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\OQ\\G) _~~" FINANCING AGREEMENT
P
/

\ Special Conditions

The European Community, hereinafter referred to as "the Community", represented by
the Commussion of the European Communities, hereinafter referred to as "the
Commission",

of the one part, and

The Ministry of Economy and Trade & -
The Ministry of Industry

hereinafter referred to as "the Beneficiaries",
of the other part,

HAVE AGREED AS FOLLOWS:

ARTICLE 1 - NATURE AND PURPOSE OF THE OPERATION

1.1, The Community shal} contribute to the financing of the following

Accounting number: MED/2003/5636
Title: Integrated SME Support Programme

hereinafter referred to as ‘the programme” which is described in the Technical and
Administrative Provisions in Annex II.

1.2 This programme will be implemented in accordance with the financing agreement

and the annexes thereto: the General Conditions (Annex I) and the Technical and
Administrative Provisions (Annex IT).

ARTICLE 2 - THE COMMUNITY’S FINANCIAL CONTRIBUTION

2.1 The total cost of the programme is estimated at € 17.8 million.

2.2 The Community undertakes to finance a maximum of € 17 million. The
breakdown of the Community’s financial contribution into budget headings is shown in
the budget included in the Technical and Administrative Provisions in Annex IL.
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ARTICLE 3 - THE BENEFICIARY'S CONTRIBUTION

3.1 The beneficiaries will contribute to 800,000 euro to the programme.

3.2 Where some of the beneficiary’s contribution is not financial, the detailed
arrangements shall be set out in the Technical and Administrative Provisions in Annex II
to the financing agreement.

ARTICLE 4 — PERIOD OF EXECUTION

The period of execution ofthe financing a greement s hall c ommence on the e ntry into
force of the financing agreement and end on 31.12.2009. This period of execution shall
comprise two phases: an operational implementation phase, which shall commence on the
entry into force o f the financing agreement and end on 3 1.12.2007. A's from this d ate
shall commence the closure phase, which shall end at the end of the period of execution.

ARTICLE 5 - DEADLINE FOR THE SIGNATURE OF THE CONTRACTS
IMPLEMENTING THE FINANCING AGREEMENT '

Contracts implementing the financing agreement shall be signed by 27.08.2006 at the
latest. That deadline may not be extended.

ARTICLE 6 — CRITERIA TO BE SATISFIED BY THE BENEFICIARY

6.1 The tasks set out in the Technical and Administrative Provisions in Annex II are
entrusted to the Beneficiary.

62  Accordingly, in so far as the corresponding implementing tasks have been
entrusted to it, the Beneficiary undertakes to guarantee during the period of execution of
the financing agreement referred to in Article 4 of these Special Conditions the
maintenance of a system of managing the Community funds which satisfies the following
criteria:

- effective segregation of the duties of authorising officer and accounting officer;

- existence of an effective system for internal control for decentralised management
operations;

- procedures for the presentation of separate accounts showing the use made of
Community funds;

- existence of a national institution for independent external auditing;

- procurement procedures referred to in Article 7 of the General Conditions.

2

ﬁ g/f‘ L/QQH_ S



6.3 The procedures of the system of menagement of Community funds by the
Beneficiary, which have been the subject of a prior audit by the Commission, shall be
documented and remain accessible to the Commission, which reserves the right to carry
out documentary and on-the-spot checks to ensure that the criteria set out in this Article
are respected during the period of execution of the financing agreement. The Commission
must be informed of any substantial changes affecting these procedures.

6.4 Where appropriate, the Technical and Administrative Provisions in Annex II will
set out the adversarial clearance-of-accounts procedure and set up financial correction
mechanisms, in particular as regards recovery by means of offsetting.

ARTICLE 7- ADDRESSES

All communications concerning the implementation of this financing agreement shall be
in writing, refer expressly to the programme and be sent to the following addresses:

a) for the Commission

Delegation of the European Commission
The Head of Delegation

B.P 4008 Riad el Solh

Beirut 1107 2150

Lebanon

b) for the Beneficiaries

Ministry of Economy and Trade
The Minister

Hamra, Artois Street

Beirut

Lebanon

Ministry of Industry
The Minister

Sami Solh street
Beirut

Lebanon
ARTICLE 8§ - ANNEXES

8.1  The following documents shall be annexed to this agreemen! and form an integral
part thereof: :

Annex I: General Conditions

Annex I[; Technical and Administrative Provisions.



8.2 In the event of a conflict between the provisions of the Annexes and those of the
Special Conditions of the financing agreement, the provisions of the Special Conditions
shall take precedence. In the event of a conflict between the provisions of Annex I and
those of Annex II, the provisions of Annex I shall take precedence.

ARTICLE 9 - OTHER SPECIAL CONDITIONS APPLYING TO THE
PROGRAMME

9.1 The following derogations from the General Conditions shall aﬁp]y:

9.1.1 Article 7 of the General Conditions does not apply to ordinary operating costs
(excluding equipment) of the structures in charge of the management of the programme

9.1.2 Article 20 of the General Conditions does not apply to re-allocations up to 10% of
the original budget headings (excluding contingencies and for amount not yet committed
under signed or tendered contracts), for which an addendum would not be necessary, but
which would require prior written EC approval. Such amendments can only take place
once during the implementation of the project,

ARTICLE 10 - ENTRY INTO FORCE OF THE FINANCING AGREEMENT

The financing agreement shall enter into force on the date on which it is signed by the last
party. Done in five original copies in the English language, 2 copies being handed to the
Commission and three copies to the Beneficiaries.

FOR THE COMMISSION

Name . W
Ay LRf_Chard V/EBER
Signaturé:\"-._ ‘.?fi‘re‘»cte’ A1DCO/B

] x //
N AN
Pre 0%\ o0
FOR THE BEKEFICIARIES

Minister of Economy & Trade

Name 7 o et W
Signature O)\\_,_, Qua
Date 253 / %/

FOR THE NATIONAL COORDINAT

N iy ~ .
e df?\wm._( Itans
Signature <

Minister of Industry

Name € cec Si{a:e'?

Signature

J
S

7
;\
i
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Date



ANNEX T - GENERAL CONDITIONS

TITLE I - PROJECT/PROGRAMME FINANCING

ARTICLE 1 - GENERAL PRINCIPLE

1.1 The Community's financial contribution shall be limited to the amount specified in
the financing agreement. '

1.2 The provision of the Community financing shall be subject to fulfilment of the
Beneficiary's obligations under this financing agreement.

ARTICLE 2 - COST OVERRUNS AND COVERING THEM

2.1 Individual overruns of the budget headings of the ﬁnancing agreement shall be dealt
with by reallocating funds within the overall budget, in accordance with Article 20 of
these GGeneral Conditions.

2.2 Wherever there is a risk of overrunning the global amount set in the financing
agreement, the Beneficiary shall immediately inform the Commission and seek its prior
approval for the corrective measures planned to cover the overrun, proposing either to

scale down the project/programme or to draw on its own or other non-Community
resources.

2.3 If the project/programme cannot be scaled down, or if the overrun cannot be covered
cither by the Beneficiary's own resources or other resources, the Commission may,
exceptionally, at the Beneficiary's duly substantiated request, grant additional Community
financing. Should it so agree, the excess costs shall be financed, without prejudice to the
relevant Commumnity rules and procedures, by the release of an additional financial
contribution to be set by the Commission.

TITLE II - IMPLEMENTATION

ARTICLE 3 - GENERAL PRINCIPLE

3.1 The project/programme shail be implemented under the responsibility of the
Beneficiary with the approval of the Commission.

3.2 The Commission shall be.represented in the State of the Beneficiary by its Head of
Delegation.

2
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ARTICLE 4 - PERIOD OF EXECUTION

4.1 The financing agreement shall lay down a period of execution, which shall commence

on the entry into force of the financing agreement and end on the date specified to this
end in Article 4 of the Special Conditions.

4.2 This period of execution shall comprise two phases:

- an operational implementation phase, in which the principal activities are carried out.
This phase shall commence on the entry into force of the financing agreement and end at
the latest 24 months before the end of the period of execution;

- a closure phase, during which final audits and evaluation are carried out and contracts
for the implementation of the financing agreement are technically and financially closed.
This phase shall commence on the date of end of the operational implementation phase
and end at the latest 24 months after this date.

4.3 Costs related to the principal activities shall be eligible for Community financing only
-1f they have been incurred during the operational implementation phase. Costs related to
final audits and -evaluation and closure activities shall be eligible up 1o the end of the
closure phase.

4.4 Any balance remaining from the Community contribution will be automatically
cancelled six months after the end of the period of execution.

4.5 In exceptional and duly substantiated cases, a request may be made for the extension
of the operational implementation phase and correlatively of the period of execution. If
the extension is requested by the Beneficiary, the request must be made at least three
months before the end of the operational implementation phase and approved by the
Commission before that latter date.

4.6 In exceptional and duly substantiated cases, and afier the end of the operational
implementation phase, a request may be made for the extension of the closure phase and
correlatively of the period of execution. If the extension is requested by the Beneficiary,
the request must be made at least three months before the end of the closure phase and
approved by the Commission before that latter date..

ARTICLE 5 - DISBURSEMENT

5.1 The Commission shall transfer funds no later than 45 calendar days after the date on
which it registers an admissible payment request from the Beneficiary. The payment
request is not admissible if at least one essential requirement is not met. The time limit

for payments may be suspended by the Commission by informing the Beneficiary, at any

time during the period referred to above, that the payment request can not be met, either
because the amount is not due or because the appropriate supporting documents have not
been produced. If information comes to the notice of the Commission which puts in doubt

zf
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the eligibility of expenditure appean'ng in a payment request, the Commission may
suspend the time limit for payment for the purpose of further verification, including an
on-spot check, in order to ascertain, prior to payment, that the expenditure is indeed
eligible. The Commission shall inform the Beneficiary as soon as possible.

5.2 The Commission shall make payments to the bank account or subaccount indicated
on the financial identification form included in the Technical and Administrative
Provisions in Annex I Changes of bank account must be reported using the same
financial identification form. The Beneficiary shall guarantee that funds paid by the

Commission by way of pre-financing can be identified in this bank account or
subaccount. ' '

5.3 This bank account or subaccount shall be denominated in euro and be opened jointly
in the name of the Beneficiary at a financial institution approved by the Commission in
the State of the Beneficiary.

5.4 This bank account or subaccount shall be endowed to meet actual cash requirements
and when required by the reports submitted by the Beneficiary, in accordance with the
arrangements laid down in the Technical and Administrative Provisions in Annex IL
Transfers in euro shall, if necessary, be converted into the Beneficiary’s national currency
as and when payments have to be made by the Beneficiary, at the bank rate in force on

the day of payment by the Beneficiary or, failing that, the rate stipulated in the Special
Conditions.

3.5 The Beneficiary shall notify the Commission of any interest or equivalent benefits
yielded by those funds at least once a year and when requests are made for interim
payments that clear the pre-financing, and it shall provide an aggregate report six months
after the end of the closure phase. '

5.6 Any interest or equivalent benefits shall be repaid to the Commission within 45 days
of receipt of the Commission's request.

ARTICLE 6 - DEADLINE FOR PAYMENTS BY THE COMMISSION IN THE
CASE OF DECENTRALISED MANAGEMENT

6.1 When the Commission is making payments, the Beneficiary shall undertake to
provide the Commission with the contractor's requests for payment no more than 15
calendar days after registering an admissible payment request. The Beneficiary shall
notify the Commission of the date of registration of this request. The payment request is
not admissible if at least one essential requirement is not met. The time lmit for
payments may be suspended by the Commission by informing the Beneficiary, at any
time during the period referred to above, that the payment request can not be met, either
because the amount is not due or because the appropriate supporting documents have not
been produced. If information comes to the notice of the Commission which puts in doubt
the eligibility of expenditure appearing in a payment request, the Commission may
suspend the time limit for payment for the purpose of further verification, including an
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on-spot check, in order to ascertain, prior to payrment, that the expenditure is indeed
eligible. The Commission shall inform the Beneficiary as soon as possible.

6.2 The deadline referred to in paragraph 1 shall also apply when payment is conditional
on approval of a report. In this case, the request for payment shall not be considered
admissible until the Beneficiary has approved the report, either expressly, by notifying
the contractor, or tacitly, by allowing the contractual deadline for approval to expire
without sending the contractor a document formally suspending that deadline. The
Beneficiary shall notify the Commission of the date of approval of the Teport.

6.3 In the event of any delay in forwarding payment requests attributabie to the
Beneficiary, the Commission shall not be obliged to pay the contractor the late-payment
interest provided for in contracts, which will be payable by the Beneficiary.

TITLE Il - AWARD OF CONTRACTS AND GRANTS

ARTICLE 7 - GENERAL PRINCIPLE

All contracts implementing the financing agreement must be awarded and implemented
in accordance with the procedures and standard documents laid down and published by

the Commission for the implementation of external operations, in force at the time of the
launch of the procedure in question.

ARTICLE 8 - DEADLINE FOR THE SIGNATURE OF THE CONTRACTS
IMPLEMENTING THE FINANCING AGREEMENT

8.1 The contracts implementing the financing agreement shall be signed by both parties
within three years of the adoption of the budgetary commitment by the Commission,
namely at the latest on the date referred to in Article 5 of the Special Conditions. That
deadline may not be extended.

8.2 The above provision shall not apply to audit and evaluation contracts, which may be
signed later.

8.3 On the date referred to in Article 5 of the Special Conditions, any balance for which
contracts have not been signed will be cancelled.

8.4 A contract which has not given rise to any payment within three years of its signature
shall be automatically terminated and its funding cancelled.

ARTICLE 9 - ELIGIBILITY

9.1 Participation in invitations to tender for works, supply or service contracts shall be
open on equal terms to all natural and legal persons of the Member States of the
Community and, in accordance with the specific provisions in the basic acts governing



the cooperation sector concemed, to all natural and legal persons of the beneﬁmary third
countries or of any other third country expressly mentioned in those acts.

9.2 Participation in calls for proposals shall be open on equal terms to 21l legal persons of
the Member States of the Community and, in accordance with the specific provisions in
the basic acts governing the cooperation sector concerned, to all natural and legal persons

of the beneficiary third countries or of any other third country expressly mentioned in
those acts.

9.3 Exceptionally, in duly substantiated cases approved by the Commission, it may be
decided, on the basis of the specific conditions laid down in the basic acts governing the
cooperation sector concerned, to allow third-country nationals other than those referred to
in paragraphs 1 and 2 to tender for contracts.

9.4 Goods and supplies financed by the Community and necessary for the performance of
works, supply and service contracts and procurement procedures launched by the grant
beneficiaries for the execution of the action financed must originate in countries eligible
to participate on the terms laid down in the previous three paragraphs.

9.5 This nationality rule shall also apply to the experts proposed by service providers
taking part in tender procedures or service contracts financed by the Community.

TITLE IV - RULES APPLICABLE TO THE PERFORMANCE OF
CONTRACTS

ARTICLE 10 - ESTABLISHMENT AND RIGHT OF RESIDENCE

10.1 Where justified by the nature of the contract, natural and legal persons participating
in invitations to tender for works, supply or service contracts shall enjoy a provisional
right of establishment and residence in the Beneficiary's country. This right shall remain
valid for one month after the contract is awarded.

10.2 Contractors (including the grant beneficiaries) and natural persons whose services
are required for the performance of the contract and members of their family shall enjoy
similar rights during the implementation of the project/programme.

ARTICLE 11 - TAX AND CUSTOMS PROVISIONS
11.1 Save where otherwise provided in the Special Conditions, taxes, duties or other

charges (including value added tax - VAT - or equivalent taxes) shall be excluded from
Community financing.

11.2 The State of the Beneficiary shall apply to procurement contracts and grants
financed by the Community the most favoured tax and customs arrangements applied to
States or international development organisations with which it has relations.
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11.3 Where the Framework Agreement or exchange of letters applicable includes more
detailed provisions on this subject, they shall apply as well.

ARTICLE 12 - FOREIGN EXCHANGE ARRANGEMENTS

12.1 The State of the Beneficiary undertakes to authorise the import or purchase of the
foreign currency necessary for the implementation of the project. It also undertakes to
apply its national foreign exchange regulations in a non-discriminatory manner to the
contractors allowed to participate referred to in Article 9 of these General Conditions.

12.2 Where the Framework Agreement or exchange of letters applicable includes more
detailed provisions on this subject, they shall apply as well.

ARTICLE 13 - USE OF DATA FROM STUDIES

Where the financing agreement involves the financing of a study, the contract related to
this study, signed for the implementation of the financing agreement, shall govemn the
ownership of that study and the right for the Beneficiary and the Commission to use data
in the study, to publish it or to disclose it to third parties.

ARTICLE 14 - ALLOCATIONS OF AMOUNTS RECOVERED UNDER
CONTRACTS

14.1 Amounts recovered from payments wrongly effected, from guarantees of pre-
financing payments or from performance guarantees supplied on the basis of contracts
financed under this financing agreement, shall be allocated to the project/programme.

14.2 The financial penalties imposed by the contracting authority on candidate ortenderer
who is in a case of exclusion in the context of a procurement contract, the calling upon of
tender guarantees, as well as the damages granted to the Commission shall be repaid to
the general budget of the European Communities.

ARTICLE 15 - FINANCIAL CLAIMS UNDER CONTRACTS

The Beneficiary undertakes to confer with the Commission before taking any decision
concerning a request for compensation made by a contractor and considered by the
Beneficiary to be justified in whole or in part. The financial consequences may be borne
by the Community only where the Commission has given its prior approval. Such prior
approval is also required for any use of funds committed under the present financing
agreement to cover costs arising from disputes relating to contracts.



TITLE V - GENERAL AND FINAL PROVISIONS
ARTICLE 16 ~ VISIBILITY

16.1 Every project/programme financed by the Community shall be the subject of
appropriate communication and information operations. These operations shall be defined
under the responsibility of the Beneficiary with the approval of the Commission.

16.2 These communication and information operations must follow the rules laid down
and published by the Commission for the visibility of external operations in force at the
time of the operations.

ARTICLE 17 - PREVENTION OF IRREGULARITIES, FRAUD AND
CORRUPTION

17.1 The Beneficiary undertakes to check regularly that the operations financed with the
Community funds have been property implemented. It shall take appropriate measures to
prevent irregularities and fraud and, if necessary, bring prosecutions to recover funds
wrongly paid.

17.2 "Irregularity” shall mean any infringement of the financing agreement,
impiementing contracts or Community law resulting from an act or omission by an
economic operator, which has, or would have, the effect of prejudicing the general budget
of the European Communities or budgets managed by them, either by reducing or losing
revenue accruing from own resources collected directly on behalf of the European
Communities, or by an unjustified item of expenditure. "Fraud” shall mean any
intentional act or omission concerning:

- the use or presentation of false, incorrect or incomplete, statements or documents which
has as its effect the misappropriation or wrongful retention of funds from the general
budget of the European Communities or budgets managed by them, or on their behalf;

- non-disclosure of information in violation of a specific obligation, with the same effect;

- the misapplication of such funds for purposes other than those for which they are
originally granted.

The Beneficiary shall immediately inform the Commission of any element brought to its

attention which arouses suspicions of irregularities or fraud and of any measure taken to
deal with them. '

17.3 The Beneficiary undertakes to take every appropriate measure to remedy any
practices of active or passive corruption whatsoever at any stage of the procedure for the
award of contracts or grants or in the implementation of the related contracts. "Passive
corruption” shall mean the deliberate action.of an official, who, directly or through an
intermediary, requests or receives advantages of any kind whatsoever, for himself or for a
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third party, or accepts a promise of such an advantage, to act or refrain from acting in
accordance with his duty or in the exercise of his functions in breach of his official duties,
which has, or would have, the effect of harming the financial interests of the European
Communities. "Active corruption” shall mean the deliberate action of whosoever
promises or gives, -directly or through an intermediary, an advantage of any kind
whatsoever to an official, for himself or for a third party, to act or refrain from acting in
accordance with his duty or in the exercise of his functions in breach of his official duties,
which has, or would have, the effect of harming the financial interests of the European
Communities.

ARTICLE 18 - VERIFICATIONS AND CHECKS BY THE COMMISSION, THE
EUROPEAN ANTI-FRAUD OFFICE (OLAF) AND THE COURT.OF AUDITORS
OF THE EUROPEAN COMMUNITIES

18.1 The Beneficiary agrees to the Commission, OLAF and the Court of Auditors of the
European Communities conducting documentary and on-the-spot checks on the use made
of Community funding under the financing agreement (including procedures for the
award of contracts and grants) and carrying out a full audit, if necessary, on the basis of
supporting documents of accounts and accounting documents and any other documents
relating to the financing of the project/programme, throughout the duration of the
agreement and for seven years after the date of the last payment.

18.2 The Beneficiary also agrees that OLAF may carry out on-the-spot checks and
verifications in accordance with the procedures laid down by Community law for the

protection of the financial interests of the European Communities against fraud and other
rrregularities.

18.3 To that end, the Beneficiary undertakes to grant officials of the Commission, OLAF
and the Court of Auditors of the European Communities and their authorised agents
access to sites and premises at which operations financed under the financing agreement
are cartied out, including their computer systems, and to any documents and
computerised data concerning the technical and financial management of those
operations, and to take every appropriate measure to facilitate their work., Access by
authorised agents of the European Commission, OLAF and the Court of Auditors of the
European Communities shall be granted on conditions of strict confidentiality with regard
to third parties, without prejudice to public Jaw obligations to which they are subject.
Documents must be accessible and filed in a manner permitting easy inspection, the
Beneficiary being bound to inform the Commission, OLAF or the Court of Auditors of
the European Communities of the exact location at which they are kept.

18.4 The checks and audits described above shall also apply to contractors and
subcontractors who have received Community funding.

18.5 The Beneficiary shall be notified of on-the-spot missions by agents appointed by the
Commission, OLAF or the Court of Auditors. :
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ARTICLE 19 ~ CONSULTATION BETWEEN THE COMMISSION AND THE
BENEFICIARY

19.1 The Beneficiary and the Commission shall consult each other before taking any

dispute relating to the implementation or interpretation of this financing agreement
further. :

19.2 The consultation may lead to the amendment, suspension or termination of the
financing agreement.

ARTICLE 20 - AMENDMENT OF THE FINANCING AGREEMENT

20.1 Any amendment to the Special Conditions and Annex I to the financing agreement
shall be made in writing and be the subject of an addendum.

20.2 If the request for an amendment comes from the Beneficiary, the latter shall submit
that request to the Commission at least three months before the amendment is intended to

enter into force, except in cases which are duly substantiated by the Beneficiary and
accepted by the Commission.

20.3 For technical adjustments which do not affect the objectives and results of the
project/programme and alterations in matters of detait which do not affect the technical
solution adopted, and with no reallocation of funds, the Beneficiary shall inform the
Commission of the amendment and its justification in writing as soon as possible and
apply that amendment.

20.4 The use of contingency funds shall be subject to the Commission's prior written
approval.

20.5 The specific cases of the extension of the operational impiementation phase or
closure phase are governed by Article 4(5) and (6) of these General Conditions.

ARTICLE 21 - SUSPENSION OF THE FINANCING AGREEMENT

21.1 The financing agreement may be suspended in the following cases:

(2) The Commission may suspend the implementation of the financing agreement if the
Beneficiary breaches an obligation under the financing agreement, and notably if, in so
far as the corresponding implementing tasks have been entrusted to it, it ceases to satisfy
the criteria laid down in Article 6 of the Special Conditions.

(b) The Commission may suspend the financing agreement if the Beneficiary breaches an

obligation relating to respect for human rights, democratic principles and the rule of law
and in serious cases of corruption.
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{c) The financing agreement may be suspended in cases of force majeure, as defined
below. "Force majeure” shall mean any unforeseeable and exceptional situation or event
beyond the partie’s control which prevents either of them from fulfilling any of their
obligations, not attributable to error or negligence on their part (or the part of their
contractors, agents or employees) and proves insurmountable in spite of all due diligence.
Defects in equipment or material or delays in making them available, labour disputes,
strikes or financial difficulties cannot be invoked as force majeure. A party shall not be
held in breach of its obligations if it is prevented from fulfilling them by force majeure. A
party faced with force majeure shall inform the other party without delay, stating the
nature, probable duration and foreseeable effects of the problem, and take any measure to
minimise possible damage.

21.2 No prior notice shall be given of the suspension decision. As 2 precautionary

measure, payments referred to in Article 5.1 of these General Conditions shall be
suspended.

21.3 When the suspension is notified, the consequences on the ongoing contracts or
contracts to be signed will be indicated.

ARTICLE 22 - TERMINATION OF THE FINANCING AGREEMENT

22.1. If the issues which led to the suspension of the financing agreement have not been
resolved within a maximum period of four months, either party may terminate the
financing agreement at two months’ notice.

22.2. Where a financing agreement has not given rise to any payment within three vears
of its signature or no implementing contract has been signed by the date referred to in
Article 5 of the Special Conditions, that financing agreement will automatically be
terminated.

22.3 When the termination is notified, the consequences on the ongoing contracts or
contracts to be signed will be indicated.

ARTICLE 23 - DISPUTE-SETTLEMENT ARRANGEMENTS

23.1 Any dispute concemning the financing agreement which cannot be settled within a
six-month period by the consultations between the parties provided for in Article 19 of
these General Conditions mey be settled by arbitration at one of the parties' request.

23.2 In this case the parties shall each designate an arbitrator within 30 days of the
request for arbitration. Failing that, either party may ask the Secretary-General of the
Permanent Court of Arbitration {The Hague) to designate a second arbitrator. The two
arbitrators shall in their turn designate a third arbitrator within 30 days. Failing that,

either party may ask the Secretary-General of the Permanent Court of Arbitration to
designate the third arbiwator, '
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23.3 Unless the arbitrators decide otherwise, the procedure laid down in the Permanent
Court of Arbitration Optional Rules for Atbitration Involving International Organisations
and States shall apply. The arbitrators’ decisions shall be taken by a majority within a
period of three months.

23.4 Each party shall be bound to take the measures necessary for the application of the
arbitrators' decision
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LIST OF ACRONYMS

AWP ANNUAL WORK PLAN

BDS BUSINESS DEVELOPMENT SERVICES

EC EUROPEAN COMMISSION

EU EUROPEAN UNION

EIB EUROPEAN INVESTMENT BANK

ELCIM EUROPEAN AND LEBANESE CENTRE FOR INDUSTRIAL
MODERNISATION

IcT INFORMATION AND COMMUNICATION TECHNOLOGIES

IRI INDUSTRIAL RESEARCH INSTITUTE

MOI MINISTRY OF INDUSTRY

MOU MEMORANDUM OF UNDERSTANDING

MOET MINISTRY OF ECONOMY AND TRADE

NGO NON GOVERNMENTAL ORGANISATION

OWP OVERALL WORK-PLAN

SME SMALL AND MEDIUM-SIZED ENTERPRISES

WTO WORLD TRADE ORGANISATION
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A. CONTEXT AND DESCRIPTION OF THE PROGRAMME
I SUMMARY OF THE PROGRAMME

As the post-war reconstruction enters its final phase, the Government of the Republic of Lebanon
recognizes the vital role of the private sector and small businesses in contributing to the revival of
the economy. While the ongoing process of trade liberalisation opens new opportunities for the
private sector, the competitive pressure has simultaneously increased on Lebanese SMEs. This

raises new challenges for private sector players and for the Government in its vital role of
facilitating growth and entrepreneurship.

The Integrated SME Support Programme (hereinafter called the “Programme”) aims at developing
an integrated approach linking adequate policy formulation; training and servicing of start-up
businesses and existing SMEs; and a financing instrument. The project will support the
continuation of the current most important EC-funded initiative in the field of enterprise support n
Lebanon, the Industrial Modernisation Programme (IMP) and expand to 2 broader target of
entrepreneurs through a range of additional support mechanisms.

The SME Programme is part of the EC National Indicative Programme for the 2002-2004 period.
Within this framework, it reflects the priority set on cooperation initiatives primarily supporting
economic transition and modernisation. The measures proposed focus on the creation of an SME
Development Division within the Ministry of Economy and Trade. The SME Division will, in turn,
help establish an environment in which small businesses can thrive through a gradual consolidation
of the policy framework for existing and start-up companies and additional important means of
support to Lebanese SMEs. The SME Programme will be implemented in three interrelated ievels:

1) Policy and institutional development: The SME division, specifically, will seek to remove
administrative and bureaucratic barriers related to the set up of businesses and their further
development. It will also seek to establish a regulatory and legal framework designed to enhance
SME and start-up business opportunities; access to information and financizl resources. The
division will also serve as a ane-stop shop source of information for SMEs by providing relevant
information on laws and regulations, government policy and initiatives while facilitating business
cooperation and various forms of partnerships between Lebanese and European Companies.

2) Business development services to SMEs. The SME division will facilitate the creation of an
integrated network of business development services, thus building on existing support centres such
as ELCIM. The SME Division wiil oversee the development of a demand-dnven network of
business development centres across the country. This will be achieved through the development of
support mechanisms combined with pro-active assistance to specialised service providers of
business support services. The outreach strategy of the Programme will consist in developing a
level of specialisation within the overall SME support network: ELCIM will primarily focus on the
needs of manufacturing companies with potential to become internationally competitive. ELCIM’s
core service will involve the provision of consultancy and advisory services requiring a pre-existing
absorption capacity within the targeted client-company. The business development centres will
address a pgtentially broader multi-sectoral population of small businesses and start-ups with
growth potential. The servicing approach will involve day-to-day counselling provided by Lebanese
business development specialists and will abide by business incubation principles.

“technical and Administrative Provisions: Integrated SME Support Programme 3
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3) Financial instrument. Within the markedly conservative banking environment of Lebanon, the
major shift in lending policy towards the private sector has not yet occurred. The institutional
vehicle for credit guarantee schemes, Kafalat, is the sole existing initiative in complementing the
Central Bank’s effort in trying to encourage commercial banks mnto. increased lending to the private
sector. A co-fund will be set up at Kafalat to primarnly serve the needs of SMEs being supported
through the new network of business development service centres. The co-fund will seek to address
the concerns of Lebanese banks which continue to request unrealistically high levels of collaterals.
It will further encourage credit appraisals, placing greater emphasis on the borrower’s ability to
repay. :

[l. CONTEXT OF THE PROJECT AND CHARACTERISTICS OF THE SECTOR

In general, there are few statistics on the size and structure of the business sector in Lebanon and
almost no official statistics on SMEs. However through combination of multiple sources, it can be
concluded that SMEs constitute the bulk of Lebanon’s industrial enterprises and empioy a vast
majority of the industrial workforce. SMEs also significantly dominate the service sector, which
contributes to almost 70% of the Lebanese GDP. It is generally estimated that there are 200,000-
300,000 businesses of all kinds. Eliminating small shop-keepers and small family concerns that
operate outside any transparent or clear structure, the number can be reduced to approximately
60,000. Of these, 48,000 companies have registered for social security and less than 100 would
qualify as large. Among the 48,000, excluding water, power and construction activities, Lebanon
has around 22,000 industrial establishments'

The overall business environment has dramatically improved in the post civil war era, leading to 4-
7% growth rates between 1992 and 1997, However the initial upsurge was not sustained due to 2
variety of structural factors in the economy coupled with a rising public debr, which considerably
slowed down economic growth.

New challenges have emerged for Lebanese SMEs in the recent period resulting in an increased
competitive pressure on the Lebanese private sector. In the new economic order, the Lebanese
Government is seeking to position itself and to integrate into the global economy. In this regard,
Iebanon signed the Association Agreement with the European Union in June 2002, is working to
accede to the WTO by a target date of 2005 and is completing the implementation of the agreement
of Arab Free Trade Area also scheduled to go into effect by 2005. The strategy of modernisation
and liberalisation adopted by the Lebanese Government carries a number of challenges notably for
the private sector but more importantly it offers a wide scope of opportunities for Lebanese SMEs
to take full advantage of. '

While the entrepreneurial spirit is alive and relatively strong in Lebanon, it is widely recognised
that the traditional small business model, depending on family support and patronage, with minimaj
state commitment is hindering growth. In this context, business support services have been
traditionally weak and disorganised. Furthermore, the financial sector in Lebanon, although well
developed in general, makes little provision for the needs of SMEs. Problems stem from high real
interest rates, a risk-averse conservative attitude of commercial banks towards SMEs and the
resulting demand for unrealistically high collateral. Private sector borrowing in Lebanese banks was
less than 10% in 20027

! Statistics provided by the Beirut Chamber of Commerce, the Euro Info Centre and the Year 2000 World Bank/GTZ
Report
* Central Bank, last Quarterly Report 2003
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To address these ongoing challenges, the Government, specifically the Ministry of Industry, with
EC funding and technical support, has launched in 2001 the European Lebanese Centre of
Industrial Modernisation (ELCIM). The business resource centre's main objective is to improve the
performance of manufacturing companies and facilitate access to long-term financing and capital
investment through specialised advice. As of end of August 2003, ELCIM had supported 300
compames and contributed to facilitating 2bout € 60 million in loans via credit guarantee and equity
schemes” The EIB set up 2 € 30 million APEX line in 2001 for industrial modemisation. The
disbursement rate of commercial loans tied to this facility significantly improved in 2003, such

progress being, to a great extent, attributable to ELCIM's efforts in making optimum use of these
resources.

Equally important is the launch of Kafalat in 2000 combined with additionzl incentives of the
Central Bank. Kafalat is a joint Government and private banking sector initiative. Its objective is to
guarantee small loans to SMEs operating in the fields of industry, agriculture, handicrafts and high-
tech. Kafalat prowded about 2,600 guarantees since July 2000, leveraging its initial capital of € 14
million by 5 times.* This result was achieved with minimal overhead costs and thus showed
substantial potential for long-term sustainability.

On a parallel leve!, the Lebanese Government, with EC support, is now embarking on a broad
restructuring plan of institutions involved in conformity assessment (“quality chain”) to further the
chance of local businesses to adjust processes and take full advantage of business opportunities
deriving from global trade. The Ministry of Economy and Trade has recently started to improve its
regulations and operations related to quality; food safety; intellectual property; consumer protection
and trade.

Within the private sector, one can observe that there is 2 growing consensus that Lebanon can be
competitive and seize new economic advantages only if it develops a more cooperative response to
new kinds of challenges. A relevant case in point is the ongoing initiative conducted by The
Federation of Chambers of Commerce, with the support of the United Nations: The Federation
embarked on a long-term initiative to promote business clustering involving leading industries and
service sector companies, The purpose of this initiative is both to develop cross-sectoral synergies
through exchange of best practice, thus to increase competitive performance and market access.

The new cluster approach is illustrating how Lebanese SMEs demand greater servicing input and
value-added support from their representative organisations. Lebanese business representative
organisations have only modestiy responded to this challenge so far and continue to seek long-term
guidance and assistance in this field, notably from the European Union. For example, the leading
representative organisation of Lebanese manufacturing companies has lost an average of 45
financially contributing corporate members a year since 1995.° Its management therefore realises
the need to participate to the delivery of a new range of information and support services to attract
new members and help them reach the desired level of competitive advantage and ability to
internationalize themselves.

The traditional weaknesses of business representative organisations result, among other

* ELCIM 3™ Quarterly Report, 2003
* Kafatat, Dr. Khater Abi Habib, November 2003
3=ALl at Crossroads”, Page 6 (ELCIM}, November 2002
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consequences, in a current lack of capacity to fully sustain ELCIM after August 2004. The
establishment- of ELCIM as a stand-alone institution, relying on the support of a variety of
stakeholders is not achievable in the near future. In line with technical recommendations issued in
2002%, the Govemment of Lebanon, determined to support the continuation of ELCIM after 2004, is
takmg steps to ensure continuation through a Jong-term hosting of the business centre at the
Industrial Research Institute (IRT)". The IRI has been servicing industries for more than twenty
years and is a well-established, financially sustainable, non-for profit institution, operating
autonomously under the formal supervision of the Ministry of Industry. The membership of IRI's

Board’s of Directors includes several representatives of private sector orgariisations, including the
Chamber of Cornmerce and the Association of Lebanese Industrialists. IRI's hosting of the business
centre presents several advantages including, the availability of skilled human resources; a long

history of servicing industry on a pay basis and numerous synergies resulting from IRI’s skills and
cornmitment towards quality improvement in the manufacturing sector.

While the above measures point up both the relevance and ambition of the present national agenda
in the field of enterprise development, the Government is still perceived by enrepreneurs to have
little experience in supporting private businesses. The dominant perception from private sector is
that it has limited means to launch the right set of reforms needed to succeed with the existing
agenda for trade liberaiisation and the further integration of the Lebanese economy into the Euro-
Mediterranean zone. Equally, the Government recognises that Lebanon lacks an integrated policy
towards entrepreneurs; coordinated support measures for SMEs and start-ups and incentives to
induce Lebanese banks tc commit themselves towards sustainable projects. These factors hinder the

performance of the private sector, increasingly pressured by fast-changing intemational market
conditions.

Increasingly conscious of these chatlenges, the MoET has plans to revive a private-public sector
coordinating mechanism to ensure the commitment of all important parties in the package of
reforms envisaged today. To support this process, the Programme will help establish the SME
Council. The Councit will be created to fulfil an advisory role to keep the Government advised on
the development needs of SMEs and new entrepreneurs. It will also advise on the effectiveness of
the developing SME support framework in achieving the desired objectives. Alternatively, the
Ministry of Economy was considering activating the Consultative Council for the private Sector &
Economic Research which has not been convened since the creation of the Ministry in its present
role and structure.

In June 2003, the Ministry of Economy also confirmed the creation of the SME Division within the
Ministry’s organisational structure. This new division will coordinate the Government’s efforts in
the field of SME development. The division will offer the counterpart structure for the EC to
provide gutdance and expertise in the development of a comprehensive SME support framework.

The present Programme provides a complement to the various initiatives of EU member states in
connection with private sector support initiatives. Current major ongoing contributions from
member states focus on vocational training and the reinforcement of management standards within
Lebanese Chambers of Commerce. Numerous initiatives from member states and other donors
whether ongoing or at a planning stage, add further grounds to the Programme’s main objective to
focus on greater coordination capabilities with regard to SME development.

¢ “Findings and Propoesals te Identify a Legal and Institwtional Organisation for ELCIM ", October 2002
7 Memorandums of Mol and MoET dated February 2004
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III. LOGIC OF INTERVENTION

IIL1 Approach

The Programme activities will seek to address a range of issuc: with a potentially high impact on
the health and growth capacity of the business sector. The following is a brief description of these
issues along with the proposed intervention:

a) Lack of a cohesive Government strategy on SMEs: Despite valuable past initiatives, the
fragmentation of the decision making-process has resulted in the absence of a global strategy
integrating targeted incentives, access to support services and ICT as well as modern tools that can
facilitate the further internationalisation of Lebanese businesses. Government institutions and
primarily, the Ministry of Economy and Trade, must be reinforced to be able to better meet these
challenges in the most coordinated way. It is neither technically possible nor financially feasible for
the Government to directly address the external constraints and deficits of all or even the majority
of Lebanon’s SMEs. It is not desirable that the Government seeks to achieve such role. Instead, the
Government’s primary role is a strategic one, shaping an environment for business to be
competitive in a market economy. It can achieve this by removing administrative and bureaucratic
barriers to the set up and closure of businesses, and establishing a regulatory and legal framework
designed to enhance SME business opportunities and access to productive resources as well as
improving SMEs access to capital.

b} Gradual weakening of entrepreneurship: Although SME development is widely recognized as
one of the most important tools for broader economic and social development, there are a number of
factors, which hinder SME growth. Entrepreneurship is discouraged by factors ranging from high
interest rates, legal and regulatory barriers, inadequate financial infrastructure and the absence of a
general supportive environment. University business related curricula and training tends to focus
more on academic achievements rather than on entrepreneurizl skills. Economic and social
consequences translate in tangible loss of opportunities for the economy and continuing migration
outflows of young graduates and potential entrepreneurs. Addressing the needs of small and
medium sized business is admittedly a priority calling for downstream measures (support
environment) and upstream initiatives (modernisation of training methods across key academic
institutions}.

¢) Limited ownership and commitment of private sector towards existing SME support mechanisms.
The past involvement of the business representative organisations in SME servicing schemes has
been relatively modest with only a few notable exceptions. The recent experience developed with
ELCIM suggests that sustainable initiatives can be beiter secured if contributions and
responsibilities from each stakeholder are clearly defined from start. The level of risk in
establishing ELCIM was not negligible given the initial assumption that the real commitment of the
private sector would materialize in the concluding phase of the EC financial and technical
assistance. The present need to extend business development services to a broader group of
enterprises must therefore follow a demand-oriented approach. This can be better achieved by
inducing new groupings (business organisations; academia, NGOs, etc) to define and implement
their own vision on sustainable SME delivery services 2s a preliminary step to Governument and
donor support.

d) Continued regional imbalances: Although limited in nature and supply, business support services
traditionally focused on established companies in Beirut and its surroundings. The Government
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recogilises the importance of the capital yet also would like to support a service infrastructure that
would reach out to Lebanon’s seven Muhafazat. This strategy can make greater use of the potential

of Lebanese entrepreneurs in industry and service segments that are not necessarily well
represented in the capital city.

e} Limited linkages with European SME support agency: Present linkages are still modest despite
well targeted efforts (i.e, the German cooperation towards the Lebanese Federation of Chambers of
Commerce). There is considerable roomi for improvement in this field, and as a result, the proposed
new service infrastructure for SMEs can develop stronger linkages with the prospect of improving
exports and apportunities for partnership across the Euro-Mediterranean region.

III.2 Overall Objective

The overall objective of the Programme is to help develop and implement an integrated approach
linking adequate policy formulation, training and servicing of start-up and existing SMEs. The
project further aims at reinforcing access chanmels to long-term financing of SMEs and start-up
businesses. :

HE3 Specific Objectives
The specific objectives of the programme are:
Policy and institutional development component

1. To support the Ministry of Economy and Trade’s (MoET) initiative to establish an SMR
Division dedicated to creating a legal and regulatory environment targeted at realising the
growth potential to the Lebanese economy of a successful srmall business sector.

2. To support the MoET’s SME Divison’s role as a centralised source of information for
SMEs and start-ups and for networking between Lebanese and European companies.

Business development services to SMEs component
3. To support the MoET SME Divison’s strategy for the SME sector in facilitating the
development of & demand-oriented network of business development centres, offering
existing and start-up companies access to affordable, professional business development

SErvices, '

4, To improve competitiveness of local SMEs and the start-up of new companies through
the establishment of Business Development Service (BDS) centres:

5. To assist the MoET in defining the objectives, scope, and work procedures of the BDS
centres and for overseeing the work of these centres.

SME financing component

€. To improve the availability and effectiveness of financial instruments for existing SMEs

Technical and Administrative Provisions: Integrated SME Support Programime 8



and start-up businesses in cooperation with Kafalat, a specialised Lebanese institution in
the field of credit guarantees.

III. 4 Programme activities and expected results

Activities
Policy and institutional development component

1. Support to MoET in establishing the SME Division through permanent capacity building,
mostly deriving from on-the-job training and continuous assistance in designing and
adopting an SME and start-up support framework and detailed related measures. The
relevance, clout and effectiveness of the Ministry of Economy and Trade in the field of SME
support will also depend on its ability to act as a high-profile national coordinator able to
actively involve other ministries and private sector associations in a variety of initiatives,

2. Review of the regulatory and legal framework affecting SME development. This activity will

seck to identify and prioritise the scope of legislations and regulations in need of
overhauling,

3. Assistance to MoET in developing an integrated SME and start-up support strategy forming
a comprehensive framework for SME promotion for the mediur and long term.

4. Establishment of a permanent in-house SME Observatory and research programme to ensure
that the MoET develops a detailed understanding of the needs of smail businesses and start-
ups. The SME Observatory, developed as an intemal function of the MoET, will gather
information on a variety of performance indicators measuring, 2mong other topics:

» the competitiveness of the small business sector

* the introduction and promotion of new technologies

* employment constraints and capacities in the SME sector

* outputs and achievements of SME support mechanisms.

= impact of new policies and legislation pertaining to SME development
with emphasis on business start-ups

= review and impact of entrepreneur training curricula and programumes

= sectoral studies

= exports trends and perspectives in relation to key sectors

An initial review of the SME sector will propose a quantitative and qualitative defisition of
SMEs and a set of benchmarks on the impact of Government measures. The SME
Observatory will seek linkages with universities and leading educational institutions to offer
a2 coordmating platform for the improvement of specialised entrepreneurship training.
Information tools and web-sites will be developed to ensure the widest dissemination of the
Observatory’s knowledge and developing experience. The Observatory wili be used as a key
tool enabling policy development and formulation in the SME sector. Resources developed
under the SME Observatory will be accessible to SMEs. Research outcomes, technical
conclusions and recommendations deriving from the work of the SME Observatory, will
serve as a basis for the agenda and guidance of the SME Council.

Technicz! and Administrative Provisions: Integrated SME Support Programme
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5. Assistance in creating a single gateway to govermnment support through the design of
specialised database mainly related to SME funding sources, foreign aid programmes,
vocational and training programmes and pertinent SME legislation and regulation. The
single gateway will make use of the resources of the SME Observatory. It will make use of
interactive on-line database on business regulations and legislations, as well as local and
intemnational business development service providers for access by SMEs. The database will

be set up with the primary objective of providing a centralised source of information for
small businesses.

6. Support in conducting a national enterprise campaign to encourage key target popuiation
segments to approach MoET for information on how they can receive SME development
support. The campaign will also target potential new start-ups to encourage them to start
their own business. :

7. Facilitation of effective working relationships with other national and international SME
support organisations.

8. Assistance to MoET in developing an effective Secretariat to support the SME Council in
fulfilling its objectives.

Business development services component

1. Assistance to the SME Division in establishing and overseeing a pilot network of business
development service centres. The Programme will seek to ensure the provision of a range of
seif-financing business support services. In the short-term, state financial support will be
required but in the long-term fees will be levied for tailor-made services in order to attain
self-sustainability. The longer-term value of this activity will be to determine a replicable
system for business development and incubation services that is demonstrably effective and
efficient in increasing the number of high-growth and exporting SMEs.

2. Assistance of MoET in promoting and selecting three BDS centres. This preliminary activity
will include setting pertinent selection criteria, terms of reference and evaluation tools of
proposals. The Programme will seek to ensure a degree of synergy, complementarity and
balance between the selected proposals (in terms of geographical scope; target entrepreneurs
the nature of support services and the financial contribution granted through the
Programme). With technical support provided by the Programme, the MoET will arrange
call for proposals as the concluding phase to a national awareness campaign on the
development of non-profit BDS centres in Lebanon.

3. Support of BDS centres in their start-up phase. This will include EU technical assistance in
guiding interested private sector groupings in setting up best practice centres from an
administrative operational and technical point of view. The Programme will contribute to a
pre-determined share of the start-up and operating costs of eligible centres.

4. Support to the development of the BDS centres management team. The capabilities of
Lebanese BDS centres managers will be initially developed through an extended process of
technical assistance and training. An important sub-activity will consist in designing and
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delivering a training programme that will accredit BDS centres and BDS centres’ managers
who meet the required professional standards. Managers selected for training will be given
extensive instruction in BDS centre and incubation management and thereafter evaluated by
the Programme’s resources. This activity will inciude visits to operating enterprise
development institutions and business incubators in the EU.

5. Support to the development of mutually beneficial business-to-business linkages with
enterprises from EU member states. The activity will focus on developing an appropriate IT
infrastucture and information database within the BDS centres to help meet objectives of

maximizing business- opportunities across business support centres in the Euro-
Mediterranean region.

6. Support to the development of a management information system with BDS centres, at a
national level. In relation with the creation of the SME Observatory, this activity will consist
in collecting statistics and other information necessary for on-going programmes evahuation,
improving effectiveness and allowing the business service centres to evolve with the needs
of their clients,

7. Support to the creation of business developmeni resources at a national level. This activity
will involve enhancing the capacity of local BDS providers such as trainers, consultants and
business counsellors. This will be achieved through the design and delivery of national
training schemes; accreditation systems and relevant database. This activity will be preceded
by the screening and induction of support service suppliers into the BDS centres network.

8. Continuation of institutional support to ELCIM. EC support was initially expected to be
phased out after 2004. The Government has advocated that additional EC assistance is
needed during a second phase under which the cost and operating structures of ELCIM will
be significantily streamlined and clarified. The Government is taking steps {o ensure that
ELCIM is hosted at the Industrial Research Institute as 2 new department. This activity will
therefore consist in assisting the IRI, and ultimately ELCIM, in operating a cost-effective
organisation, putting higher emphasis on clusters,. thus fostering business groupings in key
manufacturing sectors. Major services (i.e., business diagnostics; financial advisory, efc.) are
expected to be internalised to reinforce ELCIM’s long-term sustainability, while ensuring
that these operations are in line with MoET and other partners SMEs activities and policies
developed under the project. : '

9. Continuation of direct support to. manufacturing SMEs. This will be achieved through
ELCIM renewed access to the EC Framework Contractual Facility or a cost-sharing basis.
Access to this facility enables ELCIM to make use of a significant pool of international and
local experts with relevant sectoral, country and MEDA region experience. EC procurement
expertise will be provided to ELCIM 10 ensure the supply of relevant specialised consultants.
The provision of business support in modernisation and upgrading of targeted SMEs will
continue to abide by a two-phase process (business diagnosis and planning followed by
specialised assistance in implementing recommendations having a clear impact on business
performance). Deriving from the cost-sharing principle, the Ministry of Industry will ensure
that revenues resulting from the business client’s financial contribution will be used for the
sole purpose of providing additional services to ELCIM’s supported companies.

10. Assistance to ELCIM in further structuring the supply and quality of loca! consultants in the
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ficld o f management, with high emphasis on ¢ onsultants with relevant skills to problems
affecting the manufacturing sector.

11. Improved access to financing. Direct support will be provided to the BDS centres and
ELCIM to help them develop financial advisory servicing capacities. This will be achieved
to facilitate access of SME clients to appropriate funding sources. This support will be
developed along the o rganisational principles of the existing Finance Unit of ELCIM. In
addition, support will be provided to start-up companies to further their chances of securing
long to medium-term loans. '

SME financing component

In a preliminary phase to this arrangement, Kafalat will raise its own capital to enable an increase of
its own separate, indigenous guarantee. The purpose of this activity is to induce a process in which
banks will start to increase their commitment towards viable business projects with growth
potential. This activity will seek to further the chances of start-up companies to secure loans in a
dominantly conservative and risk-adverse banking sector.

Target companies will primarily be SMEs supported by ELCIM and the BDS centres, however
the co-fund wilt also target socio-economically and financially viable existing SMEs and start-
-ups that qualifies under the programme.

Under this component, the main activity is the support of the deveiopment of guarantees for
medium/long terms credit facilities extended by the banking systems to SMEs.

Out of the EC contribution, an amount of EUR 4 million will be granted to the Ministry of
Economy and Trade for the establishment of a guarantee co-fund for SMEs and start-ups. The EC
contribution to the guarantee co-fund will be unique and the EC will not contribute any more, or
bear any commitment and liability whatsoever in the functioning of the co-fund.

The MoET will delegate the management of the guarantee co-fund to Kafalat, as a suijtable

Lebanese financial institution specialised in managing and guaranteeing credit facilities extended
by banks to local SMEs.

The MoET will sign a Memorandum of Understanding (MoU) with Kafalat, which will be endorsed
by the European Commission. The MoU will mclude technical and administrative provisions
detailing all procedures governing the commitment of the co-fund as well as laying systems,
benchrmarks and quantifiable objectives aimed at assessing and evaluating the co-fund’s manager’s
performance during the duration of the project.

After the signature of the MoU, the European Commission will execute the payment of its total

contribution to the co-fund manager (Kafalat) on behalf of the MoET, in accordance with the
provisions of the MoU. '

The Memorandum of Understanding will _include the following general conditions:

* The grant shall constitute a special co-fund administered separately by Kafalat and closely
monitored by the MOET. The fund will be the property of the MoET.

Technical and Administrative Provisions: Integrated SME Support Programme
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* The guarantee co-fund shall only be used for providing guarantees to banks, specialised
credit i nstitutions and s imilar financial i nstitutions for the medium/long term loans they
disburse to SMFEs and start-ups. The technical and administrative provisions for this special
co-fund can only be changed with the Ministry of Economy and Trade’s written
authorisatior, following endorsement by the EC.

" All banks and specialised credit institutions using this guarantee co-fund will sign a formal
agreement with Kafalat. Kafalat will charge the banks a fee for guarantecing their loans;
the level of guarantees will be defined in the technical and administrative provisions of the
MoU. In this context, the Mol will progressively introduce flexibility in the g uarantee
maximum Hmit so as to reach, in the long run, coverage of 50% of the loan amount for
loans exceeding Euro 25,000. For loans less than Euro 25,000, the guarantee maximum
limit will be up to 75% of the loan amount.

* Kafalat shall maintain adequate records of the co-fund and al] guarantees extended
according to acceptable accounting practices adequate to identify the use to which the
co-fund resources have been placed and utilised. Kafalat shall submit quarterly statements
of accounts to the SME division/MOET. These quarterly statements will be aggregated and
revised by Kafalat in an annual report that will cover the entire financial year, and
subsequently submitted to the SME Division/MOET for information and monitoring
purposes.

* Kafalat shall assess all applications for guarantees independently and autonomously from
the assessment done by banks on the same client. A clear evaluation procedure will be
setup and strictly followed by Kafalat.

* Kafalat's o bjective in managing the guarantee co-fund should consist in creating a self-
sustainable and permanent financial scheme able to increase its real value over time.

" Exit strategy: following the expiry date of the present Specific Financing Agreement, the
Ministry of Economy and Trade shall continue the activities undertaken under the
guarantee fund. In this respect, the Memorandum of Understanding shall ensure to maintain
the guarantee fund in existence for at least 8 years beyond the expiry date of the Specific
Financing Agreement”.

Results
Policy and institutional development component

I. The Lebanese Government made significant inroads in creating a coordinated mechanism
enabling efficient interaction on the one hand between ministries having a stake in SME
development and on the other hand between the private and public sectors: An SME

Division is established at the ministry and adequately staffed. The Division developed

complete ownership  on policy-work and related measures adopted during the project
duration. The SME Division achieved visibility towards important business groups such as

- business associations, the banking sector, investors and counterpart institutions in Europe.
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The Ministry of Economy and Trade has raised its profile to the point that it has achieved
credibility in providing 2 single gateway to SME business support in a wide range of fields
{access to financing, information services, sign-posting, etc.).

The Ministry of Economy developed the essential elements of a comprehensive policy for
SMESs and business start-ups. Ministries with key interaction to the SME sector endorsed the
policy.

A definition of SMEs is completed and is formally accepted as a reference for all
Govemnment agencies, private sector entities, NGOs and donors operating in Lebanon.

The monitoring of both the economic performance of SMEs and the impact of initiatives led
by the Government and private sector support agencies is in place. The major functions of
the SME Observatory are in place, making use of a broader resource network, including
academia, NGO and business support services. An essential set of benchmarks are defined
and utilized by the Observatory.

Procedures are in place to ensure regular updating of database and the required interaction
between Government policies and the legal framework.

The agenda for the legal and regulatory framework is reviewed. Legal and legislative
changes required are reflected in the SME Policy. Areas of improvement reflect a variety of
concerns {commercial code; customs law; transit law; social security rules; accounting law,
etc.). Most of the regulatory and legistative reform agenda is underway.

Working links are established with leading SME support agencies in Europe and bilateral
and multilateral aid donors. The SME Division developed a coordinating responsibility on
Lebanon’s involvement in international SME co-operation programmes. The SME Division
ensures that aid to the SME sector is effectively coordinated, preventing overlap and
duplication.

A secretariat to support the SME Council is in place and fulfilling its objectives, The SME
Council (described in section 1.5) is perceived as the leading advisory and coordinating
institution between the private and public sector and actively contributed to SME policy-
making,

Business development services component

i.

A strategic direction for 2 modern SME support environment is developed by the MoET
and represerits a substantial part of the new. SME Policy. The MoET established jtself as a
leading organisation creating awareness on business support initiatives. The MoET is
capable of measuring progress and impact of several initiatives resulting from policy-work
endorsed as a result of increased coordination between the private and public sectors.

Relevant expertise in the field of BDS is established at the MoET. It is capable of guiding

2.
the development of market-oriented business support services at a national level, selecting
and supporting cligible projects in conducting monitoring, quality control and accreditation
programmes.
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3. A network of BDS centres is in place and abides by common and complementary features.
All centres are primarily non-public entities and dominantly respond to market incentives.
All centres abide by clear business plans and operating structures that will help them
achieve partial financial self-sustainability within five years from project start.

4. All eligible BDS centres were supported through common resources devéloped by the
Programme. The design and delivery of technical assistance (including capacity building of
centres; study tours in Europe; development of common ICT applications; training and
accreditation of business counseliors, etc) was coordinated from the SME Division. All

BDS centres abide by common terms of reference and were both financially and technically
supported.

5. As aresult of technical and financial support, the BDS centres were able to perform well
and have reached partial financial self-sustainability. The centres achieved a minimum of
80% of their operating targets in terms of delivering services to start-up and existing
companies.

6. Quantitative targets towards SMEs are achieved. At the conclusion of the Programume (and
subject to a re-assessment of quantitative targets by MoET during the inception phase),
BDS centres will be in the process of supporting around 150 start-up and existing
entrepreneurs along business incubation principles. The provision of “on-call” information
and business support services is achieved enabling supportive interaction of BDS centres
with about 2,000 entrepreneurs during the duration of the Programme.

7. ELCIM is operating as a new department of the Industrial Research Institute (IRI) which
has taken full ownership and provided a permanent manager reporting to IRIs Directer.
Operating changes have been rezlised in accordance with a business plan, developed prior
to project start, in coordination with the Mol, the MoET and ELCIM’s ma;or stakeholders.
Basic advisory services and initial business diagnostics are carried out internally. ELCIM’s
cost structure was substantially reduced from present levels contributing to the achievernent
of partial financial self-sustainability.

8. ELCIM has achieved a provisional quantitative target in supporting 170 manufacturing
enterprises beyond the business diagnostic phase, '

9. ELCIM is fully integrated into a global SME support scheme reflected in the new SME
Policy endorsed by all major stakeholders. ELCIM’s manager and IRI’s Director were
appointed as statutory members of the SME Council and are therefore involved in advisory
activity to the Government,

10. Improved ownership of the private sector of ELCIM is achieved and refiected in a Steering
Comumittee chaired by a key figure recruited in the private sector.

SME financing component

1. Kafalat developed a co-fund with support from the MOET and the European Commission.
The co-fund addresses the needs of existing companies and start-ups primarily supported
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by the service infrastructure developed by the Programme’s activities. In cooperation with
the SME Division, common eligibility eriteria for SMEs were defined and agreed upon.

2. A Standard P articipation A greement was signed with at least ten medium sized banks
having r eal o utreach o utside the ¢ apital ¢ity. Standard agreements established common
SME selection criteria; obligations of the bank with regard to credit appraisals; thresholds

for minimumn commutments towards start-ups; repayment processes; distribution of
proceeds of collaterals, etc. '

3. The establishment of the co-fund mvolved increased working relationship with the
Lebanese banks participating to the scheme, which resulted in credit appraisals placing a
higher reliance on the merits, forecasts, cash-flow and financial analysis of specific loan

proposals. '

4. The co- fund is leveraged up to five times enabling the launching of a provisional target of
600 loans.

B. DURATION AND LOCATION OF THE PROGRAMME
I DURATION OF THE PROGRAMME

The period of execution of the Financing Agreement shall commence on the entry into force of
the Financing Agreement and end on 31.12.2009. This period of execution shall comprise two
phases. Namely, an operational implementation phase, which shall commence on the entry into
force of the Financing Agreement and end on 31.12.2007, at which date all activities shall be
concluded. As from this date, the closure phase will commence. It wil] conclude at the end of the
period of execution.

All legal commitments and contracts related to the Programme implementation, with the
exception of audit and evaluation contracts must be signed by 27.08.2006 at the latest. This
deadline cannot be extended.

IL LOCATION OF THE PROGRAMME

The Programme will cover the whole country and will be managed from the Ministry of
Economy and Trade. The bulk of the Programme’s resources in international and focal expertise
will be hosted and managed from the SME Division of the Ministry of Economy and Trade in

country will be determined during the course of the Programme. It may be envisaged that experts
are temporarily allocated by the SME Division to other parts of the country, if considered
necessary in the course of the Programme. The long and short-term expertise involved with the
ELCIM component will be based at the premises of the Industrial Research Institute, in Beirut.
e STRUCTURE AND ORGANISATION OF THE PROGRAMME

I INSTITUTIONAL STRUCTURE

Technical and Administrative Provisions: Integrated SME Support Pregramime

B RSN T



L1  Responsible authorities
The responsible authorities for the Programme are:

a) The European Commission: The Delegation of the European Commission in Beirut

b} The beneficiaries:

= The Ministry of Economy and Trade (MOoET) with regard to the policy and institutional
development, the development of the BDS centres network, and the financial component.

The MoET will give the establishment and management of the co-fund for credit
guarantees to Kafalat.

* The Ministry of Industry with regard to the EC continved support to ELCIM
L2 Ministry of Economy & Trade (SME Division)

The MoET is committed to the establishment of a SME Division. The Division has overall
coordination responsibility in the field of SME development. The Division is in charge of the day-
to-day coordination and implementation of a range of activities and incentives for the benefit of the
SME sector and its overall support environment.

The SME Division wil} be sufficiently funded and staffed. It wil] be headed by 2 Head of Division.
The Division will include three in-house Lebanese support staff to work and address issues related
to the Programme’s three main components,

Each of these persons will be in charge of one of the three main thrusts of activities foreseen by the

Programme. Namely; Policy and institutional development; Business development services to
SMEs and SME financing,

Kafalar

Kafaiat is legally a joint stock company and overseen by the Central Bank through the National
Institute for the Guarantee of Deposits, which owns 75% of its shares. Kafalat provides guarantees
for loans granted by banks operating in Lebanon to SMEs primarily engaged in the following
sectors: industry; agriculture; tourism, traditional crafis; high technology.

The most important objectives of Kafalat are to-

-* Develop the work of Lebanese SMEs (designated by Kafalat as companies employing 40
persons or fewer) to help them prosper;
* Guarantee loans restricted to the establishment of a new production capacity (either as
start-ups or existing operations);
* Ensure equal development and generate work opportunities in all parts of the country;

* Reduce reliance on real estate mortgages or other securities as criteria for granting loans by
banks. :

Kafalat will be responsible for the management of the co-fund.
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L3 Ministry of Industry

With regard to EC support to ELCIM, the Ministry of Industry, in cooperation with MoET, will
supervise this sub-component in its capacity of the administrative supervising authority of the
Industrial Research Institute. :

The direct recipient organisation will be the Industrial Research Institute (IRI).

The Ministry of Industry has ultimate responsibility for EC funds with regard to the ELCIM sub-
component.

Industrial Research Institute (IRI)

The IRI is an autonomous body operating under the supervision of the Ministry of Industry. It was
established fifty years ago and has several departments providing management and technical
services to the industry on a fee basis. The IRJ has developed specific quality marks for several
Lebanese industrial segments and has implemented several national plans to improve quality
standards across the industry. Given its understanding of standardization and its significant testing
facility, it has been acting as LIBNOR subcontractor to propose and draft several hundreds national
standards in the past few years. IRI established several kinds of linkages with ELCIM since 2001,
thus h:ghlighting numerous areas of synergies and adding rationale to the further integration of the

two activities,

IRJ will provide a national manager, to head ELCIM as a new department of IRI. Other numerous
facilities of IRI will be put at the disposal of ELCDM to further its access and impact on an
increasing portfolio of industrial enterprises.

L5 Other Programme’s related organisations

Steering committees

A Programme Steering Committee will be established. It will ensure the commitment of private and
public sectors stakeholders in contributing to a new SME policy and support network. It will meet
at least once a year. Its members will determine the Committee’s operating rules. The membership
of the Steering Committee will necessarily include a representative of the Ministry of Industry, a
representative of Kafalat and the Central Bank. The Steering Committee will be chaired by the
Minister of Economy and Trade. -

As the SME Council is expected to increasingly address general policy issues, the Programme
Steering Committee will adjust its own agenda to avoid overlaps and progressively refocus on
specific issues regarding the Programme’s activities. ' '

A specific Steering Committee will be set up for the management needs of the ELCIM sub-
component. This committee will be chaired by a prominent figure of the private sector. The

Technical and Administrative Provisions: Integrated SME Support Programme 18



Secretariat of this committee wili be provided by IRI which will define the meeting's agenda. The
committee will necessarily include a representative of the Ministry of Economy and Trade and the
Director of Kafalat.

The EC Delegation in Lebanon will participate to both steering committees with observer status.

SME Council

The MoET will establish a SME Council, a public-private sector advisory board on SMEs. The
SME Duviston will act as the Secretariat of the SME Council. Members of the Council will be
nominated by the MoET in close cooperation with the business representative associations and
independent parties in numbers to be determined. Following this process, the members will be
appointed by the MoET for a fixed three-year term.

The MoET will alternatively consider the use of the Consultative Council for the Private Sector &
Economic Research foreseen in the Ministry’s institutionalization Law,

Whichever option is uitimately chosen, the Council will have an equitable regional representation to
ensure that the interests of SMEs outside the main population centres are considered.

The MoET will further determine the specific rules for the functioning of the SME Council,
covering its detailed membership, the frequency of meetings, the number of representatives, etc.

The SME Council will be established as an advisory organisation.
The Council will provide a source of advice to the Government on the needs of SMEs and will also
report to the Government on the effects of policies on small business to provide an independent
overview. '
The SME Council will be chaired by a well respected figure of the private sector. The choice of the
chairman will be proposed by the MoET, following close consultations with business representative
associations and other independent parties. The Chairman will be formally appointed by the
members of the Council. '
I IMPLEMENTATION OF THE PROGRAMME
II.1 Summary of Responsibilities
(a) Beneficiaries

The beneficiaries are respectively:

- Ministry of Economy and Trade (MoET) for the implementation of the Programme, excluding
the ELCIM sub-compornent.

- Minstry of Industry with regard to the EC continued support to ELCIM,;
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- Ministry of Economy and Trade (MoET) will give the establishment and management of the
co-fund for credit guarantees to Kafalat.

(b) Ministry of Economy and Trade

The responsibilities of Ministry of Economy and Trade with regard to components 1 and 2 will be
to:

* Assume overall responsibility for the technical and financial implementation of the
Programme in the framework of the terms and conditions of the Financing Agreement.

*  Act as the Contracting Authority for the Programme in so far as the Financing Agreement
will allow for this responsibility, and signing off all technical, financial and administrative
documents necessary for the implementation activities.

*  Prepare the global work plan and the annual work plans.

*  Prepare half-yearly progress reports pertaining to the implementation of the Programme,

= Create and adequately staff the SME Division, prior to the launch of the Programme.

* Monitor the implementation of the work plans and provide general guidance.

* Implement the Programme activities and tasks by means of initiating and administering
tendering and contracting procedures.

» Establish an adequate internal control system.

* Manage the operational funds in accordance with EC procedures while keeping the related
administration and records.

The responsibilities of Ministry of Economy and Trade with regard to the ELCIM sub-component
and component 3 will be to:

* Endorse work-pians developed under the ELCIM component

*  Monitor the implementation of the ELCIM work plans and provide general guidance,

* Monitor the management of the Programme’s funding provided to Kafalat.

* Assist Kafalat with the marketing and awareness raising campaigns aimed at generating and
sustaining a high level of interest and inquiries for the guarantee schemes.

* Monitor the technical assistance provided under the programme components and define
work modalities between the local staff from the Ministry and the technical assistance
experts recruited under the SME programme.

= Promote the activities of the SME Programme and its counterparts and disseminate its

~ results through appropriate publicity.

Kafalat

Kafalat is responsible for the management of the co-fund provided by the Programme. Key
responsibilities will be defined in a separate Memorandum of Understanding (MoU) between the
Commission, Kafalat and the Ministry of Economy and Trade. The major detailed responsibilities
include the followings:

= Kafalat will ensure a segrégated accounting of the funds received including interests

~ accurulated from investment of these funds and other assets. The financial statements of
Kafalat must show separate entries of such funds and operations resulting from the
guarantee scheme.
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- SME Programme.

* Kafalat will comply with a set of requirements defined in cooperation with the SME
Division and the EC (participation criteria of banks, selection of SME clients, joint
awareness campaigns, information dissemination on the co-funds activities, etc.), These
requirements will be developed in the MoU.

(¢) Ministry of Industry

Given its administrative supervision on IRI, the Ministry of Industry is uItimafely responsible for
the adequate procurement and disbursement process of EC funds with regard to the ELCIM
Programme’s sub-component.

The ministry of Industry will endorse the work plans submitted by IRI ir relation with ELCIM
activities.

Funding to IRI to conduct ELCIM (business centre) activities is formally channelled through the
Ministry of Industry, acting as Contracting Authority for this sub-component.

The ministry of Industry (Mol) will ensure that the ownership of all items of equipment purchased
by ELCIM during the three years of initial activity will be transferred to IRI by the Mol for use in
the continuation of ELCIM. '

Derived from the cost-sharing principle, the Ministry of Industry will ensure that revenues resulting
from the business client’s financial contribution will be used for the purposes of improving the in-
house resources of ELCIM and providing additional services to ELCIM's supported comparnies.

In addition, a fund of over 300,000 could be available to the Mol arising from the contributions
from enterprises during the 2001-2004 project phase (in respect of fees invoiced on a cost-sharing
basis for Business Upgrading implementations). A procedure to recover these fees has recently been
put in place by the Mol. The funds are lodged in a special account at the Bank of Lebanon opened
in the name of Mol.

This fund will be made available by the Mol to finance costs associated with the restarting of
ELCEM, such as:
= Upgrading equiprment
* Promotional costs (i.e., advertising, developing and printing new brochures and leaflets,
renewal of contract to host and update EL.CIM website, printing of stationery, etc)
*  Marketing costs. '

Industrial Research Institute

IRT will have management responsibility for ELCIM. It will supervise the team of international and
local experts funded by the Programme. It will implement the tasks and activities planned under the

IRI will have direct management responsibility for procurement tasks carried out in connection with
the Programme’s activities. '
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The EC will provide IRI with overall management support and continued access to a reserve of
sectoral short-term expertise. The technical assistanice will be subject to a restricted call for tender.

IRI will appoint a Lebanese Man'ager for ELCIM. The manager will report to IRI's Director. This
post will not be funded from the Programme.

With regards to the activities of ELCIM and its business centre, the Industrial Research Institute
detailed responsibilities are to:

*  Provide one full time manager and administrative support staff, at no cost for the EC.

* Provide access to common utilities, infrastructure and business portfolio, thus enabling a
full integration of ELCIM into IRI’s operations

»  Prepare the global work plan, annual work plans and annual progress repaorts pertaining to
the implementation of the ELCIM component

* Implement the related activities and tasks by means of initiating and administering
tendering and contracting procedures.

= Supervise the technical assistance provided under the ELCIM component and define work
modalities between the local staff from ELCIM and the technical assistance experts
recruited under the SME Prograrmene.

» Establish an adequate internal control system.

*  Assist MoET in preparing the global work plan pertaining to the SME Programme.

= Assist Kafalat and MoET with the marketing and awareness raising campaigns aimed at
generating and sustaining a high level of interest and inquiries for the guarantee schemes

=  Manage the operational funds in accordance with EC procedures and keep the related
administration and records.

» Contribute to the activities of the SME Programme and its counterparts and disserinate its
results through appropriate publicity.

=  Coordinate with MoET, the Ministry of Industry and other partners to ensure that the SME
Programme is running in a cohesive manner.

I1.2. Implementation procedures
[1.2.1 Contractual modalities

The Ministry of Economy and Trade will be the Contracting Autherity for the budgetary lines No
1.0; 4.0; 5.0; 6.0 and 7.0 (see Table under Section E “Budget and Financing”). These contracts will
be established in accordance with article 7 of the General Conditions following decentralised ex-
ante procedures. The end-beneficiaries of training activities foreseen under Budget 7.0 will be-the
RDS centres. Budget 5.0 will be managed by Kafalat.

The Ministry of Industry will be the Contracting Authority for commitments related to budgets 2.0
and 3.0 (see Table under Section E “Budget and Financing”). The end beneficiary will be the
Industrial Research Institute. The Ministry of Industry will also be the Contracting Authority for
commitments related to budget 8.0. The end-beneficiary will be the companies supported by
ELCIM. These contracts will be established in accordance with article 7 of the General Conditions
following decentralised ex-ante procedures.
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Audit and evaluation contracts will be concluded directly by the Commission (Budgetary line No9).
Supply and service contracts may have other beneficiaries than the Contracting Authority.

Any equipment purchased within the framework of the Programme with the financial contribution
of the European Commission will remain the property of the beneficiaries.

As for the financial component, a Specific Memorandum of Understanding (MoU) will be signed
between the European Commission, Kafalat and the Ministry of Economy and Trade. The MoU
will further establish operating procedures, modalities of payment as well as auditing rules.

I1.2.2 Provision of Funds_

The following commitments will be subject to direct payments made by the European Commission:

- Technical assistance contracts;

- Allocation to the guarantee funds (in connection to the Kafalat guarantee schemes);
- Training related contracts and comumitments;

- Contracts for audit and evaluations.

Payments for contracts in support to BDS centres foreseen in the overall and annual work plans will
be made by the Contracting Authority. The Contracting Authority will open a non-interest bearing,
free of charge bank account in EURO at the Central Bank. The account will be used exclusively for
the approved Programme’s activities, It will be operated with the joint signature, at equal standing,
of the two persons designated by the Minister of Economy and Trade. For this purpose, the
Commission will provide initial pre-financing of EUR 1,500,000 {budget line No4) following the
approval of the first annual work plan.

Upon the disbursement of 80% of the Commission’s pre-financing, the Commission will pay the
outstanding balance of budget line No 4.0 referred to under Section E (“Budget and Financing™),
This payment will be made upon a request by the beneficiary supported by a technical and financial
report on the relevant activities conducted and after the submission of a satisfactory audit report for
which modalities are described under Section .4,

The SME Division will ensure the general and analytical accountancy of the Programme. All
expenses of the Programme covered by the EC grant will be supported by records, such as bills,
receipts and bank statements. Such documents as well as the book accounting and the inventory
logbook shall be kept for at least seven years from the last payment. The Programme bookkeeping
will be in accordance with the double entry system and shall include the registration of each receipt
and each expense. The accounting results of these books must appear in a general book ofthe
Programme, including eventual interest accounting. Even if national legislation may not foresee it,
the Commission may request the application of minimum criteria o f analytical accounting. Any
unused balances remaining after the completion of the Programme shall revert to the Commission.

Should the framework contract facility be decentralised, the EC may provide initial pre-financing

corresponding to 50% of the approved work plan. The balance would be paid upon disbursement of
80% of the previous payment, '
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The Commission will also ensure an annual external audit of the Programme expenses and inform
the Beneficiary of its results. In case the external audit declares some expenses as non-eligible, the
Commission will request the Beneficiary to provide comments within 30 days. If the explanations
are not deemed sufficient by the Commission, the Beneficiary will be requested in writing to
transfer the non-eligible corresponding amount to the Programme account within 45 days.

With regard to the financial component, the Commission will release the grant funds for the loan
guarantee scheme in one instalment denominated in Euro to a special Euro account held by Kafalat.

A transfer of EUR 4,000,000 will be made, by the EC, following the signing of a memorandum of
understanding (MoU) by all parties (Commission, Kafalat, Ministry of Economy and Trade). This
transfer will be supported by & payment request.

IL.3  Operational Plans and Reports

An overall work plan (OWP) covering the entire length of the project and all its components wili be
submitted to the European Comunission by the MoET within three months after the start of the
technical assistance contract. The OWP will be updated every year.

Annual work plans (AWP) will be prepared for each year. The first AWP has to be submitted
within three months from the beginning of the main technica! assistance contract. These AWPs will
detail all activities foreseen during the year in terms of objectives, actions, human and financial
resources needed by source of financing, and indicative calendar of commitments and
disbursements in EURC and local currency.

The last AWP will include a specific section describing all the steps to be taken to ensure the
sustainability of the initiatives undertaken during the programme.

The SME Division, with the help of the technical assistance team, wilt be mn charge of preparing
these planning documents.

The Beneficiary will submit half-yearly progress reports to the EC Delegation, which will approve
the reports. These reports will cover work progress, the coherence of the activities undertaken with
the Programme’s objectives and work plans, encountered and foreseeable difficulties, a detailed
statement on commitment as well as past and forecast expenditure with advance planning for the
- periods ahead. It will clearly indicate the targets achieved during the elapsed period and the set
targets for the following period.

Once a year, the progress reports will be more extensive and analytical (annual progress report) and
will present an in-depth review of the activities and results of the past 12 months. The Annual
progress report will include detailed information on expenditures, which justifies the use of funds
received. In line with article 114 it will be submitted for inspection to a qualified firm of external
auditors to be hired by the Commuission for this purpose.

The final report (to be submitted 30 days before the end of the programme) will provide a
comprehensive analysis of the activities undertaken and of the results achieved compared with the
original objectives and activities planned in the present Financing Agreement and the original
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QWP. This report will have to be approved by the EC.

The above process will apply to the ELCIM’s component in an identical and separate manner, The
Ministry of Industry, in cooperation with MoET, will ensure that a similar process is followed. With
regard to ELCIM, the Commission will only endorse annual and final activity reports as well as
annual work programmes or business plans. '

With regard to the guarantee scheme, Kafalat will prepare and submit the following reports to the
MOoET, the Project Steering Committee and the EC Delegation:
a) Half yearly bank reconciliation statements indicating the cash flows through the fund
including interest accrued and guarantee fees collected.

b) Half yearly reperts outlining measures to increase the absorptior capacity of the fund
including events planned for the next semester.

c) A final report at the end of the period determined in the MoU.

IT.4 Audits and Evaluations

Without prejudice to the provisions of Article 18 of the Financing Agreement, the project will
undergo financial audits, a mid-term review and an ex-post evaluation.

~ The European Commissior will prepare the terms of reference and select the service providers for
the financial audit services and evaluation missions. All audit and evaluation reports will be
communicated by the European Commission to the Beneficiaries. In addition to the above-
mentioned evaluations, the Commission may send specific missions at any time to assess project
progress and achievements. The beneficiaries will put at the disposal of the audits and or evaluation
mission all supporting documents necessary.

With regard to the financial components, the fund will be audited on an annual basis according to
international standards. The selection of the external licensed auditor shall be made by Kafalat. The
selection of the auditor will be subject to the approval of the EC Delegation and not paid out of EC
funds.

The EC Delegation shall have the right to audit the operations of the scheme and the fund at any

time. Such reviews may include inspections of the accounting and management functions, as well as

selected visits to participating banks and borrowers supported by guarantees issued under the co-
funds system. '

D. MEANS PROVIDED FOR THE IMPLEMENTATION

Means provided for the implementation of the Programme consist mainly of technical assistance
and some equipment. :

L. PHYSICAL MEANS

The SME Programme will supply equipment for strengthening newly developed non-profit BDS

Technical and Administrative Provisions: Integrated SME Suppeort Programme 25

s



centres and the creation of a SME Observatory. The main type of equipment foreseen is IT
hardware and software as well as shared office equipment primarily designed to serve the needs of
businesses supported by the newly established BDS centres.

Equipment will only be procured after a careful needs assessment made by the BDS centres. Such
requests will be reviewed by the SME Division (with technical support from the advisers)

The EC will also contribute to a limited share of running costs of the newly established BDS
centres.

The training budgets will be contracted out by the beneficiaries (MoET and Mol) and will cover
training equipment; venues; per diem; study tours and other training related costs.

IL NON-PHYSICAL MEANS
Non-physical inputs include:

- Sectoral expertise mobilised under the framework contract facility, The use of the framework
contract will serve the needs of the ELCIM sub-component.

- A € 4 million allocation to the third Programme’s component.

- Long-term technical assistance. The Programme will be supported through long-term technical
assistance to the Ministry of Economy & Trade and to IRI. These inputs are detailed here below:

1} For the first and second components, excluding ELCIM.

The SME Division will be supported through specialised input provided by a technical
assistance team including international and local long and short-term experts and recruited
in accordance with EC procedures. The EC-funded technical assistance will include:

»  Senior Policy Component Adviser
The adviser will support the SME Head of Diviston both on policy issues and on the overall
coordination of the Programme. He/She will act as team coordinator of the technical
assistance funded by the Programme. In addition, he/she will advise the Lebanese manager
in charge of the policy component and assist the SME Division in implementing the
activities foreseen.
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= Senior Enterprise Development Adviser

The adviser will support the SME Division in developing sound policies in the field of
business development, thus providing assistance in developing guidelines on the
development and selection of SME service providers. He/She will work towards the
fostering of international linkages between the MoET and specialised EU instititions
having a stake in SME development. The adviser will help establish govermnment
monitonng best practice and quality control on institutional SME support networks. This
will aim at enhancing the overall support environment for entrepreneurship. The adviser
will work with counterpart staff within developing SME BDS centres foreseen by the
Programme and provide gnidance towards increased service quality, effective BDS centre
management techniques and sustainability. In addition, the adviser will Liaise with IRI in its
capacity of supervising authority for ELCIM.

»  SME and Start-ups Financing Adviser

The adviser will primarily support the SME Division in developing further coherence and
effectiveness of SME financing mechanisms (including financing to start-ups) in Lebanon.
This will be achieved through policy work and practical measures having an impact on the
bulk of the SME population. He/she will be in charge of the smooth running of the SME
financing component. Additional to this, he/she will provide direct support to the new BDS
centres in establishing SME financing functions within the organisational structure of the
centres.

»  Administrative, Financial and Procurement Expert
The expert will establish the procurement, administrative and financial systerns required for
the implementation of the SME Programme in full compliance with EC rules and
regulations. He/She will provide guidance and practical support to the SME Division and
BDS centres for ali tendering and contracting procedures to be conducted by the
beneficiary.

The technical assistance contract will include a reserve of short-term expertise, which will
be part of the technical assistance contract. Expertise will be made available in all specific
areas of the foreseen Programme activities.

2} For the ELCIM sub-component

IRI will be supported through specialised input provided by a technical assistance team
including internationa! and local long and short-term experts. The recruitment of this team
will abide by EC procedures. The EC-funded technical assistance team will include:

»  Senior Enterprise Development Adviser
The adviser will provide a substantial input in guiding IRI's Director and ELCIM’s
manager in achieving the sustainability of the organisation. The Adviser will take part in
the re-structuring of ELCIM and will support the local team in designing and implementing
new - support initiatives towards the manufacturing sector. He/She will act as team

coordinator of the technical assistance funded by the Programme for the specific needs of
ELCIM future development.
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SME Financing Expert
The expert will primarily work with SME clients to develop individual financing solutions.
He/She will work with EL.CIM’s permanent staff to help develop capabilities responsive to

the needs of SME clients. The expert will liaise with the counterpart advisers supporting
the SME Division.

Local Business Advisers

As part of the foreseen restructuring of ELCIM, business diagnostics and basic sign-posting
and advice to clients will be internalised. The EC Programme will provide funding to four
full-time local experts in the field of management and business development.

Administrative, Financial and Procurement Expert
The expert will ensure that the procurement, administrative and financial systems required

are in full compliance with EC rules and regulations. He/She will provide guidance and
‘practical support to ELCIM and to IRI for all tendering and contracting procedures to be
conducted by the Beneficiary.

The technical assistance contract will include a reserve of short-term expertise, which will be part
of the technical assistanice contract. Expertise will be made available in all specific areas of the
foreseen Programme’s activities.

E.

BUDGET AND FINANCING.

The total budget available for the SME Programme is EUR 17.8 million. The contribution of the
Beneficiary is estimated at EUR 800.000. The contribution of the European Commission amounts
to EUR 17 million and is distributed over the main components as foliows (see table on next page):

Budget items (million €) EC Contribution | Beneficiaries Total
Contribution
1.0 Technical assistance to MoET 30 : 0.4 34
{Main service contract)
2.0 Technical assistance to ELCIM 2.5 G.4 2.9
(service contract)
3.0 Framework Contract (ELCIM} 3.0 3.0
4.0 Contracts with Business Dev, 3.3 ‘ 3.3
Centres .
5.0 Allocation to Kafalat co-fund 4.0 4._0
6.0 | Equipment . 0.1 0.1
7.0 | Training of BDS centres 0.3 ' 0.3
8.0 | Training of industrial SMEs 0.2 0.2
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9.0 Audi_ts and Evaluation® 0.2 0.2

10.0 | Visibility 0.1 0.1
{ 11.0 | Contingencies** 0.3 0.3
Total 17.0 0.8 17.8

*Contracted by the Commission
**Prior written agreement of the Commission is required before the use of the allocation for contingencies

Budget for service contracts can be used for the contracting of European Commission's individual experts by the EC
Delegation and in agreement with the concerned Beneficiary.

Re-allocations up to 10% of the original budget headings (excluding contingencies) will not be subject to an addendum
and will require prior approval from the EC.

The beneficiaries will contribute in particular by:

* For the Programme component involving the Ministry of Economy and Trade :
Making available full-time local staff for the SME Division
For the ELCIM sub-component:
A permanent manager and administrative staff

* Making available the necessary premises for the intermational and local stzff with office
furniture and communication infrastructure provided (access to international telephone lines,
Internet connections). The resulting normal running costs such as heating, electricity,
naintenance and cleaning, office supplies, telecommunication costs etc will be borne by the
Beneficiaries.

F. SPECIAL CONDITIONS
I. INFORMATION AND VISIBILITY

The national counterparts will steer and carry out all activities pertaining to the promotion of the
Programme’s activities, ensuring that information reaches out the largest possible population of
Lebanese entrepreneurs, both existing SMEs and start-up businesses. Given the relatively low level
of representation of business organisations in Lebanon, promotional campaigns will be conducted
using means of support beyond existing private sector representative bodies and organisations

The best possible visibility will be given, at all times, to the support of the European Commission,
the achievement of its objectives and results obtained within the Programme activities. The national
counterparts will take appropriate action in order to avoid any confusion between the present
Programme and those supported by other international donors so as to ensure the best visibility to
the co-operation between the European Commission and Lebanon.

This requirement will apply during events and public presentations organised within the framework
of this Programme or referring to it. It will also be implemented for the preparation of all public or
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official documents used for this project. Buildings, displays, equipment, vehicles and
documentation or letterheads used for the implementation of the project will visibly and clearly bear
the European symbol (Blue flag with 12 yellow stars) and the name of the European Union in the
official languages of the Beneficiary. The symbot of the European Union will be of the same size
and visibility of that of the Beneficiary if both references appear. Any public information or
communication action will be prepared in close collaboration with the Delegation of the European
Commission in Lebanon.

1L GENDER ISSUES

During all phases of this Programme, particular attention will be devoted to the principle of equality
of treatment and opportunity of both men and women. The Government of Lebarion commits itself
to provide its assistance to the beneficiary in order to identify and waive obstacles to the equal
participation of men and women to the project.

IT1. PROTECTION OF THE ENVIRONMENT

The Programme will not support, nor contract services, enterprises or organisations that do not
respect national environmental standards. In order to benefit from the services provided under the
Programme, each project needs to conform to national legislation on the protection of the
environment. Each public or private beneficiary of the Programme commits itself to respect such
national legislation, particularly in the field of environmental impact assessment.

iv. COMMITMENTS OF THE GOVERNMENT

In order to ensure the appropriate implementation of the Programme, the Lebanese Government
conumits itself to: :

* Nominate and fund the staff of the SME Division, notably the Head of Division, the
Component managers and supporting staff.

= Provide the financial support to the SME Division as outlined under chapter E.

» Ensure the Industnal Research Institute’s compliance with the terms of the present
agreement '

* Implement the necessary institutional and legal changes, which may result from the SME
Programme covering infer alia the coordination of tasks, responsibilities and minimum
staffing requirements of ministries and other governmental bodies with respect to SME
development.

* Provide continuous work input and conduct coordination tasks between the private and
public sector to enable the successful launch and effectiveness of the SME Council.

* Support the BDS centres network in facilitating their growth and impact through a more
conducive administrative and policy environment;

* Secure the availabiity of sufficient manpower and expert inputs at counterpart level so as
to ensure the successful execution of the Programme and its subsequent project
implementation activities, as well as the Programme and project monitoring activities.

* The Government will strive to ensure the sustainability of the functions and institutions
created under the Programme. ‘

* Provide adequate premises for the hosting of international and local staff foreseen for the

Technical and Admunistrative Provisions: Integrated SME Support Programme

g o w

L)

A



implementation of all project activities.

*  Supply all information and documents necessary for the implementation of projects under
the SME Programme. '

» Take all necessary measures to ensure that all the means, inclusive financial and non-
financial means, are made timely available to the Programme.
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