Annual Program Statement
USAID Loan Guarantee Program 

Under the Development Credit Authority

Program To Increase Access To Finance For Historically Disadvantage Agribusiness And Small, Medium And Micro Enterprises
I.  Purpose of the Annual Program Statement
The purpose of this Annual Program Statement (APS) is to solicit proposals from financial institutions or other appropriate development partners interested in obtaining a loan guarantee, through USAID’s Development Credit Authority, to mitigate the risk associated with providing finance to historically disadvantaged small, medium and micro enterprises (SMMEs).  Guarantees will be considered for activities expected to support USAID/South Africa’s program to increase market-driven employment by strengthening historically disadvantaged SMMEs.  For the purposes of this APS, historically disadvantaged enterprises are defined as those with at least 25 percent of their shareholders being black, Indian, coloured, female and/or disabled.  SMMEs include enterprises in the agricultural, manufacturing and services sectors.  

The APS: (1) describes USAID/South Africa’s program for supporting private sector employment creation and SMME development; (2) provides an overview of USAID’s Development Credit Authority guaranty mechanism; and (3) explains the application submission process and the criteria that will be used to evaluate proposals.  

II. USAID Program for Employment Creation and SMME Development 


This APS solicits proposals for activities that will increase access to finance for small medium and micro-enterprises in support of USAID/South Africa’s strategic objective to increase market-driven employment through the growth and strengthening of historically disadvantaged SMMEs. Proposals submitted under this APS should directly support this objective.  

With unemployment rates in South Africa running at close to 30%, employment generation is a top priority of the South African Government and, according to a recent survey by the Institute for Democracy in South Africa, it is the number one priority among South Africans, particularly among historically disadvantaged groups.  USAID/South Africa’s strategic approach to creating employment mirrors the South African government’s approach.  It is based on the premise that growth in the SMME  sector is critical to generating new jobs and income sources that will help to reduce poverty and inequality. USAID/South Africa’s employment creation program supports activities that: identify and develop markets for SMMEs in the agriculture, manufacturing and services sectors; enhance the capacity of historically disadvantaged SMMEs to respond to market opportunities; and that increase access to finance for historically disadvantaged SMMEs in these sectors.  Initiatives that promote market-driven workforce skills development in collaboration with private sector efforts are a new area of focus for USAID’s employment program.  For more information about USAID/South Africa’s employment generation program, applicants are strongly encouraged to review the Mission website:  www.sn.apc.org/usaidsa . 


Programs seeking a loan guarantee under this APS should be directly aimed at increasing access to finance for historically disadvantaged SMMEs in the agriculture, manufacturing and services sectors and should have the clear potential to lead to increased employment. The availability of credit has been identified in many business surveys as the most important factor determining whether SMMEs survive and prosper, and SMMEs repeatedly cite access to finance as a major constraint to business growth. Development Credit Authority (DCA) loan guarantees are intended to serve as incentives for financial institutions and other businesses that provide credit to unlock financial resources for SMMEs. The guarantees may be used to encourage financial institutions to lend directly to SMMEs or to provide loans to smaller financial institutions that target low-income and SMME clients. 

III.
Development Credit Authority Overview
The Development Credit Authority is a broad, general funding authority enacted by the United States Congress that allows USAID to issue loan guarantees for up to 50 percent of the loan amount for development purposes that support USAID programs. DCA allows USAID Missions to fund projects that are financially viable through loan and bond guarantees in sectors that meet sustainable development objectives. Typical recipients of the guarantee facility are creditworthy borrowers such as local governments, private sector entities (such as banks) and non-governmental organizations (NGOs). USAID can also provide portfolio guarantees to financial institutions that extend loans to a broader number of small borrowers such as micro-enterprises and small businesses.

By sharing the credit risk with financial institutions, DCA is able to demonstrate the soundness of lending activity in sectors that may not otherwise have access to capital. With sufficient experience and credit history, local banks can then have greater confidence in issuing additional loans in targeted sectors without further USAID participation.
DCA is intended to be used as a credit enhancement tool with true risk sharing on the part of private and public sector partners, and loan guarantees will generally cover not more than 50% of the lender's risk of loss (i.e. the principal excluding interest). Loan guarantee amounts typically fall in the $5-10 million range, but could be more or less depending on the proposal. Fees will be charged by USAID for DCA credit assistance. Depending on the transaction, a one-time loan origination or commitment fee in the range of 0.25%-2.5% will be charged on the portion of the authorized amount. In addition, for loan guarantees, an annual utilization fee will be charged on the outstanding principal in the range of 0.5%-1.5%.
 Four types of USAID credit guarantees are available: 

Loan Guarantees cover a single loan from a financial institution to a specific borrower for a particular activity. This guarantee is used when the borrower, lender, and use of the proceeds are known in advance, where the loan would not be made were it not for the presence of the guarantee. 

Loan Portfolio Guarantees cover a pool of new loans from one financial institution to multiple borrowers in an area or sector specified by USAID. USAID shares the risk of default on the portfolio of loans to those borrowers, to encourage local financial institutions to extend credit to underserved sectors, activities and/or geographic areas. 

Portable Guarantees are similar to loan guarantees except that the guarantee starts out with the borrower, not the lender. The lender has not yet been identified. A portable is used when a borrower cannot access credit due to excessively high interest rates, overly burdensome collateral requirements, or high level of risk associated with the requested loan as perceived by the financial institutions. If the borrower’s request for a portable guarantee is approved, they receive a commitment letter from USAID to present to potential lenders describing USAID’s intent to provide the lender, once identified, with a partial guarantee on its loan to the borrower. With the letter, the borrower has greater leverage in accessing affordable financing. Once a lender is identified, the portable becomes a loan guarantee to cover up to 50 percent of the lender’s risk on the loan to the borrower. 

Bond Guarantees help ensure that investors in a bond receive the stated repayments from their investment. These guarantees are used to support the sale of various types of bonds by financial institutions, private-sector corporations, or sub-national entities. The funds generated from a bond offering are typically intended for specific activities such as local municipal infrastructure or utility projects, which require substantial up-front capital investments. A bond guarantee can also support longer and better loan terms for borrowers of the bond proceeds than would normally be available from a bank. Although USAID bond guarantees are typically used in countries with relatively advanced capital markets, they can also be used to encourage investment for the first bonds issued to develop a bond market in less sophisticated financial systems. 

For more information about the DCA program please refer to USAID DCA website at: 

http://www.usaid.gov/our_work/economic_growth_and_trade/development_credit
V.
Eligibility and Evaluation Criteria

This Annual Program Statement invites proposals for activities which are intended to increase access to finance for small medium and micro-enterprises in support of USAID/South Africa’s strategic objective to increase market-driven employment through activities that promote the growth of historically disadvantaged SMMEs.

Potential partners under this APS may include a wide array of institutions. Eligible lenders may include non-sovereign financial institutions (foreign or domestic) and capital market investors. Eligible borrowers may include private sector enterprises and financial institutions, municipalities, non-government organizations or other sub-sovereign entities. DCA loans and loan guarantee agreements can only be utilized when the partner is a non-sovereign entity. No sovereign loans or loan guarantees are permissible under DCA. All applicants must be legally recognized entities under the laws of South Africa or other appropriate jurisdictions and authorized to operate in South Africa. Past applicants and/or users of USAID’s DCA are welcomed to apply. 

Proposals received in response to this Annual Program Statement will be evaluated against the following three equally weighted selection criteria:

Developmental Impact: The developmental analysis focuses on assessing impact, in particular, the degree to which the proposed activity will assist USAID in meeting its stated strategic objectives, in this case, access to finance for historically disadvantaged SMMEs as a means for helping these businesses to grow and create jobs.  The assessment of impact will consider the following factors: 
Depth: How far down the ladder is the activity likely to reach? Does it reach the smaller enterprises which face greater difficulty in accessing finance? 
Breadth: How far across geographic, sectoral, gender, and other spectrums are the benefits likely to reach? How many small medium and micro enterprises or institutions might benefit?

Frontier: Does the activity reach a segment of the population that is habitually difficult to serve, and does it do so using innovative approaches?

Economic Impact: Tests of the economic impact will be based on the potential catalytic effect the activity might have in correcting or positively affecting a market imperfection.  Among the aspects considered in assessing the economic impact of a proposal are:

Additionality: Would the lending/borrowing transaction and/or the underlying activity that it supports have happened without the USAID guarantee?  Would the guarantee demonstrably improve some sort of market activity that might have happened, but in a sub-optimal way?
Acceleration: This criterion considers whether the USAID guarantee would play an important role in helping desirable market characteristics develop more quickly than they otherwise might have, without the USAID guarantee.

Tipping Point: In addition to the first two issues, an intervention might be justified if it supports a sufficiently significant player (not to be confused necessarily with the biggest players) in the market or a truly revolutionary innovation that, if successful, could reasonably be expected to kick-start complementary and competing services and products in its aftermath.

Sustainability-Short-term: Are non-financial aspects of the proposed deal appropriate and sufficient, in light of the macro and microeconomic context currently prevailing and likely to prevail over the life of the guarantee?
Sustainability-Long-term: This analysis looks beyond the period of USAID support to determine whether the transaction(s), institutions, and other market dynamics can be expected to have long-term impact and sustainability.

Financial Viability: The financial assessment revolves largely around issues of risk and sufficient levels of profitable cash flow over the life of the transaction(s).  This includes a look at four key subcomponents, namely:

Lender Risk: The risk that the organisation(s) extending credit, partially underwritten by a USAID DCA guarantee, would become insolvent or otherwise move into a position where credit would no longer be made available.

Borrower Risk: The risk that the organisation(s) borrowing the money from the lender would not repay the money for any number of financial or non-financial reasons, arising from internal or external factors.

Underlying Asset: The ability of the transaction or series of transactions(e.g. SMEs enjoying the credit benefit of money on-lent by the borrower from the lender), enabled by the credit, to generate sufficiently robust and profitable cash flows in order to make the borrower’s business viable enough to repay the loan and grow and sustain the business further.

Structure: The legal, financial, operational, management, and governance nature of the relationships among the lender(s), borrower(s), and institutions underlying the transaction(s), which need to be sufficiently sound, efficient, effective, and transparent, as well as in accordance with applicable local and international laws and norms, as well as USAID rules and regulations.



V.
Application Submission and Timing 

USAID/South Africa anticipates awarding guarantees to applicants under this APS based on the quality of submissions and the amount of funding available to USAID/South Africa’s Economic Growth Program. The APS is open through September 2006.  The first round of proposal review is expected to start on February 28, 2006. Applications may be submitted any time during the validity of this APS, however, applicants should be aware that funds are limited, and that proposals of interest to the Application Review Team are more likely to obtain funding early in the APS process.  Proposals will be reviewed approximately quarterly.  

Applicants are required to submit a 5-page concept paper following the format provided in Annex A. The applications must be presented in English using a size 12 font.  They may be submitted electronically (MS Word), by post, by courier, or by hand delivery to the addresses listed in Section VI. 

Applicants whose concept papers are determined to best meet the above criteria will be requested to work with USAID to develop a detailed project proposal for consideration by USAID/Washington’s DCA Credit Review Board.  The final proposal will include a development impact assessment, an economic viability analysis and a financial viability analysis. 

Several groups within USAID play a key role in negotiating, preparing, approving, and releasing funds for DCA projects, and the time frame for securing DCA project approval varies depending on the project. Applicants should, however, be aware that it can take three to nine months from project development to final approval. 

VI.
POINT OF CONTACT
Please direct all queries and submissions to: 

USAID/South Africa

Economic Growth Office

Attn:  Allan Hackner
100 Totius Street, Groenkloof X5

PO Box 43

Groenkloof, 0027

Telephone: 012 452 2000 Fax: 012 452 2399

Email Address: ahackner@usaid.gov

This APS does not commit USAID/South Africa to award an agreement, or to pay any costs incurred in the preparation or submission of applications, or to procure or contract for services or supplies.  USAID/South Africa reserves the right to reject any or all proposals, to negotiate with any applicant(s) considered qualified or to make award without further applicant negotiations.
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Annex A

Concept Paper Outline for DCA Loan Portfolio Guarantee and Loan, Bond, or Portable Guarantee

	1.   Project Description and Development Analysis Information

	a. Brief Project Description:  

	b. Economic justification. Please address the following in a few sentences:

	· Market imperfections
(Specific barriers that discourage entry of new credit or suppliers.)



	· Additionality (Will the DCA guarantee help create additional credit availability not replacing or competing with existing source of financing?)



	2.  Financial Institution (FI) Information, if available

	a. Name & Address:   

	b. Contact person name:     
	Title:   

	    Email:                                        
	Phone:                       
	Fax: 

	c. Is the FI majority owned by the private sector?                  
	Yes ___    No____

	d. Is the FI present or past DCA partner?   
	Yes ___    No____

	e. Has the FI been profitable in:  

	           Last Fiscal year?   
	Yes ___    No____

	           Year before?   
	Yes ___    No____

	           Two years before?   
	Yes ___    No____

	f. Has the FI been audited in:  

	           Last Fiscal year?   
	Yes ___    No____

	           Year before?   
	Yes ___    No____

	           Two years before?   
	Yes ___    No____

	g. Has the FI been rated?  
	Yes____ No____

	h. If yes, please give the name of the rating agency:  


	3.   Basic Anticipated Terms  

	a. Type of guarantee. Check one: LPG  (  )    LG (  )    BG (   )  PG  (    )

	b. Total facility amount (i.e., total credit to be disbursed): 

	c. Term of guarantee:

	d. USAID guarantee percentage:

	e. Guarantee ceiling (maximum USAID liability):  

	f. Final date for disbursing qualified loans under the guarantee: 

	g. Guarantee expiration date: 

	h. Currency of loans, is there a mismatch? 

	i. Estimated pricing – interest rate, fees:  

	j. Basic anticipated credit criteria for asset class (e.g. collateral requirements, credit  history): 

	

	If an Loan Portfolio Guarantee, please provide the following additional information

	 a. Estimated Loan size (minimum, maximum, average):

	 b. Estimated average maturity (months: minimum, maximum, average): 

	c. Estimated number of borrowers: 

	

	4. Borrower Information:
Complete this section for loan portfolio guarantee (LPG) or bond guarantee (BG) with multiple end-borrowers.  If applying for other products, skip this section and go to the next section.

	a. What is the borrowers’ industry sector?  

	b. How are they meeting their current financing needs?  

	c. Average loan size:  

	d. Average loan term: 

	e. Purpose of the loan: Working capital (  )   Asset purchase  (  )   Other  (  )

	f. Has this group borrowed from any FI in the past?  
	Yes____ No_____

	g. Has there been a study on the borrower group or the industry sector? 
	Yes____ No_____

	h. Have the borrowers received or are receiving any technical assistance? 
	Yes____ No_____

	i. If the answer is yes to h, please give a very brief description of the assistance and the length of the assistance:  

	5.  Borrower Information:
Complete this section for loan guarantee (LG), bond guarantee (BG) for a single borrower, or portable guarantee (PG). If applying for loan portfolio guarantee (LPG), skip this section.  

	a. Borrower Name and address:  

	b. Contact person name:        
	Title:  

	    Email:                           
	Phone:                                   
	Fax: 

	c. Primary Business:  

	d. Date Established:  

	e. Legal form:  

	f. Last full year 
	Revenue:                             
	Profit: 

	g. Purpose of the loan: Working capital (  )   Capital purchase  (  )   Other  (  )

	h. Has the borrower have experience in the purpose area?                     
	Yes____ No___

	i. Does the borrower have present/past borrowing experience?               
	Yes____ No___

	j. Is the borrower present/past DCA partner?                                           
	Yes____No___


	Date Submitted: 
	Date Reviewed: 































































� Given the nature of agricultural biotechnology research, however, programs in that area that can show longer-term, rather than direct immediate impact toward program objectives, will be considered.  Nonetheless, biotechnology research proposals must make clear their links to the potential for generation of jobs or income for emerging farmers.





� Please note that excessive documentation submitted as attachments is neither necessary nor warranted.
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