules for Entrepreneurs

Training module 1 is an introduction for business start-ups. 

Training module 7 is destined to experienced entrepreneurs and advanced enterprises.

Module 1: Steps of Business Implementation

Training module for business start-ups. Introducing the four steps of business implementation including practical exercises (action planning, business idea generation, analyse your competencies, SWOT analysis of the business idea (Strengths-Weaknesses-Opportunities-Threats).

· Business idea generation

· Information seeking stage

· Starting up your business

· Follow up and improve your business

Module2: Marketing et Market Research

· "4P" approach in marketing: Product-Price-Place-Promotion

· Competitors analysis

· Market study exercise on the ground (sales and supply markets)

Module 3: Accounting and Cost Calculation

· Basic cash book and bank records

· Cash book and bank records with accounts

· Monthly and annual results overview table

· Electronic cash book and bank records

· Cost calculation

· Analyse price components, fixed and variable costs, 
product costs, profit and loss statement)

Module 4: Business Registration and legal Issues

· Legal status of enterprise

· Registration procedures

· Taxation

· Staff contracts

· Social security

· Business support institutions and formats

Module 5: Financing your Business

· Evaluate your needs for financing

· Identify and overcome other non-financial problems

· Sources of finance

Module 6: How to write a Business Plan

· Business planning for start-ups and small enterprises

· Business planning for medium enterprises

Module 7: International Trade Promotion

· International institutions for trade promotion

· Import and export procedures

· Trade fair and exposition guide

· Trade fair calendar


	Business Development Services (BDS)

Contact: mail@gagel.net 

BDS Portals and Learning Platforms

	Business Development 
Services (BDS) Forum

www.bds-forum.net All about small and medium enterprises (SME) development: BDS portals, BDS approach, training reports. Business information on marketing, import-export, business planning, taxation, bookkeeping, cost calculation.


	Ethiopian Business Development 
Services (BDS) Network

www.bds-ethiopia.net Ethiopian rules and regulations for SME development. Directories of banks and micro-finance, tender procedures, trade fairs guide, trade opportunities, appropriate technologies, women entrepreneurs.

	Services d'Appui aux Petites et Moyennes Entreprises (PME) 
du Sénégal

www.senegal-entreprises.net Répertoires des structures d'appui et établissements financiers, cabinets d'études. Stratégies d'appui, formation professionnelle, recherche de financements, méthodes de suivi-évaluation, appels d'offre.


	Participatory Action-Research

www.action-research.de Participatory methods of business development services and organizational development with examples of Mali, Tanzania, Tunisia, Mauritania, Niger, Burkina Faso.

	6-Pack for SME Development

www.bds-forum.net/6-pack-for-sme.htm 
Six product descriptions for SME development: 6-month BDS cycles, BDS portals, Networking, Capacity building of partner organizations, Monitoring and Evaluation for international projects and M+E for local partners.
	Start and Improve your Business

www.start-your-business.net Manual for busi-ness start-up and business improvement: Business idea generation. Information seeking (market, supply and infrastructure analysis, financial analysis). Business implementation (registering, financing). Follow-up (business management).




Revenues – Costs = Profit





Profit - Personal expenditures


= Repayment capacity








� Recent developments in the MFI sector in Ethiopia show that group lending methodology is not the only option to access credit from the MFIs. Collateral methods such as personal guarantee, credit guarantee schemes and institutional guarantee options are available. 


� Backed only by the integrity of the borrower, not by collateral, and documented by an agreement called an indenture. �One example is an unsecured bond. 
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