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ADDO Loan Fund and Monitoring Proposal

for MSH/SUMMA Foundation
1.0
Introduction

Businesses throughout the world need external inputs in order for them to expand and develop. In some countries these inputs are readily available and thus businesses have every opportunity to grow and improve their service delivery. However, in other countries the lack of inputs has a negative impact on not only the businesses themselves but also on the wider community. No where is the shortage of such inputs, and the negative implications of the shortage, more obvious than in Tanzania, and specifically in the health field. 

Management Sciences for Health (MSH) is currently working with the Pharmacy Board and the SUMMA Foundation, through the ADDO project, to address the service needs and delivery of small pharmacy businesses in Tanzania (Duka la Dawa – DLD). The objective of the project is to develop the capacity and services that these shops are able to offer to the public, so as to improve overall community health care.

MEDA has been requested by MSH and the SUMMA Foundation to design two programs for the ADDO project, namely: a credit facility that will ensure that DLD owners are provided with two valuable inputs, specifically business training and credit, and secondly a program that monitors and tracks the performance of accredited ADDO DLD businesses over time. This proposal outlines MEDA’s design for the two projects, and the overall budget.

2.0 History of MEDA

2.1
MEDA International:

MEDA is an association of 3,000 business people from the U.S. and Canada, who believe their faith, skills and resources can be used to help overcome poverty.  MEDA was formed in 1953, initially as a venture capital organization to provide loans and equity to businesses in developing countries.  MEDA’s international development efforts are now organized into four departments: the MEDA Consulting Group, International Operations, MEDA Trade Co., and MEDA Investments Inc.  The latter two departments are set up as wholly owned for-profit companies.  MEDA has 175 staff worldwide.
For over 48 years, MEDA has been recognized as a leader in Microfinance through the creation of cooperatives, microfinance programs, institutions, and micro banks, to the provision of technical assistance to a wide variety of organizations.  MEDA first became directly involved in developing rural and urban micro enterprise credit and training facilities in Haiti in 1985. Since then, MEDA has replicated its programs to Jamaica (1987), Bolivia (1988), Nicaragua (1990), Tanzania (1994), Russia (1995), Mozambique (1996), and Romania (1997). 

2.2
MEDA Tanzania: 

MEDA has a long history in Tanzania, starting in the 1960s. MEDA first major donor funded project, the Southern Highlands Oxenization project, was started in the 1980’s. This project was designed to relieve the cultivation and transportation problems of farmers. 

In 1994, MEDA began operating two credit facilities in Tanzania funded by the Canadian International Development Agency (CIDA) and Danida. These MFIs provided financial services and training to support the development and growth of micro enterprises in both Dar es Salaam and Mbeya. 

After reaching sustainability and profitability in 2002 both facilities merged their operations National Microfinance Bank. This action was in accordance with MEDA Tanzania’s goal of developing projects that are sustainable, and once sustainability is achieved, to identify local partners or institutions to take over the ownership of the project entity. 

MEDA has gained valuable experience and insight into the micro-finance environment specifically in Tanzania by having direct responsibility for lending operations and business training and mentoring over the eight-year span of these programs.  

In addition to direct operation of MF programs in Tanzania, MEDA also implemented the Umbrella Credit Program for the National Income Generation Program (NIGP).  During this large, four-year contract, MEDA and its consulting group MCG, provided training in organizational development and capacity building for the governance bodies of MFIs and SACCOs. Targeted technical assistance and development of national quality standards were also components of the initiative.  

MEDA Tanzania’s national staff has provided consultancies not only for MEDA’s activities in Tanzania but also to numerous other projects. For example, this year alone MEDA’s staff has provided or will provide training to, amongst others, IFAD, PTF and FINCA.  

3.0 CREDIT Facility

One of the keys to operating a successful Micro-Finance facility anywhere in the world is ensuring that policies are adopted and that once adopted, these policies are strictly followed. This is not to say that policies can not be assessed and changed as time goes on, but the presence of clearly outlined and followed policies provides the necessary protection for staff, clients, and stakeholders.

Attachment One is a draft credit policy for the project. (Obviously before this policy is adopted MEDA welcomes input from key project stakeholders). In particular there are a number of key points in the policy that need to be highlighted:

1. Only DLD owners who have a written referral from MSH will be eligible for loans.

2. Referral by ADDO does not guarantee an owner a loan. All owners must go through the MEDA training program, and then have their financial position, and character assessed by MEDA staff, before a loan is approved.

3. Interest will be charged on a flat rate of 2.5% interest per month. The loan period will be nine months with a one-month grace period where interest only is charged.

4. All owners who have loan applications approved will be required to pledge assets to the equivalent of 1.2 times the amount of the loan, plus have a guarantor who will guarantee the loan in the case of the owner not being able to complete the payment of the loan.

5. Once a loan is approved clients will be required to make a cash deposit to MEDA of 15% of the total of the loan. This will be used as a security deposit on the loan. After the loan has been paid off the security deposit will be returned to the client. Should the owner default on the loan the security deposit will be applied to the remaining balance.    

6. The first loan for owners will be within the US$300-1000 range. The second loan will be within the $600-2000 range. 

3.1 Credit facility: Training Program

MEDA believes that credit is not the only input required by small business owners. Amongst other things, training is also a valuable input. In MEDA Tanzania’s credit facilities, credit has always been combined with training. The value of the two inputs was recently stressed in a baseline survey carried out by CIDA on MEDA Tanzania’s MF clients - 96% of clients stated that MEDA’s training had greatly helped their businesses to expand and develop.

MEDA will be conducting a training assessment of the prospective DLD owners in April. This assessment will help the MEDA staff to focus its trainings on specific areas of need. 

Curriculum:

For the past 5 years MEDA has been providing training to MF clients based on the following topic areas:

· Small Businesses and Working Capital 

· Business Management

· Inventory Management

· Sales/Marketing Strategies and Techniques

· Bookkeeping and financial records

Trainers:

MEDA’s philosophy in training is that the credit officer is the best person to provide training to potential clients. This is due to the fact that it is the credit officer who is involved in the day-to-day operations of the credit facility and therefore has the most contact with the clients. He or she is therefore able to provide valuable post training follow up to clients. In addition, during the training sessions the credit officer can make observations about potential clients, which adds valuable information to each client’s assessment process.

Length of Trainings:

Generally the training is carried out over a three - five day period. This can either be delivered over consecutive days or else on a part time basis over a one-month period. This will be decided on between the credit officer and the DLD owners. 

Each training session varies in time depending on the topic to be covered and the amount of owner interaction.

Methodology:

· The training methodology will combine short lectures, group work and discussions/case studies. The emphasis will be on owner/client participation.

· The medium of communication will be Kiswahili. 

3.2 CREDIt Facility: MFI Relationships

Steps to build relationships with other MFIs:

MEDA management has a good working relationship with MFIs throughout Tanzania. Currently, the only viable MFI in the Songea region capable of taking on the graduated DLD owners is the National Microfinance Bank (NMB). MEDA management has already discussed this potential project with NMB management. NMB is committed to taking on all clients who have gone through the MEDA training program and have developed an understanding of credit and have a good credit track record.

In addition MEDA will pursue the possibility of involving other MFIs in the area depending on the status and performance of these MFIs over the project period.

Transfer of Clients:

Clients will be transferred to the identified MFI after they have paid off their second loan. The exact transfer process will be determined by MEDA management and the MFI closer to the time of transfer. 

MEDA and NMB were recently involved in a transfer of over 1000 clients from a MEDA project to NMB. Over 85% of the clients were successfully transferred. 

3.3 credit facility: Administration of SUMMA Loan Capital

SUMMA Capital:

MEDA is managing the loan capital on behalf of the SUMMA Foundation. In this respect, MEDA undertakes to use SUMMA Capital solely for the ADDO project.  In addition, all loans issued to DLD owners will follow the credit policy mentioned earlier in this document.

MEDA has successfully managed donor capital in Tanzania, and has returned the capital to the donor at the completion of the project following pre agreed steps. However, it should be noted that although MEDA will ensure that the capital is protected, it does not take on any responsibility if the full amount of capital is not repaid. Micro Finance carries with it risks, and although MF management can ensure all policies are followed and the checks and balances are in place, money can still be lost. MEDA will not assume any legal responsibility for any loss or Act of God.

Payment of Interest and Recording of Capital:

MEDA will ensure that a suitable loan tracking system is in place. This will enable a financial break down of all repayments in terms of interest, principal and penalties. Interest received will be entered as accounts payable to SUMMA Foundation, along with the capital. This money will be transferred into US dollars monthly, and can be sent to the SUMMA Foundation upon request. All expenses associated with the transfer and exchanging the Tanzanian shillings into dollars will be paid for by the SUMMA Foundation. 

SUMMA capital will be transferred to MEDA Tanzania in US dollars, however the Accounts Payable to SUMMA will be recorded in Tanzanian Shillings, based on the exchange rate received on the day of the transfer. MEDA’s reporting to SUMMA will reflect the capital based in Tanzanian shillings as well as funds currently being held in the US dollar account..  

3.4 CREDIT FACILITY: Reporting

Monthly Report: MEDA will provide a brief monthly report to MSH and the SUMMA Foundation on the project performance using the following report outline:

Portfolio Report:

· Number of loans requested, approved and rejected

· Total number and amount of first and repeat loans disbursed

· Total outstanding portfolio

· Total repayments (principal and interest)

· Total delinquencies aged

· Total write-offs

· Written explanation on delinquent funds

· And other areas as requested by SUMMA.

Activity Report:

· Training provided to DLD owners

· Day to day activities of credit officer

· Progress on discussions with other MFIs

· Any problems or observations

MEDA will also include information on the current status of SUMMA Funds associated to the ADDO project including the following information: amount transferred from Summa to MEDA, current money held by MEDA on behalf of SUMMA, exchange rates related to any exchange of US$ into shillings and vice versa, and any other information requested by the SUMMA Foundation.

3.5 CREDIT FACILITY:  Management and Operations

Human Resources:

It is expected that the project will employ two full time staff members – a cashier and a credit officer:

Cashier: This person will be based both at the office and the Songea and Mbinga NMB branches. This person’s responsibilities will include the collection of payments, as well as performing basic bookkeeping tasks.  

Credit Officer (CO): This staff member will carry the responsibility of the training, assessment, issuing of loans, and the follow up of clients. The overall performance of the portfolio will be largely the CO’s responsibility. 

Supervision and Management:
Supervision of the project will be shared by three staff members. The MEDA Country Manager will provide overall management of the project. This will include staff management and reporting. (This is addressed in section five).

Mr. Boaz Boaz and Mr. Faustin Tarimo (CVs attached) will provide alternate internal audit coverage, portfolio monitoring and client monitoring 3 days per month (1 of the 3 days will cover the cost of the 2 travel days).   

MIS and Accounting System:

MEDA will be using its own client tracking system in the project. This system provides all the needed information and database requirements for an MFI.

A new set of financial accounts will be established for the project using the Peachtree Accounting Package.

Accounts will be audited by MEDA’s auditors (Ernest and Young) as part of its yearly audit of MEDA. However the auditors will undertake no client verification unless requested by MSH or SUMMA and paid for by either party. 

Staff Transport:
MEDA staff will travel from Dar es Salaam to Songea via bus. It is also expected that all travel in Songea and surrounds will be carried out using public transport.

Per diems:

All staff visiting the project will receive a per diem payment of $15 per day. This will be used to cover accommodation, food and incidentals.

3.6  credit facility: Steps towards Operations

MEDA will be in position to start the Credit Facility project at the beginning of July. However for this to happen agreement by all stakeholders of respective roles and responsibilities, as well as approval of the budget, needs to be confirmed at the latest by the end of April 2003. This is especially crucial for MEDA in terms of future consultancies and availability of staff.

3.7 CREDIT FACILITY: BUDGET
The budget submitted covers the cost of the MF operations only.

	Items
	Expense per Year

	Credit Officer (Full time)

Cashier (Full time)

Internal Auditor/monitor

MIS and monitor Position 

Office Rent and Overheads

Transport/per diems/misc

 Initial Training Program
 


	$11,400

  $2,400

  $4,200

  $2,000

  $2,000

  $5,000

  $1,300

	Total
	$28,300


The following points should be noted about the budget:


1. Due to the pilot nature of the project MEDA has not charged any MEDA Tanzania head office costs nor MEDA Canada fees to the project. Usually this is charged at between 10—15% of the budget.

2. Transport/per diems, etc: MEDA management has carried out an educated guess as to the travel costs of the staff. The overall costs depend on how many rural clients the ADDO staff choose, and their location. 

3. Although MSH has agreed to cover the cost of the training needs assessment carried out by staff in April, the actual development of the curriculum for the training will be done at no expense to MSH.

4.0 MONITORING AND EVALUATION PROJECT: 

MEDA has been requested to provide a budget for monitoring and evaluating the performances of the registered ADDO businesses. This includes collecting data on the following areas
:

· Monthly sales

· Purchases of prescription drugs

· Prescription details given to clients

· Cost analysis of businesses

· Current stock levels

· Availability of selected drugs

· Customer numbers

· Net profitability of businesses etc.

It is anticipated that at the start of the project the time needed to be spent in each shop will be 3-4 hours each shop
. This will in turn be reduced to 1.5-2 hours per shop once a system is in place in each of the shops. In addition it is noted that initially the project will be starting with a small number of DLD.

4.1 MONITORING AND EVALUATION PROJECT: BUDGET

MEDA has a competent accountant who is currently uncommitted to any long-term contract. This staff member would be in the position of being full time on this project. The following formula would be acceptable to him and MEDA:

Full time salary $700 per month including housing and medical.

Travel costs and administration would be set at $125 per month.

Total costs given the above:  $9,900 per year.

4.1 MONITORING AND EVALUATION PROJECT: REPORTING

MEDA will provide a brief monthly report to MSH that outlines the performance of each of the accredited DLD businesses over the month in specific areas as decided on by MEDA, MSH and SUMMA i.e. sales, stock levels etc.  All data collected from each of the accredited DLD by the monitor will be entered onto a basic tracking spreadsheet that will accompany the monthly report. 

It is expected that within 3 months of the operations starting, data will be collected by the MEDA monitor via palm pilot and fed into a central data base. MSH agrees to investigate this development further. Funding for the palm pilot is not included in the budget.  

5.0 OVERALL MANAGEMENT AND SUPERVISION OF THE PROJECT:

The two projects will require overall supervision and co-ordination to be carried out by the MEDA Tanzania Country Manager (CM). Setting up a new office and a project requires a lot of time in terms of logistical details, and staff co-ordination as well as the normal requirements of reports writing and meeting attendance. 

MEDA proposes that for the first 6 months of the project that the MEDA CM is charged out to the project at 3 days per month. After the first six months this will be reduced to 2 days per month.

MEDA fully anticipates that the setting up of the project will take more than 3 days per month for the first 3-4 months. Whatever is spent over the 3 days per month will be at MEDA’s expense.  In addition MEDA agrees to reduce the daily charge out rate for the CM from 500-550 per day to $450 per day.

Total Cost: $13,500 per year.

6.0 TOTAL BUDGET FOR THE TWO PROJECTS:

The total budget for the two projects is the following:

	Project
	Cost

	MFI Project

Monitoring and Evaluation

CM Supervision and Co-ordination
	$28,300

$9,900

$13,500

	Total Costs
	$51,700


Providing MSH agrees to the above proposals and budgets, payment will be made to MEDA on a quarterly basis in advance providing all reports to MSH/SUMMA by MEDA are up to date. 

� For the first training course MEDA will send a senior staff person to accompany the credit officer to carry out the training. This will enable an evaluation of the first training to be carried out and changes made etc. Also this charge includes some coverage of the time spent developing the training program for the DLD owners.  After the first training course the cost of training is covered in the credit facility budget. No additional costs have been budgeted for the logistics of the training ie room hire, food, materials etc, as it is anticipated that this course will be an extension of the MSH training and thus costs will be picked up by MSH.  


� The type of data to be collected will be finalized by MSH and SUMMA. 


� Initial data collected will become the initial baseline data of which future business performance will be measured. 
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