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Disclaimer

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability
of the information contain herein. None of Anglo American or any of its affiliates, advisors or representatives shall have any
liability whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this material or otherwise
in connection with this material.

Group terminology

”

In this material references to “Anglo American”, the “Anglo American Group”, the “Group”, “we”, “us”, and “our” are used to
refer to either Anglo American plc and its subsidiaries and/or those who work for them generally, or where it is not necessary
to refer to a particular entity, entities or persons. The use of those generic terms herein is for convenience only and is in no
way indicative of how the Anglo American Group or any entity within it is structured, managed or controlled. The Anglo
American Group is comprised of separate legal entities. "Subsidiaries" are entities over which the Anglo American Group
directly or indirectly is able to exercise control, and entities over which the Anglo American Group has joint control are
referred to as “joint ventures”. "Managed joint ventures" are entities where the Anglo American Group has management
control or an ability to direct day to day activities.

Intellectual Property

We are the owner of all trademarks, trade names, business names, service marks, design marks, patents, rights to
inventions copyright and related rights, rights in get-up, goodwill, database rights and all other intellectual property
appearing on or contained within this material.

Except as expressly provided below: (a) use of the material does not grant you any right, title, interest or licence to any
such intellectual property appearing on or contained within the tools on this material; (b) use or reproduction of the
intellectual property is strictly prohibited; and (c) nothing in this material should be construed as granting, by implication,
estoppel, or otherwise, any licence or right to use any of the intellectual property in this material.

We grant you a revocable, non-transferable, non-exclusive, royalty free licence to use this material, and any and all
intellectual property that we own in this material.

We make no express or implied warranty or representation that: (a) we have the right to grant the licence set out above
and such licence is granted solely on the basis of the rights that we actually hold; (b) the intellectual property contained in
the tools is valid or enforceable; and (c) any use of this material shall not infringe any third party’s intellectual property
rights.

© 2020 Anglo American

™ AngloAmerican b
and

Anglo American, are trademarks of Anglo American
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GUIDANCE NOTE 3.4 — FINANCE

This tool supports the development of the Statement of Work (SoW) when the site identifies Access
to Finance (A2F) as a priority component. Guidance will be provided based on the required contents
for SoWs outlined in the socio-economic development (SED) Planning guidance. It is intended to
provide a sufficient level of understanding of A2F in the context of the SED Plan so that site teams
are able to contract and work effectively with subject-matter experts on design and implementation of
SED projects.

1 WHAT IS ACCESS TO FINANCE?

Access to finance (A2F) refers to the provision of finance to individuals and/or enterprises that are
typically unable to secure commercial finance at reasonable rates.

A2F spans a broad spectrum of financing products and services, as well as a range of target groups,
including, but not restricted to:

e Small, micro and medium-sized enterprises (SMMEs) who may require:
o Overdraft facilities
Purchase order financing
Working capital loans
Term loans
Credit guarantees — typically in cases where SMMESs lack security or collateral, etc.
o Debt restructuring.
e Youth or individuals with limited/no financial history who may require financial literacy training,
access to savings products, access to personal financial products, etc., depending on the
types of challenges faced.

©)
@)
@)
©)

A2F includes both direct funding of SMMESs?; for example, the Zimele’s loan facility via ABSA (South
African financial services group providing services to individuals and businesses); and indirect
access to finance by facilitating/supporting access to existing sources of finance, usually banks.
Anglo American has experience of providing both of these sorts of facilities and, because of the
complexity of running loan funds, our usual preference is to enable access to indirect financing.

A2F is a critically important input in stimulating local economic development. It can provide
businesses with working capital, opportunities to make capital investments, cover expenses, and
debt restructuring, etc. SMMESs, almost universally, struggle to access finance, as they often fail to
meet the stringent requirements of commercial lenders, e.g., track record of cash flows, business
history, and security/collateral.

Given the importance of A2F, and the range of options available, an A2F strategy needs to be
determined in each case by i) the target group; ii) their specific financing needs and the challenges

1 As direct funding classifies financing which is provided as part of the programme and constitutes a programme
component (i.e., built into the design of the programme).

4A Tool Guidance Note 3.4 — Access to Finance
Anglo American Social Way, Section 4A. Socio-Economic Development 3



[OFFICIAL]

they face; and iii) the existing offering of financial products available to local businesses. An effective
A2F strategy should then provide solutions at these levels. This means:

e Clearly defining the target demographic (e.g., SMMEs/individuals) who needs better access to
finance and understanding how this population could be capacitated to better access finance.

e |dentifying and provision of the relevant products or services that can help close financing
gaps.

e Working with existing-player/financial institutions to increase financial services to target
groups.

Regardless of the type of finance that is facilitated, A2F interventions should always be
complemented by mentoring/business-advisory support to improve success rates, including loan-
repayment rates. Given the complexity of the topic, it is recommended that the Group Responsible
Business Partnerships team is consulted on any initiatives in this area.

2 HOW ACCESS TO FINANCE CONNECTS WITH OUR SUSTAINABLE MINING
PLAN, COLLABORATIVE REGIONAL DEVELOPMENT AND OTHER GROUP-
LEVEL INITIATIVES

A2F is an enabler for fostering local economic development and stimulating business growth. As an
important element of enterprise development, along with skills development, local-supplier
development, and market-access facilitation, A2F contributes towards the livelihoods goal of our
Sustainable Mining Plan of supporting five jobs off site for each job on site by 2030. In addition, A2F
can be a critical element of enabling and supporting Collaborative Regional Development (CRD)-led
initiatives.

3 WHEN YOU KNOW ACCESS TO FINANCE IS AN ISSUE

SMMEs in both developing and developed countries often face a major credit gap, particularly in
more rural areas. Therefore, A2F is typically a key challenge in the markets where we operate.
However, before responding to this need by introducing new SMME credit, the SED manager at site
should aim to understand the nature and severity of the A2F gap. Is it as simple as a lack of SMME
credit? Or is perhaps that credit is available, but SMMEs lack the skills to access it? Also, is credit in
fact the major hurdle to achieving growth or is it rather a lack of business acumen or lack of market
access?

A lack of credit can be seen when:

i) local banks have a one-size-fits-all credit process/no SMME-targeted lending products,
or excessive bureaucratic processes.

i) local banks are risk-adverse with regards to SMME financing and have laborious, time-
consuming processes when it comes to providing finance to SMMEs.

iii) lending is limited to micro-finance institutions charging excessively high rates.

iv) entrepreneurs rely on unconventional financing sources, such as friends and family,
rather than standard financial products.
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In these cases, it may be appropriate to consider introducing new SMME credit facilities, for example,
by working with local banks or development NGOs to test appetite for developing SMME offerings.

An inability of SMMEs to access credit can be the issue when:

)] The SMME owners have, as is often the case, limited collateral/security on which to
secure a loan. Credit guarantees may offer a solution; signed procurement contracts
may also allow banks to waive security requirements.

i) The SMME is unable to provide proper financial documentation or business plans. In
such cases, business skills development may in fact offer the best solution. A2F
support for SMMEs should include financial statement preparation, financial modelling,
loan-application support, business plan support, assumption testing, etc. When working
with individuals/youth with limited financial understand (e.g. rural youth) a more
foundational curriculum should be used to acquaint them with the basics of finance:
setting financial priorities, financial-literacy training, personal savings and budgeting,
borrowing best practices, introduction to finance products, etc.

Other hurdles besides finance can be inferred when SMMEs are ‘unbanked’ (i.e. they don’t use
banks or banking institutions in any capacity) or are ‘unbankable’, with their businesses having no
clear value proposition, a lack of entrepreneurial commitment, etc., or having become used to
subsidised funding or grants. In these cases, SED managers should determine whether the financial
support of unbankable SMMEs fulfils other objectives that may justify the provision of funding.

To identify the nature and size of the SMME credit gap, the SED manager should conduct, in
consultation with the Group socio-economic team, a critical analysis of the local banking landscape.
It may be that access-to-finance studies are regularly done and are often publicly available and can
be reviewed. In the absence of available studies, implementation partners of enterprise development
programmes should be able to conduct the necessary analysis.

When trying to assess the credit landscape, SED managers should be cautioned against relying on
input from local SMMEs alone — SMMESs often complain about A2F even when other issues (e.g.
business acumen, prudent financial planning or market access) may be more pressing obstacles.

Sites should only consider implementing programmes that directly provide funding if we have
identified critical credit gaps in the market that cannot be addressed by different means. SED
managers should note that provision of finance from Anglo American will necessarily only be
temporary. To ensure that the interventions are sustainable, A2F programmes should include a
component to either work with local banks to improve SMME offerings or attract new SMME lenders
into the area.

4 CHALLENGES WHEN WORKING ON ACCESS TO FINANCE

The key A2F challenges often stem from SMMESs having a lack of security and banking history and
their requiring a signed contract to secure finance. However, SMMESs also often need finance to
secure a contract. To solve this, programmes need consider increasing SMME ‘bankability’ (i.e. their
likelihood of repaying loans), or adapt the credit policies of existing banks, or introduce new credit
into the system (or a combination of the three). These bring multiple financing and programmatic
challenges:

4A Tool Guidance Note 3.4 — Access to Finance
Anglo American Social Way, Section 4A. Socio-Economic Development 5



[OFFICIAL]

e Building the right lending capabilities — Lending effectively requires a mix of complex
financial capabilities, from establishing a loan fund (setting up the right governance, legal
structures, systems and processes), lending (evaluating and pricing credit risk, disbursing and
collecting funds, etc.), and managing the loan book (maintaining accurate data, reporting,
etc.). If it has been determined to introduce new SMME credit into the system, Anglo
American should avoid to lend directly, but collaborate with e existing financial institutions,
either linking SMMEs to existing SMME financing products or facilitate the offering of SMME
friendly products by de-risking lending.

e Managing the high cost of rural finance services — Related to the challenge above is the
high cost of providing financial services in rural areas, driven by often-dispersed demand for
credit and poor infrastructure (roads and telecoms). Rural, high-cost environments are
increasingly being served by low-cost fintech solutions, including mobile money, e-lending,
mobile banking and agency banking, etc. An A2F strategy must include a consideration of how
to leverage digital solutions — and leveraging existing infrastructure where possible — to lower
the servicing costs. De-risking high risk SMMEs — A2F plays its most useful and sustainable
role when it raises the bankability of SMMEs. A2F programmes should be highly selective
when considering lending, basing lending criteria on the quality of the entrepreneur, business
opportunity and (reasonability of) resource requirements. Next, it is important that SMMEs are
supported in identifying the type and amount of credit and the need (e.g. working capital loan
versus. overdraft facility versus term loan). A2F should then always be linked to
advisory/mentorship programmes that build business skills (emphasising financial record-
keeping) to increase business viability, the quality of loan applications, SMMESs’ ability to
repay, and ensure responsible usage of funds.

e Freeing up credit for SMMEs — A major challenge when working with lenders is convincing
them to adapt or relax their credit processes/evaluation criteria for SMMEs. The SED manager
should explore local SMME-lending incentives; e.g., credit guarantee schemes, SMME lending
facilities, etc. When options are limited, banks may be attracted/persuaded by purchase order
financing, especially when linked to Anglo American’s supply chain. When A2F is
complemented by mentorship/advisory support, providing loan application and business plan
support so that it can stand up against a bank’s credit process can be highly effective.

e Managing community expectations — Offering loans at reduced market rates, no matter how
responsibly communicated, can create the expectation in some that this constitutes an offer of
free money (i.e. loans that do not need to be repaid).

e Negative impact on associated skills development projects — Further to the above, when
finance is promised as part of a skills development programme, it can be expected that the
primary focus of a significant number of applicants will be on acquiring ‘quick and easy’
money, rather than the skills development side of things.

e Market distortions — Injecting credit into a system for the period of a programme (say, three
to five years) may crowd-out existing finance sources or create market distortions. In certain
cases, this may be a good thing (especially if it helps eliminate predatory lenders), but it also
may crowd-out legitimate sources of funding, thereby severely compromising any chances of
sustainability.
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5 THEORY OF CHANGE FOR ACCESS TO FINANCE

Improving access to finance requires three areas of focus: ensuring availability of appropriate credit
for the target group; ensuring the target group has the knowledge/skills to successfully apply for the
credit; and that beneficiaries have the skills to sustain and grow their enterprise. This applies to
individuals and enterprises across the board.

4A Tool Guidance Note 3.4 — Access to Finance
Anglo American Social Way, Section 4A. Socio-Economic Development 7



[OFFICIAL]

Table 1. Theory of change for access to finance

A2F category Parameter Sample metrics
Goal Improved access to finance Number (or value of) loans SMME
disbursed
% success rate
Outcomes
I. Credit availability Credit is readily available for target Number of SMME credit facilities
group(s) introduced
II. Financial Beneficiaries have the knowledge % supported enterprises reporting
knowledge and capability to access credit capability to apply for credit on their own
appropriate for their growth stage . _ _ o
% increase in credit applications
. Business skills Beneficiaries have the knowledge to | % of supported enterprises reporting
sustain and grow their enterprises change in core business and/or technical
practices
Outputs
I. Credit availability The appropriate credit mix is Number of new financial facilities
introduced, if necessary (product, introduced
platform, cost, access, partners, etc.) _
Number of bank partnerships formed
[l. Financial Individuals are trained in financial Number of individuals trained in financial
knowledge literacy, loan applications literacy/ A2F
lll. Business skills Individuals are trained in business Number of individuals/enterprises trained
skills relevant to their growth stage
Activities
I. Credit availability Conduct credit gap analysis A2F strategy complete
Identify optimal product mix
Design partnership strategy
[I. Financial Conduct financial literacy training Number of individuals given financial
knowledge _ _ literacy training
Provide A2F advisory support
Number of enterprises provided A2F
advisory support
[ll. Business skills Provide business advisory/ Number of trainings conducted
mentorship/skills development
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6 COLLABORATION MODELS AND PARTNERSHIPS

The type of A2F collaboration model should be dependent on the site’s A2F strategy or need. In
cases where Anglo American sees it appropriate to introduce new credit for SMMEs, the company
should form partnerships with banks or financial services NGOs to administer the lending process,
even if Anglo American has a hand in determining who receives credit. In most jurisdictions, this has
been set up through the existing SMME programmes. If this is not the case, and where local banks
have SMME offerings that are well-aligned with Anglo American’s value and objectives, sites could
partner with banks to do the lending. Similarly, if security/collateral is the major hurdle, then
partnering with credit guarantee schemes may be a favourable route.

In many cases, successful A2F needs the involvement of supply chain and site operations, especially
when developing local suppliers. For example, banks often need some assurance that local suppliers
have secure contracts before they lend against them; mines often need evidence of
equipment/resources before a contract is awarded. In these cases, a three-way partnership (local
supplier, bank, supply chain) has proven to be an effective means to cut through red tape.

7 SUSTAINABILITY OF ACCESS TO FINANCE PROJECTS

As mentioned above, direct funding from Anglo American will never, and should never, be a long-
term term option. Sustainable A2F programmes lead to SMMEs that are more able to access finance
unsupported, and to more banks lending to SMMESs. Therefore, sustainability relies on how well an
A2F intervention works within a broader set of enterprise development interventions including
working with commercial lenders, developing SMME business skills, and assisting market access.

8 VULNERABILITY, INCLUSION AND DIVERSITY

All A2F initiatives should have a gender and youth lens and consider vulnerable groups, if relevant.
This requires disaggregating all results between men and women, and by age seeking to diagnose
the particular issues that women and youth face, and determining how to amend programmes to
address this need.

9 ADDITIONAL RESOURCES

1 Consultative Group to Assist the Poor (CGAP) (2021) About CGAP. Available at:
https://www.cgap.org/about [Accessed 29 April 2021]

2 International Finance Corporation (IFC) (2018) Digital Access: The future of financial inclusion in
Africa. Available at: https://www.ifc.org/wps/wcm/connect/96a4f610-62b1-4830-8516-
f11642cfeafd/201805 Digital-Access The-Future-of-Financial-Inclusion-in-
Africa_v1.pdf?MOD=AJPERES&CVID=mdz-QFO0 [Accessed 29 April 2021]

3 International Fund for Agricultural Development (IFAD) (2015) How to do Youth access to rural
finance: Inclusive rural financial services. Available at:
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https://www.ifad.org/documents/38714170/40184033/htdn+Youth+access+to+rural+finance.pdf/
12f21585-a827-4c1f-bc07-9eb962ff0951 [Accessed 29 April 2021]
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