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Restitution Financing for Enterprise Development
Philosophy:
To develop mechanisms where small businesses, developing contractors and micro enterprises (small business) may gain access to credit for the following:

· Creation of small businesses.

· The creation of sustainable jobs.
· Purchase of  capital equipment
· Purchase of materials
· Create a credit history so the small businesses may gain access to formal lines of credit.

· A sustainable long term model for providing loans.
· Equitable sharing of financial risk.

· Creating opportunities to match the strength of each organisation associated with the Reconciliation Financing Model
It should be noted that the lines of credit for small business are often given at high interest rates due to the risky nature of these ventures.  These high interest rates make it difficult for the small business to survive.
Secondly the granting of cash through charity encourages a cycle of dependence and can have serious negative and unintended consequences.

Mechanism for Restitution Financing for Enterprise Development:
· The Restitution Foundation (Foundation) obtains donations from corporate sponsors.  The sponsors receive 18 (A) Tax relief.    
· The Restitution Foundation then donates the funds raised to a recognised Specialist Bank or Micro Lender (Lending Bank).  The Lending Bank must have FICA accreditation and meet the requirements of the National Credit Act.  The funds are placed in a Fixed Term Deposit account for three to five years.
· The Lending Bank uses the funds plus interest from the Fixed Term Deposit account to fund the interest for a Capital Loan made to small businesses. If say R100, 000 is placed in the Fixed Term Deposit account for 3 years, and the retail borrowing rate is 10% then about R330, 000 Capital Loan is raised [R100, 000 / 3 years / 10%].
· To ensure that the Foundation has sufficient cash flow to cover its own operating expenses, up to 15 % of the funds donated to the Foundation would be retained as a “cost/operating margin”.  
· The Lending Bank lends funds at a reduced interest rate to small businesses.  Two possible groups of enterprises may be focused on:

· Micro Enterprises (CIDB 1 to 3) where the loans would be less than say R30, 000 for a maximum period of 3 years.

· Small and medium enterprise (CIDB 3 to 6) where the loans would be from       R20, 000 to say R500, 000 for a period up to 5 years. 

· A mentoring agreement is made between the small business and a mentoring organisation. Through the mentoring agreement, the risk of failure for the small business is reduced.  This also reduces the default risk of the Capital Loan made by the Lending Bank.  The mentoring organisation could be a donor, which has a mentoring interest in the small business through the Enterprise Development of the Sore Card.  Mentoring could also be through organisations that specialise in mentoring for example the South African Federation of Civil Engineering Contractors (SAFCEC), a NGO or a faith based organisation. The mentoring agreement would cover skills training and business development.
· When the small business has paid back the loan to the Lending Bank, the interest portion of the loan funded by the Foundation would be paid back.  
· In order to gain BBBEE Score Card points the donor may enter into a formal Mentorship or Enterprise Development Contract with the small business.  Part of the Enterprise Development Contract would be a formal mentoring programme that covers various aspect of successfully running a business.

Benefits:
· The corporate donor would receive section 18 A Tax rebate.  The donation can be used to gain points on the BBBEE Sore Card.  The points can either be obtained for Corporate and Social Investment (CSI) or for Enterprise Development.

· The Foundation when working with marginalised communities can offer victims of social injustice an opportunity to access capital.  The Foundation can also offer partnering faith based or NGO organisations opportunities to access capital for the communities they are working with. 
· The Small Business has access to a subsidised loan, and mentorship training to ensure the long term sustainability of their enterprise.
· Through the subsidised interest rate and the mentorship program the risk of default by the small business is reduced.  

· All parties utilise their strengths to create a sustainable model for small business development.

· With a minimum target for a return on investment of 25% it will help develop and grow the business.

Cautions and Concerns:

· Lending to small businesses has to be carefully managed in order to ensure that, 

(a) The required outcomes (i.e. job creation, empowerment, successfully operating business enterprises, etc) are actually being achieved; and 

(b) The loans are actually being repaid as agreed in order to make further loans to other small businesses and to repay the loan capital to the retail bank.

· Some form of training, business assistance and mentoring to the small businesses is needed to ensure the success of the financing model. 
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Schematic Model for Reconciliation Financing for Enterprise Development
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