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1. Background
The main goal of any MFI 
 is to build economic empowerment of the people, to create a middle-income population and to make the financial sector of the country belonging to the people.

The challenge is to build capacity in the rural financial sector by focusing on a very large range of activities, and building sound institutions through human resource and systems development.  These themes are reflected in this statement, whose chief objective is to support the deepening and diversification of financial markets to serve the broad spectrum of rural small holders and micro entrepreneurs, including the self-employed poor
2. Risk management with a Strategic Savings Guarantee Fund – SSGF –

Assuming that we are at the beginning of a process of creation of a MFI, our main goal will be to create a Risk Management Authority, RMA, which later will lead to the formation of a credit and saving system owned by the members. Members will organise themselves into rural or urban financial associations –RUFA - formed at village or city level. 
The Rural Financial Associations – RFA - will be federated in District Rural Finance Associations – DRFA -, who in turn are the ultimate owners of the AMFI, i.e. Apex Microfinance Institution.
The apex institution will be a private limited company that will be set up to serve as an apex institution for the whole rural and micro finance sector.

In the meantime, the credit scheme is set up in parallel with the savings system. 
t would therefore be appropriate, in such a perspective of future collaborations, to 
2.1 Mission 
The RMA, Risk Management Authority, shall consider the microfinance as a main tool in the development of rural sector, by creating the maximum of synergies between all the concerned partners, in order to maximise the impact on target groups.
2.2 Objectives
2.2.1. Main objective

The overall objective of the Program is to concur to the national food security, poverty alleviation policy and income levels for rural households by increasing the financial basis of smallholder farmers’ productive investments and by improving their efficacy. 

2.2.2. Specific objectives: 

1. To enhance the financial capability and socio-economic organisation of farmers by facilitating the structuring of an associative dynamism within the actors in the rural world, and by assisting rural communities and small holders in such development.

2. To increase the availability of quality farming inputs in rural areas and to deepen the access to finance for associations, small holders and micro entrepreneurs, through the design, establishment and management of a viable and independent rural saving and credit system.
3. To assist communities, producers groups, private small holders in their development.

4. To identify, promote and support micro business initiatives initiated by communities, co-operatives, associations and private persons in the rural sector, especially women.

5. To set up a data base to inform the communities, the Government and Donors

6. To facilitate partnership and collaboration with Micro Finance Institutions, NGOs, trusts and private companies active in the microfinance sector.

7. To facilitate training, professionally oriented towards communities, Rural Finance Associations, District Rural Finance Associations and Apex Institution staff, and to produce pedagogic support.

2.3 Activities 
Result 1

· Building-up and improvement of the capacity of rural communities to access savings and credit services: in village communities, already committed to the sound management of natural resource

Result 2

· Creation and management of the Strategic Savings Guarantee Fund -SSGF. 

Result 3
· Creation of a sustainable and manageable warrant system to grant credits to farmers and associations with the guarantee of stored agricultural produce. 

Result 4
· Creation of a marketing information system in collaboration with other private and institutional stakeholders of the sector. 

Result 5 

· Collection, treatment and dissemination of technical and financial information.

· Supervision in practice adoption in Risk Management, Management Information Systems, Accounting systems. 

3. STRATEGIC SAVINGS GUARANTEE FUND
3.1 Mission 
A concept for a Strategic Savings Guarantee Fund (SSGF) is to be prepared and discussed at a national workshop, with representatives from all the following parties involved or potentially involved in establishing and/or operating the SSGF:

Tentatively:
· Ministry of Agriculture

· Ministry of Finance

· Micro Finance Institutions

· Financial Services Providers 

· Commercial banks
· Donors
· Organizations representing agricultural sector

Since the rural based community associations will be operating as depositors of both Savings in kind and cash deposits it will be necessary to provide some element of comfort as to the security of their savings in case of failure of the rural financial system.  This security will be provided by the SSGF up to the limit of the accepted levels of the deposits/savings, and because of this arrangement the Central Bank authorities may give dispensation to register as a bank.
The goal of the SSGF is to enable Apex MFI – AMFI - to operate in favor of Farmers, Producers Organizations, Small and medium size family and household enterprises, and Micro-enterprises, being guaranteed by savings guarantee in the proportion of 1/1.5 
 , i.e. up to 66% of the saving size.  This would help to mitigate the lack of sufficient collateral security which is a result of the undeveloped land and mortgage market.  

Simple and cost-effective structure of the SSGF, which will be included in Risk Management Authority - The owners of the SSGF constitute the Council which decides on policies and procedures of the SSGF. 

The SSGF will assume the financial liability for savings depositors guarantee in favor of individual or farmer’s producers associations, micro and SME’s rural enterprises.

3.2 Main strategic objectives 

· The development of a safety oriented policy is the strategy chosen by the SSGF to protect the depositors. The SSGF has the ambition to become a real and sound institution to service AMFI clients and particularly emphasizing on individual farmers clients. 
The second overall strategic objective of the SSGF is to develop a more active resources management policy through funds mobilization. The relatively low level of private funds mobilization may be one of AMFI major problems.

· So, the objective to grant guarantees, giving the priority to the savings deposited within the AMFI network, for both savings in cash and savings in kind, while assuring the stability of the AMFI resources base through growth and stability of its funds mobilization and share capital.

SSGF Services will not be linked with credit: SSGF Guarantee is not a passport to bad quality loans but a protection of the depositors in case of loss or disappearing of savings mobilized as an extended security in itself. 

SSGF encourage savings mobilization services.

3.3 Intermediary objectives 

Guarantee function is the central activity. The officer (or manager) in charge of this function will be responsible for guarantees issuing. He will be the executive body of the Council decisions, with all financial functions, like guarantee allocation, risk control and guarantees monitoring.

· Treasury & Accounting function will be in charge of strengthening funds mobilization, for expansion and diversification.
3.4 Tasks and Responsibilities of the Council

The Council shall:
1. Define the overall strategy as it pertains to guarantees issued by the SSGF
2. Establish the total amount of guarantees that can be issued and outstanding in any given year.

3. Determine the outstanding amount of guarantees authorized in favor of AMFI (Line of Guarantee)

4. Approve the Programme of activities and operating rules.

5. Approve the SSGF budget for the following year.

6. Submit the SSGF annual report to the supervisory authority concerned and the draft activity programme and budget for the next 

3.5 Activities :

· As the SSGF is an important component of the Rural Financial System, the SSGF shall cover its own expenditure and provisions for risks (under the assumptions made in the financial projections). This is indispensable to ensure institutional sustainability.

· Implementation of a prudent survey of the AMFI, to determine its professional quality and financial soundness, the acceptable risk and acceptable exposure
· Savings values need to be closely monitored on a regular basis and a Savings register will be opened by the AMFI. Access to this information will be rendered easy by computerized network.
· The SSGF will accept, on request from the Central Bank, to cover 100 % of the Savings value. For liquidation of the Savings Guarantee, the SSGF will give first an immediate execution of 50% of the guarantee. The remaining 50% will be disbursed after auditing the risk.
3.6 Relations between AMFI and SSGF
The relations between the AMFI and the SSGF shall be regulated by a General Agreement.
The SSGF shall be guided by the following principles.

· The guarantee will cover the amount of savings deposited in the AMFI. All other risks associated with the loan activity and other loan charges will be assumed by the AMFI.
· In the event of the liquidation of a saving guaranteed by the SSGF, the SSGF guarantee will immediately give 50 % of the outstanding amount of the saving. 

3.7 Budget
The SSGF shall maintain an operational account into which payment of Council contributions are accounted, in the exact amount of savings deposited within AMFI network.
As money is accumulated in this account, increased by interests accrued, surplus will be transferred to a capital account at regular intervals for the maximization of profit.

4. The Apex Microfinance Institution  – AMFI -
4.1  Description

4.1.1. Title


Apex Micro Finance Institution Limited Liability Company – AMFI -


4.1.2. Summary of the project


Sustainable improvements in household food security and living conditions can only 
come about through the facilitation and capacity building of community-based 
organizations and this is the primary reason behind the project’s use of the village 
banking methodology and participatory micro finance appraisal.


Direct support to agricultural activities – livestock rearing, irrigated horticulture and 
agricultural production - will account for 65% of credit support. Indirect support – 
alternative food production, agricultural processing and trade – will account for the 
remaining 35%.  Gender concerns will be paramount and female-
headed households 
and women producers, traders and associations will be targeted to achieve a gender 
balance in terms of numbers of beneficiaries, amounts of credit and decision making 
roles within village banks and credit and savings committees.

4.2 Justification

a) Needs and constraints


Africa is predominantly an agricultural continent.  The productivity of agriculture, the 
main stay of 85% of the population, has now been low over the past 9 years due to a 
number of factors including inadequate rainfall and farming practices that rely on 
traditional low input technologies.  Together with systematic agricultural training and 
extension, the priority need of many rural smallholder operators is the availability of 
investment to enable them to procure inputs such as irrigation equipment and 
improved seeds and fertilizers.

Although commercial banks have on average been having excess 
liquidity, these funds cannot be invested in rural sector because of lack of ‘bankable’ projects and many potential clients cannot offer acceptable collateral especially in the rural areas. Furthermore, the situation is 
aggravated by existing inefficiencies in the commercial banking sector such as dormant funds, high profit margins and lack of innovation.


Banking services are concentrated in urban areas whereas in rural areas, they are 
severely limited. As the major commercial banks are pulling out of the rural areas due 
to commercial and security concerns, the availability of rural financial services (credit, 
savings and payment transfer) is decreasing. From a purely business perspective, 
where profit maximisation and risk minimization is key to success, banks are acting 
rationally. 

In line with the current conservative lending policy banks have deliberately reduced 
the number of credit staff. Furthermore, lack of appropriate auditing practices in small 
and medium enterprise, among others, have made it difficult for banks to deal with this 
sector and concentrate on large-scale operations and trading in Treasury Bills.
b) 
Relevance of the project


An operational as opposed to a humanitarian approach is identified as the most 
appropriate and this project seeks to ensure that the activities described are addressing 
the needs to small-scale agricultural operators, micro and small entrepreneurs, and 
Micro Finance Institutions, Financial Services Providers.


Three Finance Windows will be rendered operational:

· Local level:  Rural Credit: for on-lending through Local Rural Finance Associations – RFA - to shareholders (Individuals, Clubs and Associations) to profit farmers who are members of those Clubs and Associations.

· Local level:  Micro-credit window: for on-lending to growing family-based Micro and SME’s, in order to assist them to modernize, expand and formalize their operations; Women in business are specially targeted.

· Regional level: Micro Finance Institutions and Financial Services Providers: for on-lending to regional intermediary organizations, considered as the sponsors of the RFAs (down to top approach). On-lending to Micro Finance Institutions and Financial Services providers when they comply with three conditions:

· when they are well managed,

· when they have already demonstrated an effective track record in the provision of micro-credit and savings facilities to rural household, or when they commit themselves to such a target

· when they do not use their position and status  to lend money for the profit of a few, but to  involve farmers to become more professional in their loan allocation.

c)
Selection of target groups and activities


The primary activities are rural micro finance and capacity building of community-
based organizations in order to manage their revolving funds. This process will 
include not just institutional capacity building but also facilitating technical support 
with the Ministry of Agriculture to enhance crop and livestock production and 
marketing.  The target groups are:

· Poor economically-active rural smallholders engaged in crop and livestock production and marketing

· Poor rural households that depend on marketing agricultural produce for their livelihood

· Individuals or groups engaged in non-agricultural food production and marketing

· Women and women headed households


The loan amounts are set at levels that enhance access by the poor and mitigate against medium-sized enterprises, who need much larger capital investment and therefore are not likely to seek access to the project.

d)
Reasons for proposed methodology


AMFI‘s rationale is therefore due to a number of factors, local, national and 
international:

(i) Africa is a primary food producing continent. Investment in the agricultural sector should be done through a locally appropriate micro finance system that avails to rural communities the investment they need to increase food production and thereby improve local, regional and national food security.

(ii) Gender concerns are central to development and enhanced food security. Despite their important role in most productive activities, women in Africa face economic and social marginalization, particularly in rural areas.  The traditional roles of women in rural areas exclude them form involvement in many economic activities, which have been accepted for generations as the men’s domain.  Despite this, women in rural areas carry out the majority of agricultural activities, a situation which assumes increasing importance when men are not available due to external factors (migrant labor, nomadic pastoralists).  On the whole, rural women are more restricted by traditional gender norms on role, responsibility, power and access than urban women.

4.3. Objectives of the Project

4.3.1. Main Objective

The main objective of the AMFI is to improve the living conditions of households in 
rural agricultural communities, especially the small-scale farmers, through improved 
and deepening access to finance for associations, small holders and micro 
entrepreneurs, through the design, establishment and management of a viable and 
independent rural savings and credit system. 
4.3.2. Specific objectives

· To demonstrate the effectiveness of rural micro finance in promoting and diversifying food production and food security

· To provide a model of sustainable and community-based micro finance that can be used and adapted to promote development for marginalized and poor rural communities and inform micro finance initiatives in other areas of Africa

· To represent the interests of clients and community-based organizations in the micro finance and development debate nationally and facilitate their direct involvement at this level.

· To increase the availability of investment funds at reasonable and fair rates that will enable some of the poorest economically active to develop sustainable businesses and income-generating activities, thereby increasing food security and household standards of living as well as invigorating the local economy.

4.4.  Expected results of the project

i) Increased food production (crop, livestock and agricultural foods) and marketing as a result of appropriate and client-responsive savings based investment through autonomous, institutionally sustainable and financially self-sufficient community-based organizations (village banks)

ii) Increased households food security and income for the clients assisted during the project period and sustainable village banks established that will continue to expand and thereby improve the food security of households and clients that will become credit users in the future.

iii) Integration of gender concerns that ensure at least 50% of clients are women. Savings and Credit Committee members are women and they are fully involved in decision – making.

4.5.  Savings as a guarantee

From the trinity SAVINGS / CREDIT / INVESTMENT, any project may have had a positive impact in credit and investment, but there is still a lack of savings to achieve a comprehensive development.

Reimbursing a credit can be seen as a compulsory saving. But savings should be promoted as they result in positive and sustainable effects. In the same way, savings are a guarantee, a sort of anticipated credit which put the future borrower in the right attitude. Credit is fundamentally a problem of attitude of the borrower and not a problem of socio-economic conditions.

1. The amount of savings represents both a source of financing for future investments, a sound economic training for the depositors and collateral for RFAs, especially in the case of a mutualist system.
2. The project may privilege, for the safe management of credit, those RFAs that are making a significant effort of saving mobilization to equilibrate the amount of credit channeled.

3. Proportion between Savings and Credit is expected to be 1 to 1.5

4. The incentive may go from the relation between saving and credit to a premium given to the saving-makers.

5. The target population has normally proved their capacity of savings in non-financial forms. While promoting the mobilization of savings in monetary forms, AMFI will also consider Savings in kind, including condition of conservation of capital worth.

6. RFAs shall be encouraged to mobilize savings in order to strengthen their internal resource base. There are three prerequisites for effective savings mobilization : 

- for savers, who demand deposit facilities, savings shall not yield negative real returns (relative to rate of inflation)

- for RFAs, which supply deposit facilities, savings mobilization must not be "undermined" by cheap (i.e. subsidized) credit. Thus the interest rate on liquidity credit shall at least equal the cost of mobilizing savings.

- for a less risky credit, savers will be members of the credit committee.

a) Establishing village banks

i) A village bank can be established where the project already has a presence and where savings and loan principles are clearly understood.  All members taking loans will get organized in RFAs or Village bank. New members can join as individual savers.

ii) In principle, all villagers should be eligible for membership of the village bank.  Membership is approved by the elected Board of Directors of the RFA at their monthly meetings.  Every new member pays a registration fee and must open a savings account.

iii) The village bank operates from a secure office and has predetermined opening hours for money transactions.

iv) The Board of Directors should create a Saving and Credit Committee, composed by prominent persons of the Board. The Saving and Credit Committee should meet at least twice a month with general meetings of the Board once every 3 months.  Saving and Credit Committee should meet at least 2 women.  Decisions at general meetings are made on the basis of a simple majority vote.

The operation of village banks is guided by a number of polices covering savings, loans and other functions and in particular, the project seeks to avoid problems in overall cash flow available to rural household.

b) Loan types and their disbursement

The interest rate is xx percent calculated on a declining basis on outstanding loans.  Repayment period are set at a maximum of 12 months except for big investments. 

With such a system of SSGF, long term investments are rendered possible

Savings from the borrower and his/her guarantors are frozen during the period of repayment. Interests are calculated on savings during this period and credited to the borrower/depositor account.

Based on experience, the expected activities to be supported through the projects are:

· Direct agricultural activities 65% (purchase of animal, small livestock rearing, agricultural production, purchase of irrigation equipment for agriculture/horticulture, procurement of agricultural inputs

· Agricultural trade 29% (trading in agricultural products)

· Production 6% (alternative rural enterprises that process agricultural/food products and increase household income and food security)

c) Credit Recovery

Repayments are made on the shortest possible basis by each RFA according to the schedule agreed in the loan agreement signed by the group at the time of loan disbursement to the group. When a client fails to repay the agreed amount on the due date, then he or she will be required to pay a penalty of 36 percent interest rate on the over due amount to be calculated from the first day after maturity. 

d) Provision of technical advice and subjects covered

The provision of technical advice by project staff will focus on aspects of RFA and credit management. Village savings and credit committees and subsequently village bank committee will receive a full induction course by a had hoc training center which will cover all aspects of credit management establishing the village bank constitution, leadership and bank management, problem solving, loan appraisal and credit disbursement, credit recovery, office and fund management including monitoring, auditing and secure facilities for funds received, book–keeping and methods of interacting and working through participatory techniques with clients.

Follow –up with village banks in their own village will take place on a regular basis to assess the progress made by the RFA, the village bank committee, and the clients in establishing well-managed, transparent and efficient structures. These meetings will also serve to provide opportunities for the collection of funds owned by the village bank to the project. These support services will be provided free for the first year of the village bank’s operation and at cost thereafter, with the exception of support to gender issues.

Technical support for the Income Generation Activities themselves will be provided for a number of limited subjects where the project can demonstrate clear expertise, such as marketing advice and loan appraisal.

A second important strategy will be to organize and encourage exchange visits between village banks, so that clients and their committees can share experiences and solve common problems.

5. Assumption and Risks

The main risks to the overall viability of European micro finance are as follows:

i) The fluctuation in climatic conditions especially those which cause drought and therefore affect income generating activities reliant on rain-fed agriculture.

ii) The prevalence of animal diseases and their effects on livestock health and mortality that affects livestock related income-generating activities, including the possibility of an unexpected increase in livestock mortality undermining the pilot insurance scheme.

iii) Macro-economic factors e.g. related recession stimulating devaluation of national currencies and causing inflation, thereby eroding the real value of client’s savings and loan funds faster than it is possible to revise interest rates.

iv) Failure of individual clients’ income generating activities causing default and subsequent contraction in the revolving loan fund, thereby restricting the availability of investment to other group / village bank/scheme members.

v) Failure of RFA /Village Bank authorities to manage revolving funds in the best interests of member clients.

vi) Lack of donor support results in a more limited coverage than anticipated with consequences for financial sustainability and overall impact of the Programme.

It is of course difficult to quantify the likelihood and potential effects risk. 

The risks inherent in agricultural enterprises can be reduced through better co-ordination with the relevant line Ministries. 










�  MFI = Microfinance Institution


� This proportion has not yet been established
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