Excerpt from FS Series #7: enhancing the leasing enabling environment
D2. USAID: Georgia AgVantage Project (Leasing Component) 

The AgVantage project (also known as Support Added Value Enterprises, or SAVE) was a five-year, multifaceted agricultural project that strengthened the capacity of Georgia’s agricultural sector to increase export opportunities and compete in global markets. The project included a leasing component designed to increase access to long-term (three to five years) credit for the agricultural sector. Leasing was identified as an effective product for agricultural equipment financing. 
The leasing component of the AgVantage project operated for the first three years of the project; it was designed to mitigate the lack of long-term financing available in Georgia, specifically to the agricultural sector. Outdated equipment was one of the main constraints faced by Georgian farmers.

Prior to the start of the AgVantage project, USAID provided technical assistance and drafted a leasing law that was passed by Georgia’s Parliament. It was the country’s first law on leasing. The banking system at the time was very underdeveloped, and loans to the agricultural sector were virtually nonexistent. Leasing was seen as a way to ease some of the constraints that banks were encountering, including: 

· The term of a bank loan was tied to the term of its deposit (a liquidity and mismatch of maturities issue for banks) and nearly all bank deposits were in current accounts. 

· Banks required security of 150-200 percent of the loan value (with more than 50 percent of the collateral’s value in the form of real estate located in Tbilisi).
· Banks’ collections rates were low and credit recovery/litigation/summary judgment was a lengthy and costly process. 
The original strategy for the leasing component was to capitalize and launch a new leasing company that would ultimately be sold to the private sector, not unlike the American Bank of Kosovo. However, there were substantial delays in obtaining approval of the component’s work plan. Ultimately, the leasing component’s strategy was redesigned to provide technical assistance to develop leasing as a viable financial sub-sector and $500,000 was made available to co-finance lease transactions with private leasing companies. (Co-financing was guaranteed by the leasing company, in the event of a lessee’s default.)

Before the project started, the leasing industry in Georgia consisted of one company with only four transactions totaling $150,000 — and those leases were to the parent bank shareholders (i.e., insider transactions). 

D2a. Results

Project activities focused first on building allies in the financial sector and offering workshops and training on basic leasing techniques. This led to the start-up of another leasing company and the formation of a leasing association by proponents of leasing for Georgia. The association’s objectives were to promote leasing as a viable financing alternative; to advocate legal reforms to assist in the development of a leasing industry and provide a stimulus for greater economic growth in Georgia; to promote high standards of business practices, ethics, and transparency in the industry; and to promote training and development programs to benefit the growth and modernization of leasing.
A legal and tax attorney leasing expert provided technical assistance to study Georgia’s legal structure for leasing. The expert concluded that the new law made leasing the equivalent of a loan product, with the added disadvantage of VAT.
The expert prepared two reports: “Recommendation to the Lease Law” and “Recommendations to the Tax Code Regarding Leasing.” These reports were distributed throughout the financial sector, and to business associations, the Chamber of Commerce, the Ministry of Finance, and members of Parliament. Stakeholders attended meetings and workshops; special emphasis was placed on government officials (e.g., the Ministry of Finance, the Ministry of Economic Development, and the Financial Budgetary Parliamentary Committee). This led to the formation of a local legal and tax-drafting committee, supported by the legal expert’s technical assistance, and included members from the Ministry of Economic Development. The final revised Law on Leasing and recommended tax amendments were the product of a local team, supported by the project’s technical assistance. The previous law was repealed and the new law was passed, along with key amendments to the tax code. 
Two additional leasing companies were created and technical assistance, in the form of teaming or shadow management, was provided to help them establish policies and procedures, strategic business and capital financing plans, lease administration, lease product development, and lease pricing models. The companies also received technical assistance on evaluating agricultural credit.

By the completion of the leasing component’s term, the leasing portfolio of the three companies totaled more than $10 million. Leases included the agriculture, construction, services, international freight, communications, trade, and food-processing industries. The agricultural sector received 11 percent of all the leases. Today, there are six leasing companies and the sector continues healthy growth. Annual lease volume now exceeds $20 million.
The project used less than 10 percent of the funds it designated to co-finance leases. To access these funds, the leasing companies assumed full responsibility for the repayment of project funds. Fortunately, the leasing companies were well-capitalized, so they found little advantage in utilizing these funds. 
	Economic Impact from the Leasing Component’s Activities

	Increased total lease portfolio
	$17.5 million (up from $150,000)

	Number of new leasing companies
	5

	New investments/capital
	$11 million

	New jobs created
	1,150

	John Deer distributor
	Commenced operations


D2b. Key Findings and Lessons Learned
· Timely progression of project implementation is a key to building stakeholder trust. The mission should establish internal agreement on a project’s SOW prior to requesting an implementing partner’s work plan. Work plan approval was delayed for one year and the project suffered credibility issues with the stakeholders. Delays and confusion on the technical approach caused a $500,000 lease-support fund to go unused. The newly formed leasing companies had sufficient capital to fund leases; they did not need the financial support offered.
· Technical assistance for lenders on how to evaluate agricultural credit should be given a high priority early in the project. The financial sector had suffered losses in lending to the agricultural sector prior to the AgVantatge project. These losses resulted from lenders’ poor understanding of borrower capabilities in business planning and financial management. 
· Lenders should be supported to establish educational outreach programs to teach borrowers basic recordkeeping and explain what documents are needed for a loan application. It was surprising to learn that the agricultural sector managed its financial records like a household. There was no financial data available to perform basic credit analyses. Leasing companies (i.e., banks) would have benefitted from a training of trainers program to teach the agricultural sector how to manage its records and apply for loans. 
· Understanding the natural progression of leasing development in emerging economies helps target the appropriate level of technical assistance. Leasing has stages of development. Georgia was at the first stage, in which loans were simply labeled as leases (i.e., the structures were the same). This significantly limited the real potential of leasing and access to credit for SMEs. Additional technical assistance in product development was needed to move the industry into the next stage; this would have required a longer term for the project’s leasing component. 
· A public awareness campaign directed to the business community about leasing helps businesses understand the advantages of leasing and broaden its utilization. The SOW and approved work plan focused technical assistance on the supply side (i.e., the leasing companies).
· Building local consensus is important for legislative changes or amendments. A local drafting team supported by project experts and including key stakeholders (e.g., government and business associations) was important for developing a new financial product and supportive legislation. The formation of a leasing association substantially helped a new and more effective law on leasing and tax code amendments get passed.

· “Teaming” type of technical assistance was instrumental in the growth of the leasing companies. Because the leasing companies were new and had no prior experience in leasing, the teaming assistance provided an international leasing expert to be on site at the leasing company full time for two three-week periods. Significant operational improvements were noted at the time, however the real impact of such technical assistance would be recognized several months later. 
· A thorough assessment of the legal and tax environment should be a first priority of any leasing project. Leasing is a complex issue. The assessment should be performed by a well-qualified leasing legal and tax expert. In the case of AgVantage, the leasing component manager was an experienced leasing expert; however one person cannot possess all of the technical skills to institute leasing. In Georgia, it required a team of short-term technical assistants in areas of legal and tax, credit operations, credit analysis, product development and marketing, to name a few. 

Project Objective


Establish leasing as a viable long-term financing alternative and increase access to credit for the agricultural sector.








