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CHAPTER ONE

HOW TO USE THIS BOOK

Introduction

This Guidebook to institutional development has been written with one main purpose:
to assist private development organizations to think through and address a broad range
of institutional issues as they implement micro and small enterprise development pro-
grams. The book is based on several years of discussion and writing by members of the
Small Enterprise Education and Promotion (SEEP) Network’s Institutional
Development Working Group, SEEP is an association of North American private
development organizations which support micro and small enterprise programs in the
developing world. Its mission is to promote professional standards of practice, conduct
an education program for practitioners, and create publications for field use.

The content of this book is the result of the collective experience of a large number of
organizations — both members of the SEEP Network and their Southern partners. Its
fundamental premise is that effectiveness in enterprise development requires more
than knowing how to select and apply the right methodology, it requires understanding
that the very practice of the sector brings with it a host of implications that affect the
institution in all its aspecis — from the broad sweep of its vision 1o the minutiae of its
reporting formats. Organizations that recognize this and systematically attend to devel-
oping the whole institution in relationship to the imperatives of enterprise practice, will
succeed. Those that do not will ultimately find themselves facing internal contradictions
that impede effectiveness and lead to failure.

Background

The Working Group wrote or reviewed over 25 case studies of private development
organizations at different stages ol their evolution, and analyzed them for common




themes and lessons. The group also participated in preparing two papers that summa-
rize these points’ and shared these findings in two seminars. This Guidebook takes that
effort one step further by trying to offer 4 more practical roadmap for practitioner
agencies that are trying to “grow” their organizations, just as they help clients “grow"
their own businesses. In doing this, the book offers the user the following:

* A framework for understanding the institutional demands that small enter-
prise programming makes; the framework also serves as a practical 100l for
diagnosing an agency’s leve! of institutional development and areas that
require attention.

* Anoutline of the major tasks that institutions face ut each stage of their devel-
opment, along with a summary of key findings that have emerged regarding
each.

* A variety of wols, tips, and case studies that offer the reader a starting point for
work on many of the tasks outlined. Some tools and worksheets are included in
Chapters One through Six. More substantive malerials that represent practical
methods used by SEEP members are also included in the Tools Section.

* A reference guide (o other materials that offer more in-depth assistance on

important questions that cannot be fully treated within the confines of this
book.

How to Use This Book

Itis important to emphasize that this book does not comprehensively address all the
institutional development issues that an agency will face on its road to maturity. But it
does offer a way for readers to think systematically about the issues their institutions
face, and suggests practical steps to address them. To use the book, follow these steps:

* Read Chapter Two to understand the principles that underscore this book: it
further explains the relationship between good enlerprise practice, sustain-
ability and institutional developmem

* Read Chapter Three for a fuller introduction to the concept and framework of
institutional development. Use the diagnostic in this chapter to analyze arcas
for organizational attention and action.

* Refer to those sections of Chapters Four. Five and Six most relevant 1o the
identified areas or tasks. The Development Chapter (Four) largely addresses
the issues associated with the first few years of an organization’s life. or
involvement with enterprise development. The Sustainability Chapter (Five)
concerns itself with the maturing organization'’s efforts to secure an effective.
long-term program, and the Expansion Chapter (Six) outlines the tasks and
issues associated with scaling programs up 1o benefit large numbers of poor
people. Nevertheless, it is understood that an organization in one stage may

‘umm-‘MMAMM*.
MT.M-W.«Mud 1o the Imernutions! Labour Office, 1989, and The Process of
Institutionsl MHMW-&MMM.GWMM
Paper No. 15, 199




still need to address tasks more closely associated with an earlier stage or later
one. The book is designed for readers to utilize what most suits their needs,

* Use the Tools found in Part I1: Resources to get additional support in accom-
plishing key tasks. The Tools include a vanety of formats, sample documents,
question guides, and sequenced planning processes Lo help readers with
requirements such as board development, staffing issues, strategic planning,
partner contracts, and credit program management.

* Refer to the Recommended Manuals, Guidebooks and Monograph for further
assistance.

Two final points need to be made. The first is about language. While a Glossary is
included at the end, it is important to clarify at least two terms that are used repeatedly
throughout the book. One is private development organization, or PDO. Most often
these organizations are called nongovernmental organizations. We prefer to use a term
that describes more positively what these organizations are, rather than what they are
not. and one that refers 1o both Northern and Southern agencies working in this impor-
tant sector.

The other term is small enterprise development, or SED. In recent years, practitioners
of self-employment and enterprise development have described the many levels at
which assistance is provided with labels such as poverty lending (programs directed to
the poor with fewest assets). microenterprise (directed to the tiniest firms of one or a
few people), and small enterprise development (directed to somewhat larger firms and
cooperative-based forms of work.) For ease of discussion, this book will generally use
the last term to refer to work done at all three levels.

The final point is about the intended users of this book, the private development orga-
mizations of the North and South. The book is written primarily with the perspective of
implementing agencies in mind and it is recognized that these take many forms. Within
the SEEP Network alone, there are specialized agencies that focus exclusively on the
practice of enterprise development; there are lurge multisectoral agencies that seek to
integrate SED with other areas of work; and there are smaller agencies which have
found unique ways to incorparate SED into a previously held, important mandate,
Some focus exclusively on credit, some offer only technical assistance, and some com-
bine a variety of services on behalf of their clients. While it is impossible to do this
diversity justice, it is hoped that the book’s essential points will be relevant to many of
them. It is also hoped that for those whose role it is to facilitate partners rather than
work directly, this Guidebook will provide useful concepts and tools for their important
effors,







CHAPTER TWO

KEY CONCEPTS AND RELATIONSHIPS

Many private development organizations find themselves al the historical convergence
of three trends. The first of these is the emergence and increasing importance of small
enterprise development within the community of agencies. Second is the emphasis on
long-term sustainability of efforts in all sectors. And third is the growing scknowledg-
ment that strong and mature institutions are the critical component in successful man-
agement of all development programs. Given the unique demands that effective, sus-
tainable small enterprise development places on those who wish to do it well, it
becomes evident that attention must be focused on the institutional development needs
of the PDOs that take up these challenges.

The Guidebook is grounded in concepts that underlie each of these trends. This chapter
will explain each one in order to build a foundation for the discussion points, illustrative
examples and exercises the reader will encounter throughout the rest of the book. Finally,
it will provide a brief commentary on partnership and examine how these trends impact
those Northern and Southern PDOs who collaborate in small enterprise development.

Small Enterprise

The development activities conducted by PDOs today originated from post-World War
11 relief efforts. As activities spread from Europe to the South in the 1950s and 60s,
organizations maintained a focus on relief and welfare. By the 1970s, however, PDOs
sought to implement programs that would have greater impact over time. The move
from relief to long-term development engendered a new focus for many institutions on
directly improving the economic status of the poor — through increased income, job
creation and the promotion of new business opportunities. Generically called small
enterprise development (SED), this type of program has grown, diversified, and in a
few cases, matured over the past 1S vears.

The burgeoning small enterprise programs can be explained further by the following
developments that occurred during roughly the same period:




* The growth of the informal sector in Southem economies led development

practitioners (o recognize its vital importance to the poor as a principal source
of both employvment and goods and services.

* The pursuit of more participatory forms of development responding to locally-
defined priorities led agencies 1o heed repeated requests for new opportuni-
1ies 10 increase income.

* The recognition of the critical contributions women make to household eco-

nomic survival prompted effons 1o improve their productivity and open new
opportunities for nontraditional employment.

Today, SED programs target the economically disadvantaged engaged in productive
activitics that range from small scale agroindustry to the production and distribution of
all basic goods and services. The terms “small” and “micro™ often used to describe these
enterprises are a matter of perspective. For SEEP, a microenterprise is typically an infor-
mal operation. often based in the home, with less than five employees. While small
enterprises are often still rooted in the informal economy, they have more employees
and may have premises such as a retail shop or workshop. Some programs assist group-
owned enterprises or formally established cooperatives with 20 to 30 workers.

The methods used to promote SED are almost as diverse as the clients assisted: financial
services including credit and savings: training that targets vocational skills and business
management; and technical assistance with product dévelopment, marketing and financing
are some of the methods most commonly employed. Of course, each of these broad
rubrics embraces different approaches to answer questions such as: How should credit be
delivered and on what terms? When should training be offered and which educational
methods are most effective? What are the problem areas in this type of business? How can
these be addressed most efficiently 1o assist the largest number of entreprencurs?

Despite this diversity, certain lessons are emerging from this period of growth and devel-
opment in the SED field. Some of these lessons are difficult ones for implementing institu-
tions with values embracing community well-being and social change that seem to conflict
with business principles. Nevertheless, there is a growing consensus that sustainable (and
this s the key word) SED programming is built on the following principles

1. A vision that clanfies who the orgamzation seeks 1o serve and recognizes that they
share a set of mutual rights and responsibilities.

2. A methodology that consists of clearly defined tactical steps to achicve program
goals consonant with the organizations vision. The most effective of these empha-
size simple concepts casily understood by clients, streamiined procedures, a
stepped approach to credit or other services, group formation to support compli-
ance and foster human development, and market-driven costing.

3. A cost-consciousness that targets eventual cost recovery from program income.
While some services may require ongoing subsidies, any credit component would
be the first to achieve self-financing This cost-consciousness involves sound
business practices; charging for services on the basis of their true costs and at the
same time, keeping costs down through a wide variety of efficiency measures.

4. A commitment to growth that s essential 10 achieving both sustainability and ade-
quate impact. The larger the client base of a credit program, the greater the revenues



from interest and fees. Growth helps a program pay its costs and at the same time
achieve a broader impact among a target population with overwhelming needs.

5. Expansion goals that are aimed at developing the institutional and policy basis for
permanent, broad-based services and impact.

Although these principles imply goals that can only be accomplished over time, their
early integration into program design is essential for eventual attainment.

Sustainability

Sustainability encompasses several concepts and has been defined in different ways,
depending on the development activity: it refers to the continuation of activities after
the project ends; it often implies self-financing; it suggests that the flow of benefits con-
tinues through the impetus and resources af local institutions.

In the small enterprise sector, great emphasis has been placed on the notion of self-

financing, especially as it applies to programs providing financial services; in fact, these
programs are challenged 1o move toward two desired and difficult levels of self-financing:

Operational self-sufficiency is the first level, and it is schieved when intemnally gener-
ated income (from interest and fees) is equal to or greater than the expenses of oper-
ating a credit program;

Financial self-sufficiency is the second level, and includes recovering linancial costs
brought on by inflation. It is achieved when internally generated income covers
direct operating and financial costs and is sufficient to maintain the real value of the
credit portiolio.

While a number of programs have approached and achieved the first level of self-suffi-
ciency, only a few have attained the second, since it requires a very high volume of
clients and a strong, market-oriented approach. Nevertheless, as more PDOs under-
stand and accept the goals embedded in these definitions, it is certain that the number
of successful organizations will grow,

Al the same time, these definitions are problematic for programs offering training and
technical assistance, either with or without credit, because the potential for generating
income from these services is not as greal. However, even these programs can conceive of
their inputs as part of a system that must perform. Goods and services must be in line with
demand; they must be valued enough by users to generate the funds necessary 10 continue
their existence; and the institutions providing these services musi be able to elicit the com-
plementary funding required from external sources in a timely and consistent manner.

If they can do this. balancing internal and external resources 1o cover costs and maintain
the real value of the credit portfolio, then these institutions can be said 10 have achieved
sustainability. While this standard is less ngorous than that implied in self-sufficiency, it
represents 4 significant accomplishment for organizations used to a precarious existence. It
represents a maturity in terms of resource acquisition and management that pushes mar-
ket concepts to the limit. while acknowledging that the goal of creating a desired impact
for clients may require more money than these enterprising poor have to give.




Institutional Development

If sustainability depends on local institutions with sufficient capacity to effectively manage
and finance their activities over the long term, then institutional development is the
pmbywhldnhiscapadtyisimmdw:dmuwhmd. It is a complex process touch-
ing an organization's values, mission. program. structure and systems. Some PDOs engage
in this process for themselves, It is also an increasingly important component of the techni-
cal assistunce offered or exchanged between Northem and Southem partners.

Although a fuller presentation of the substance of institutional development is reserved
for the next chaper, it is useful here 1o emphasize four key dimensions that reflect its
general nature:

Process — Institutional development is not static, it is organic and evolving. It affects
all facets of an organization and implies leaming, adaptation and change.

Capacity — Institutional development involves human resources as well as organiza-
tiona! structure and systems. Both need to be strengthened in concerl.

Impact — Institutional development is not a goal. It is a means to solve problems and
inmmapucitythnwﬂmﬂtinmmhmﬁonﬂwqmﬂtyolpwph\m

Long-term — The ultimate goal of institutional development is a self-reliant organiza-
tion that can sustain the flow of benefits and services Lo its members/dlients over time.

Many PDOs who have recently entered the SED sector emphasize methodology —
learning the what and how of delivering essential business services. But experienced
agencies have learned that engaging in SED requires the more profound institutional
change suggested by these concepts.

This process is becoming ever more urgent given that the responsibility for grassroots
social and economic development is shifting 1o indigenous PDOs. The need to support
this transition in ways that strengthen local institutions and build their capacity Lo
engage in sustainable programming has led 10 the formation of North-South panner-
ships. Partnerships are formed when:

..organizations seck 10 mutually strengthen and sustain themselves. It (partnership) is
an empowering process which relics on trust and confidence, solidarity of vision and
approach, and it acknowledges mutual contribution and equality. Both partners have
aomplcmcnmymlu.mblisbedwumh negotiations and subject to change as the pan-
nership grows and circumstances change (Long, Daouda and Cawley 1990, page 124).

Although this definition of partnership may be more & statement of goals than a reflection
of current reality, it does point to the need for clear understanding of the contributions
¢ach organization brings 10 the collaboration, mutual respect, and accountability between
the partners, As Northem agencies are increasingly called upon 1o assist Southern part-
ners develop institutional capacity in SED, they should be clear about this complex
process and what it is they have to offer. For their part, indigenous PDOs must really want
the assistance being offered. The pervasive and sensitive nature of institutional develop-
mlwﬂlcnuscpanncrshimtoﬂwndcﬂfthcymemnmwdwlhepm




CHAPTER THREE

WHERE ARE WE NOW AND
WHERE DO WE WANT TO GO?

A Framework for Institutional Development

Institutional development is a complex concept because, in the life of an organization,
it is a complex process. It involves change over time and a maturation of capacities that
permit an organization to learn from experience, solve problems. and offer effective
responses 10 the needs of those it has set out to serve.

To increase understanding of this process, SEEP' Institutional Development Working
Group designed a framework that expresses these fundamental ideas and permits an
examination of the principal elements involved. The framework embodies two notions:

* institutional development implies a process of achieving mastery in at least
four distinct but related areas of endeavor; and

* the requirements for mastery change over time, as organizations develop their
programs from the period of initial design and implementation. to the more
mature stages of sustainability and expansion.

The framework lays out both the areas of endeavor and the developmental stages so
that organizations can identify arcas for improvement. It enables practitioners 1o ana-
lyze, understand, and do something about the organizations in which they find them-
selves; in short, it is & (ool for self-assessment.




Table 1. — Institutional Development in the Small Enterprise Sector: A Framework

(Mission & Commilmant): An organi-
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e commitment for mission. goals
and objectives, cllont population.
approach, and desired level of impact
Key factors are Execuiive Leadership,
Board of Dirsctors. Strategic Planming
Approach

CAPACITY

{Structume. Systems Stft, Methodalogy )
An organization’s ability to structurs
iself, 10 develop systams for planning.
implamenting and evatuating its actvi-
Ses: and fo recrull, traim and retain staf!,

Key lactors ars Orpanizationyd Stuctins
Informalion Systams Personnel Policies

suft Development

RESOURCES
(Moblization and Management) An
organization’s abiiity 1o san of faise
sufficent revenue to Cover expenses:
o manage fNnances malntain capits
NG ensute sccountaniity

Koy foctors ure Funatmsing Polcies
and Practices. Credit Policies Budgeting
and Financal Projections Acoounting
Portiolio Matagemant

LINKAGES

(Learming and Action): Tha sbility fo
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Components
The arcas of endeavor or components of institutional development are vision, capacity,
resources, and linkages. Each is defined as follows.

1. Vision is the ability to articulate and generate commitment to the mission, goals,
client population and approach the organization pursues. It expresses a picture of
| the world which would result from the successful schievement of an organization's
goals. It is important that vision grow out of, and respond 1o, locally defined
l needs. The vision must be compatible with the principles of SED programs.

2. Capacity is the ability to translate thinking into action. It is the institution's ability
to organize itself to achieve its mission effectively and efficiently. Capacity
| requires:

A structure through which people can channel their energy and creativity and that
shapes and anchors the organization in the mold of the vision: is appropriate 10

and supports the organization’s activities; is responsive to program and dient
needs; and ensures that decisions are made at appropriate levels with appropriate
participation. Some elements of structure include:

* constituent assembly
* Board
* decision making process
* Executive Officer
* responsibilities & accountability
* departments
Systems and procedures which cnsure thai the structure operates smoothly; that

there is a timely flow of accurate and complete information; that staff and clients
are treated fairly and justly; and includes:

¢ administrative, program and personnel policies
| ¢ program planning, monitoring and evaluation
* information collection, storage, and retrieval

* budgeting and accounting systems

¢ feedback and adjustment

¢ conflict resolution

“ | | % | %

A staff who implements the programs and manipulates the systems to achieve the
objectives of the organization; and who is motivated, committed and has the
appropriate skills to meet organizational and program needs. A good staff is a
function of an organization's ability to:

¢ recruit and hire the right combination of skills and motivation
* orient new staff and provide in-service training for all
* develop and adhere to fair personnel policies

13




"

« establish and maintain a fair and reasonable salary scale

* develop other nonsalary incentives

* keep staff appropriately informed and involved in decision making processes
A methodology or organized set of tactical steps and choices which allow the

organization to carry out its mission and achieve its desired outcomes. Elements
of a SED methodology include:

« target population (¢.g., economic sector of population, urban or rural, etc.)

* desired impact (¢.g., jobs, income, goods and services produced)

* modes for organizing and servicing clients (e.g., solidarity groups, individuals)
¢ credit policies

o services offered and terms for those services (e.g., credit, TA, training)

* sequence of activities (e.g., training or savings before credit)

* accepted expectations and obligations for both the organization and its clients
(e.g., demonstrated savings before joining program)

« defined roles and responsibilities (¢.g., loans approved by board, or approved
by loan committee)

1. Resource capability targets both acquiring and managing. An organization must

earn or raise sufficient funds 1o cover expenses without compromising vision or
program design. In the Development Stage, the organization develops financial
accountability — reporting systems that track cach grant dollar and can repon
appropriately to its donors. In the Sustainability Stage, the focus is on financial
control. The institution must master the challenges associated with establishing
cost centers, becoming cost effective, reducing subsidies, and achicving sustain-
ability. In the Expansion Stage, the PDO must fully master the tasks associated
with financial management. The goal is to effectively build, protect, and use the
institution’s capital. Although the framework suggests that financial management
capability falls under resources, in reality it is interconnected with an institution’s
capacity in financial systems and procedures. Financial systems provide accurale
and timely information from which financial management decisions are made.

An efficient organization has achieved an assured flow of money that matches
client demand and operational expenses. This component requires mastery of
financial planning and management, and the systems Lo ensure accountability.
Key factors include:

» fundraising policies and practices
« financial projection and cash flow
* credit portfolio management

. Linkages cncompass the ability to build productive relationships with a wide varni-

ety of organizations and agencies. Linkage can be defined as the communication,
imeraction, and exchange of information and other resources on a regular and
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reliable basis (Esman and Uphoff 1984, page 149), Establishing linkages serves
three important functions. They assist an organization 1o;
Strengthen organizational capacity. Linkages can help an organization scquire
information, technical assistunce, staff training, resources, and assistance with
supplies and logistics.

Influence policy. Because government agencies wield significant influence in
the microenterprise sector, creating a healthier environment in which SED
programs can function means influencing public policy and assisting govern-
ment 1o better understand the sector. Networks and coalitions of organizations
with common interests and goals. mobilizing the strength of their constituen-
cies, can affect policy change much more effectively than a single organization
working alone,

Increase legitimacy. Establishing legitimacy within a community will help an
organization accomplish its stated mission. Building relationships with others
is one way the organization can demonstrate that it is an active member of the
community, contributing to its overall improvement in ways that are appropri-
ate to the social and cultural environment.

Linkages can include relationships with similar institutions at different levels (i.c.,
regional, national, international); institutions with similar functions but different
clients (e.g,, commercial banks); government institutions; and networks of agen-
cies with mutual interests.

In summary, each component of the framework represents a distinctive organizational ability
and involves an integral set of roles, policies, procedures and tasks that need to be accom-
plkhedhsyswmﬂcandmwrﬁngmy;mwmpmummmubmdcm.m
infnnmnnapninﬂmssmnmmdsyncmlunpprmdummmcwquﬁdm,md
how its identity is expressed to the external world. The capacity of staff, and the structure
and systems by which they operate, affect how well a vision is transformed into action; how
well resources are managed; and the quality of the organization’s linkages to clients, key
bmlhwmﬁomanddommcmlmcomwismfwedincammmm
hnmmthcomniuuomchanngemmcmmmmquiucnm attention. Failure to
appropriately address any of these iwmhulhepotcmhltoseﬁo@ywcakcnmorgmin-
tion and reduce its effectiveness with clients.

Stages | oeveucewent [ sustamasiury | oanson |

The framework identifies three stages through which organizations progress as they
refine and improve their SED programs. At each stage there are new challenges to
master for cach component,

1. Development Stage: This is the initial period during which an organization decides
to undertake a small enterprise activity, makes major strides in crafting its

methodology, and begins structuring itself to carry out the new mandate.
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The discussion of this stage is relevant for new organizations just getting started as
well as established organizations incorporating small enterprise development into
their mandate for the first time. The development stage involves the phases of:

preparation — planning and laying the foundation of an organization and its
program methodology;

start-up — model testing

implementation — cxecuting a program ample enough to achieve visible lev-
els of impact.

2 Sustainability Stage: This is the period when an organization achieves maturity,
effectively implements its approach, attains a degree of financial viability, and is
poised to grow.

During this period an organization makes a transition from effective implements-
tion in accordance with predetermined impact largets, Lo consolidation and
growth of the program, reflected in a more efficient delivery of services, greater
impact, and an increasing capability to reach more clients.

The significant growth achieved at this stage derives from both an efficient appli-
cation of the methodology, and the smooth functioning of & well developed struc-
ture and trained staff.

3. Expansion Stage: This is the period when an organization makes a structural
transformation in order 1o reach a significantly larger number of clients

SEEP's definition of this stage is somewhat different from other definitions of
expansion. While SEEP acknowledges that expansion implies a dramatic leap in
the number of people served, it does not conceive of this stage solely in quantita-
tive terms. For example, ACCION International identifies this stage as the capaci-
ty to reach 10,000 or more clients a year (Otero 1989, page 22). SEEP' definition
would include other strategies for expansion such as advocacy work or policy
changes that extend benefits far beyond one organization's client group, or assist-
ing other institutions to implement effective SED programs. Whatever the strate-
&y. indicators that the threshold has been crossed include: (a) a clear organization-
4l choice to reach larger numbers; and (b) the consequent decision to embark
upon some form of structural change in the institution to make that goal a reality.

The framework enables one to outline how the tasks within cach component (vision,
capacity, resources, linkages) change as an organization moves from one stage (o the
next. The diagrams on the following page illustrate how an organization could become
increasingly sophisticated in one of the components — linkages — through the differ-
ent stages.

16



T

Development Stage

LOCAL PDO International PDO

The local PDO focuses on creating linkages with its clients or constiuency, and possibly a pari-
nership with an international PDO,

Sustainability Stage
N8

The local PDO maintains linkages with beneficiaries and a parinership with an international
PDO, but also has relationships with other local PDOx. It may have vertically integrated with
an association or federation, begun o form linkages with the governmeni to access services,
and established independent relationships with donors.

Expansion Stage

e /( ——
i |

Local PDO strengthens affiliation with federauon and other local PDOs, mainwins parmer-
ship with international PDO, and uses linkages with governmen: and donors 1o leverage
resources and 1o influence policy. 17
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Using the Framework as a Diagnostic

It is important (o note that, on one level, the framework is an abstraction of reality,
reflecting and highlighting key elements to facilitate thinking about the process of insti-
tutional development. In fact, the SEEP representatives who constructed and applied
this tool recognize that the process can be much less continuous and more disjointed
than the implied logical progression from one stage to the next. In reality, as an organi-
zation goes through the process of creating and strengthening its organizational abili-
ties, it is forced to deal with many of these issues as they arise, rather than in the rela-
tively orderly categories into which they have been assembled here.

Nevertheless, the framework’s real value lies in its usefulness as a tool for analysis and
planning. Organizations can use the boxes of the matrix 1o record their accomplish-
ments. to assess how well they have addressed certain tasks, and to decide what areas
demand immediate attention.” Whatever path an organization takes through the maze,
the result should be better programs. Institutional development is not, after all, an end
unto itself, but a means to achieve other ends,

On the next page is a copy of the framework with indicators of key sccomplishments
for each stage and component. For each indicator there is a corresponding task in
Chapters Four, Five, and Six. Organizations interested in self-assessment and institu-
tional strengthening can use this diagnostic to pinpoint areas for improvement, and
then refer to those portions of the book that provide guidance to getting started.

* An additional, more detailed, diagnostic 1ool can be found in O1Cs Affiliate Agreemens Momitorng Checkiis:
Operating Stunddands Assessmen found on page 184 [n the Tools Section



Table 2. — Diagnostic Framework: Indicators of Institutional Development







CHAPTER FOUR

THE DEVELOPMENT STAGE:
CREATING AN EFFECTIVE PROGRAM

The Development Stage is a time of beginnings, a time for the intense work of translat-
ing a commitment 10 the poor into an effective program that provides opportunities for
personal development, economic advancement and social support. This chapter pro-
vides guidance in working through the organizational challenges associated with this
stage, and can be useful if:

* You are creating a new organization to supporn economic development of the poor

* You are adding a small enterprise development program 1o your organiza-
tion's programs for the very first time

* You are changing focus from a social development organization to an econom-
ic development organization.

More experienced organizations that have used the institutional development frame-
- work to identify specific arcas for attention may also find the idcas in this chapter help-
ful. Following are the major tasks to be addressed. in accordance with the framework:

i
|
§
:

Develop 2 vision
Develop lsadership at the board and exacutive levels
Develop the strategic plan

o (=] o
N [ -—

Create the core organizational structure
Recrult, train and evaluate statf

Set up systams to ensure accountability
Adapt the methodology during implementation

-

EE

Project financial requirements
Acquire resources

o

NKAGES

WLl Choose partners




Develop A Vision

The importance of vision to an organization's success is hard 10 overstate, and it has
long been recognized as 4 key concept in the corporate workd, It is equally important in
development organizations. In a SEEP study of 25 SED-oriented private development
organizations, a definite connection was found between the clarity and motivating
power of an organization’s vision and its effectiveness at the field level. Given its signif-
icance, it is important to understand what vision is, what it is not, and how to develop

one. We will look at what it can do when it is clear and concrete, what happens if the
vision is cloudy.

What Vision is

For a small enterprise development organization, vision is the core statement that
expresses what it sets out to do, for whom, and why. Vision reflects both the develop-
ment philosophy of those who shape it and the reality of the poor whom the PDO
serves. Vision has these additional characteristics:

* Emotional commitment: The vision is inspirational and motivates people
to work toward it. It drives the organization to excellence
* Perception of those served: The organization serves clients (as opposed

10 beneficiaries) with whom the PDO shares a set of mutual rights and
responsibilities

* Integration of SED principles: The vision conveys a commitment 1o SED
principles of cost-consciousness, sustainability, and growth.

Although it is important to develop a written vision statement, it is more critical 1o live
it. Unless the vision truly integrates an understanding of the demands that small enter-
prise development makes upon practitioners, it will not carry sufficient force to guide
staff in their daily work, to govern management at critical points, and to serve as a clear

beacon guiding organizational growth and expansion.

Visions are aesthetic and moral — as well as strategically sound. Visions come from
within — as well as from outside. They are personal and group centered. Developing
a vision and value is 8 messy, artistic process. Living it convincingly is a passionate
one, beyond any doubt (Peters 1987, page 486).



Vision is not equivalent 10 the statement of goals and objectives found in the project
proposal, although these can and should reflect an organization's vision. Nor is it just
the mission statement that resides in public documents and promotional materials. It is
certainly not the pragmatic decision that some organizations take to pursue small enter-
prise programming because of its current interest 1o funders, local governments, and
_international organizations.

What Vision is Not \ A .
&
&
&

An Example

Tulay Sa Pag-Unlad, Inc. (TSPI), a PDO based in Metro Manila, Philippines, is an
example of an agency that truly “lives”™ its vision, which is:

To alleviate poverty in our midst by giving opportunities to help people help
themselves through jobs created by TSPI assisted projects.

To see self-sufficient families responding to the needs of their community and pur-
suing a collective vision and effort for its development.

This statement reflects TSPI's goal of poverty alleviation in the Metro Manila area,
articulates its strategy as one of job creation (rather than self-employment), and links
its economic aims to the social end of family-oriented community development.

In fact, TSPI's vision is greater than the sum of these words. It is a strongly Christian-
inspired organization that directs its attention to small and medium scale business with
the potential for growth because of its belief that not everyone can be an entrepreneur,
and that jobs in large numbers are required 1o satisfy Manila'’s growing population. At
the same time, its training and technical assistance to these businesses emphasizes
social responsibility and worker rights, underscoring the organization's value orienta-
tion. This combination of economic hardheadedness and social consciousness had
enabled TSPI 1o deliver a program that, by 1992, lent over $9.7 million, creating over

- 36,611 new jobs. By 1988 over 90 percent of its operating expenses had already been
covered by interest charges and fees.

TSPI's history also reflects how vision can, and should, respond to changes in the con-
text within which an organization works. In 1984, TSPI's Board had begun to consider
national expansion plans, but these ideas were given added push — and emotional fer-
vor — by the People Power Revolution that deposed Ferdinand Marcos in 1986 and
brought Corazon Aquino to power. Her call on PDOs and the private sector 1o join
forces to alleviate poverty led TSPI 1o initiate a plan to establish a partner agency in
each of the 15 regions of the country. Their goal was to lend $30 million to 25,000 small
businesses and to create 150,000 new jobs. So the vision of poverty alleviation and the
work of TSPI have grown to encompass this larger aim. While experience has caused
them to reduce these ambitious goals, to date they have helped develop six provincial
parmers, which by the end of 1989 had created 2,483 jobs and benefitted more than
9,000 people directly.



How to Develop a Vision

Sometimes it seems that vision can only be the inspiration of a charismatic leader —
and it is something one either has or does not have. Muhammad Yunus, founder of the
Grameen Bank, is a prime example — a visionary who captured the attention of a
nation and the interational development community with his powerful concept of
banking for the poor. And Tom Peters, noted management consultant and author of
bookssuchasl.&uchofﬁmllammdﬂdﬁqo.mwua
Management Revolution, writes that “no precise path to finding one [a vision| can —
or — should be described. The process of discovery is personal, and the essence of the
art of managing/lcading in chaotic times (Peters 1987, page 486)".

Yet vision can also be the product of an inspired team and for most of us, teamwork
will be the way we develop a concept and build emotional commitment to it. If greater
clarity and commitment are required to drive an organization to excellence, some ideas
that may help can be found in Checkdist 1. — Steps Towards A Vision on page 26"

What a Vision Can Do for You

An organization sparked by a clear and powerful vision can overcome greal odds, espe-
cially in this early and difficult stage of formation. One such example is the Asociacion
para la Organizacién Empresarial Femenina de El Salvador (OEF/ES), which started
as a project of the Overseas Education Fund/International 10 promote income genera-
tion for low-income women. Faced with diminishing funds from the U S. partner, the
local staff advocated forming a permanent, indigenous organization to continue their
mission. To achieve this goal, four of the original seven staff worked for eight months
— without pay — operating a program for clients, contracting out training services, and
writing proposals. After one year, OEF/ES had secured enough funding to purchase
vehicles and pay reduced salaries. The executive director believes that the strong
shared commitment among the staff and the well articulated mission were major factors
in the organization's survival (Bath et al 1990).

And If the Vision is Not Clear?

In SEEPY study of 25 PDOY, there were several examples of what can happen when
the vision is not clear They include:

Contradictory visions: One PDO found that its new SED mission seemed to contra-
vene previously held Christian principles which were the underlying philosophy of
the organization. Certain practices such as charging market interest rates, or apply-
ing sanctions for late or nonpayment, contradicted notions of charity and church ser-
vice which imbued staff.

'hnm&uﬂdww&q).mm«wcmmnmmmw
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Misdirected efforts: Another organization found itself taking on programs tangential -
to its mandate in an effort to capture resources to support its administrative struc-

ture. These programs required experience and capacities which staff did not possess, o'f
and they ultimately resulted in losses, not only within these add-on efforts, but also

within the core lending program. f

Preexistent organizations often have the greatest difficulty reorienting their vision 1o be
compatible with the requirements of effective SED programming. This is especially
true for religious bodies with a strong charitable and social commitment to the poor.
Board members and Executive staff (and operational staff as well) may have little

‘ with business, or may have an aversion 1o fiscal practices that appear to
take advantage of the already disadvantaged. In these instances, several tactics may

work Lo expand people’s points of view:

L. Visits to other programs can help the participants see why certain operating prin-
ciples are necessary to keep the operation viable. Conversations with clients can
reveal how much they appreciate the services the programs provide, and how will-
ing they are to meet their responsibilities to maintain access to the service.

2. Examine the consequences of program design decisions that are incompatible
with recommended practices. For example, financial projections (discussed later
in this chapter and Chapter Five) can be used to demonstrate how difficult it will
be to achieve viability without cost-based interest rates and fees.

3. Consider establishing a sepurate, secular organization to avoid mixed missions and
messages. The religious organization may fear applying rigorous terms for pro-
gram admission and penalties for noncompliance, because they violate its mission
for charity to all. At the same time, & client in arrears to his church may feel
unable to participate in church services or other functions because of his financial
difficulties. A separate organization can be more rigorous in its criteria, and safe-
guard client relationships with their churches.




Checklist 1. — Steps Toward a Vision

Step 1. Consult with some potential clients

O Ensure that everyone key to formulating the vision (Boaro, statf, advisors)
gain first-hand knowledge of clients and their context

O Use individual and group interviews to gain an understanding of how these
potential participants perceive the barriers to and opportunities for income
generation or business development

Step 2. Visit other programs

O Understand what visions guide their Boards and staff

O What types of program goals do they pursue?

O What operational policies flow from their vision and goals?

J Refiect on how these choices relate to your organization's values and capacities.

. Decide what you want 1o accomplish

It may be useful to have all key stakeholders complete a vision clarification exer-

cise. Using a list of vision/values statements, such as the one below, ask each

participant to rank the most important statement in each pair:

3 The key to economic development is encouraging businesses that have the
opportunity to grow and create jobs for others.

J The key to economic development is supporting many people with sali-
employment activities that can provide some income increase.

< Itis important that the organization develop a program that operates on the
basis of sound business practices

J Itis important that the organization develop a program that reflects solidarity
with clients, more than concern itself with profit and loss

3 Itis important that the organization be open and responsive to all in need

J [tis important that the organization carefully identify those who can best use
the services provided

< Itis important 10 reach large numbers of those who need heip
< Numbers are less important than the quality of assistance




< Inimplementing a credit program, the most important thing is serving people in need
2 The most important thing is creating a financial service with the capacity to
sustain itself.

O The organization should implement a variety of SED projects responsive to
community needs.

J The organization should become expert in one method

Tally the resuits to see how closely all agree. If there are serious differences, this
is the time to reconcile them and determine whether the organization has suffi-
ciant grounds to go forward

. Write it oul
Assign a few people to write a formal statement for others 1o review.

. Check il against the crileria for 8 good vision which:

O Expresses achievable goals that constitute real change.

O Grows out of locally-defined needs.

3 Defines who the organization should serve and why,

O Views them as active clients with rights and responsibilities.

O Reflects the value orientation of the group which is compatible with small
entarprise principles

O Can be understood, embraced and articulated by all concerned.

. Develop ownership of the vision

Plan 1o Integrate the vision into everything the organization does.
< Obtain formal ratification of the statement by the Board.

2 Use it as a touchstone for all major decisions.

< Incorporate it in public statements. Develop a “slogan” or other simpie expres-
sion of the main idea that can be communicated to clients and others.

3 Incorporate the vision in statf training programs.

3 Reflect on its meaning at Board and staff retreats, and check its relevance to
current conditions.




Develop Leadership at the Board and Executive Level

Some organizations begin with the vision of & leader, who then becomes the Executive
Director and gathers staff around him. Board members are recruited, and the Board is
eventually established. Other organizations are created by key people who envision the
organization, raise start-up funds, and then find executive leadership to develop it in
accordance with their plans. Two North American PDOs have found boards so crucial
to the right formation of small enterprise organizations that their strategics emphasize
their creation and development as the very first steps. But no matter how an organiza-
tion is created, both elements — Board and Executive — are crucial to its effectiveness.

Why Is the Board of Directors Important?

An active Board of Directors should:

* Provide a locus for the vision of the organization

* Develop and approve organizational policies and goals

* Guide strategic planning

* Ensure excellence among management and staff

* Oversee accountability and good stewardship of the organization's resources

* Create linkages to key outsiders in the government, private sector, and donor
community

* Raise funds and other resources

* Provide legitimacy to the organization,

Whar Happens If Board Development Is Neglected?

The SEEP study of PDO cases found that in the SED community, Board development
has generally been given insufficient attention. Boards are often thought of as a time-
consuming burden, or as usurping the mandate of management and staff. But just as
often, weak boards have hampered the ability of organizations to operate efficiently,
become sustainable, or expand. A review of PDO cases provided some concrete exam-
ples, including:
The case of the stalled program: One Caribbean-based organization lost a year's
work during the Development Stage because its Board did not fully comprehend,
and consequently, was not fully committed to the goals of the program. It took
changes in membership, and special technical assistance, to develop the direction
and energy required 1o implement a substantive loan program.

The case of limited vision: Two organizations succeeded in developing credit pro-
grams with some degree of success, but were blocked from expansion by members
who did not feel the need to reach larger numbers. In one case, Board members had
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been recruited for their sense of stewardship or guardianship of the organization's
assets. They felt no responsibility 1o increase that base for further service. In the sec-
ond case, barriers caused by the Board's lack of vision were compounded by the

absence of policies for regular rotation of members who held their positions for life,
or until they chose to resign.

What to Do

If you are creating a new board, or seeking to breathe new life into an old one, consider
some of the Steps w0 Board Development outlined in Checklist 2 on the page 30.*

% M %

The Importance of the Right Executive Director

1In addition to the Board, the Executive Director is equally important in the leadership
equation. SEEP' case studies identified the charismatic leader as a key element in the

early success of many SED organizations. Two cases illustrate these leadership quali-
ties. As one SEEP case writer reported:

| Abraham Ndofor, the Manager of CamCCUL, has been at his current post for 19
years. He has an MBA from American University in the United States which he
eamed in 18 months with no grade lower than an A. He 1ells prospective employees
that nobody in the organization works harder than himself and no one spends more
time in extremely isolated, rural credit unions. He is correct on both scores. . he now

has a hand-picked, capable, committed staff which will do virtually anything for him
(SEEP 1989, Frankel, page 1).

In another example, in Kingston, Jamaica, Paul Miller became the Executive Director
of the Agency for the Selection and Support of Individuals Starting Trade (ASSIST) in
1988. He came to the SED field with a Masters of Divinity and a career in agro-expon-
ing and politics. From 1976 10 1980 Paul was the Deputy Minister of Community
Jevelopment and served as the International Secretary of his party. From the outset,

*aul had a national vision for ASSIST He used his extensive network of contacts to
Bulld an active and dedicated Board of Directors and to access resources for expansion.
aul recruited a highly qualified staff and molded their commitment into performance
gh a combination of high expectations and increasing levels of responsibility

g 1992). Both of these men exemplify the qualities most needed for the chief offi-
it of an SED institution which include:

* High level of commitment 10 the organization
¢ Charisma

* Combination of social commitment and management skills
* Demanding of excellence in themselves and those around them
| 'hmmwawwdnw\mmuwmmmmwm
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Step 1: Upgrade Your Own Knowledge of Board Development

Identify resources to develop the Board, to orient and train members to become
a core unit in accomplishing the organization's mission. Learn about:

3 Board function J Roles and Responsibilities
J Committees J Board recruitment
o Officers J Meetings: what and how

J Boaro - staff relations
- Methods for training Board members

Step 2: Design Board Policies, Structure and Procedures 1o Support the
Organization’s Work

Key policies include:
O Board membership, size, criteria, terms of office, elections
3 Establishment of roles and responsibilities of Board in such areas as:

« external relations * mission and goal setting

= personngl * organizational structure

* fundraising * gvaluation/program review
* resource stewardship * strategic planning

Structural decisions include defining;
J Board officers
- Board committees: Executive, Finance, Personnel, etc.

Procedures include:
< Board agenda and mesting schedules

Q0 Staff communication channels

O Committee operations

O Selection procedures for Board Members and Executive Director

Please see the Recommended Manuals, Guidebooks and Monographs for refer-
ences that provide guidance on these matters.

{eontinved on next page)



Step 3. Select New Board Members Carelully
U Identify the skills and characteristics your Board requires

<) Review current Board member qualifications 1o ioentify those that are repre-
sented on the Board and those which are lacking. Cansider the actions
required to recruit the members you need. The assessment worksheet on
page 32 provides a sampie list of the qualifications, and a method for rating
candidates,

Step 4. Bulld an Understanding of the Organization's Vision and Program Among all
Board Members

This is an ongoing process that should be directed to current and incoming
Board Members Executives and statf should:

2 Provide regular reports on program operations

< Provide opportunities for Board Members 1o meet program clients. The Tulay
Sa Pag-Uniad Board, in its Development Stage, had a policy that all new
clients would be visited by at least one Board Member,

2 Organize occasional training sessions for the Board to keep them informed
about client group, methodology, credit program structure, etc. Training can
also serve to increase members’ Capacity to function together as an effective
Board.

See the Board of Directors Sources of Information tools used by Opportunities
Industrialization Centers Interational, page 199

Step 5: Acknowledge the Board ang Include Them in the Organizational Culture
2 Emphasize the importance of a good Board Chairman

< Create awards and recognitions for member contributions

< Incluge Board Members in publicity

< Respond to members' personal needs when pianning retreats
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and professional needs of staff
* Ability to nurture responsibility and leadership of staff

* Ability to foster an organizational environment that attends to the personal .
&

the Grameen Bank, give birth to an idea that translates into an organization of great
impact. But if an organization is initiated by the Board, or if a program is developed
within the structure of a preexistent institution, then great care must be taken Lo
identify candidates that exemplify these qualities or all will be lost. The Tools section
contains a format recommended by OICI to assist Boards in making this important
decision’

Sometimes in the Development Stage, an Executive will be strongly chansmatic, but tend
10 have less interest or experience in the more pragmatic aspects of creating a substantive
program. And the tasks of a leader are many. To do this well involves a variety of man-
agement functions. Some of these, when applied in the context of an SED program,
may challenge even well qualified executives. Organizations which work in a partner-
ship relationship have found a few solutions to increasing capacity. These have included:

* Supporting “spprenticeships” at more experienced organizations for several
months’ duration

* ldentifying specific training opportunities: two centers supported by SEEP
member agencies, one in the Philippines and one in Colombia, provide exam-
ples of the type of training that might be available. Sce Sample Y. — Regional
Training Centers, pages 109-110, for more information.

* Participating in meetings of affiliates sponsored by the lead partner. These
network gatherings provide an opportunity for executives to meet with cach
other, learn from the experience of more seasoned counterparts, and address a
wide range of issues. SEEP' 1989 study of effective SED PDOs highlighted
the importance of indigenous and regional networks to building local organi-
zations. While these networks serve many purposes, one of them is 1o nurture
and support strong executive leadership for new organizations (SEEP, 1989),

These qualities are always found in those executives who, like Muhammad Yunus of f

On the other hand, no one person can be expected to do it all. The leader is partof a
broader system that is built around a vision to which everyone is committed That

leader must foster or respond 10 an organizational culture that relies on the motivations
- and contributions of all involved.

¥ Sec Program Director Seloction Process Checkiisr on page 263. Please note that the term for chief exscutive offi-

ez varies and includes exccutive direstor, program directon, program/project manager, aod president. For the pur 33
pose of this tool. the term program director s used




Checklist 3. — Functions of a Manager

1. Planning:

2 forecasting: anticipating future conditions, problems and opportunities
7 establishing objectives

O programming: establishing sequence and prionty of action steps

7 scheduling

O budgeting

7 establishing procedures

O developing policies

2. Leading:
7 decision making
7 communicating

2 motivating
O developing people

3. Organizing:

T developing organizational structure
7 delegating
7 establishing relationships

4. Controlling:

7 establishing performance standards
9 performance measuring
3 performance evaluating
3 performance correcting

— from Supervisors and auqm Manual, Opportunities Industrialization

Centers International
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Il Develop the Strategic Plan

Strategic planning is the process by which an organization’s vision is transtated into a f
set of long term goals and objectives. and a course of action that will lead to their
sccomplishment. For an organization in the Development Stage. it is an exercise that
fy how the program will provide services to clients, and what organiza-
bnal steps will be taken to begin building an effective institution. The final product
d be a working document that defines the central features of the program.

are a variety of approaches 10 strategic planning, but almost all contain these six /

e

L. An environmental assessment: What is the problem which the organization has
decided to address? What are the Guuses of the problem, and the factors (socio-
economic, political, cultural, policy, environmental) that affect it?

2 An organizational assessment: What unique contribution can the organization
make to solving the problem? What are its own strengths and weaknesses? What
steps does it have 1o take to build its Capacity 1o contribute effectively?

3. Strategic goals: What are the principal ends 10 which the organization and its pro-
gram will be directed’

4. Methodology: What approach will the organization use 10 achieve its goals?

3. Objectives and Action Plan: What more specific, intermediate steps are planned
to implement the methodology and to achieve the goals?

6. Resources: What resources — human, financial,

[

and material, are required?

Fortur ately, SED practitioners can utilize tools, and the experiences of others to make
ome of these organizational choices easier to accomplish.

Approaches to Environmental Assessment

f“ =D organizations have at least three Options for analyzing the environment and its
T bnship to program strategy.
i the most common. The 100l of choice is some

m of survey of individuals and groups that will help determine the needs of those

business s 10 be assisted.

A Focus on Community or Regional Economic Development Needs: Some Oorganiza-
tions begin with a more open look at what their chosen region or communitics require

10 spark a process of economic development. This approach identifies business oppor-



A Focus on Sectoral Needs: This approach takes into account specific industries or sub-
sectors of the economy in which large numbers of microenterprises are concentrated.
Examples include rattan furniture in Indonesia, beer brewing in Botswana, black-
smithing in Zimbabwe, and palm oil in Ghana. Subsector analysis is a diagnostic
method that examines the universe of businesses in an industry to identify those special
places in the supply-production-distribution chain where one change could be made to
benefit many producers. This change might be in the way a product is distributed, or a
regulatory decision made by government affecting an entire class of producers,

reveal that large numbers of them are concentrated in one or several industries. Other
forms of assessment can then help further develop the organization’s analysis of the
problems of its potential clients.

Table 4, on the following page, can help an orgunization decide which approach to envi-
ronmental assessment would serve jts purposes best

Organizational Assessment

An organization needs to match this environmental assessment with an assessment of
its own strengths and weaknesses in the areas needed for SED programming. The
Institutional Development Framework Diagnostic, found on page 19, was developed
specifically for this work. The indicators are based on the experience of many PDOs,
and can help an organization determine what it should focus on,

Strategic Goals

The above assessments, 1ogether with the organization’s vision, lead to formulating
strategic goals, Vision drives the organization to “reach for the stars,” and strategic
goals will guide the agency’s effons 1o do just that over the next three 1o five years.
Decdisions 1o be faced in formulating goals include:

Who will the program benefit? While the vision will have made that clear in a gener-
al way, the organization will need to specify clients defined by geography, gender,
type of business, association, or other program-related criterin.

Will the intervention be direct or indirect? Will the organization work directly with the
intended beneficiaries? Or. will it assist another organization that serves as intermediary?

What impact is expected? Will the program targer:
* income increases
* cmployment creation
* productivity gains
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FOCUS TOOL MOST USEFUL FOR |
| Potential Clients needs assessment determining status and needs * \dentifies charactenstics and needs of very
individual and group surveys of potential clients and their small business owners

businesses * learns thair pians for business development
* obtains their perception of community econom- 7
ic conditions: community leadership, and avall-
able services

assisting community in identity- * Identifies potential business apportunities ’
ing potentially feasible economic |  « dantifies rescurces (natural and manufactured) |
activities avallable for business activities |
* assesses nature of demand for goods or ser- |
vices within the community: housing pattern.
poputation, physical facilities, market demand
* assesses availability of infrastructure and ser- |
vices needed 1o conduct business activities

community demand analysis

. Economic Subsector subsector analysis meeting the needs of large * identifies important sconomic activity
numbers of poor concentrated * defines principal functions in the sector: supply _
In specific economic sectors = production — wholesale - retail and coopera- 7
identitying opportunities for tive/compatitive relationships
policy change * studies regulatory environment and macroeco-

nomic factors that affect subsector

* igentifies “leverage” points in system of
production and distribution where change can
benefit large numbers of micro-businesses

!:.89 ACCION _3-:".8._. .ﬁ Mohﬂ..:.& o
L Practitioners (Bathesda: Devwlopment Aternatives, Inc., 192)




* consumer savings
* availability of goods and services at the community level
® greater equity within the economic system for small producers?

These decisions are interrelated. For example, a decision to emphasize job creation can
lead to working with owners of small businesses rather than the poorest of poor. A
commitment to introducing women to new business opportunity will probably mean
targeting income rather than jobs. Is the organization better able to provide intensive
assistance targeting significant gains 1o a few, or a limited range of services 10 produce
smaller gains for the many? Would helping a smaller number of medium size businesses
produce goods that are really needed by the broader community be consistent with
your organization’s vision?

Sometimes these decisions can uncover sharp differences in perspective among key
members of the institution which need to be resolved to create a clear, effective pro-
gram. CARE's Critical Incident in Defining Small Enterprise Development Project
Goals in the Tools Section, on page 231, provides an exerdise for considering these dif-
ferences, using neutral cases. before addressing the real issues internally,

Sample 1. — Vision, Mission and Goals for Zambuko Trust, Zimbabwe

| |- Vision: Our vision is a nation where all people have the dignity of being able to provide
for their own needs and the needs of others

Il. Mission: Qur mission is to be a bridge between the underprivileged and opportunities
: for enterprise and income generation in our society. We are committed to:

* Christ's commission that all people might have life in all its fullness: and

* creating a professional business organization, based on biblical principles and
supporting people in microenterprise

I, Goals:

1. To create employment and generate incame for the underprivileged through
microenterprise business activities in Zimbabwe.

2. To become a self-supporting viable arganization.
A.To facilitate the creation and expansion of microenterprises.

B.To facilitate the creation of employment opportunities within microenterprises.

C.To promote the transition of successful microenterprises from the informal to
the formal sector.

D.To ensure that women are equal recipients of loans and services provided.




;pn organization’s methodology is the set of tactical steps and choices it makes to
achieve its goals. For an SED organization or program, the selection of the appropriate
ﬁnthodology is critical, In the last ten years, many effective methodologies have been
de clopcd and tested. A number of them, especially credit methodologies, have

g ated their capacity to deliver services 1o clients in cost-efficient ways. The
SEEP review of 25 case agencies revealed that those who adapted one of these tested
ethodologies completed the work of the Development Stage more quickly and effec-
tively. The Executive Director of one of these agencies, the Asociacion para la
Organizacion Empresarial Femenina de El Salvador, noted:

Me Program Methodology .

| #
&
&

. the best thing we got from OEF and what we will always be grateful for is the train-
ing and practice of the participatory methodology. It would have taken us years of
struggling in the dark to develop anything nearly as useful (Bath et al 1990, page 4),

In another example, AVANCE in Costa Rica, using methods and materials developed

ly its Northern partner, ACCION International, grew rapidly “reaching over five times
many clients as other programs operating longer periods of time” (SEEP 1989,
, page 6),

It is important to emphasize, however, that no methodology can be imported into a

p without adaptation 10 local contexts and an agency’s organizational realitics,
This adaptation is one of the important tasks of the first year. But the work will be easi-
&r if the most appropriate is selected in the first place. In making that decision, or in
greating a new methodology altogether, consider these questions:

Significant Impact: Does the methodology have the potential to achieve real
gains in terms of the goals established?

Scale: Will it be able to serve large numbers. or indirectly and positively have
an impact on large numbers of people?

Responsiveness: Can it meet client needs in a simple, streamlined way?

Cost-effectiveness: Can the methodology be implemented at a reasonable

cost? If a credit fund is involved, does it have the possibility of achieving self-
sufficiency?

Fit: Can the methodology be implemented with the organization’s structure

and capabilities? Or, can the organization reasonably expect to develop the
capacities required? Is it compatible with agency vision and values?

If the answer (o these questions is positive, then the work of design adaptation can

begin with the development of initial policies and procedures. These may be developed

in a simple format first, to guide the early implementation of the program. It is expect-

ed that they will undergo regular review and modification. Checklist 4 on page 40 pro-
des a sample listing of the types of issues that need to be considered in developing or

adapting a methodology. The Tools Section contains a question guide that can assist

ds and staff in thinking through each of these areas more completely.*

¥ See Guidelines for Loan Policies and Procedures for Small Entesprise Development, page 237 39



Objectives and Action Plans

Checklist 4. — Policies and Procedures

The organization must develop an action
plan that will outline the specific steps
necessary to implement the methodology
effectively and begin delivering services.
It should identify short term program and
organizational objectives (see sample on
following page).

O Client Eligibility Characteristics
* aga/sex * |ocation
* axpenence * reputation
« business type. size, status, ownership

d Loan Charactenistics

The action planning, and the preparation " O
that follows, is a step that should not be oo * Intsrest rates
shorcircuited. Several SEEP members * fees * security
found that one to two years was required * client contribution

before a program could actually start up.

That period encompassed development of 0 Losi Policies

vision, and identification of committed
leadership, structuring the organization,

and designing systems and procedures for

program implementation.

Resource Requirements

The final task in planning is to determine
the resources that will be required to
implement the program. In addition 1o
initial budget estimates, practitioners of

SED should be thinking about long-range

sustainability goals from the outset.
Financial projections of expenses and

* repayment/rescheduling

* delinquency and default

J Procadures
* application
* review and approval
* disbursement/collection
J Services
* type/saquencafraguency
* foliow up
J Holes and Responsibilities
* cliam « gaff

income are & critical part of this resource planning, since they influence the program
design. D-8, page 64, contains a simple approach 1o making these projections and
checking the initial feasibility of the planned program.



‘Sample 2. — Action Plan for Zambuko Trust, Zimbabwe
| 8y 31 March 1992: B

... The office Is set up by 1 January and Is fully operational by | February

... The Executive Director takes up his post by 1 January and support staff by 1 February
[including] Projects Officer, a secretary and a genaral helper

... The Executive Director will have visited Get Ahead in South Africa, and arrangements will have
bean made [for] training at the Asia Resource Center.

... Amidimum of 20 loans are made by 31 March 1992,

...Interest rates and other charges are set at market levels and reviewsd regularly.
...Clients will receive guidance and basic training in business principles and practices..

.. The Boara will mest every month with an 80 per cant attandance and all Board members will
garry an active portfolio of responsibllity which has been clearly defined

... The budget is achieved and all expenditure is held within the agreed limits.

8y 31 March 1983
...A branch office to control & local program Is established with training facilities.

...Staff training Is completed and the policies and program of the Trust are tully developed and
| Expressed in a written manual.

...A minimum of 200 loans are made

...The budget is established and agreed by the 315t of March 1992 and Is achieved .
~..An accounting system is selected. installed and is fully functioning by 1 July.




CAPACITY

In the SEEP study of SED organizations, it was found that structures and systems dur-
ing the Development Stage tended to have similar characteristics: they were fluid, often
personalistic, and based more on common commitment and understanding than on
documentation. Portfolio dats and management information were kept manually,
rather than by computer. The structures were flexible and responsive in consonance

with the leaming/adapting stance that an organization took during its early days. Many
organizations did not formalize their systems until the Sustainability Stage.

While this represents a pragmatic approach to the reality of an organization at this
stage (more concerned with “getting on with it”™ than with building methodically), some
attention to initiating systems at this point can pay off substantially later on. The fol-
lowing four tasks contain recommendations for structure/systems work that should be
considered.

Create the Core Organizational Structure

Focus on establishing the work units and staffing that can support the achievement of
strategic goals. Define lines of authority, work rules. and job descriptions that enable
people to know what is important, focus on it, and work together effectively. In a new
organization, it is likely that the number of staff will be small and the structure relative-
ly flat. OEF/E! Salvador had a team of seven in its early years. Zambuko Trust, a new
Zimbabwe PDO, started with a central office staff of four and planned to add branch
office staff in the following year, Working Capital, a North American PDO providing
loans to small business people in the New England states, iitisted operations with a
director and assistant. Enterprise agents, employed by cooperating community organi-
zations, rounded out the team.

Starting with streamlined organizational structures like these in which the focus is more
directly on work with clients, makes good sense. Pay particular attention to defining the
job descriptions of front-line staff — the loan officers, advisors, promoters. These job
descriptions, like the other policies and procedures, will be subject 1o change during the
first year, but it is important to begin with as clear a definition of the tasks as possible
when the program commences.

Table S, on page 44, provides a summary of the tasks that need to be considered in
determining a job description for a credit officer. Under each category there are
options to choose from, depending on the methodology used and the benefits of cach.
Each option also incurs costs. In considering the options, list the costs and balance
them against the benefits to make appropriate selections. In certain categories more
than one option may be chosen.



In the same manner, task lists can be developed for other types of front line staff,
such as 1echnical advisors, trainers, management advisors, etc. The Tools Section
contains a sample of these job descriptions. The tool, based on work by Opportunitics
Industrialization Centers International, further demonstrates how task analysis can

be used 1o clanfy what staff are expected 1o do, and the relative importance of the
tasks assigned’

Another important function to have in place from the outset is accounting. If an SED
' is created within a preexistent organization, this function may be handled by

current staff. If a new organization is created, accounting services will be necessary on
pither # full or part-time basis, depending on program size.

A small cadre of leadership, field staff, accounting staff and support personnel are all
hat is required 10 commence operations. This small group. infused with the missionary
Spirit of the Development Stage and working as a team, will provide the best structure
for the responsive, adaptive approach to implementation that is necessary to make the
nethodology work. The team can work together to perform the environmental assess-
required, flesh out the policies and procedures that will guide their work, and
lop systems for accountability and information control. The better they are able to
work as a team and respond flexibly to what they learn. the more quickly the organiza-
tion will begin to pick up speed in its operation. As it does, it will grow to the next

* A head credit officer 1o guide the others

¢ A full time accountant, if one was not needed earlier

* A monitoring/evaluation (or information management) specialist
* A communications/fundraising officer, and so forth.

7 See Jub Descriptions and Task Analyses for Smull Enterprise Developmens Related Positions, page 249.




Table 5. — Credit Officer Task List

" TASKS

Promotion:
| 1. conduct survey
| 2 initiate client contact

1 knowledge of target group
2 “attract clients. publicity

Initial Contact:
1 information requests handied individually

2 periodic information meetings

1. clients feel well recsived
2 time savings. consistent information

| Loan Analysis:

1 officer assists client with application
2 visit to workplace

| 3 financial analysis forms

4. collection of client baseline data

5. verification of guarantee information

1 information is more accurate
2 varify important information
3 detailed analysis

4 basis for impact evaluation
§ secures loan

Client Training and Technical Assistance:
1. one-on-oné training
2. group training

1. focus on specific client nesas
2 saves time; creates solidanity group

Loan Approval:
| 1 credit officer makes decision

2 credit committee makes gacision

1. ess bureaucralic
2 more control and coNSisteNncy

Loan Disbursement:

1, signature of contract

| 2 verification of conditions precedant
| 3.loan disbursement

1. formalizes relationship
2 insures compliance

Follow-Up:

| 1 enforces repayment procedures
| 2 clignt visits

3 follow-up training and TA

1. maintain fund performance and reputation
2 maintain retationship. Strong presence
3, monitoring; noncredit Suppor services

| Evaluation and Monitoring:
1. data collection, data treatment. raporing.
gecision making

1 provides program with knowledge and tools
mmmmmwmmmmcmm

| Administration:
1. management mestings
| 2_annual planning process
3 employes performance avaluations
l| 4 employee training
!

— from Mark Flaming, |

nformal Sector Credit
Tanzania, 23-28 February 1982 (Winnipeg: Mennonite Economic Developmant Associates, 1992)

1. coliective managament of operational plan
2 gefines specific objecuves and indicators
3. insures and rewards performance

& maintains effectiveness and morale

Workshop Manual: Dar Es Salaam,




Recruit, Train and Evaluate Staff

AL is clear from the preceding that how these functions are handled will have significant
influence on the organizational culture. Only the right people can bring the program to
ife and work to achieve the vision.

he small staff must demonstrate a high degree of commitment to the vision of the

C ization, and a willingness to work in a leaming environment where uncertainty is
ikely, flexibility required, and experimentation necessary. They should also be respon-

ve Lo an organizational culture where incentives may be less material and related

pre to achieving the desired impact with clients.

A mix of social development and business skills is also important. The nature of this
mix has been debated in the development community for some time. Because graduate
level MBAs often do not bring to the job the appropriate social and communication

kills or the commitment to this client population, one program manager in Latin
America says he prefers to recruit staff with the vision of “ex-priests and ex-commu-

st " On the other hand, can ideological commitment compensate for lack of business
xperience or technical skills needed to analyze loan applications or provide business
dvice to clients? To date, there is no resolution 10 this debate. Each agency has to find
15 own way, but three steps may help:

1. Prioritize what's important to the organization: Tototo Home Industries in Kenya,
for example, recruited members of its rural women's groups to work as field
agents assisting women’s businesses. First and foremost, they wanted field staff
who would work and live in rural areas over the long term, and who could com-
municate well with village women. Consequently, they had to invest in significant
staff training to build the business skills field agents lacked.

2. Test candidates before offering permanent employment: Some organizations
recruit a larger number of candidates than they will require, and offer them all an
opportunity to participate in training designed to introduce them to the basic skills

required to serve as front-line staff. The training serves as a screening process to
select the best,

ADEML, a Dominican PDO, requires those field worker candidates who pass the
interview stage to enter a two-month training and trial period:

During the process, the candidate studies the adviser's manual and accompa-
nies one of the advisers with ADEMI experience.... During the first two
weeks, the adviser/trainer, coordinator, and manager observe and evaluate the
candidate, answering questions and discussing impressions. Practical experi-
ence has shown that the capability, skills, acceptance, and aptitude of the can-
didate can usually be gauged in the first 48 hours of work.... candidates who
survive the first two weeks stay on as advisers...(Lewin 1991, pages 87-88).




experience: Much of the training that occurs during this stage will be on-the-job,
Although there may be very little time for much else, the following options will
help build staff skills:

* Expose staff to the work of more mature programs. Work with international
paniners and donors to identify more experienced local organizations to visit,
or other training workshops open 10 staff.

* Create a cycle of learning - action - joint reflection - action. Integrate partici-
pation into the organizational culture by creating a place where people are
challenged to think critically about their work. 1o share those critiques, and to
work jointly for improvement.

* Use mentoring to link the newest siaff with the more experienced.

In all training, and in reflection sessions, emphasize the vision and values of the
organization. Be sure that staff understand why specific tasks, such as close fol-
low-up on repayment, are important, and how they link to the overall goals of the
organization.

4. UuWthuﬂmWo.Whow]ou will be
sccomplished: It is important that staff know what is expected of them, and
receive feedback on how well they accomplish their work. The systems of perfor-
mance evaluation used in the corporate business world have generated criticism
from PDOs for their focus on competition and merit as defined by bottom line
profit. Yet a small enterprise organization must accomplish two things: motivate
all staff to give the most effective and efficient service possible; and build a team
that can work together in a demanding, growing organization. To do that, perfor-
mance evaluation should have these characteristics:

* Simple: Each stalf person should have & few, clear objectives for his work.
* Participatory: Each staff person should participate in defining these objectives.

* Frequent feedback: Feedback on performance should be regular and informal.
Don't wait for a year-end review to let someone know how she's doing.

If feedback has occurred regularly during the year, the annual review should not
contain any surprises. This should be an opportunity for the staff person 1o evalu-
ate himself. For her part, the manager should comment on both the tangible
objectives and the intangible ways that the staff person contributes to the develop-
ment of the team and organization (e.g, teamwork, innovation, flexibility). In
Honduras, the Organizacioén de Desarrollo Empresarial Femenino (ODEF) iden-
tifies 11 such factors and uses a scale to measure cach one. The Tools Section con-
Lains a sample of this evaluation format *

In all cases, the purpose of personnel evaluation is to reinforce the notion that commit-
ment, excellence and learning are prized in the organization, and will be recognized in
both material and nonmaterial WAaYsS.

‘SechrMErdmmlnmm,mm




IEEG Set Up Systems to Ensure Accountability

Personnel performance evaluation provides an organization with one important
method of accountability for achieving its goals. However, an institution requires more
information on financial and operational performance to evaluate its effectiveness. One
key objective in the Development Stage Is to set up management information systems,
Once these systems are in place, the information itself is useless unless it results in
improving the performance of the institution. Such improvement only occurs when staff
are individually and collectively held accountable for their performance. Therefore, the
other key objective in this stage is to achieve accountability among staff using the infor-
mation generated from the management information system.

To accomplish these two objectives, a series of subtasks must be completed:

1. Establish performance indicators.
2. Conduct a baseline survey.

3. Set up a program information system,

4. Set up an accounting system.

5. Develop a budget.

6. Develop a cash flow projection.
7. Generate financial statements.
8. Analyze financial performance.
9. Analyze operating efficiency.

1. Establish Performance Indicators

These are required to measure the institution’s performance in terms of both opera-

efficiency and program cffectiveness (commonly called “impact”). It is impera-
tive 10 establish these before operations begin, so everyone knows what it is that the
Organization is trying to achieve and how it is going to be measured.

its own internal records. Effectiveness or “impact” indicators, on the other hand.
are more difficult to measure, because they involve results over which the institution

has no direct control and which may be influenced by other environmental factors.
They are also more difficult to collect because they involve changes which occur out-
side the institution. However, the institution must try 1o measure both types of indica-
tors if it wishes Lo assess ils effectiveness in improving clients’ lives, as well as its effi-
glency in running its programs.

Mstmmmml DPANSION |




Sample 3. — Commonly Used Performance Indicators

Operational Efficiency Elfectiveness or “Impact”

Number of clients Increase in clients’ income
*in total
* by gender
« by enterprise type Number of new businesses

Number of jobs created

Number of loans New goods and services in community
Size of loan portfolio Increases in access to and sources of credit

Repayment and delinquency rates Decreases in infant mortality

Number of trainings Increases in education

Number of clients receiving training or
technical assistance

2. Conduct a baseline survey

Once impact indicators are established, they need 1o be measured in the community or
client population to determine the initial level. This can be done through a baseline
survey. The institution's impact on the client population will subsequently be assessed
through changes in the levels of these indicators. This measurement, called an impact
evaluation, will be addressed in the Sustainability Stage (54, page 85).

3. Set up a program information system

This system collects information on program operations and on individual clients. It is
used to measure changes in the efficiency indicators, and possibly some of the effec-
tiveness indicators as well. It should also collect information for all other anticipated
purposes. including planning, managing and monitoring the program, developing
fundraising proposals, reporting to donors, lenders, government, etc., and representing
the institution’s program to other constituencies. [t is worth investing the time now to
set it up well as it will save time and effort later in reconstruction and revision.

In setting up the system, organizations need to think clearly about two sets of issues.
The first asks what information is required and by whom. To answer these questions, it
may help to complete a worksheet such as that which appears as Table 6 on page 50
and has been completed for a sample credit program.

The second set involves examining the information needed and deciding:

* Who will collect it
* When (how often)



* How will it be recorded (documentation)

* How will it be summarized and analyzed
* How the information will flow.

or a credit program, the information flow might be developed similar to the diagram
ind on page 51. An example of a very simple system, based on a flow like this, is

escribed in two tools developed by Save the Children Federation and included in the
Tools Section *

For other components, such as a training program or provision of technical assistance,
le records 1o track activity by training session or staff visit can be developed, or

icorporated into borrower records if there is a direct linkage between programs.

\ r the case, it is important that the documents used to collect this information

can be quickly and easily filled out by staff and/or dlients and tha they can be

peessed Lo generate the desired data in a timely and accurate manner.

d. Set up an accounting system

) accountant is needed to set up a system to collect, record and summarize the finan-
transactions of the institution. The system can be set up either as a manual or a
pomputerized one. Although it is easier to computerize at the stan, rather than later
when the institution is fully operational, it may not be financially or logistically feasible
it this stage, Computernization of the financial system will become necessary during the
Sustain: bility Stage. (For a discussion on setting up a computerized system see page 97.)

A simple double-entry cash or acerual system should be sufficient at this stage. This
means that income statement accounts (revenues and expenses) and balance sheet
beounts (assets, liabilities and equity) will be generated, but amounts due and owed
Il be recorded very simply or not at all. Using a cash basis, amounts due would not be
fecorded until they were actually received. This approach is preferable if you do not

ish to reflect any income until the cash is actually in hand. For example, loan interest
duc from borrowers in a credit program would not be recorded until received.
Likewise, amounts owed others would not be recorded until actually paid.

e+

dn a simple accrual system, on the other hand, amounts that become due (e.g, from
porrowers) and amounts owed would be recorded, even though the funds have not yet
changed hands. The advantage of this approach is that income and expenses arc
recorded in the accounts when an agreement with debtors or creditors is made, and an
set or liability is recorded which indicates expected future inflow and outflow of
funds. The choice of a cash or accrual system at this stage should depend on whether
there is risk associated with recording and counting on income not yet received, and

- Whether the accountant is capable of seiting up and using an accrual system. If an

accrual system is not used, separate records will need to be kept on amounts due and
owed.

* See Borrower n«mmcmhqmwu.mns‘m.mmw:lo



Table 6. — Information Management Framework

MANAGEMENT AREA:
WHO HAS NEED FOR
INFORMATION?

SPECIFIC DATA T0 BE COLLECTED

Operations

loan analysis, client follow-up,
and impact assessment

personal and business data; loan info;
18rms, disbursement/mpayment
schedules and record; loan status:
list of late loans

impact indicators

Secretary

laan contract preparation

client identification data and
loan tarms

Credit supervisor;

ioan approvals
assass loan fund performance

assess client impact

loan analysis

aggregata borrowar performance
aggregats loan fund performance
impact indicators

Accountant/Bookkeaper

financial control; transactions

receipts; disbursements;
beginning and and balances

Iransaction summaries; projections
for iIncome ana axpenses; cash flow;
Income statament; balance sheet.

and loan fund statistics

Management

management of long-term
institubonal strategy

financial reports and projections;
performance assessments. impact
on cilent ang family development.
business development. and
community development

management of
operational plan

— agapted from Mark Flaming. Informal Sector Credit Workshop Manual: Dar Es Salaam,

same as abowve

Tanzania, 23-28 February 1992 (Winnipeg' Mennonits Economic Development Associates, 1992)
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The necessary books include a journal and a ledger, or a combined Jjournal-ledger.
Subledgers for individual program components, such as the credit program, are recom-
mended 1o track income and expenses by component. This subledger information can
be used to assess and project viability for each component, which is necessary for mov-

ing toward institutional sustainability. In the Sustainability Stage, these subledgers form
the basis for accounting by cost center

A sample loan fund ledger for a start-up credit program is contained in the Tools
Section.” (This is actually a hypothetical subledger for the credit component of the
Orlandia Field Office of Save the Children. an intemational PDO.) This fund closes its

books every quarter, and the ledger shows entries for the first three months of opera-
tion, July to September 1989,

Finally, there are two crucial accounting issues that need 10 be addressed if the instity-
tion has a credit component:

* Atwhat point will delinquencies and defaults will be recognized and recorded: and

* Whether a loan loss reserve will be established, or whether loan losses will be
covered directly out of the retained earnings of the institution.

5. Develop a budget

The budget, which is used to guide operations during the first six to twelve months,
should be based on income and grants the institution is reasonably certain it will
receive. If there are funds which may be received, but which are not vet assured. it is
best not to include them in the operational budget. This can be handled by preparing a
separate budget which shows how they will be used if received, and then revising the
current operational budget once they are in fact received. If they are included in the
current operational budget and spent based on this budget, and the funds do not mate-
ridlize, the institution may be in serious financial trouble. (In other words, don't spend
what you don't yet have!)

The budget should also reflect the program decisions that were made, based on financial
projections, that will lead the organization toward developing a sustainable program.
Although 100 percent operational self-sufficiency (ie., program income covering program
expenses) is extremely difficult to reach, the objective in this stage is to move in that direc-
tion. A method for developing financial projections is presented in D-8, page 64.

6. Develop a cash flow projection

Having a budget to guide the institution’s operations is not enough. The budget shows
what funds will flow in and out of the institution during the period, but not the timing of
those flows. In order to ensure that funds are available when needed, a cash flow projec-
tion is required. This shows expected cash balances. inflows and outflows, and allows stuff

""The cxamples used in this chapter come mostly from the formats and sccompenying instructions in the Credi
Program Financial Reporting System developed by Suve the Childres Federation. Ine. Please see the Tools Section,
page 219 for more on this system



10 anticipate cash surpluses and deficits. It then becomes possible to tiake measures 1o

invest cash surpluses to carn additional income, and to borrow extra funds or delay pay-
ts 1o cover cash deficits. Failure 1o develop cash flow projections can mean lost

: from investments or increased costs from bank overdrafts, higher interest on

loans, or lost vendor discounts.

financial Statement 4.1, on page 54, shows a cash flow projection for an established
edit program, and demonstrates that their income should cover all anticipated
s throughout the year without any difficulty.

. Generate financial statements

reports tell whether or not the institution is in line with the budget and financial

ojections, and point out those areas which need special management attention. The
asic financial statements include the following:

* Budget vs. actual statement which shows where spending was over and under
budget

¢ Income statement, otherwise known as a profit-and-loss (P & L) statement,
which shows all income earned and expenses incurred during the period, and
the net profit or loss when expenses are subtracted from income (these should
also be prepared for each component if there are subledgers)

* Balance sheet, which shows the financial position of the institution at the end
of the period, as represented by the assets the institution owns, the liabilities it
owes, and the difference between these two, the equity of the institution

* Sources and uses of funds statement, which shows cash inflows, outflows and
balances for the period.

nancisl Statements 4.2, 4.3, 4.4, and 4.5 on pages 55-58 show how each of these state-
jents is used to assess an institution's performance. The last three are from the
imen’s Association Fund, whose loan fund ledger was referred 1o earlier.

8. Analyze financial performance

i this stage, the focus is two fold: first, on assessing the profitability of the institution
d each of its components, to begin to gauge movement toward self-sufficiency; and

econd, on understanding what the financial numbers can tell about the effectiveness of
he methodology.
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SUSTANABILITY |  EXPANSION |

DEVELOPMENT

Profitability

The budget vs. actual statement tells what spending projections were correct and
incorrect. It is not enough to note these arcas; why this over and under-spending
occurred must be understood in order to project more accurately in the future,

— Budgel vs. Actual Statemenl

WOMEN'S ASSOCIATION FUND OF ORLANDIA
Sampie Credit Program: Year ending December 31, 1992

n Otficer Saiaries 10,000 13.000 (3.000)
ining Experses 5,000 4,500 500
nsportation Costs 1,000 1,200 (200)
Expanse 500 400 100
Expenses
Wstrative Salaries 3,000 3,200 (200)
it 500 450 50
fice Supplies 100 90 10
nk Charges 100 80 20
" 20,200 22,920 (2.720)

|
lmwmmmlmmxwuuwmmm.m
@y have been dus 10 the inability to hire qualified staff at the projected amount, or because more
faft were hired than originally planned. As this is a recurring expense, managers will have to be

Jre that the 1993 budget can absord the higher amount. If not, additional funds will have to be
2ised or staff will have (o be raduced




* The income statement for the institution gives an overall picture of self-sufficiency,
which is based on the profit or loss in each component plus the institution's over-
head. The income statements for each component, if prepared, will tell how well
costs in that component are covered by income. i.e., what effect that component has
on institutional self-sufficiency.

4.3 — Income and Expense Statement

WOMEN'S ASSOCIATION FUND OF ORLANDIA
For the Quarter Ending September 30,1989 (in pacas)

REVENUES: EXPENSES:
Interest on loans 1o borrowers: Operating expensses.
Received 2650 Salaries 00
Eamed but not received (1) 00 Rent 00
Total interest 2650 Utilites 00
Fee Income 75.00 Travel 00
Interest Eamed on bank deposits 00 Bank sarvice charges 100.00
Other Revenuss 0 (nhar 00
Total revenues: 101.50 Total operating expenses:  100.00
Interest expenses:
Interest pald on member savings 00
Interast pald on loans from banks 00
Total intarest axpanse 00
Bad loans expenss (2] )
Total expenses 100.00
Profit (Loss) (3) 1.50
ANALYSIS

(1)Interest samed, but not received: This amount should be small, certainly low in comparison to
inerest received If it is high, It indicates that borrowers ars not paying as they should be.
Since this amount is 2ero, It indicates the fund is collecting all interest dus

(2)Bad loans expense: This shows how much was actually written off the books as uncoliectible.
For this fund, It is zero, as to be expectad when a loan fund first stants up

(3)Profit/Loss: The positive number here indicates that the loan fund coverad all its costs and did not
lose value (except possibly due to inflation) during the period. However, this number is close 1o
2810 bacause staff salaries and other costs were picked up by the institution. If they were charged
10 this component, it would clearly not be seif-sufficient
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The balunce sheet gives 4 picture of the financial health of the institution at the end
of the accounting period. Various balances need to be examined in relation to one
another to determine if any are too high or too low. Current and previous balance

~ sheets need to be compared o see whether they are moving in a healthy or

‘ unhealthy direction. Analyzing the balance sheet is an important way to identify
financial problems before they get out of hand.

.4 — Balance Sheel

WOMEN'S ASSOCIATION FUND OF ORLANDIA \9';
Sepremper 30,1989 (in pacas)
LIABILITIES AND FUND EQUITY
LIABILITIES.
Current Liabilities!
1,000.50 Accounts payable 00.00
2,726.50 Member savings 00.00
00.00 Interest payable 00.00
Other: 0000
3,726.50 Total current [iabilines(1) 00.00
Loans from banks or other
227500 financial institutions 00.00
00.00 Total Liabilihes: 00.00
00.00
LOAN FUND EQUITY!
foan fund capital 6.000.00
retained earnings(3) 150
othar assets: 00.00 Total loan fund equity: 6.001.50
3l Assets: 6,001.50 Total Liabilities and Equity:  6,001.50

YR

assets divided by current liabilities (currant ratin): this number should be equal to or
greatsr than one, indicating that current assets are sufficient to cover current llabilities. A num-
ber less than one means that other assets may have to be liguidated. or funds borrowed, to
current labilities as they become due. This loan fund has no currant llabilities, and there-
I8 in @n excellant position in this regard

. t receivable: this number indicates how much eared interest the fund is waiting to

feceive. The objective is to get this number down t0 2810, S0 that all borrowers are paying their

Interest and principal on time, In this casa, interest recaivable Is 2ero, s the fund is managing

this area well

Ret eamings: this number indicates how much the loan fund has Increased or decreased
mmnm(ummmmm A positive number indicates that all

, 5 have been covered by Income, and & negative number the reverse. |t does not indi-
1o nmmmwd\umm.mmmmmmmmmum

must equal the retained earnings amount at the biginning of the pariod plus the profit or

joss on the income statement As can be seen above, the amounts equal one another

-




* The sources and uses of funds statement tclls whether there were any problems with
cash flow during the period, and whether income and uses of funds were in line with pro-
jections. Analysis of this statement will help project cash flows better for future periods,
and identify areas where cash flow problems have arisen in the past. A sample analysis
of these statements for the Oriandia Women's Association Fund is presented below,

4.5 — Sources and Uses of Funds

WOMEN'S ASSOCIATION FUND OF ORLANDIA
Quarter anding September 30, 1988 (in pacas)

SOURCES OF casH
Transter from SCF 5,000.00
Loan repayments 22500
Intorest on loans 2650
Grant from UNOP 1.000.00
Total sources 6,251.50
USES OF CASH
Laans 1o borrowers 242500
Bank charges 100,00
Total uses 2,525.00
INCREASE (DECREASE) IN CASH 3,726.50
ANALYSIS
The Woman's Association Fund started up in this period with $5.000 in capital, and later received an addition-
41 $1,000 from UNDP. If this $5,000 in capdal is removed, thers was actually a net outflow of $2.273 50,
mastly in the form of loans 1o borrowers. 40% of the capial was lent out in the first threa manths, which the
managers should compare against thewr projections of lending activity during this period. Whether loan repay-
mants and intarest recelpts were as expected also depends on these projections. Attention should probably be
directed to bank charges, which appear high given the cash balances the Fund is keeping in the bank

* Finally. the loan fund quarterly statistics statement can be put together 10 give a statis-
tical portrait of a credit program, using information from the financial and program
information systems. In this case, the Women's Association Fund derives information
from its balance sheet and borrower records for reparting to one of its funders”

Assessing Operational Effectiveness

An institution’s effectiveness and efficiency can be analyzed using information from
both the financial statements and program information system. At this stage, it is rec-
ommended that the analysis be kept simple and focus primarily on the repayment and
delinquency status of the credit portfolio. In the next stage, how to conduct more
sophisticated analysis of the credit portfolio and institution, particularly in terms of sus-
tainability, will be covered. (See S, page 85.)

The analysis is best conducted using ratios, which allow you to compare your institution’s
performance against other institutions and against industry standards. In terms of the
repayment and delinquency status of the credit portfolio, no single ratio or measure gives
a full picture of the impact of late loan payments on the credit program. Use three or four

" For an illusration, see the Stutistics Statement in Credit Program Financial Reporting System it the Tools
Section, page 230
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prent measures Lo get a complete picture of the severity of any problem in this area

he degree of risk it poses to the overall loan portfolio. Following are five formulas
yzing repayment and delinquency performance. Each one conveys a different
# of information about the impact of delinquent payments on the portfolio.” To illus-
these formulas, the portfolio statistical information from the borrower records (see

Py

¥) of the Women's Association Fund as of the end of September 1990 was used.”
Portfolio Statistical Information

WOMEN'S ASSOCIATION FUND OF ORLANDIA
‘ Quarter ending September 30, 1990 (in pacas)
anta received duting quarter

9 due during quarter

ms outstanding (end of quarter)

m outstanding (sverage for quarter)

Mo past due (end of quaner)

Ioans outstanding with payments past due

na outstanding with payments 31-60 dayw past due

ins outstanding with payments 61-80 days past due

ns declared nonrecoverable (writtan off) during period

OG
—
=

xzsgis §§

2 1. — Repayment Rate

Payments Recelved Last Quarter (or Moath)
Payments Due + Pasi Due Last Quarter (or Month)

1

h payments of 550 pacas in the quarter, and 610 due, the Women's Association Fund exhibits a
ance |ust at the battom line of acceptable performance.

Paymants Received - 50 ~ 90%
Payments Due 610

‘The Repayment Rate tells how much of the money that was due the institution by
porrowers was actually paid. This rate measures the performance of the institution in
recovering loan payments. Credit programs should strive for a repayment rate above

The Repayment Rate does not measure the amount of risk in the portfolio. The follow-

. ing three formulas measure portfolio quality by measuring the percentage of the port-
folio that is in arrears.

2 For » mote detailed discussion of vanous messures of repayment and definguency, see Katherine Steama,
Methads for Mmaging Delinquency (Bethesds Development Alternatives. Ioc., 1991), which is discussed In
Recommended Manuals,. Guidebooks and. Monographa. page 291
"Bomnumthnunollotmmon;unlnpomn.lcduptwlmmmmmwmh 59
Joan fund Jedger For 2 compiete expianution sce Borrower Reconds in the Tools Section, page 203



Formula 2. — Arrears: Amount Past Due Rate

Principal Past Due
Amount Outstanding

The Amount Past Due Rate indicates the percentage of the total loans still outstanding
that should have been repaid. Credit programs should strive to keep this rate below 10%.

EXAMPLE 2

Forhmmmmfw.mthommnnqmmmmuum:

w > ‘2” - 1.25%

The Amount Past Due Rate is the formula most credit programs use when they report
their arrears publicly. However, it may understate the actual risk to the portiolio
because it only counts the late portion of delinquent loans, treating the remaining por-
tion of the loan as if it were part of a healthy portfolio. If a borrower has missed several
repayment dates, the entire loan is at risk, not just the late portion.

Formula 3. — Arrears: Portfolio at Risk Rate
Outstanding Balance of Loans with Payments Past Due
Amount Outstanding

The Portfolio at Risk Rate indicates what portion of the portfolio is made up of loans
that have missed one or more payments. It counts all loans that have missed at least

one payment as being a1 risk. Credit programs should strive to maintain an exposed
portfolio rate of under 20%

EXAMPLE 3

wmmmuh.mmmmxmmmmamummmma
when using the first:

Quistanding Salance . 4‘30 = 10%

Stll, it falls within an acceptable range for a program in the Development Stage.

The Portfolio at Risk Rate may overstate the delinquency problem if there are borrow-
ers that pay regularly but pay late. Another weakness of this formula is that it groups
late loans together, while a loun that is 100 days past due is much more risky than a loan
that is only 31 days past due. To know more about the riskiness of the portfolio, it is
necessary 10 break down the arrears by the number of days payments are late.




ymula 4. — Aging of Arrears

Outstanding Balance of Loans with Payments 31-50 Days (61-90, etc.) Past Due
= Amaunt Outstanding

King at the period of 31to B0 days. the Women's Association Fund has 3% of its loan funds out-
inging with ioans past due for this time.

1580

Amount Outstanding 4,800 N

pis formula and an aging report gives a much fuller picture of the riskiness of the port-
jo. The greater the proportion of loans in the later categories, the riskier the portfo-

) Credit programs should strive 1o maintain the majority of their loans in arrears in

g 31-60 days category. Loans over 120 days should be examined to determine if they
puld be declared nonrecoverable and written off as losses.

la 5. — Loan Loss Rate

Amount Dectared Nonrecoverable for Period
Average Outstanding Balance for Period

0 use this formula requires calculating the Average Outstanding Balance for the
niod (month, quarter, year). To do this, use formula 6.

la 6. — Average Outstanding Balance

Total Outstanding Batances at the End of Each Period (Month, Quarter)
Total Number of Periods (Moaths, Quarters)

AL this carly stage of its program the average outstanding balance for the Women's Fund
s been calculated at 5,000 pacas. For an illustration of how average outstanding bal-
nces are calculated for a longer term program, see Example 12 in Chapter Five, page 93,

The Fund has declared a very small portion of its loan funds nonracoverable:

Amount Declared Nonracoverable . 25 . 05%
Average Outstanding Balance 5.000

The Loan Loss Rate indicates the percentage of loans that have been written off or
feclared nonrecoverable. This formula is only useful if the organization has a clear poli-
ey on when loans should be declared in default (e.g., after 120 days of no payment activi-
1y) and follows it rigorously. Many credit programs are able 1o report no Joan losses only
scause they never declare any loans nonrecoverable. Credit programs should establish

- glear policies on writing off loans and try to maintain a loan loss rate below 5%.




Adapt the Methodology During Implementation

While the choice or design of a methodology is made during strategic planning

(see D-3), its implementation will require some trial and error. Information from the
management information system will help the institution identify which changes in the
methodology are required and why. Some are needed 1o address client demands, such
as adjusting the mix of services (e.g., training and credit), or the terms of loan repay-
ment to fit better with the borrower’s business cycle. Others may be needed 10 respond
10 poor partfolio performance — i.e., high rates of delinquency or default. Finally,

emergencies brought on by political upheaval or natural disasters may prompt program
adjustments,

Two cases illustrate the point:

Working Capital, the U.S.-based microenterprise program committed to using a min-
imalist credit approach 10 achieve scale. found that its first borrower groups secemed
Lo require more attention and technical advice from enterprise agents than was ini-
tially planned. This “reality check™ on the program’s design assumption has forced
the organization 10 reconsider operational costs, and seek modifications in its first
year.

In Kenya, Tototo Home Industries introduced peer lending, but found that the bor-
rower groups did not operate as smoothly and independently as assumed by the
methodology. They had to introduce training in group dynamics to build a founda-
tion for the groups to carry out their basic responsibilities in the lending process.

[n The Hidden Beast: Delinquency in Microenterprise Progrums, Katherine Steams
(1991) emphasizes that microenterprise programs can control their problems, no matter
how “uncontrollable™ their causes may seem. A program must monitor factors such as
natural disasters, changes in government policies, personal crises, and downtums in the
local economy and adapt its methodology to compensate. For example, compulsory
emergency or insurance funds have helped member organizations of the Asociacion de
Grupos Solidarios, in Colombia, anticipate and respond to the personal crises of their
borrowers that often lead to default. Emergency grace periods on outstanding loans
may be an appropriate response 1o a disaster affecting large numbers of borrowers.

To monitor implementation and refine methodology, use a worksheet, like the one on
the following page, to pinpoint areas for improvement.



le 7. — Design Modification Worksheet

Client Outreach
Ao we reaching the right people? Is the

program attractive to them, as evidenced by
gemand for the servics we offer?

Chient Selection
Do our screening procedures work? Do the
. tees SUPpOrt loan repayment?

incentives and Penalties:
Are the incentives for fulfilling responsibili-
fies attractive? If the program provides

loans, do we offer ready access to subse-
guent loans? Are our penalties sufficiently
costly?

Do our field workers have adequats follow-
up time with clients?

: Information

Do our field workers have adequats and
timely information to monitor clients?
Do we have the ngnht giobal information 10
identify trends and be abie to respond 10
tham?
Do the forms clients and staff use gather
the right information clearly and easily?

F. Assumptions
Are there design assumptions that have nat
been proven to be true ?

Do our clients have needs that we did not
anticipata?

How does this affact the program?

UNCONTROLLABLE FACTORS

A Emergencies
~ Does out system for addressing clients’
personal emeargencias work?

B Context:
Ara there social. political. or economic
factors that require us to modify our
methodology?




RESOURCES

IEXJ Project Financial Requirements

Funds to implement SED programs are most often secured through proposals in which
the organization establishes the merits of its request based on the logic of the program
design, its track record, and its legitimacy with client groups. In SED, an important part
of program logic is demonstrated by resource planning, including projections for self-
sufficiency. Donors look for:

* The costs associated with satisfying client needs

* The relationship between expected demand and available resources

* The structure of fixed and variable costs that support the delivery of services
* How the program is designed to progressively recover costs.

If an organization plans 1o operate a credit program, financial viability projections can be
cntical to building this logical case. They are & useful management tool to communicate:

how efficient it plans to be in the use of funds (by the ratios anticipated for field
workers per clients; cost per loans; per service);

how fiscally responsible it aims to be in protecting the funds entrusted to it (by pro-
jected interest rates and repayment rates); and

how self-sufficient it sceks to be (by the planned growth in imterest and fee income in
relationship to operational costs),

Projecting financial requirements for a credit program is basically the same as project-
ing financial requirements for any program or institution. It primarily involves estimat-
ing expected income and expenses (o ascertain if there will be a surplus, breakeven or
deficit situation during a specified period. This can be determined using the following
formula:

Formula 7. — Surplus/Deficit)

Revenue - Expenses = Surplus/{Deticit)
[Nate: 0 = Breakeven]

A surplus or breakeven result indicates that income is expected 10 cover all costs, both
variable and fixed. A deficit indicates that adjustments are required in the program
design to achieve breakeven, or if this is not possible, then there is a requirement for
additional financing. In the carly years of a program, this type of subsidy is certainly
expected; as the program matures, however, calculations should demonstrate that sub-
sidy is declining 1o approach and achieve breakeven



ing financial requirements for 3 credit program becomes trickier than for other

of programs because: 1) many assumptions aboul program operations have to be

: and 2) many variables are interrelated with one another. The step-by-step exam-

of how to project financial requirements in a simple credit program is presented
and provides a “back of the envelope™ way 1o determine if a given program

has a chance to succeed financially within a few years of operation.

L. Design the credit program: Assume You are sefting up u simple credit program
offering only one type of loan, in this case working capital loans to existing
microbusiness enterprises. You want to find out if the program has a chance of
becoming viable at the end of three years. Your first step is to write down your
design assumptions, upon which other calculations will be made. In this case,
the credit program is designed as follows:

’ 4.7 — Program Assumptions
Average loan size. $1.,000
|' Loan term: 1 year
Interest rate 10%
mmmwmmammm 5,000

2. Determine basic operational expense levels: Financial projections cannot be

made without determining what amounts may be expended in the various cost
categories. Expected expenses for both fixed and variable costs must be deter-
mined. Fixed costs are those costs which will not vary despite changing levels
of activity in program operations. Variable costs, on the other hand, will vary
directly with the level of program activity. Consider all the costs that will be
involved in running your program, decide for each cost if it will be fixed or
variable, and estimate in what way each will be calculated. Set down these
expense assumptions as {llustrated in the following example:

4.8 — Cost Assumptions

Salary per position: $10,000
Fixed costs:

3 fixed staff positions

mwmﬂes(mmnd) $10,000
Variable costs

Loan officers {1 loan officer/200 borrowers)

Sunmmﬂ(lpwﬂmnormblndﬂwﬂ

Rent per statf position $500

murnmmwmmbn $1.000

As you can see from this example, expenses can fall in either the fixed or vari-
able category, depending upon the assumptions. In this case, rent is considered

10 vary according to siaff size_ but in many situations it would be fixed accord-
ing 1o the size of the space.




Step 3,

Project operational revenues: The next Step is to use the program design
variables to project the revenue the program is going to generate when it is
fully operational at the end of three years. First. project the value of the loan
portfolio

Formula 8. — Loan Portfolio Value
Number of Borrowers  x Average Loan Size = Value of Loan Portfolio

jhcn. using the loan portfolio value, you musi project how much interest
Income is going to be gencrated:

Formula 9. — Interest Income

Value of Loan Portfollo  x Interest Rate = Interest Income

Of course, this formuls assumes that the program will succeed in lending to its
target number of borrowers for the period, and receive all the interest income
due from borrowers by the end of the period. These assumptions will general-
ly not be valid, and projections will need to incorporate assumptions regarding
when lending and repaymem activity will oceur during the period. This will
require adjustments which are not demonstrated in this simple example. For
this example, the projected operational revenues would be as follows:

EXAMPLE &

5000 Borrowers  x  $1,000 Averape Loan Size = §5.000.000 Portfolio Valye
85,000,000 Portfolio Value x  10% Intersst Rate = $500,000 Interest incame

The assumption here is that the credit program is not generating any other
income besides interest on loans. This number of $500,000 is therefore total
revenues lor the credit program during the period.

Project fixed costs: Next, project fixed costs for the credit program. This basi-
cally involves looking at the assumed operational expense levels from Step 2
and calculating total fixed costs for the period. For example, in this case, fixed
costs would be as follows:

EXAMPLE 7
Statt salaries
3 fixed staff positions x $10,000/position = $30,000
Other fixed costs: 10.000

Total fixed costs: $40,000
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5. Project variable costs: Alter fixed costs, you need to project variable costs.
' These are typically more complex to calculate than fixed costs because they
invalve interrelationships among numbers and tiered levels of assumptions. In d‘f
this example, which is fairly straightforward, the variable costs would be pro-
jected as follows:

EXAMPLE 8

Variable Costs

Loan Officer Salaries
5.000 borrowars = 25 Loan Officers
200 borrowers/loan officer
25 loan officers x $10.000/0an officer = $250,000

Support Staff Salaries
25 loan officers x 1 support statf/10 loan officers = 2.5 support staff
(Note: Assuma in this case that one person is hired half-time mther

than full-time.)

2.5 support staff x $10,000/position = $25.000
Rent

3 fixed staff + 25 loan officers + 2.5 support staff = 305 total staff

30.5 total staft x $500 rent/staff person = $15.250
Other Variable Costs

30.5 total staff x $1,000/staff person = S30.500
Total Variable Costs = $320,750

It is difficult to give specific formulas for calculating vanable costs, because
they depend on the assumptions you make conceming interrelationships
among the variables. However, if you can follow the logical progression in the
above examples, you should be able to figure out how to calculate the variable
COStS in your own program.

ep 6. Calculate total costs: The formula for calculating total costs is:
Formula 10. — Total Costs

Fixed Costs  + Variable Costs = Total Costs

So. in this example, total costs are calculuted as follows:

EXAMPLE 9
Variable Costs - 8320,750
Fixed - 40.000
Total Costs = $360,750




Step 7. Calculate surplus or deficit: The formuls for this was given at the beginning of
this section. In this example, it would be calculated as follows:

EXAMPLE 10

Revenues - Expenses = Surplus{Deficity
$500,000 - $£360.750 = 5139250

The number is positive, indicating that the credit program would produce a
surplus of $139,25() during its third vear. If this number were negative, it would

When projecting financial requirements, variables, and interrelationships
between variables should be scl up so they reflect the credit program as realis-
tically as possible. In effect, 8 model of the credit program is being set up. This
model can be very simple or very complex, depending on the actual complexi-
ty of the credit program’ operations and how much effort has been put into
making the model realistic. If it is anticipated that the model will be fuirly
complex, or if it is desired 1o be able to change assumptions to see what
impact those changes have on the projected financial requirements, it would
be well-advised to create a model on the computer where calculations can be
done much more casily. "

Another way of developing financial projections, with a view to determining the
breakeven portfolio size for different programs, is discussed in S-9 on page 116




SUSTANARLITY | EXPANSION |

M Acquire Resources

SEEP review of 25 cases of small enterprise development programs found that
purce mobilization was s challenge, and stumbling block, at every stage of an institu-
s development. In the Development Stage, some organizations found it difficult to
ssistently raise the funds required in a sufficient quantity. In the Sustainability Stage,
found it hard to sustain the interest of their early funders. At the Expansion

pge, the challenge has been to find enough resources to fuel the scale-up required,
 to firmly achieve sell-sufficiency.

he cases studied yielded the following lessons:

e sure budgets are as cost efficient as possible: Institute tight expenditure poli-
pies and budgeting controls in such areas as equipment procurement and mainte-
pance, communication costs, travel and per diem. Our study of SED organizations
found that the most successful of them could be characterized as results orienied. cost
wonscious, business minded and efficient. The extent to which these qualities are val-
ed has a direct effect on choices of structure, staffing, and systems.

Recognize the importance of local fundraising early on: Many Southem organiza-
tions look to external markets exclusively, and this strategy makes them dependent
pn financing systems that often seem capricious and inappropriate. One organiza-
tion’s dependence on a sole donor almost led to its demise when the two entities had
disagreement. A local cadre of support is an important antidote 1o this depen-
‘dence. Building that support is the responsibility of the Executive Director and the
Board. (And that is one reason why Board development is such an important ele-
ment in an organization’s maturation.) Use the Board 10 help make connections with
the broad array of possible local donors: individuals, corporations, community
_groups, and national government agencies.

. Plan to diversify external funding support by the end of the Development Stage:
During the initial program years, develop a track record of competence and build a
plid reputation. In program reports, use key numerical data 1o document accom-
plishments and justify further investment. Build critical fundraising skills including
proposal and report writing, donor research, public relations, negotiation, and

~sccounting methods that accurately relate program expenses (o funding sources.

The importance of these fundraising skills can not be underestimated. For several
Organizations, important programs could not get access 1o sdequate resources
 because they could not produce sophisticated reports or proposals. Because this
capability is so vital to the future of partner organizations, several SEEP members
focus significant attention and resources on building the fundraising capucity during
the carly phases of partnership.




4. Build the self-financing capacity of the institution: In general, this means focusing on
moving the credit program to self-sufficiency in line with the projections that have
been developed and fine-tuned through experience. Training and technical assistance
functions will be harder to pay for, although some costs may be offset by instituting
training fees.

Caution is urged when considering income generating schemes that depend on estab-
lishing and running enterprises. While some large institutions like Bangladesh Rural
Advancement Committee (BRAC) can manage commercial enterprises and use the
Fevenues 1o support their programs, others have had serious problems with this
approach. Staff are easily siphoned away from the development project that the
enterprise is intended to support, resulting in finuncial losses rather than gains.

- Keep the vision of the organization paramount: Several case orgamizations failed 10
do this in the search for funds and ended up receiving money for initiatives that were
either not their priority, or not in their area of expertise. This danger increases dur-
ing the next stage when programs are growing and in need of larger amounts of
funds: hence the importance of a vision continually renewed and supported by a

strategic plan. Saying no to certain opportunities is the mark of an organization that
knows where it is headed.”

" For more detailed information on fundraising sod other financing strategies. see Recommended Manuals.

Gwdebooks and Monograpbs



U1l Choose Partners

8 the institutional development framework suggests, the cultivation of linkages —

ith clients and other organizations — is an important element in an SED organiza-
pn's formation, and a key contributor to the accomplishment of its mission. During
Development Stage, an organization gives priority to building linkages with clients
gause their trust is the foundation of the program’s legitimacy. Next, the organization
jould identify those resource institutions it will need to rely on in order to serve

ients. In the current climate of international development, Northern and Southern
IDOs are tuming to each other to meet mutual needs.

¢ a Partner

: nce 10 date shows several paths to identify and choose partner agencies. Some

sncies follow established criteria, while for others, the choice is either more intuitive
ra function of circumstances. Some agencies have made a strategic decision o estab-
th and build new local institutions for SED initiatives rather than work through exist-
ones. ACCION International, in “Institutional Profile: A Tool for Selecting
ffiliates” (undated), cites the following disadvantages of trying to develop sustainable
edit programs within existing organizations:

* The program is perceived as an add on

* There is a preference for what is known over what is new

* Knowledge of the technology of microenterprise development is low
* Paternalism vs. self-sufficiency [is the dominant value).

i the other hand, many organizations prefer to work with their cxisting partners, or
fith institutions that already have good relationships with the target communities,

hich rpalhkdmcn.lhcrmdtopmduaivcpnnnershipsisbunlonmumw

ndeuundctslandhgofwhucachurpmuuonwﬂlmmﬁbuwmhowachexpm
.Dcﬁningllwmksu:dmnﬁlﬁlm&solmemmisndﬁcvcdmmmhan

S5ESST! l—cilhcrfurmllorinfonml—o[lhcclemnumumedlnwcam”n
hese are questions o help each organization assess the other



| For Indigenous Organizations
1. Technology transfer

2. Institutional Development
« board development
* strategic planning
. systems
* training

3. Access to resources

4. Internal and external linkages with
donors and other PDOs

Northern PDO Asks:

Sample 4. — Benefits of Partnership

For International PDOs
1. Legitimacy within country

2 Introduction to and credibility with
clignts

3. Knowledge of context
4_Cost effectiveness

5. Access to funds from donors committed
10 working with local organizations

Southern PDO Asks:

vigion?

Vision Does this organization share our Does this organization share our

vision?

Quality of leader?
Role of Boarg ?
Open to change?

Is organization stable and respacted?
What is SED capacity?

Development needs?

Can we offer what organization

IS It committed to changes we
propose 1o introduce?

What can they offer us?
Do we want it?
What will It cost us?

Standards self-sufficiency?

Commitment to goals of

Commitment to goals of
sell-sufficency?

Lavel of funding needed by bath? What funds do we nesd?
Can we raise this amount?
HOw mugch can they raisa?

How much will they provids?
How will It help us raise add"l funds?
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shing a Contract

achieved, agreement on mutual rights and responsibilities must be made explicit
written, contractual form. Negotiations and contract language should reflect the

i1 each party bears for the other, and the common commitment 1o developing a
program. At 8 minimum, contracts should define:

* The commaon mission or goals to which both sides ascribe:

>
* The programmatic objectives that will be achieved, and the responsibilities of .

each to making that happen;
* The financial resources that will be raised; by whom and for which purposes;
* How resources will be managed and accounted for:
* The standards and responsibilities for reporting and monitoring.

ale contracts in the Tools Section show different ways that these have been execut-
en SED partners, and the details that have been found to be important,*

mitoring the Relationship

‘agreements and terms established at the outset should be reviewed over time to

ure that the relationship still serves both partners, One SEEP member, Opportunity
gmational, has found it useful to establish a one-year pilot arrangement with new
where the good faith and accomplishments of both sides are tested before a
ger term agreement is ratified. In one case, the pilot year resulted in dissatisfaction
both sides. The Northern side felt that

wthe Board did not have a complete understanding of their responsibilities and the
evel of commitment required of them. [It] had not retained a staff with the appro-
priate skills and experience.

Fo its part, the Southern partner felt that the Northerners were culturally insensi-
tive and had not provided an adequate level of support (SEEP 1989, Reed, page 9)

equence of steps was initiated as a consequence of this pilot vear evaluation, and
e years later, the two organizations remain joined in 4 mutual and growing effort.

mple evaluation tool is also included in the Tools Section. 1t sugpests a way of
itoring this most important relationship.”

-

his completes the review of the Development Stage. An organization that has
pughtfully addressed the tasks discussed here is well placed to face the challenges
[ Sustainability,

.SQAMAWMAM Agreement Montoring Checkdist, page 171
™ See Affiliawe Agreemens Monisoring Checkfust, page 184 73
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CHAPTER FIVE

THE SUSTAINABILITY STAGE:
DEVELOPING A PROGRAM THAT
CAN KEEP GOING ON ITS OWN

Drganizations at the end of the Development Stage have created a vision and imple-
ented a methodology that achieves the desired impact on the lives of the people who
mrticipate. If these organizations operate credit programs, they will be able to generate
oans and achicve repayments on a consistent basis. The Sustainability Stage brings a

w challenge — to make an effective program efficient. During this stage the organi-

learns to keep itself going out of resources it generates on its own, both through
med income and effective fundraising,

10 go from the Development Stage 1o the Sustainability Stage an organization must
i€ & number of important transitions, These include moving from:

* Running as a small, intensely personal organization, to operating as a larger
organization with clearer lines of authority

* Being led by ideas and concepts, to being guided by the hard reality of what
works and does not work

* Managing based on daily personal interaction with clients, to managing based

on reports and projections from subordinates who have regular interaction
with clients.

mbers become very important at this stage of development. Is the program finan-
viable? How many clients can it reach? How many people have received train-

87 What is the cost per client, trainee or amount lent? What is the average increase in

Kome per client? The organization can become overwhelmed with numbers. Success

the Sustainability Stage requires knowing what numbers to keep track of and how to
erpret them in light of the vision and mission,



Sustainable organizations have developed systems to keep track of their activities,
learn from their results, and adapt and refine their methods to better reach their goals.
They maintain personnel who understand their functions and can perform them suc-
cessfully. They show steady improvement in key performance indicators like clients

served, loans made. people trained, and repayment rates. They have learned how to

package their “product” for donars so that they are not dependent on any one source
of funds,

The Sustainability Stage can seem quite boring. An organization is not propelied by the
visionary force of the Development Stage, nor is it swept up in the excitement of mush-

rapid expansion.
This chapter will be most useful if:

* You have been Operating an enterprise development program for sometime
and want to improve its performance;

* Your major donor is no longer willing 10 cover most of your costs;
* You want to make sure your program can continue over the long termy; and/or
* You are an organization in the Development Stage and are planning ahead.

Following are the major tasks to be addressed in the Sustainability Stage, in accordance
with the framework:

Component Sustainability Stage Tasks

Examine and refine vision
Develop systems for board evaluation and rotation
Plan for Chief Executive succession
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Standardize systems for increased control
Refina methodology
Develop and maintain parsonnel

Improve cost recovery

Improve repayment rates

Review financial viability projections
Expand donor base for non-credit activities
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Examine and Refine Vision

e of the key tasks of the Development Stage was to create a vision. Vision remains

portant in the Sustainability Stage, but now the results of the program must be exam-

din light of the vision, and the vision evaluated in light of the results. This task is

il to the long-term sustainability of an organization and if neglected, may lead to
jirable consequences.

w Vision is Lost
i the following example (o see what may result when this happens:

A Cautionary Tale

agine a small enterprise development organization started by visionary leadership whose
pal is to lift desperately poor people out of poverty, and enable them to support them-

ves and their families. In the Development Stage, vision propels this organization, The
tial staff join the organization because of a shared commitment to serving the poor. All

staff have the opportunity to develop personal relationships with the people they are
rving. Board Members visit projects and get excited by seeing the difference the program
kes in people’s lives. While operations may be a bit haphazard at times, excitement and

gy provide momentum to the organization.

ver time, the organization grows bigger. It hires more staff and standardizes its opera-

1S. The new personnel are hired more for technical competence than for commitment to
B vision, Staff positions become more defined and less flexible. Onginal staff members,
N0 once worked directly with the poor now find themselves managing other people
steay Some of them leave the organization, upset that they no longer have direct contact
#h the people they want to help. As staff become more numerous and more skilled, Board
mbers become less and less invalved in the organization, coming together only for
ard meetings that at one time took place monthly, but now only occur twice a year.

b8 original funders of the organization begin to decrease funding levels, requiring the
ganizaton 1o cover mare and more of its costs. The imperative 1o become financially

ghle seizes the organization. Staff and Board meetings become filleg with financial projec-
S and statistical summaries of results. The organization decides 1o make larger loans to
well-to-do clients, justifying this decision on the grounds that the income eamed

m these clients will subsidize the work with its real target group. As pressure for finan-
wiability increases, more and more of the portfolio goes to wealthier clients

(continued on page 78)




(continved from page 77)

In the midst of this process the Chief Executive decides to leave. She no longer finds the
work as motivating as she once did. The Board replaces her with a financial manager who
concentrates on the bottom line, After a few months on the job, he decides to rid the port-
folio of all of its high cost clients. He calculates the cost of generating and monitoring one
loan 2nd the minimum size of loan needed to cover those costs. He suspends all lending
below that level He succesds in making the program fully sélf-supporting, and is roundly
praised by the Board and donor agencies.

The Board holds a special ceremony to honor the achisvement of financial self-sufficiency,
At the ceremony one of the Board Members asks the Chief Executive what is happening in
the desperately poor community where the organization began its work. He is stunned

when the Chief Executive tells him that the organization can't atford to work in such hope-
less areas

Looking at a compass shows that if you make one hundred and eighty small misdirec-
tions of one degree you are going backwards. Organizations lose vision in the same
way, by making a series of small decisions that move the program only slightly off
course. Over time these small misdirections mount up, sending the organization in a
direction much different than what was originally intended.

The organization in the cautionary tale followed a pattern that is all too familiar to many
of us. It took many steps that are a necessary part of the Sustainability Stage. It stan-
dardized its procedures, increased the number and improved the capabilities of its staff,
projected its financial viability, and improved cost recovery, Yet in the process, it lost its
vision. Is it possible to attain sustainability without losing vision? If so, how is it done?

Maintaining Vision

Before modern navigational equipment, ships maintained their course by constantly
checking their position in relation to a fixed point, such as a star. An organization’s
vision must be that fixed point. The organization must continually measure its perfor-
mance in relation 1o that vision.

Becoming a sustainable organization and maintaining vision are not necessarily incom-
patible. Many organizations have developed sustainable sources of income that cover
all their costs without departing from their mission. These organizations have devel-
oped systems for measuring their activities and results against their vision.

The box on the following page gives a Checklist Jor Maintaining Vision. Organizations
should use it 10 see if their structures and systems promote the maintenance of vision. If
an organization does not score well on this checklist, it may want 1o adopt some of the
methods utilized by organizations that have successfully stayed on course. Here are
some of those methods:




Checklist 5. — Maintaining Vision

Can staft members at all levels state the vision of the organization?
Do new staff receive thorough training in the vision and mission of the organization?

Has the organization developed critical indicators of program impact? Have these
Indicators been Improving?

21 Does the organization spend as much time reviewing its impact on the target group
as it does reviewing financial projections?

3 Do the staff and Board ever take an extended period of time away from the organiza-
tion to reflect on the results of the program In relation to its vision?

Do Board Members have any contact with clients?

Do staff members other than loan officers have any contact with clients? Do they
know the impact of the program?

Would the original clients of the program still qualify? If not, why not?
Do clients have any role in shaping the methodology of the program?

Has the organization turned down any funding because donor requirements would
have caused them to stray from their vision?

1. Communicate the vision throughout the organization: The vision should be more
than a statement printed on the annual report. It should be known and under-
stood by every staff member. Organizations that maintain their course take time
to orient new staff members and reorient existing staff members to their vision
and mission.

2. ‘Tuke time for reflection: Many organizations hold staff and Board retreats 1o

reflect on the performance of the organization in light of its vision. Table 9 gives
an example of an agenda for one of these retreats.

3. Measure impact: To maintain vision, many organizations have developed key indi-

cators Lo assess whether or not their program is altaining its mission. These may
include percentage increases in client income., number of new jobs created, or
change in the health and well-being of the family. S-4, page 85, discusses the issue
of impact evaluation more directly.

4. Involve clients: The further staff and Board Members are removed from the
clients, the easier it is for them to lose the vision of the organization. Many

organizations overcome this by developing mechanisms for interaction between
clients and the staff and Board. These include:

* Having clients make presentations at Board meetings (ASSIST, Jamaica)

* Requiring that Board Members visit a certain number of clients esch vear
(TSP1 and its Partner Agencies in the Philippines)

* Holding celebrations that include dlients (ACUDE, Peru).



Table 9. — Board Retreal Agenda

BOARD RETREAT AGENDA
Saturday

Review of performance 1o date. | Refining tha vision
Have we accomplished Has our experience caused
our goals? us 10 change our vision or
Why or why not? to recommit ourselves to

the original vision?

SWOT Analysis: Sat objectives for the
strengths, weaknesses coming year
opportunities, threats

Dinner with Board
Membars and
spouses

SWOT Analysis continued

Beyond direct contact with the staff and Board, it is important that clients also have a
role in shaping the methodologies and goals of the organization that is serving them,
Credit unions and community banks address this by having clients manage programs.
Some organizations with voluntary Boards maintain places on the Board for successful
clients (ASPIRE, Dominican Republic). Others delegate responsibility for many
aspects of program operations to the clients themselves, such as screening loans and
making collections (Grameen Bank, Bangladesh; KMBI, Philippines; PRIDE, Kenya).



: &5 it became more profes-
na Board began 1o lose interest. This is a commaon occurrence as organizations

e from the Development 1o the Sustainability Stage. In the Development Stage the
rd is often heavily involved in determining the mission and vision of the Organiza-
jand establishing policies. A1 the Sustainability Stage the setup work is done, the

dtement of the startup is over, and the staff can function effectively with little Board
rsight. What is left for a Board 10 do?

ily. the Board continues to play a critical role at this stage. but often u less glam-
s one. Some of the key tasks of the Board at this stage are:

* Guarding the vision: The Board is the group ultimately responsible for main-

taining the vision of the organization. They must hold the staff sccountable for
achieving results in keeping with the mission of the organization, and they
must evaluate all new initiatives in light of the organization's vision.

Finuncial oversight: The Board is ultimately responsible for the financial
integrity of the organization. It must make sure that accurate and timely
reports are submitted on a regular basis. In many cases, the Board is also

responsible for retaining outside auditors to review the financial records and
controls of the organization.

Review of policies and procedures: The initial set of policies and procedures
drawn up in the Development Stage need to be updated 1o reflect the activi-
ties of the larger and more standardized arganization in the Sustainability
Stage. The Board must work with staff to develop these policies and procedures.

Fundraising: Board Members can work with the staff in raising funds for the
organization. Board Members can use their contacts with private sector busi-

nesses and/or government organizations to help secure funding and diversify
the funding base

tacts with other PDOs 1o help organize a

project that addresses many needs of
& community at the same time (e.g., credi

L, health, education and sanitation).

aintaining Board involvement and interest at this point requires a structure for
blaining maximum efficiency from Board input, a system of accountability for individ-

8l Board Member performance. and a method for reenergizing the Board with new
mbership.

Structure: Many organizations divide their Boards into commitiees so that Board
Members can focus their attention on arcas where they have the most expertise.
Common committees include finunce. credit (for reviewing larger loans), human
resources, fundraising and executive (for deciding Board level issues between Board



meetings). Committees can handle most of the short-term responsibilities of the
Board, requiring less frequent meetings of the full Board.

Accountability: Many organizations have found that they can aid Board perfor-
mance by establishing a minimum set of standards for Board Members, and evaluat-
ing Board Member performance against those standards. These standards must be
developed by the Board itself *

Rotation: One nonperforming Board Member can set the tone for the whole Board,
and diminish overall Board performance. On the other hand, Board Members who
get too involved can bum out over time and lose interest in the organization. The
Board needs a mechanism for removing nonperforming Board Members and lor
providing relief to high performers to avoid burnout Many Boards address this by
establishing a rotation system. A1 TSPI in the Philippines, Board Members are elect-
ed to 3-year terms. A Board Member may be elected for a second 3-year 1erm if he
or she has maintained Board performance standards. After two consecutive 3-year
terms, a Board Member is required to take a vear off from the Board. After the year
off, the Board Member can stand for election to another term.

" The Board of Directors Development Matrix | the Tools Secthm, page 193, provides » sample sclf-cvaiustion

format mncmhelpBOmehcndadd:on.m-(hnmdvunﬂm appropriste standards.



Plan for Chief Executive Succession

pther key responsibility of the Board is to hire the Chief Executive Officer and con-
an annual review of his or her performance. In the Cautionary Tale, the original

el Exccutive decided to leave the organization as it began to achieve sustainability,
occurs in many organizations because: a) the original Chief Executive is a visionary
lacks the management skills necessary to direct and lead a larger, more standard-
prganization; and/or b) the original Chief Executive is motivated by the challenge of
jrt-up, but has lintle interest in the more routine activities of a sustainable organization.

- Board must be aware of these dynamics and plan for them, The strategies the

ird adopts depend on the nature of the organization and the capabilities of the

jef Exccutive. The transition from visionary leadership 1o professionsl management
S not always require 4 change of Chief Executive. Some possible alternative

* Having the Chief Executive take management training courses at the organi-
zation's expense

* Hiring a Chief Operating Officer to work under the Chief Executive and han-
die the day-to-day operations of the organization.

the Chief Executive resigns or the Board decides he or she must be replaced, the

pard must carefully consider what skills and qualities they want in a new Executive
ector. They should rewrite the job description based on what the organization has
pome, and where they want it 1o go in the future (see Sample 5, page 84). Usually the
ard will want to hire a person with a demonstrated capability for managing a profes-
mally-run organization. However, the Board must also keep in mind that they want a
son committed to the vision and mission of the organization, otherwise they can end
iwith an efficient program that achieves little impact.”

mce the new Chief Executive is hired, the Board should provide him or her with a
prough background in the history of the arganization and its guiding principles. If the
W Chief Exccutive does not have extensive experience in small enterprise develop-

int, the Board would do well to locate workshops, seminars or courses that can give

& new Chief Executive background in this field. Sample 9, on pages 109-110, gives an

ample of a course of this type offered by the Center for Community Transformation
i the Philippines.

'Pa-aaummmmuuzn.ummmmmmrmcmumrm
ection, page 263




The Program Di

rector is

evaluates the day-toﬂay activities of program
with Board policies and guidefings,
2 Develops ang Implements Systems for monitori

formance ang program progress as it relates tp
goals angd objectives.

3. Develops and Maintains harmonigys working refationships with the Boarg,
public, and among staff.

ng and evaluating staff per-
achieving the organization’s

4. Develops ang implements plans and activities for p
community, business and governme

5. Assists the Board of Directors in initiating, planning and executing resource
mobilization activities, Including development of program support groups,
submission of proposals to donors, fundraiging activities and income-gener- |
ating projects.

| Qualitications:

1. Completion of Master's Degree (or equivaient)
university. An individual will be sought with a substan

ence (five years) in human resource development
staff, and program admini

rogram involvement with
Nt as directed by the Board

ould be Sensitive, mature and of s

ouna mind ang body to
the extent that thesa qualities can e measured




) Standardize Systems for Increased Control

he key objective in the Development Stage was 10 put systems in place that assured
sountability; in the Sustainability Stage, it is to solidify operational control. The chal-
jge in this stage is how to handle the growth of the institution’s operations as it moves
ward greater self-sufficiency, while at the same time achieve greater control over

grations by focusing attention on factors affecting its efficiency and cffectiveness.
checklist of the subtasks that need to be accomplished includes the following:

Evaluate impact

Improve program information system
Upgrade the accounting system and staff
: . Conduct more rigorous financial analysis
3. Compulterize the system

ate impact

{ this stage of an organization’s development it is critical to have a system for measur-
the impact of its program. In the Development Stage, program managers can see
psthand the impact the program has on its clients, As the program grows larger, man-
pers have less day-to-day contact with clients, and are no longer able to gauge impact
the same way. The organization needs to develop a system that will give program
anagers and the Board accurate information on the program’s impact.

is recommended that an organization establish performance indicators and conduct &
line survey in the Development Stage. During the Sustainability Stage, it is impor-

it to review the impact of the program according to these indicators and ask the fol-
ving questions:

* Do the indicators chosen provide the information needed 1o make decisions
about the program? Do they need to be changed or expanded?

* Is the information received from the program information system worth the
cffort needed 1o obtain it? Can the process be streamlined in any way and still
provide the essential information needed to make decisions?

* Has the impact been improving over time?

* Is there any correlation between changes in program methodologies, target
groups, lending locations, etc., and the impact of the program?




During this stage, the organization should also consider conducting more extensive
evaluations of the impact of the program on the quality of life of its clients. It would be
prohibitively expensive to do this with every client, so a sample is recommended. This
sample group should represent the makeup of the overall client population in key arcas
such as gender, location, and type and size of business. SEEP' Step By Step Guide
(Buzzard and Edgcomb 1987) gives a detailed description of how 1o choose indicators
and conduct surveys with this sample group,

This type of impact evaluation shows how client’s lives have changed after becoming
involved with the program. However, these changes may or may not be a result of the
program’s activities and may have occurred even if the clients had not become
involved. To determine what changes occurred as a result of the program requires a
control group. A control group is a collection of people who have not participated in
the program, but have the same characteristics as the sample group of program partici-
pants, Comparing the changes in the control group with the changes in the sample
group over time will show which results came about because of the program, and which
occurred because of other factors,

The box below describes an impact evaluation system using control groups, that was
developed by CARE for its Small Enterprise Development programs.

Sample 6. — CARE Impact Evaluation System

CARE believes that it is essential to look at the whole household economic picture to get
a true sense of the impact of any one activity. Concentrated at the lower end of the
income spectrum, many of CARE's program participants shift household resources
between multiple economic activities in very complex ways. For these households, eco-
nomic diversification is their nsk management strategy. In this context, business income
Is not a reliable proxy for household income because it does not capture the opportunity
cost of activities foregone.

To grappie with these measurement complexities, CARE is designing a comprehensive
evaluation system to track both business income and household economic assets. It con-
tains five models: a single product cost structure model; 2 multiple product cost struc-
ture model, a labor-based model; and two household surveys. Together they constitute a
menu of measurement options that can be adapted to varying levels of effort and invest-
ment in evaluation. All rely on memory recall, because in all but a handful of project envi-
ronments, records will aither be nonexistent or unreliable.

Of the two household surveys, one concentrates on the CARE-assisted activity specifical-
ly; the other is a comprenhensive household survey that measures key assets, investment
of time in a range of economic activities, and returns Still in the process of field testing
this survey, CARE confronts several issues, including quality of data and frequency of
collection. This survey is time intensive and complex It will need to be administared fre-
quently enough to get reliable recall but infraquently enough to ensure a manageable data
collection process (Frankel in NEXUS, June 1992).




srove program information systems

uring the Sustainable Stage, the organization reaches a much larger number of
ents. The information system should be upgraded to handle this increase in volume
id provide timely reports needed for managers 1o make decisions.

pcking this information may be relatively casy when the program is small, but it
somes more and more difficult as the number of clients increases. Organizations in
Sustainability Stage need 1o do two things: review the system designed in the firsi

jge to see if it is providing all the information required for management and impact
anitoring (see D-6, page 47); and computerize the system. This task will be discussed
ow. When these 1asks are done well, the system should be able to gencrate a variety
program reports, such as the samples for Microenterprise Lending Incorporated,
gnd in the boxes 5.1 through 5.5, pages 88-91.

addition to global reports such as these, the system should be designed to collect,
regate, and report information by cost center. Cost centers may be local offices of

& program, or specific program components. This cost center approach will allow
aluation of the contribution each arca of the institution is making toward its self-suf-
dency, efficiency, and effectiveness. This should be done in both the financial and pro-
m information systems.

ithe program information system, records are revised to incorporate items that identi-
the cost center, and if possible, the specific program officer servicing that particular
ient or loan. This information should not just be collected and summarized. It must be
d 1o assess the performance of each cost center and program office to identify how
ions can be improved. It should also be incorporated into the staff's performance
on system as a means for motivating better work.

. Upgrade the accounting system and staff

b single accountant or small accounting staff may no longer be capable of handling the
Ble and complexity of the institution’s financial operations. In this stage, it is time to
isider upgrading the financial staff by hiring an operations or financial manager who
ot only will supervise the accounting staff, but will also oversee upgrading and com-
iterization of the management information systems, introduction of the impact evalu-
tion system, and institution of more rigorous financial and statistical analysis.

the financial system needs to be upgraded 10 accommaodate sccounting by cost center
ind also by fund (known as fund accounting) if the institution is receiving funding from
fferent sources. If a cash basis for accounting was used in the Development Stage, a
ansition 10 an accrual basis will be required 1o more accurately reflect the financial
position of the organization. If reserve funds for loan losses and depreciation have not
gen set up, they will now be required.




4. Conduct more rigorous financial analyses

In the Development Stage, financial analysis focused on assessing performance as
reflected in the financial statements and the repayment and delinquency ratios of the
credit component. In this stage, the analysis must go a little farther,

First, it is important to look at profitability by cost center, assessing what impact each
cost center has on the overall profitability and self-sufficiency of the institution. This is
donc by reviewing the profit and loss statements for each cost center Second, it is more
important to look closely at the overall performance of the credit program using opera-
tional ratios related to costs and income. These ratios will give a complete picture of
how well the credit program is moving toward self-sufficiency. To illustrate this type of
analysis, the example of Microenterprise Lending Incorporated will be used. It's
Income and Expense Statement (Profit and Loss), Balance Sheet, Cash Flow
Statement, and Portfolio Information are provided here.

5.1 — Program Information

MICROENTERPRISE LENDING, INC.
Number of Loans Made 2,700 1
Valus of Loans Mads §1,350,000
Number of Loans Made to Women 1755 |
Value of Loans Made to Woman $607 500 L
Number of Loans to Groups 1,080 '
Value of Loans to Groups $540.000
Number of Jobs Created 1,800
Number of Training Sessians 30

Number of Participants 810 '
Number of On-Site Visits 5,400




MICROENTERPRISE LENDING, INC.
Assels, Liabilities & Fund Balance

Liabilities
10 Loans Payable
11 Other Liabilities

12 Total Liabilities

Fund Balance
13 Fund Batance Prior Yr.

14 Plus Retained Earnings
15 Current Fund Batance

16 Total Liabilities
and Fund Balance

$300.000

$150,000
$81,000
$231,000




5.3 — Income and Expense Statemen!

MICROENTERPRISE LENDING, INC.

INCOME EXPENSES
Income from Loan Fund Credit Program Expenses
17 Imerest on Loans $157 500 26 Salaries $30,000
18 Fees on Loans 27 Aent §7.500
19 Interest from Funds in Bank $7.500 2B Uulities $3,750
20 Total Income from Loan Fund  $165,000 29 Oftice Supplies $3.750
30 Transportation
Incame from Grants and Danations 31 Depreciation :%
21 Grants $50000 32 Other Operating Expenses  $1.875
22 Other Donations $0 33 Total Credit Program Ex 250
23 Total Donated Income $50,000 R
24 Other Income $0 Training Expenses
34 Salaries $10,000
25 TOTAL INCOME $215,000 35 Rent $2 500
36 Utilities $1.250
37 Office Supplies $1.250
38 Transportation $1875
39 Depreciation $1.250
40 Other Operating Expenses $625
41 Total Training Expenses $18.750
42 Total Operating Expenses $75,000
Financial Expenses
43 Intsrest Paid on Borrowed Funds  $50,000
Loan Loss Expenses
44 Loan Loss Provision $9.000
45 TOTAL EXPENSES $134,000
46 Gain (Loss) for Peniod $81.000
5.4 — Sources and Uses ol Funds
MICROENTERPRISE LENDING, INC.
Sources of Cash Uses of Cash
4T Interest Received $165,000 53 Operations $70,000
4B Principal Payments Recsived $1.323,000 54 Repayment of Borrowed Funds  $50,000
49 Grant Funds $50.000 55 (nterest Payments $50,000
50 Sale of Assats $0 56 Loans $1.350.000
51 Other $0 57 Other $0
52 Total Sources $1.538.000 58 Total Uses $1.520.000

59 Increase (Decrease) in Cash  $18,000




.5 — Porttolio Statistical Informalion

MICROENTERPRISE LENDING., INC.

60 Number of Loans Outstanding

Value of Loans Outstanding

2 Average Amount Outstanding (past yr.)

B3 Number of Loans In Arrears

B4 Value of Payments in Arrears

85 Value of Outstanding Balances of Loans in Arrears

ng Aepant Arrears % of Loans

‘ in Arrears (65)
' 30 Days Past Due 27,000 50%

B 60 Days Past Due 13,500 %%

§9 90 Days Past Due 10,800 20%
120 Days Past Dus 2,700 5%

1 Payments Expected I Past Month (Oue plus Past Due)
2 Payments Received In Past Month (Dus plus Past Dus)

5 Amount Past Due Rate
§ Portfolio at Risk Rats

% of Loans
Outstanding (81)

0%
24%
0.6%

$112,500
$106,875

s in the financial statements),

ixample 11 on page 92 shows the calculations of repayment, delinquency and loan loss
#tios, us introduced in the Development Stage. They present an initial understanding
o the performance of MLI. (Numbers in parentheses correspond to various numbered




EXAMPLE 11

MICROENTERPRISE LENDING, INC.
Repayment, Delinquency Default Performance

Formule 1 — Repayment Rate: Payments Recelved Last Moath
Payments Due + Past Dus Last Month
Exampte:

ML received $106,875 in loan repayments in the past month. In the same period, $112,500 In loan
repaymants cama due (including tha late partion of past dus loans) MLI's repayment rate is 85%.
(72) SIBBTS - 5%
(71) $112,500

Formula 2 — Arrears: Amount Past Due Rate: Princiga! Past Due
Amount Outstanding
ML! had $450,000 in loans
outstanding. It has $36.000 in payments that are more than one month
due Its delinquency rate is 5% "

(64) 38000 = 8%

(61) $450,000
Formula 3 — Arrears: Portfolio af Risk Rate: Outstanding Bai. of Leans wilh Payments Pas! Due

Amaount Outstanding

Eample:
mw&mumdm\mubnhmmmummm
equals 1

(65) §4000 = 12%

(61) $450,000
Formula 4 — Aging of Arrears:

Quistanding Bai. of Loans with Pmits. 31-60 days (61-90 stc.) Past Due

Amount Outstanding

Example:
ML! has broken down its past due loans Into the following categories:
Aging Report Amount % of Loans in Arroans % of Loans Outstanding
Past Due
3150 days (67) $27,000 50% 6.0%
61-90 dayn (68) $13,500 5% 0%
91-120 dayw (69) $10,800 0% 24%
120 days (70) $2,700 5% 0.6%

To calculats the % Arrears_ the denominator is the value of outstanding balances of loans in arraars, fine 65,

To Calculate the % of Portfolio, the denominator is the value of loans outstanding, line 61

The Aging Report gives a much fuller picture of the riskiness of the portiolio. The greater the proportion of

lcans in the kater catagories, the riskier the portfolio MLI's Aging Report shows its delinquencies are not as

mumuumonmmmnmmmmmumwmd
po

Formula 5 — Loan Loss Rate: Amount Dectared Nonreseveradle for Period
Average Outstandimg Balance for Period

ML suttered loan defaults totaling $9.000 over the past year, while its average value of loans outstanding
over the year was $430,000. ML! has 2 loan lost rate of 2%

(66) $000 = 2%
(62) $430,000




he Loan Loss Rate and several other formulas use the Average Amount Outstanding,
her than the current Amount Outstanding, as the denominator. The Average

tount Outstanding is used for all formulas that cover activities over more than one

i because it gives a more accurate picture of portfolio activity over the peniod.

a 6 (repeated): Average Amount Ouistanding

Total of the Outstanding Balances at the End of Each Month )
_wmmm_ML

& amount outstanding for MLI for sach month in the past year is given balow. MLI's Average
mount OQutstanding for the year is $430,000

Outstanding Balance at the end of
Janyary $380,000
February $380,000
March $390,000
April $400,000
May $440,000
June $420,000
July $440,000

August $450,000
September  $470,000
October $460,000
November $470,000
December $450,000

Total $5.160,000
Average Amount Outstanding (62) $430,000

p of Income and Expenses

Besides knowing the status of the portfolio, an organization must assess the extent to

hich its credit program is able to cover its costs with income camed by the portfolio,
10 do this, first determine what percenlage of expenses are covered with carned
kome. This percentage is known as the Self-sufficiency Rate,

la 11 — Operating Seit-Sufficiency Rate

Total Income from Loan Fund
Total Expenses




EXAMPLE 13

MLI earned Income from interest and fees of § 157,500, and from tate payments and bank interest
of § 7,500, giving it § 165,000 in Income from the Loan Fund (Income and Expenses Statement
lug 17-19). Its total expenses are $ 134,000. This gives it an Operating Self-sufficiency Rate of
123%.

{ncome from Loan Fund (20) §165.000 = 123%
Total Expenses (45) $134,000

Thus, MLI's oparating Incomes axcesds its expenses by 23%. would a microemsrprise pro-
mmmtommmmtmmnapmﬂt?%nnm. ¥

Although the MLI program seems more than self-sufficient when analyzed in this man-
ner, it is important to understand thar this approach captures only direct expenses.
There are other costs, such as inflation, which affect the long-term viability of the pro-
gram. To understand these costs and how they relate to income., use the formulas that
follow.

Costs — Three types of costs are incurred when delivering credit. First are operating
expenses. Second is the cost of capital, the amount that is paid for the money being
used. Third is the money lost through loan defaults. The formula for calculating the
loan loss rate is found in Example 11, Formula 5. Formulas for the other two rates are
given below.

Formula 12 — Operating Cost Rate

Credit Portion Only Cradit Program Expensas
Average Amount Qutstanding
All Operating Expenses
Average Amount Outstanding

EXAMPLE 14

ML} incurred expenses of $56.250 for its credit program (line 33 of the Incoms and Expense
Statement), and $75,000 for all of Its operations (line 43) This gives MLI an Expense Rate of 13%
for the credit portion of its program and 17% for lts total program.

Lradit Program Expenses (33) £56.250 = 13%
Average Amount Outstanding {62) $430,000

All Oparating Expenses (42) $75.000 = 7%
Average Amount Outstanding (62) $430,000




SUSTANABILIT)

13 — Cost of Capital and Devaluation

1. Cost of Capital
by Amount of Loan A x Interest Rate of Loan A +
Total Loan Fund
Amgunt of Loan § x Interest Rate of Loan B +
Total Loan Fund
Amount of Loan € x Interest Rate of Loan C +
Total Loan Fund
2. Cost of Capital and Devaluation

Donated Funds in Loan Fund  x bﬂum’ + Cost of Capital
Total Loan Fund

15

| operates In a country with 25% per year inflation and has a loan portfolio of $500.000, made
- um'.

(A) $200,000 ipan from the Regional Developmeant Bank at 15% intarest
(8) $100,000 loan from the Central Bank at 20% interest

(C) $200,000 in donated funds

($450.000 of these funds are lent out, $50,000 are in the bank)

of Capital: MLI's cost of capital is 10

(8) AmountofloanA x InterestRaeA = $200000 x 15 = 06
Total Loan Fund $500,000

hdsiact « wewiws - gD 2 2 . M
Total Cost of Capital




Combining the Operating Cost Rate, Cost of Capital and Devaluation, and Loan Loss
Rate gives the total costs of delivering credit expressed as a percentage of the average
loan portfolio.

Formula 14 — Portfolio Cost Rate

Operating Cost Rate + Cost of Capital and Devalustion  + Loan Loss Rate

EXAMPLE 18
MUI's Portfolio Cost Rate equals:
Operating Cost Rate = 1™ (Example 14)
Costof Capital & Deval = 20% (Example 15)
Loan Loss Rate = 2% {Example 11)
Portfolio Cost Rate 39%

Income — On the income side, the information system should generate the Portfolio
Yield Rate. This formula is given below:

Formuia 15 — Portfolio Yield Rate

Total Income from Loan Fund
Average Amount Outstanding

EXAMPLE 17

MLI earned § 165,000 In operating income (line 20 of the Income and Expense Statsment) last
year. Thig gives It a Portfolio Yield Rate of 38%.

Total income from Loan Fund (20) $165.000 = 38%
Average Amount Outstanding (62) $430,000

In this example, MLI's portfolio Cost Rate (including devaluation) totals 39% (from Example 16),
while its Portfolio Yield Rate totals 38%. This means that the program cannot quite cover all of its
costs out of earned income. When devaluation Is excluded, the Portfolio Cost Rate is reduced to
23%, meaning that the program can cover its operating costs, cost of capital (exciuding devalua-
tion) and loan losses, and make a large, but not sufficient, contribution to the costs of devaluation.

Table 10 gives the Portfolio Size, Operating Cost Rate, Average Cost of Capital, and
Portfolio Yield Rate for several different programs. In this table, the Operating Cost
Rate of programs with portfolios of over $500,000 ranges from 13% to 18%. For small-
er programs this ratio ranges from 20% to 35%. The Financial Management of Micro-
Credit Programs guidebook, published by ACCION says “Most programs with over
$300,000 in loans on the street should be able to work with a spread [the difference
between the Portfolio Yield Rate and the Avernge Cost of Capital] of between 18 and
30 percent a year. Programs with over a million dollars in loans should be able to work
within a spread of 12 to 24 percent a year (Christen 1990, page 48)."



10. — Comparison of Cost and Income Structures

Portfolio Operating  Cost of Portfolio Effective
Size (000s) CostRate  Capital Yield Rate  Interest Rate

Indonesia

$535040  130%  120% 301% 32.0%
NOF\)  Jamaica  $6250  170% 3% 225% 394%
ACEP  Senegal $2570  14.4% 0% 16.5% 28.0%
ADEMI  Dom Rep.  $2113  146%  185% 44.5% 74.0%
IDH Honduras $618  17.6% 1% 192% 255%
[AGESAL  EISahador  $201  236% 1% 20.0% 210%
FAPE  Guatemalz  $197  346% 0% 35 8% NA
‘Notes

1. Effective
. Charges.

‘2 Data for ACEP, IDH, AGESAL and FAPE Is from 1991, Data for BRI and NDF/J is from 1980,
Data for ADEMI is from 1889

Interest Rate is the rate of intarest paid by the client including all fees and additional

Computerize the system

th all this information o generate the obvious question is, should the information
tem be computerized? The answer s yes. For most organizations with 200 or more

ents it will be less costly, less time-consuming, and more accurate 10 have & comput-
rized information system.

ver, & few cautions are in order before computers are seen as the panacea for all
Bformation needs. First, computer systems are only as good as the information fed into
them; remember the rule “garbage in, garbage our” Second, the computer must process
e information in such a way that key variables are easily found and understood by pro-
ram decision makers. Third, there are still situations where it is impractical (o use a
smputer, such as remote areas without electricity, or countries with exorbitant duties on
omputer equipment and very low wage rates. While computers can speed the process

M generating program information, they are not essential to running a good small enter-
rise development program. Remember that most banks in the U.S, did not start com-
puterizing their systems until the 1960%. and they made a lot of loans before then.

Alfter deciding whether to computerize the information system, the next question is
Bow much of it to computerize. Not all functions in all locations need to be camied oul
bn the computer. This is especially true of organizations with widely scattered branch

iffices. These organizations may have centralized computer services that record written
nformation sent in by the branches.




The next decision is what type and how many computers to buy. A computer expert
should be consulted for advice on appropriate computers, monitors, printers and other
equipment necessary to meet the organization’s necds. Sample 7, — Computer
Configurations gives some ideas on hardware for a centralized credit program serving

1.000 dients. Programs with more dlients, or who computerize their branch offices, will
need to consider more equipment.

Sample 7. — Computer Configurations

Here are some minimum hardware considerations for a program with up 1o 1,000 clients.

Computer 1 — For Financial Reporting (Loan Portfolio Management and Accounting)

386 or 486 Computer with at least 80 megabyte hard disk or above
Monochrome Monitor

Wide Carriage (132 Column) Printer
Uninterruptable Power Supply

| Computer 2 — For Correspondence and Documents

386 Computer with at least 80 megabyte hard disk or above
Monochrome Monitor

80 Column Printar

Uninterruptable Power Supply

If funds are available and you plan on writing newsletters and designing forms on your com-
puter, here is an additional recommendation-

| Computer 3 — For Desklop Publishing
386 Computer with at lgast 80 megabyte hard disk or above
VGA Monitor

Laser or Bubble Jet Printer
Uninterruptable Power Supply

Software is the most critical element in a computerized information system.
Unfortunately, there are no off-the-shelf packages specifically designed for small enter-
prise credit programs. A number of agencies have developed their own software pack-
ages, but these are usually designed specifically for the methodology and systems of
that agency and are not applicable to other organizations. Organizations wanting 10
computerize their information systems are left with the following options:

1. mmwmmrmmmm—m organi-
zations utilize software designed for banks or large credit institutions. The advantage
Lo this is an immediately available program that has been tested and proven in the
marketplace. The disadvantages are the high cost (510,000 - $50,000) and having 1o
work around a program that is not specifically tailored to organizational needs.



Develop integrated software — Many organizations have hired software developers
1o write programs specifically designed for them. This results in an integrated pro-
gram that requires a minimum amount of input. However, it takes a long time to
write 4 program (often a year or more), and can be expensive (costs vary by country
and programmer, but often range from $5,000 to $15,000). There is also the possibili-
ty that software bugs may generate inaccurate data.

‘Adapt a program developed by another small enterprise development organization
Instead of developing its own program, an institution could adapt a program

, this option is not recommended unless: a) the methodology employed by the
‘buying organization and the one that developed the software are relatively similar;
b) the buying organization has access to the author of the program; and/or ¢) a local

‘ developer has reviewed the source code of the program and feels comfort-
#ble making corrections or alterations.

mmwwmmmamummmu

link it with other off-the-shelf packages — This solution is employed by some agen-
cies. Most often they develop their own portfolio management system and then inte-
grate it with a commercially available accounting package. This is cheaper and quick-
er than developing an integrated package. However, this system often requires dupli-
cation in the entry of information and thus is not as accurate as an integrated system
that only requires numbers to be entered once.



Refine Methodology

Some developing organizations expenment with different methodologies in order to find
out what works best for their clients. Others start with a well-defined methodology and
adapt it as they see how clients respond. In either case, information gained from experi-
ence, combined with growing numbers of clients and increasing cost consciousness, cause
organizations (o revisit and refine their methodology in the Sustainability Stage.

ADEMLI, in the Dominican Republic, provides an example of this process. When
ADEMI began in 1983 it provided both solidarity group loans and individual loans to
clients, with the bulk of its lending going to fund the working capital needs of traders in
solidarity groups. ADEMI experience showed that it had a greater impact on income
generation and employment creation through individual loans to slightly larger

microenterprises, It also found these to be less costly to generate, since they did not
require a group formation process. ADEMI began to phase out its solidarity group pro=
gram, so that by 1987 it was making only individual loans.

Institucion de Desarrollo Hondurefio, in Honduras, is an example of an organization
that made the transition in an opposite direction. IDH began in 1979, making large
fixed asset loans to individual businesses. Expansion caused it to move downward,

making smaller loans o poorer clients for shorter terms. However, it found that the
tems it had developed for making large fixed asset loans were too expensive and time
consuming for the smaller, shorter-term loans. It revamped its structure, creating three
distinct lending levels. For its poorest clients IDH organizes and lends to community
banks. At the middle-level IDH lends to solidarity groups. For larger businesses [DH
continues to make individual loans. Successful clients at one level graduate up to the
next. With this system IDH has matched the cost of processing and monitoring a loan
with the income received from that loan.

Though IDH and ADEMI made different decisions about how they refined their
methodology, both improved their financial viability and their ability to achieve their
mission through these changes. Both cover all their operating expenses with interest
and fee income.

Standardize and Simplify

Developing organizations can afford to be flexible. If a credit-providing organization
processes 20 loans per month, each one can receive the attention of senior manage
and any special treatment that may be required. However, when an organization
processes hundreds of loans per month, senior management no longer has time to give
this much attention to each loan. In addition, as growth occurs, the number of people
processing loans increases. These people need clear guidelines for approving loans. As
4 result, the organization develops a standardized lending methodology.



pme of the policies organizations must adopt to standardize their lending procedures

« Business activities supported — manufacturing, trade, services, agriculture,
transport, etc.

o Types of loans given — working capital and/or fixed assets

o Type of collateral/guarantee accepted — assets, group guarantees, guarantors
and/or character references

o Maximum and minimum amount of first loan — this may vary by the type of
guarantee offered

¢ Maximum amount of subsequent loans

A

* Maximum and minimum loan terms — this may vary by loan type (working
capital vs. fixed asset) and business activity (trading vs. agriculture).

pee these policies are set the organization can simplify its loan processing system so
8t it clicits only the information necessary for making a decision on loan approval.

K in Indonesia, whose average loan size is $50, uses a half-page loan application

m. ACEP in Senegal, whose average loan size is almost $3,000, has s more extensive
stem for approving loans, but it is based on clear criteria so that a loan officer can
adily determine if the applicant qualifies,

porder to decide where procedures may need simplifying, it is necessary 1o make a
jprough review of the amount of time it takes to process and monitor a loan. The
lowing steps describe a Loan Processing Audit. Table 11, on page 103, gives an

of # chart that can be used w display the information obtained from the Loan
pcessing Audit.

1 Make a list or develop a flow chart of all of the steps involved in making a
loan, starting with the initial inquiry by a prospective client through to loan
approval, check disbursement, monitoring and collections.

Calculate how long it should take for a loan application to go from one step to

the next. Using samples of approved loan applications, determine the actual
time it takes from initial inquiry to approval

Determine how many prospective clients are involved at cach step in order 1o
yicld one approved loan. For example, for every six inquiries, four clients may
actually apply, three of these will complete all the documentation require-
ment, two may be recommended by the staff, and one approved by the credit
committee. (This is an example of & very inefficient system.)

Determine how much staff time is involved at each step in the process, includ-
ing the time spent on unsuccessful applicants. Don forgel the time spent in
transportation to and from site and monitoring visits. In the example above,
four clients applied for every one that was approved. If it takes a loan officer
one hour to assist a prospective client to complete the application form, then
the loan officer must spend four hours assisting clients to complete their appli-

cation forms for every one client that receives a loan.
m
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Step 5 Highlight those areas of the process that 1ake the most staff time.

Step 6  Brainstorm with the staff ways to reduce the amount of time required by staff
in those critical areas.

The following list of questions may be helpful during the brainstorming time:
Checklist 6. — Simplitying Procedures

=} How can we cut down on the number of people we deal with who do not end up with
loans?

- What steps can we carry out with prospective clients in groups rather than as
individuals?

O Do we need all the information we are gathering?
3 Can we delegate some of the steps to the prospective clients?

O How can we cut down the amount of time spent on nonproductive activities such as
transport to and from business sites?

3 Can we cut down on the number of people needed to approve loans?

< How can we encourage our good clients to borrow from us more often (repeat loans
to good clients should take far less processing time than first time loans)?

Note that other types of program interventions also require standardization and simpll
fication. Training institutions, for example, need to set policies regarding client charac-
teristics, recruitment and screening, fees, expected roles and responsibilities, training

sequence, materials, and follow-up technical assistance. The loan processing audit can
be adapted to analyze the methodology's sequence, from inquiry through follow-up, to
determine whether inefficiencies can be reduced.



MICROENTERPRISE LENDING, INC.

Screening Approval Disbursement Monitoring
Activities 1. Explain policies 1. Visit site 1. Stalt approval 1. Write out check | 1. Callect
2. Director payments
2. Verity loan approval 2. Client recolves

callateral and/ 3. Crodnt
of guarantor committee

3. Check character | 4
roferances

training prior to | 2. Vi
recenving check

1 day/month

Client (in hours)

Avp. visit = 45 mins.
Avg. loan recenes
6 visits

Par successful
loan applicant

4.5 hrs. In visity/
client/loan

Client time including

| transportation
{m hours)

' This shows how many times the stalf perform various tasks in order 10 generate one approved loan In this example, for avery six inquiries, four people complete applications
All four applicants are screenod, but only two move ahead in the approval process, Depending on the size of the loan, I is approved sither by the Executive Director, the Credit
gﬂfgggassgtggaifliszgl

3 hrs. por paymant

made at office

1 hour per monitoring

visit
Avg. 24 hours per loan




growth in number of clients. It becomes costly and time consuming for staff to trave)
long distances, or for clients 1o come (o & central location to complete applications,

make loan payments, or receive training. This often limits the number of clients and
adversely affects repayment rates,

For these reasons many orga
Sustainability Stage, Sample
tralized their operations.

nizations decentralize their structure during the
& gives examples of how three organizations have decen-

In all three organizations decentralization entailed:

* Developing standardized guideli
followed by each branch office

* Delegating most or all authority to the branch office for making loan approval
decisions within the standardized guidelines

* Maintaining a centralized information
performance of cach branch office.

nes for loan processing and approval to be

system that gives timely reports on the

With these steps, decentralized organizations are able

10 operate branch offices as
semi-

autonomous units that are still accountable on a regular basis to the head office.

Sample 8. — Models of Decentralization

ADEMI The Asociacion para el Desarrollo de Microempresea, located in Santo Domingo,
Dominican Republic, began Operations In 1983. From the beginning ADEMI aimed to cre-
ate jobs and increase Incomes in the informal sector by providing credit to microenter-

prises. From 1983 until the end of 1981, ADEM! made 36,377 loans for a total value of
| $20 million.

ADEMI divides its organization into three geographic regions. An Operations Manager
Oversees each region and supervises the activities of a Regional Coordinator and several
Loan Advisers. The three Operations Managers report to the Executive Director, as do the
Finance Manager and the Manager of Planning. This organizational structure, adopted in
1887, delegates considerable responsibility to the Loan Advisers, Qiving them maore
authority in selecting and approving loans. Each Loan Adviser processes 15 loans per
month. The average adviser's portfolio consists of 90 to 140 borrowers and US $30.000
I loans. In 1889 ADEMI had 3 staff of 96, 70 of whom were figid officars.




'NDF/J The National Development Foundation of Jamaica was founded in 1981. NDFAJ
defines its mission as promoting the growth of the small enterprise sector through the
pvision of nontraditional credit, training and technical services. NDF/J began lending in
gston and has branched out into other urban and rural areas of Jamaica. From 1981
10 1990 NDF/J made 3,361 loans totaling US $6.7 million

INDF/J operates trom a head office, four branch offices and six subbiranches. All lending
activity takes place in the branch and subbranch offices. The head office carries out
dministrative, fundraising, publicity and financial functions, NDF/J operates two distinct |
givisions, Banking Operations and Technical Services and Training. The Banking |
Operations cover loan approval, disbursement and collection, while Technical Services

and Training provides training and other support services to the Banking Operations |
fivision and its clients. |

NOF/J Field Officers make loan appraisals and present loans for approval. Business |
sounselors provide ongoing monitoning of the loans and consulting 1o the borrowers.
{0an approvals may be made by the Branch Manager, Operations Manager, Executive :
or and/or Credit Committee of the Board, depending on the size of the loan.

B6. The program was established to provide commercial loans to small and medium
ed Senegalese businesses. Since 1986 ACEP has made 2,142 loans totaling $7.8 mil-
n to 1,710 different businesses.

EP  The Agence de Crédit Pour I'Entreprise Privée began operations in Senegal in }

, Louga, Thies and Dakar) and employs 26 professionals. Branch offices generally
gntain only one employee operating from a store front office. Branch Managers produce

# loan applications, monitor client enterprises and follow-up on late paying clients, On
erage each Branch Manager generates US $280.000 in loans each year ang maintains a
rtfolio of 100 clients The Regional Manager supervises the activities of the branches in ‘
i or her region, The Regional Manager will review the loan applications and check the

& presented in the appiication forms. Each regional office contains a Cashier’s office )
here clients make their loan payments. In cases where branch offices are located far

bm the regional offices Branch Mangers may also serve as cashiers

JEF maintains a Legal Department which checks and registers collateral and takes any
ssary legal action against clients who have defaulted on their loans. An Accounting
fice, located at ACEP's headquarters in Dakar, performs all accounting functions based
ifepons submitted by the branch and regional offices. An Audit Unit conducts periodic
BCks on the financial reporting provided by the Branch and Regional offices (Reed and
us 1092). :

CEP developed a network of fourteen branch offices located in five regions (Kaolack, ‘
!
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Develop and Maintain Personnel

One key indicator of a sustainable Organization is that it is able 1o attract and maintain
the personnel required to perform all of the roles within the organization. A commitied
core staff can carry an organization through the Development Stage. However, as the
organization grows 1o the point of sustainability it will need to recruit more technically
skilled staff, provide these siaff members with appropriate training for their positions,
and consistently improve the performance of the staff through appropriate systems of
compensation, evaluation and promotion. There has been much written on the subject
of human resource management that will not be repeated here. Instead, the focus will

pc on two issues of particular importance to small enterprise development organiza-
tions in the Sustainability Stage — compensation and training.

Compensation

Pay Scales: The first question most small enterprise development organizations face in
the area of compensation is whether they should pay salaries based on market rates.
Some organizations believe that all workers should receive pay equivalent to what the:
would receive working in & similar position for a private company. Others use lower

pay scales as a screening device 1o sift out people who are motivated solely by money.

The trend for many organizations is to pay less than market rates during the
Development Stage. and gradually increase pay scales until they come reasonably close
to market rates during the Sustainability Stage. Several factors account for this trend.
First, as the organization grows it requires people with more specialized skills (finance
managers, fundraisers, trainers) and finds it must compete in the business markeiplace i
attract people with these skills. I it pays markel rates to attract these people it will also
need to pay market rates for other positions within the organization, or cause dissension
within the staff. Second, often the majority of staff members in the Development Stage
are quite young By the time the organization reaches the Sustainability Stage, many of
these staff have married. had children, and have greater financial requirements than
before. The organization finds it has to pay higher rates in order to keep these people
from taking other higher-paying jobs. Third, as personnel grow in experience they
increase their skill and value 10 other organizations. The small enterprise development
organization finds it has to pay competitive salaries in order to retain its personnel.

This problem often causes much distress 1o small enterprise development organization
They hire someone with relatively few skills and teach her to become & loan officer. She
learns her job well and after two years is hired away by a bank at a salary twice that pro
vided by the organization. Some small enterprise development organizations complain
that at times they think they are running bank management training schools. The only
way to maintain these skilled personnel is to pay salaries that are close to, if not equal «
those paid by the private sector. This has negative consequences on the financial viabilit
in the short term, but the positive long-term benefits that come from lower Lraining cost
and better performance from skilled personncl usually outweigh these short-term cost




: also be understood that market rates for credit and financial officers vary

tly by country, and in different types of locations within a country (capital city vs.
rea). In rural Indonesia. some credit officers in major commercial institutions
jess than $100 per month. The same position in Harare, Zimbabwe may eam five
as much. Organizations need 1o develop & lending methodology that allows them
gcome sustainable within the pay scales established by the local marketplace.

Pay: Small enterprise development organizations differ in their views of

her or not to provide incentive payments or bonuses to key personnel, especially
officers. The trend in this area is similar to that in the arca of market-based pay —
¥y organizations institute incentive pay schemes for loan officers as they reach the
pinability Stage. The reasons for this are: 1) with a large number of loan officers
rganization needs a means o motivate all of them to support the goal and mission
& organization; 2) with loan officers receiving more delegated authority, many
nizations want them to gain the rewards of good decisions and suffer the conse-

)es of bad ones; 3) with a few years of experience the organization is better able to
Fmine basic standards of performance for loan officers; and 4) with increasing

ition to financial viability, organizations want to encourage loan officers to manage
1 portfolios effectively.

Drganization wanis to implement an incentive pay system, here are a few guide-
L0 follow:

® The amount of the incentive payment should make up a significant portion of
the recipient’s total salary. In the organizations we have reviewed, this ranges
from 10% to 50% of total pay.

* The person receiving the incentive pay should have substantial influence over
the results for which the bonus is paid.

* Incentive payments should help to focus the attention of the recipients on the
key goal(s) of the organization.

* Incentive payments should be based on no more than three key criteria,

* The incentive payment system should be easily understood by the recipients.
They should be able to calculate on their own how much they will receive in
incentive pay.

* Incentive payments should be made frequently. Monthly or quarterly pay-
ments have much more motivational impact than annual payments.

* The incentive pay system should be cost effective for the organization. It's no
use paying a bonus to a loan officer for increasing the size of her portfolio if
the cost of the bonus is more than the cost of hiring an additional loan officer.

st common indicators used as a basis for incentive systems are number (or

jpunt) of new loans generated, total size of the portfolio managed by the loan officer,
repayment rates. Some organizations try to simplify the incentive pay by basing it

one key indicator that incorporates all three of these activities (new loans, size of
tiolio and repayment rates). One organization makes monthly incentive payments

S loan officers equal to a set percentage of total principal repayments made in a
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given month by that loan officer's clients. To increase his incentive pay. a loan officer

needs to generate new loans 1o increase the size of his portfolio, and make sure that
these clients pay back on time.

Many organizations also incorporate special indicators in an incentive scheme that

reflect other goals of the organization. The most common of these are bonuses for the
number of loans made 1o women.

nizations it probably is not even the chief source of motivation. Some other ways that
organizations can encourage and reward outstanding performance by employees are:

* Increasing authority for employees reaching specified levels of performance
* Having a clear promotion lndder for outstanding employees

* Basing training opportunities on achieving specified levels of performance
* Recognizing outstanding performance with awards
* Maintaining an enjoyable working environment

* Conducting regular evaluations of employee performance that recognize
performance and review areas of weakness

* Keeping all employees, especially those who are not loan officers, aware of
the impact the program is having on the lives of individual clients.

Training

With an increasing number of employees, the organization in the Sustainability Stage
needs 10 develop a means of training new people coming into the organization, and
upgrading the skills of existing employees. Every new employee needs to receive t
ing on the history, vision. mission and ethos of the organization. Existing employees

may also need refresher courses in these topics. This is ane way the arganization can
protect against the loss of vision.

New employees, or existing employees changing positions, will need training in the
cific task 1o be carried out in their new position. In the Development Stage, this could
be done by having new staff work closely for a period of time with a person serving
same function. As the number of new staff grows, many organizations develop more
formal training systems. At least three different approaches have been tried:



tlop a strong internal program — BRAC, in Bangladesh, has over 2,500 employ-
§ and has established its own training department (o handle the training needs of
and existing employees. New managers in BRACYS credit program receive a
p-week introduction to BRACS development model, supervised field work, and
mining modules covering the topics of group organization, leadership development
d communication. Each module lasts approximately a week, and the course is
heduled over a six-month period ™

oll: e with a local training institute — The Malawi Union of Savings and

dit Cooperatives (MUSCCO) — whose membership, assets, share savings, and
ins more than doubled between 1986 and 1989, and whose five-year plan targeted
other doubling to 35,000 members by 1995 — found that a critical limitation to
pansion was the availability of full-time, well-trained managers for the larger, local
pietics. It developed a “Certificate in Management™ course, in conjunction with
:Malawi College of Accountancy, which is delivered on an ongoing basis for

SCCO managers and others.

iin with other organizations to form regional training centers — There are two
gmples, the Centro Accion in Colombia, and the Center for Community
asformation in the Philippines. Each is described in the following boxes.

9. — Regional Training Centers

fly In 1991, ACCION International and its affiliate network in Latin America opened the
p Accion in Santafe de Bogota, Colombia. This regional center offers a wide range of
es to ACCHON's partners including training, technical assistance, materials develop-
program exchanges, conferences, research, documentation and dissemination. The
itro will be able to expand the fraquency and diversity of support for ACCION's affiliates.

need for the Centro is linked to ACCION's program to significantly expand its opera-

s throughout the region. As a result of this drive, many affiliates face reorganization
Stitutional structures and systems, doubling and tripling their staffs, the need to

prove staff skills at all levels, and In some cases, full transformation into a different

# of organization. In the context of a growing network, which itself has adopted a

on of dramatic growth, training and technical assistance needs to be more frequent.

@ accessible and more responsive. This is the Centro's mandate.

Job of the Centro is to coordinate and conduct 2 broad range of activities throughout
fegion, rather than operate a physical training facility. Training and technical assis-

Be will be offered on a fee-basis for both ACCION affiliates and organizations outside
NeTwork

fmore information, contact Centro Accion, Carrera 34 N. 91-23, Piso 2, Santafe de
gota, D.C., Colombia.

or detalied luformation oo how BRAC designed this tralning program and (1s contents, see Calbetine Lovell,
L (B): Management Development Program™ in Masn, Grindle sod Shipton 1989, and *BRAC (B)
it Development Program Owtcome Note ™ in Mann, Grindle and Sandess, 1990,
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Center for Community Transformation
The Center for Community Transformation (CCT) was founced in 1988 to provide training and
technical assistance 1o the growing number of Opportunity Intemational partnar agencies in the
Philippines, Srf Lanka, Pakistan_ and India

CCT's role within the Opportunity netwark is to address urgent institutional development needs
such as 1) transiating vision into concrete action plans, and 2) resource development. Exacutive
Director Training Courses, which focus on these areas, Inciude the following

I, Wicro mmm(ﬂmmmbwgnnom)
A Framework for MEA Programs

8. Planning ang Designing an MEA Program

1. Formulation of lending policy guidelines

2. Identitying target beneficianes

3. Collection schemes and mechanisms

4. Asset build-up and management

5. Loan portfolio management

6. Benefit Monitoring and Impact Evaluation
C. implications ang Support Systems

Il. Micro Enterprise Assistance Program Management (12 Days)

A Overview of Development initiatives and Trends
8. Framework for MEA Programs
C. MEA Program Planning and Managemant
D.MEA Program Skills Bullding

1. Project and Beneficiary Assessmeant

2. Monitoring and Evaluation

3. Provision of Technical Assistance

4. Consultancy and Training

lIl. Alternative Financing Strategies (6 Days)
A Overview on Development Finance

B Alternative Financing Strategiss

C Techniques to Financial Autonomy

D. Financial Managemant

All courses Include field exposure to existing MEA programs

| CCT spends approximately haif of its time serving the 15 Oppartunity partners in the region, and
the other half on outside consulting, primarily with PDOs. While It specializes n enterprise devel-
Opment. it does have 2 broader mandate to strengthen PDOs ganerally. The center is particularly

interestad In increasing the affectiveness of religiously-affiliated PDOs who lack 2 technical assis-
tance counterpart

For more information, contact Center for Community Transformation, Dona Milagros Building,
722 Shaw Boulevard, Mandaluyong, Philippines.
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SUSTAINABILITY

Improve Cost Recovery

he end of the Sustainability Stage. a small enterprise development organization

ld have sufficient sources of reliable income to cover all of its ope rating costs. This
me includes both eamed income and grants from donors with a long-term commit-
t 10 the organization. For microenterprise credit programs, income eamed from

8t charges and fees should equal or exceed the costs of delivering credit. To

e this: 1) Adjust the interest and fee structure until it generates enough income to
i all costs; and 2) Maintain high rates of loan repayment.

g and Evaluaring Interest Rates

Mishing an appropriate interest and fee structure involves the following three key
(1) calculate the cost of delivering credit; (2) establish an interest and fee struc-
sand (3) review and revise costs and interest rates.

Calculate Costs: S-5 showed how 10 calculate the Portfolio Cost Rate of &
credit organization. The Portfolio Cost Rate of MLI was 39%

Setting the Interest and Fee Structure: Once costs are known, establish an
interest and fee structure that will provide income that exceeds those costs.
This involves two steps: a) adjust the Portfolio Cost Rate 10 take into account
the effects of idle cash and late repayments; and b) set interest and feesina

way that achieves an effective interest rate that is greater than the adjusted
Portfolio Cost Rate.

8. Adjusting the Portfolio Cost Rate: 1f all loan funds were lent out to clients at
all times, and everyone paid their loans on time, then an organization would
only need to charge an interest rate equal to the portfolio cost rate in order
1o cover its costs. However, reality usually plays havoc with such simple cal-
culations. When funds available for loans sit in the bank instead of being
lent to clients, the organization loses money. The amount it loses is equal to
the difference between what the bank pays for funds on deposit, and what
would be received from clients in interest and fees if those fusnds had been

lent out. The following formulas will make a rough adjustment of the port-
folio cost rate to account for idle funds.

Formula 16 — Percentage of Idie Funds

Loan Funds on Daposit at Bank
Total Loan Funds

Formula 17 — Foregone income Rate

Interest Paid by Bank
Portfelio Yield Rate

m
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Formuta 18 — Adjustment to the Portfollo Cost Rate for Idle Funds
Portfolio Cost Rate

1-Mdunm:mmm;

EXAMPLE 18

MUMM.@MWWWO’MS&MM&!MM The bank pays
interest on these funds. In Example ummmmmmm:mmma
m.-mmaunmmmmmmmnmmmmum.m
1. ML! has 10% of fts funds idle.

30000 = 10%
Tomal Loan Fynds $500,000
2 MmeMdmm.itwuwumummwnuwwmmm
Interast Paid by Bank 15% = 39%
Portfalio Yield Rate 38%
3 Mmahconlmmmmnm«%nmnbrmmmdm

Porttoio Cost Rate 39 =41%
T-{% lale Funds X Foregone Inc. Rate) 1-{ 10 X 39)

Late loan repayments also reduce the amount of income an organization
in any one period. The effects of late payments are calculated by dividing
Portfolio Cost Rate (after adjusting for idle cash) by the repayment rate,

Formula n—mmmmmucmmmmhmu

Parttolio Cost Rate (afer adjusting for Idle funds)
Rate

EXAMPLE 19

Examples 1 and 18 have given us the Repayment Rate and Adjustment of the Portiolia

CNIMMIO%WWM}WMMMWWMMLIIHMW
lotals 43%.

Adwsted Porttolio Cost Rate A1 - 43%

Repayment Rate 95

b. Sering the Interest and Fee Structure: The Adjusted Portfolio Cost rate,
percent return MLI needs per loan to cover all its costs, has been determi
10 be 43%. 43% then becomes the Eifective Rate of Interest MLI must
charge. However, for many reasons, it may not be able to charge this rate,
may find that the government imposes interest rate ceilings that are
than the amount it needs to charge. Or it may find that the prevailing no:
interest rates charged by banks are much lower than what it will need to

and it would not be politically wise to charge much more than the banks.

In such situations an organization may want to charge a low nominal in
est rate and earn the remaining income through fees charged to the clienté
Fees can take several forms, including fees for application, processing,




SUSTAINARILITY

monitoring and training. The amount of income an organization eams
through fees depends both on the amount charged. and the average loan
term. If the average loan term is three months, then in one vear the organi-
zation can eam lees three time from the same amount of money. If, howev-
er, the average loan term is 12 months, then the organization receives fees
only once. Fees increase the cffective interest rate paid by clients. Formula
20 provides the means for calculating the amount of fees that need to be
charged in order to earn an effective interest rate

Formula 20 — Calculating Fees to Earn Effective Interest Rates

Fee Rate Required x Average Loan Amount x Loan Term
12

EXAMPLE 20

MLI's average loan siza is $500 and its average loan term is four months. It has decided
Its nominal interest rate must be 25%, since that Is the nominal rate charged by most
banks in the country. Therefore, the Fee Rate required to earn an Effective Rate of 43%

18 18%.
1. Fee Rate Required
Effactive Interest Rate — Nominal Intérest Rats
43% - 25% = 16%
2 Fee Amount

mmon.uum:oummmmmmm.nuymmmnmm
muawmammammnwmmqmum»
mmtnsmmmmsdﬂnmmm.mmmmmnlmumam:mm.
the funds get lent and the fees get charged three times a year. This means MLI eams
1udmmummnmmmmammamalm.

Reviewing and Revising Costs and Interest Rates: Once an interest and fee struc-
ture has been established, it needs to be reviewed regularly to determine if the
assumptions made when establishing the structure are still valid, If the costs, the
rate of inflation, the amount paid on borrowed funds, or the percentage of loan
funds sitting idle change significantly, interest rates need 1o be recalculated.

One important note of caution on these calculations: The examples have
shown how to calculate an interest rate that can cover an institution’s costs.
However, that does not mean that this is an appropriate rate to charge clients.
An inefficient program should not pass on the costs of its inefficiency 1o its
clients. The challenge is to continually strive to find ways (o reduce costs with-
out reducing performance. In this way an organization can charge the lowest
possible interest rate to clients, while still covering costs.
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Improve Repayment Rates

One of the easiest tasks in the world is disbursing money. One of the most difficult is
getting people to pay it back. It does not matter much if the interest rate is set at a

which will thearetically cover costs if no one pays back the money they borrowed. Fors
program (0 be sustainable, it must have established systems for encouraging on-time
repayment of loans and collecting from those who are reluctant to pay.

The discussion of setting interest rates in the previous section demonstrated the costs
!mc payments and defaulted loans. When a person pays late the organization forgoes
interest income on the money they have lent out and is delayed in relending those
funds, meaning less fee income. When someone defaults on a loan, this results in a
direct cost to the organization in order to replenish the loan fund.

Organizations wanting to improve their repayment rates need to:

* Utilize 4 management information system thar highlights potential repay
problem areas;

* Develop a credit methodology that encourages on-time payments, and
* Establish an organizational culture that does not tolerate late payments.

1. Utilize a Management Information System: This point was covered under D-6,
47 and S4, page 8S.

2. Organizational Culture: The largest determinant of repayment rates for a microen-
terprise credit program is the attitude of the organization to late payments. Pancho
Otero, Director of Banco Solidario (BancoSol) in Bolivia, says that in order to
achieve good repayment rates an organization needs 10 create an institutional cul-
ture in which late payments are simply unacceptable. This organizational philos
must be communicated to all clients before they receive their loan and must be
forced with each subsequent encounter with the client.

3. Credit Methodology: In the Development Stage, a system should have been estab-
lished for screening loan applicants to find those who are most trustworthy. If an
organization in the Sustainability Stage still faces problems of late payments or
defaults, it may be due to a faulty screening system, or because the credit meth
ogy does not encourage prompt repayment.

Organizations facing problems of high rates of arrears or default should examine two
aspects of their credit methodology. One is whether the terms and interest rate of the
loan are set in such a way thai the client can reasonably expect (o pay back within the
prescribed time period. A client receiving a two-month loan to plant crops that have
six-month growing cycle will not be able to repay the loan on time. Similarly, a client
who receives a four-month loan 10 purchase a machine that takes twelve months to
for itself will have difficulty meeting the repayment schedule. In general, the length
term a client receives on a loan has much more of an impact on his or her ability to
repay than the interest rate charged on the loan



organizations should examine whether their credit methodology provides prop-
for paying loans on time. Clients can quickly calculate the financial and non-
| costs of repaying a loan on time and compare these with the costs of making late
{or no payments at sll). If clients perceive that it is in their best interest 1o pay

the organization will have a high arrears rate. The organization needs to apply a
plogy that provides more benefits (and less costs) 1o those who pay on time.
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Review Financial Viability Projections

When an organization is in the Sustainability Stage, it has a few years of experience
a more standardized program. It knows what it costs to run its small enterprise devel-
opment program and what sort of income it can expect 1o receive for services. Now is
the time to recalculate its financial viability to determine if the program, as imple
ed, will be able to meet its goals for financial self-sufficiency.

Earlicr, the interest and fee structure needed o cover the costs of delivering credit
were calculated. But suppose an organization did not want to change its interest and
fee structure, but instead wanted to calculate how big & loan fund would be needed 10

cover costs, given the current program design. The following steps provide a means fi
making a rough calculation of a breakeven loan fund size.

Step1 Determine the fixed costs: Fixed costs are all those costs that do not change
no matter what the volume of lending. They usually include the salary of the
Chicl Executive Officer, rent, and some base level of office expenses.
Step2 Determine the Variable Cost Rate
Formula 21 — Variable Cost Rate

Total Costs - Fixed Costs
Average Amount Outstanding

The Variable Cost Rate needs to account for the loss of value of donated
funds due to inflation. The Total Cost, therefore, includes total operating

expenses plus financial expenses plus the total amount of grants and dona-
tions, times the inflation rate.

Step3 Determine the Contribution to Overhead Rate
Formula 22 — Overhead Contribution Rate
Portfollo Yield Rate - Variable Cost Rate

[fthe portfolio yield rate is not greater than the variable cost rate, no a
of growth in the portfolio will enable the program to cover its costs.

Step4  Determine the Size of Portfolio Needed
Formula 23 — Breakeven Portfolio Size

Fixed Costs
Overhead Contribution Rate

These calculations give a rather rough approximation of the size of loan
needed. They assume that the relationship between costs and loan portfolio
size will stay the same while the fund grows to its needed size.
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fas decided that it cannot change its interest rate, but needs 10 break even by increasing the
ts loan fund. It has determined that its fixad expenses aqual $33,333. At its current

Do Yield Rate, MLI will need a loan fund of more than $1 million to cover all of its costs.
ortfolio Yield Rate (Example 17) 38%
Fixed Costs $33,333
otal Expenses + Devaluation of Grant Funds = Total Costs

134,000 (45) + ($200,000 x .25) (Example 15) $184,000

$§150,667
$150,667/$430.000 (Example 6) 35%
38% - 35% %
$33,3333% $1.111,100

thorough way of calculating financial viability is 10 use a computer program

s for a change in costs and assumptions over time. For microenterprise credit
s, SEEP has developed Microenterprise Credit Programs: Projecting Financial
(King and Reed 1991), a Lotus 1-2-3 spreadsheet and user's manual, The com-
T program takes information provided by the user about the design and environ-

t of the credit program and projects the credit program’s lending activity, income
expenses for 12 years.
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Expand Donor Base for Noncredit Activities

Many small enterprise development organizations provide noncredit services that pro-
mote small business expansion in addition to, or in place of, making loans. For these
programs to be sustainable they need to develop reliable sources of income that will
continue over time. Thess sources include both grants and income earned from fees

charged for services. D-9, page 69, offers some simple guidelines to small enterprise
organizations in pursuit of grant support.




and types of services 1o promote enterprise dcvc'lupmcm Now it has found what works
best and needs to concentrate its off,

Orts on those activities that have the greatest
impact on accomplishing its mission.

This process of self-definition derives mostly fro
zation, but it is also shaped by the activities of

relate to other credit and iraining programs in its area.

Table 12, on page 120, contains an example of the credit and 1
country. The sample program, MLI, used this map of the sector 1o define its eritical role
— providing small amounts of credi and basic business training for its clients, Through
this map, staff also determined potential areas of collaboration with other programs,
for example:

raining sector in 4 sample

* MLI could draw on the expertise of literacy organizations to help it teach
business skills to clients with little formal schooling.

* MLI could refer clients who nee

tional training programs. It coul
tional training programs,

* MLI could develop relationships with local banks so that successful clients

could graduate to the banking system. Alternatively, MLI could borrow from
the bank and lend funds to its clients in amounts smaller than the bank's minj-
mum loan amount.

d additional vocational training to the voca-
d also provide loans to graduates of the voca-

* MLI could make loans to enterprises who

have outgrown the grants provided
by the community development Organizal

lons.
While MLI has used training and financial

are not the only possible criteria for defini
to find other criteria more important in de

* Gender focus

* Geographic location

* Type of enterprise supported (individual,
* Additional ares of focus (health, literacy,

SUpport as the two uxes in this matrix, these

ng the role of an organization. It is possible
fining a niche, such as-

ETOUp, cooperative, etc.)
community development, etc. )

sed for defining an organization's role, it should be able to
define what it does, how Itis different from what others do, and how it might be able to
collaborate with other Organizations thar also work in the sector

mne
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d Join Associations for Learning and Policy Impact

ions can learn from each other's experience. Now that an organization is out of
lopment Stage it can afford to look around, see who else is carrying out similar
and learn from what they are doing. If there is an association of small enter-
velopment organizations, join it. 1f no association exists, consider starting one.

of other organizations. One may also:

benefits of this type of association go beyond what can be leamned from the experi-
* Develop relationships which lead to collaborative efforts with other .
OTganizations
* Seck to influence the policies of government and financial institutions regard-
ing small and microenterprises
* Develop a consortium for receiving donations designated for small enterprise
development, enabling donors to deal with just one organization rather than
several

* Develop documents and training tools needed by all the member organizations.
e U.S., the Small Enterprise Education and Promotion Network performs many of

functions for North American organizations who support small enterprise devel-
nt in developing countries.

, Just as in the Development Stage, partnerships with supportive Northern agen-
an help make all the tasks of this Stage a little easier to accomplish. Northern
can facilitate necessary strategic planning as well as provide technical assis-
with many of the capacity-building challenges that have been described here.
follows is a case of one such partnership, and the results that occurred when two
izations worked respectfully with each other.
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Making the Transition from Development o Sustainability; A Partnership Approach

Katalysis: North/South Deveiopment Partnerships ang
ODEF-mommbﬂon for Women's EnrarpriseDovabpnmn

opment. These groups have learned that when clients have ownership of the process of development
~ by playing a role in planning and gecisionmaking — projects ars more likely to be appropriataly

to-ten year survival rate typical of mast small PDOs Working together. Katalysis and our Partners

Institutional Capacity: Program Strength:

* Organizational Development * Fielg-Level Effectiveness

* Long-Range Planning * Program Need and Impact

* Management Information Systems * Appropriate Baseline and Impact Data
* Administrative Skills * Callaboration with Other Organizations

Financial Stability:

* Diversified Funding Portfolio

* Financial Reporting and Management
* Cost Effectiveness and Cantrol

* Fiscal Managemant Skills




ational Analysis. What is the current status?

Setting. What goals do you want to reach in the next three-10-five years?

Analysis. What obstacles do you see impeding the fulfiliment of the institution’s goals?
Plan. What steps must b takan (o achieve the goals?

lgase of our Honduran partner, ODEF, illustrates these staps When ODEF joined the Partnership
B9 it hao 2 staff of 10 managed two specific programs, and was working in 30 communities

It has a statf of 54, seven distinct but mutually-supportive programs, and works in 56 commu-

les. Linlike most organizations experiencing such rapid growth, ODEF has a fairly stable income

B ang an increasingly strong administrative structure. ODEF is making the transition from devel-

et to sustainability. this is due, at Isast In part, to Its commitment fo strategic planning

g paragraphs provides highlights of ODEF's sustainability strategy process. (The full process
esults are detalled in the Tools Section, Sustainability Stratagy Planning and Design. page 267 )

Stage One: Situational Analysis. In Fall 1991 ODEF undertook the first stage of a formal
‘strategic planning exercise at 2 two-day retreat for all DDEF staff, which was facilitated by
Katalysis The agenda. jointly designed by Katalysis and ODEF, was Intended 1o conduct a situ-
ational analys:s of the organization based on its institutional structure, program status and
financial situation. The kay findings from this workshop were: 1) the growth in the administra-
departmant had not kept pace with that of the program department; and 2) programs need-
‘8t 10 be carefully evaluated and planned in each zone in oroer 10 retain programmatic quality

Two: Goal Setting, In early 1932, a second full-staff strategic planning workshop was

d to address these institutional and programmatic issues. In @rms of administration, ODEF
ded to fully computerize its accounting and credit systams. It also decided that improved
unications were necessary to aflow for commensurate future growth between the pro-
gram and agministrative dapartments. In tarms of evaluation and planning, ODEF set as its
(goals to: a) assess current monitoring and evaluation systems, and b) %0 receive training to
‘Dulld evaluation skills and determine consistant. effective procedures

‘ Three and Four: Risk Analysis and Action Plan. After setting these goals, potential
pbstacies were idantified which related primanly to insufficient human and finangial resources
10 obtain these goals. A Ostailed. three-year plan was then designed to help ODEF to acquire the
; resources and o proceed step-by-step 0 reach sustainability. This plan included
M8ms such as recruiting an intem to provide computer assistance, working with a para-statal

: on credit management, and sacuring training in evaluation from Katalysis  ODEF also
Instituted quarterly meetings with key statf 10 assess progress and rechart plans when new
problems arose

know how difficult It s to work strategically when we are caught up In the business of day-to-
management. A stritegic plan, addrassing not only financial stability, but also the effec-
§s of an organization’s programs and the strength of its institution, facilitates the transition to

)

— Karie Brown, Katalysis
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CHAPTER SIX

THE EXPANSION STAGE:
AIMING FOR SIGNIFICANT IMPACT

magine reaching thousands and thousands of poor people with financial services
t enable them to create and build their businesses.

agine changing basic laws and regulations that impede access to credit, or stymie
opportunities.

Imagine building a network of like-minded institutions that can reach all the comers
af a country in need.

magine supporting a movement that strengthens the organized voice of poor con-
nis and helps i1 to be heard on a national level.

gse are some of the visions of the Expansion Stage, a stage that many PDOs strive to
, but for which the experience base is still small.

s chapter is written for organizations seeking 1o achieve visions like these, and for
interested in exploring the requirements of the stage to help decide whether it is
hem. In thinking about these issues, it is important to begin with a clear understand-

fof what is meant by Expansion, and some essential points regarding its features.

The Expansion Stage is characterized by an organizational decision 10 significantly

increase impact — directly through the number of clients receiving services, and
dndirectly by creating a better policy environment in which small enterprise can
flounsh. Quantitatively, the numbers associated with the goal are of a high magni-
tude, whether it is clients, jobs, funding levels, association members, etc.

requires structural transformation on the part of the organization driving the
pansion. This can imply a significant change in the vision or mission of the organi-
zation, us well s in the organization’s structure or composition. Private development
‘organizations have converted themselves into financial fadilities, or created other
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financial structures to service their clients better. They have created specialized units
for policy, or research and development, and have sdded an institutional development
role to their implementation functions. Some have formed apex institutions, or
umbrellas, that can channel larger sums to many partners.

Even when a PDO has had the goal of expansion from inception, it has often faced
the need to radically modify its organizational form to competently manage large

sums of money, Lo scquire and use new kinds of resources, and (o take on the new
tasks it has set for itself.

1. Expansion implies specialization. This type of structural change is a necessity, It
means shedding programs that are not central 10 an SED program. As one observer
of the process has said, “the organization must concentrate on one or two basic ser-
vices — you can't have credit, nutrition, health, agriculture, training, and technical
assistance, and expand.” For this reason, some institutions have split their functions
and set up affiliated organizations 10 manage specific tasks.

Sample 10. — Models of Expansion

* Members of the ACCION-supported network of Latin American private development
organizations seek to provide financial services on a broad scale to microentrepre-
neurs in the urban sector of Latin America. Called the *Gran Salto,” their goal is to
reach 748,000 borrowars, increase the total value of loans disbursed ten times, to $1
billion, and create one million jobs by 1995. Their loan portfolios doubled in size, from
$13.8 million in 1890, to $25 million in 1991, on which base they were able to provide
$56 million in loans. One member, PRODEM, has developed itself into a bank, Banco
Sol, to serve as the instrument for this financial expansion.

* In 1985, Tulay Sa Pag-Uniad in the Philippines announced a national expansion plan
that involved establishing a network of partner agencies that could provide the poor
2ccess 10 economic opportunities country-wide. The goal was to make $30 million of
loans to 25,000 small businesses, creating 150,000 new jobs. By 1991, six were
formed. They joined with TSPI to form the Alliance for the Philippine Partnership in
Enterprise Development (APPEND). To date, they have created 8,219 jobs, and prowid-
ed $3.154 million in loans.

* In India, the Self-Employed Women's Association (SEWA) has a program to bulld eco-
nomic altérnatives in rural areas and to fight for the nghts of women. It has adopted a
strategy of advocacy and lobbying at governmental levels to improve working condi-
tions for women. It took 10 months of constant pressure to achieve recognition and
registration with the Labor Ministry under the Trade Union Act. The Act did not
acknowledge home-based piece-workers as laborers covered under the Act, which
negatively affected hundreds of thousands of women so employed. Through SEWA's
efforts, @ minimum wage has now been established for these workers that has benefit-
ed more than 13,000 SEWA members and countless ather home-based workers.




yansion has largely meant the development of financial service programs that aim to

large numbers. Other areas of focus, such as policy change or the creation of par-
per institutions, have been subordinate to enlarging the scale of financial services for
the poor But there are some examples of other approaches that will be addressed.

For some organizations, the drive to expund and to become sustainable are necessar-
ly one and the sume. The selected financial model requires that the institution man-
age a high volume of loans to gencrate sufficient income (o cover operational and
financial costs. For others, sustainability can be achieved without making the leap.
They attain a program size that serves a substantive number of clients and generates
ufficient revenue to cover 100 per cent of the costs of credit delivery. For these
prganizations, the choice 1o expand depends more on the goals that the institution

2ts for itself, and the importance it places on reaching scale.

For many organizations, to have an SED program reach sustainability is considered
enough. While all living organisms have to make the choice of growth and change, or
fagnation and death, this does not mean that all SED organizations can. or should.
expand in the ways described here. For many, change may come in other ways such
#s adapting their program to the needs of their constituencies, developing locally-
gontrolled, responsive institutions that are sound and well managed, and joining net-
works to achieve greater impact through joint actions.

E is a conscious choice that can be made at different points. For some, the
pal of expansion is present at the organization's birth. In fact, some SEEP members

pel it is very difficult for an organization 1o expand if it does not embrace this goal

3t its founding. Too many PDO programs have demonstrated their contentment with

being cxpensive pilots. But other organizations have grown to the challenge as their

ience has evolved. It is a question of understanding the challenge when it is at

hand, and grasping it with creativity, commitment, and total effort,

Expansion-minded institutions view themselves as players in an arena other than the
ty world of nongovernmental organizations. [t becomes important to build link-
ages with formal financial institutions for resource acquisition. Growing portfolios,
and an interest in managing client savings, forces the organization to respond to the
ulatory requirements that govern other financial intermediaries. Access 10 the
earridors of power becomes important in order to influence economic and financial
planning decisions that impinge on the business sectors that provide livelihood to
large numbers of the poor. In all these areas, the organization begins to find new
elationships that enlarge its understanding of who its peers are, and where it should
oncentrate its efforts,



For those organizations which are compelled 10 take on these challenges, here are the
tasks at hand:

Component Expansion Stage Tasks

Evaluate and revise the vision/mission statement to express the
goal of expansion

Strengthen entrepreneurial quality of Board and Executive
Undertake long-range strategic and financial planning

Revise methodology to reflect specialization
Re-form or revise organizational structure
Strengthen capacity for financial analysis and managamant

i

£

Mobilize financial resources for expansion

Establish and implement a policy formation strategy
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Evaluate and Revise the Vision/Mission Statement
to Express the Goal of Expansion

s clear from the brief cases that accompanied the introduction that an Expansion

on must be something that captures the imagination of the people that compose the
Janization and drives them to excel. When notions of sustainability and expansion

pe been part of the organizational mission from the beginning, the task is easier. It is
e a4 matier of clarification, of wiloring it to the specific historical moment and giv-
it a sharply-defined form.

i example, Fundacion para la Promocion y ¢l Desarrollo de la Microempresa's
RODEM) initial vision of reaching large numbers of urban microentrepreneurs was
msformed into the vision of establishing a bank, Banco Solidarios, S.A_ (BancoSol),
'solidarity group lending The Malawi Union of Savings and Credit Cooperatives,
gmed with the vision of creating a nationwide credit union movement, sharpened this
into the goal of creating a central financial facility that could become a key engine
the country’s economic development.

%%

more difficult to assume an expansion vision when it was not present at the outset.

& stumbling block of putting new wine in old skins is formidable. Some stafl, execu-

fes, and Board Members cannot make the leap from a nonprofit PDO mentality to

that emphasizes more business-like notions of growth and bottomline efficiency.

ime feel it is more important to conserve the patrimony of their current programs
take the risk of new ways of doing things. But a few agencies have been able to

welop an expansion vision despite their previous experience.

ke all creative ventures, expansion is one percent inspiration and 99 percent perspira-
Vision is that one percent. An organization on the brink of this stage needs 10

end some time focusing on it. Vision clarification exercises with Board Members and

ff are an important pan of the process. Use the checklist on page 130, as the starting

int for a retreat, to see if your vision has sufficient spark to ignite the rest of the
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- CONCEPT: Does the goal imply scale up of impact in terms of:
7 clients 7 job creation 7 area of coverage
2 members 3 policy impact 2 other

It not, what should the goal he?

VALUES: Does It build upon the values of the founders and current members of the
organization?

 yes < no

If not, how can these value conflicts be addressed and reconciled?

- STRUCTURAL TRANSFORMATION: Is there recognition of the need to make signifi-
cant organizational thanges 1o reach the goal?

3 financial facility O research and development unit
3 policy unit 21 apex institution

21 other forms of specialization

If not, what organizational alternatives should be consigered?

- RELATIONSHIPS: Is it understood that an expansion vision implies a new set of rela-
tionships with groups such as:

O clients 2 communities 7 government
3 formal financial institutions = peer organizations

If not, what new directions might the organization fing itself moving toward in terms
of relationships?

COMMITMENT: Is the vision accepted and understood by all levels of the organization?
7 Board 2 Executive Director

7 management 3 field stat
3 administrative staff
If not, what action is required?

. PLANNING: Has 2 strategic planning exercise been put in place to move the vision
forward?

7 yes " no
If not, what needs to be done to commit resources for this effort?




, | DEVELOPMENT | SUSTAINABILITY

0 strengthen Entrepreneurial Quality of Board and Executive

ks in the Development Stage, the importance of strong leadership cannot be underesti-
ed. In every case of successful expansion. observers have noted the presence of
pamic executives and Board Members who have shaped the vision, taken on the new
ples it requires, and inspired the rest of the staff to move forward.

pecutive Directors are expected (o take on new roles, especially in the arcas of
source mobilization and policy formation. The resource mobilization role requires
vity in designing new structures or instruments such as endowments, guarantee
nds, equity mechanisms, and formal financial institutions. It requires the capacity to
ggotiate these innovations with donors, lenders, and regulators. The policy formation
e implies the ability to relate to regulators, legislators, and other government offi-
als to achieve two aims:

%M %

¢ more equitable laws on behalf of poor clients, especially related to their sec-
tors of work: and

* greater resource transfer to them through the PDO and others like i1

both these arcas, the Board plays a critical role, supporting the Executive, providing

g expertise required in financial and policy areas, and making the connections

Bquired to move into this larger arena. Without their commitment to increased service
livery and other expansion goals, the institution will be severely hampered.

Happens If This Is Not Clear

his has been a serious stumbling block for many organizations trying to enter the
xpansion Stage. One network of member organizations found it difficult to keep long-
m Board Members engaged. One participant noted:

¥hen the institution and its programs are small, the Board is usually heavily involved

0 the day-to-day operations, sometimes too much so, and they hinder the work of the

sxecutive Director. Over the long run, as the institution grows, the role of the Board

jally becomes too passive. Keeping the Board involved, especially in the critical arca

i developing external relationships and new financial opportunities becomes a major
pallenge (Castello and Guzman 1988, page 16).

it to Do

Jther organizations facing this problem find it important o take on new Board mem-
bers with the skills, connections, and outlook desired. This may mean rotating some
onger-term members off the Board, or adding additional members if the first option is
ot politically possible. It also means investing in further Board development activities
0 achicve the cohesive vision which the next steps demand.

m
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If an organization requires some new energy at this level, it may be useful to retum to
the exercises in Chapters Four and Five. Use the Board Member Assessment
Worksheet, on page 32, to clarify what skills and knowledge new Board Members
should have, and use that as the basis for recruiting candidates, Use some of the sugges-
tions in S-2, page 81, for Board evaluation and rotation, if there is unfinished business
in these areas.
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Undertake Long-Range Strategic and Financial Planning

i the first two stages, strategic planning is a significant step in charting the insti-
jon’s future course. The process involves a sequence of steps similar to those out-
8d in the other stages, but the content and emphasis are different:

» During the Development Stage, strategic planning mirrors project planning as
the institution focuses on delineating its project goals, methodology, client
base, and initial interventions.

* During the Sustamnability Stage, the focus is more on the development of struc-
tures and systems, increasing field-level effectivencss and financial stability.

* Al the Expansion Stage, there is a continued emphasis on financial planning,
especially with a view to capturing more, and different types of resources. At
the same time, there is & focus on developing expansion goals in line with the
new vision, and on the organizational changes necessary to make this a reality.

Checklist 8. — Strategic Planning for Organizational Transformation

™ analyze the options: do an environmental assessment, collect information on suc-
cesstul transformations, determine niche

£) assess the risks and benefits: how will impact be significantly increased, what are the
consequences of fallure

£ assess the costs: what resources are needed to complete the process and can the
organization access them

) make the decision to proceed — or not

3 form a planning group: members from Boarg, management and staff, clearly define
tasks, roles and responsibilities, consider some professional assistance

03 prefeasibility study: includes a thorough financial and management analysis of the
organization

E gevelop outside support: bulld interest and aducate those whose influence is essen-
tial, look to national and international agencies whose support can be beneficial

'3 feasidility and transitional planning: time-phased action plan for transforming the
organization

13 fundraising: develop funding sources to support the process and operational costs
until the organization can become financially self-sustaining, develop the commercial
financial bies for a capial fund sufficiently large to allow for financial self-sustainability

73 begin implementation

“u | | %,
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3. Take time to do a thorough job. Anticipate that all phases of the process will req

4 Swmmwﬁudmuhﬁo-nmm:oo&uphnuhm

5. Be creative in identifying options to achieve expansion goals. Find ways 10 sti

Practitioners who have participated in the process of planning for expansion suggest a
sequence of steps such as those outlined in the box above. The following points offer
some suggested ways to follow those steps.

I. Ensure that the planning is done with a high level of quality, for the level of quality
which exemplifies the development of the plan will also be found in its execution.
This refers 1o the commitment and participation of the senior staff, the credentials of

any consultants hired 1o assist with the planning, the attention to research and analy-
sis, and the process of decision making.

2. Include all staff in those aspects of the planning that directly relate to them. One of
the characteristics that has made Toyota a leading car manufacturer is its use of
worker input to constantly improve its operations. This input is provided by immedi-
ate reporting of problems, as well as by suggestions offered on organizational and
manufacturing procedures. The New York Times, May 5, 1992 reported that workers
at a single Toyota plant submitted 20,000 suggestions, and more than half of them
were used. This is 30% more than all of the suggestions turned in by Ford Motor
Company workers throughout North America. The result of such input is efficiency
that has not been matched by US auto makers, as measured by the time it takes to
make a car. Private development organizations require just the same type of worker
enthusiasm 10 streamline operations and grow the program. Involving workers in
strategic planning process demonstrates their importance in creating and improving
the organization.

at least six to eight months, This includes both the initial research and decisionmak-
ing, and working through the details of the selected option.

microenterprise sector. An agency in the Development Stage tends to be largely
agency-centric, focusing on clients and agency operations. As the institution mat
it increases its linkages to other similar private organizations, as well as 1o an
enlarged pool of financial supporters. At this stage, it is important 1o reexamine the
playing field within the country of operation, and 10 develop a better sense of who
operating in the sector, which institutions are important to the PDO. and which
may be important 1o influence.

Mapping the field of actors and the potential opportunities they offer is an im
planning step. It might be useful to return to the mapping exercise found in the
Sustainability Chapter. S-11 on page 120, and redo it in line with the institutions
vision and areas of interest. Make sure that the map is broadly drawn, incorpors
a wide range of institutions.

creative problem solving. Build in training that opens up people’s thinking and
removes the blocks that tend to diminish the search for solutions. Brainstorming is
one classic technique: SWOT analysis (a review of strengths, weaknesses, op
tics and threats) is another. Truly unique ideas challenging common views have
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ght the microenterprise finance ficld 1o its current position — nonmaonetary
Mlateral, market interest rates, a bank for the poor, a labor union for women —
these notions were breakthrough ideas that pushed the field to a new level.

: wbmm&mwbm-ochtdwhhwopﬁouhumwny.

Phis involves three steps.
jbep 1 Identify the most important issues the institution faces in pursuing each

option, and gather whatever information is required to address the ques-
tions raised. The box on page 136 presents a sample list of the type of ques-

tions that need to be addressed if an arganization is considering expansion
of financial services.

v
'
&

2 Conduct a prefeasibility analysis of each option selected for further study.
Outline the PDO's current program, its environment, constraints, and
opportunities, etc. Develop a financial analysis of cach option with this
information in mind. The financial analysis should bring together many of
the same tools that the institution has been using for program management
— profit and loss statements, balance sheets, and credit program projec-
tions — but possibly in a more sophisticated way. If it has not been done
previously, financial planning at this stage should be in the form of 8 model-
ling exercise using a computer spreadsheet program, such as Lotus 123, 1o
build a linked set of statements for a period of four-to-five years.

p3 Choose the best option on the basis of these studies, and subject it to &
final, more detailed feasibility study to build the operational plans required
to institute the expansion program,

elo mmmmmmwwmwmw
und to build the external support required from finuncisl backers, Because of

he degree of financing necessary to achieve expansion goals, the dialogue with cur-
rent and potential funders needs to sturt early to create the basis for implementation.

, 'HMMMM*N“MMMW”“&M&.M 135
] : Wuhwwmh--mhﬂhﬂduﬁhnh
Inc. { Bethesda: Development Alternatives, Inc., 1991)




|

136

Sample 11. — Issues in Microenterprise Finance Expansion

There are a number of options available to private organizations intent on expanding their
financial services to the poor. Some that have been tried, or are being considered by oth-
ers Iinclude

* becoming an intermediary for commercial bank lending or a conduit for soft lend-

ing from multilateral and governmental sources

* converting the organization into a for-profit bank

* purchasing an existent bank and focusing it on the informal sector

* creating a cooperative to manage client savings and provide finance for the lend-
Ing program

Core issues that must be addressed for each are the following
1. Credibility: Does the organization have

* 3 solid client base * an effective methodology

* 3 quality staff * good program records
Is the organization good enough to put itself forward as a good Investment for others
o make?

Competition: Does the organization face competition in the option under analysis? Are
there significant sources of subsidized capital available to these competitors that
would make a more market-oriented option less attractive to clients?

3. Prolit and Costs: Are the higher interest rates required by an option an impediment to
Our clients, or a barner to our own understanding of how we should operate?

4. Control: Do we wish to limit investment to those who share our vision? If not. how do
we safeguard the values that are critical to our growing operation?

5. Commercial Practice: !f we assume a more for-profit-like operation. how do we deal
with matters such as salaries, benefits, incentives and costs of doing business not
common in the development community?

6. Environment: s the economic, political and legal climate supportive of the option
under consideration?
* Inflationary pressures * interest rate controls
* Currency convertibility * tax issues




it organization entering the Expansion Stage will have a well developed, tested, effi-
ent and effective methodology for providing SED services. It will also have substan-
experience in delivering those services to a large number of clients. At the same
ae, however, the PDO may be offering 4 number of other program services, each of
fhich requires different strategies, staffing, etc. While some organizations, such as
RAC in Bangladesh, have successfully grown by adding programs in an integrated
1o accomplish this demands an extremely high level of managemeni competence,
aff skill, and financial support. For many other organizations, the pull to do several
igs well results in limiting the coverage area and the number of people that can be

d. For this reason, many practitioners experienced with CXPansion programs rec-
that PDOs specialize.

Bre arc at least two ways this specialization has occurred:

* In some instances, less successful (or less desired by clients) program features
have been shed, while the agency focuses on the service that can most easily

be expanded

* In other instances, the organization splits functions. or program components,
Into two separate organizations. each of which can develop the staffing, struc-
ture, and management necessary 1o do the job assigned to it successfully,

i example of this is the Asociacion de Grupos Solidarios de Colombia (AGS), a net-
prk of solidarity group lending organizations. The AGS has provided s wide variety
ces 1o its member PDOs, from training in methodology implementation 1o poli-
rk to fundraising. As the organizations have grown, requiring larger amounts of
tal 1o fuel their loan funds, AGS has discovered the need 10 Sel up a special savings
i loan cooperative that will ultimately be able o hold client savings from all the pro-
ms and channel them back as loans. The cooperative will ilso be able to generate

Br funding for the members. The Asociacion itself will continue to focus on training,
icy work and other member services.

BF organizations that find it difficult to speaialize and relinquish activities important to
mission, this splitting of function may serve as the best solution.
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Re-Form or Revise Organizational Structure

As outlined above, methodological specialization can lead to organizational restructur-
ing. But even if the methodology is not revised, the need to manage a significantly larg-
er program forces the organization to make some important chunges. During the
Sustainability Stage, an appropriate and comfortable organizational structure has
evolved which serves 10 foster growth and efficient program implementation. Systems
and procedures have become routinized; staff and management have a mutual under-
standing of responsibilities and accountability; and new staff have been integrated into
the organization

Having made the decision to expand. each clement of this structure and system needs
10 be reexamined. Decisions must be made regarding what works well and can be kept
in place, and what needs 1o be changed. There are several broad avenues for re-form-

ing the organization to be considered, with some requiring more radical change than
others,

Replication

Al the heart of most expansion strategies is the development of a replicable model or
unit that can be installed repeatedly by the PDO in response to demand. As the organi-
zation decentralizes during the Sustainability Stage, it sets up regional or local offices to
serve clients close to their communities, and these offices represent its first experiences
with replication. When an organization decides to expand, however, it needs to crystal-
lize the essence of these experiences into a program model that is effective, can be casi-
ly implemented in a defined locality, and cover its costs in & quick and efficient way,
With a good replicable model. an Organization can expand as rapidly as it generates
supporting financial resources.

An example 1o illustrate this point is the Unit Desa System of Bank Rakyat Indonesia
(or Indonesia People's Bank ). The state-owned bank is one of Indonesia’s largest, with
total assets of $6.5 billion and a loan portfolio of over $4.7 billion. The Unit Desa are
full service rural banks that provide working capital and investment loans, as well as
management of three different savings programs. The system is organized around vil-
lage units that follow a defined pattemn of formation. Each unit is originally staffed by
four people: a general manager, loan officer; cashier; and bookkeeper. As loan volume
increases, the Unit Desa adds staff unil it reaches 10 employees. After that, the unit is
split into two. If the Unit develops significant lending in outlying areas, it sets up a
Village Post, consisting of cashier and bookkeeper, open several days a week, When a
post’s partfolio grows large enough, it is converted into a separate Unit Desa ®

An organization does not have to pursue a financial services model to develop a replic-
able unit. The Oppornunities Industrialization Center of Sierra Leone is a vocational

* For more detail, see Jumes | Boomgard sad Kenneth I Angetl, Developing Finuncial Services for
erprises An Evaluntion of USATD Assistance 1o the BRI Unit Dess Systom in Indonesis (Hethesdu
Development Allermatives, Inc., October. 1990) and Larry Reod uid Duvid Befus, Transformution Lending Helping
Microenterprives Become Small Businesses (Chicage: Opportunity lnternational, Jsouary 1997)
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mtining PDO that has developed a component of training and credit assistance for
business development. As the organization expanded from the capital of
rectown 1o Bo, Makeni, and Bonthe, it developed a pattern of creating vocational and
MED units at each site, each with the same staffing and organizational structure. Each

it is also directed by a similar “management committee,” which is a Board of
irectors for the local site. The model can be repeated at any additional sites required
¥ ExXpansion.

hatt are the elements of a replicable program unit? The following checklist provides a

that a PDO can use to analyze its program to see if it is, or can be made, easily
cable.

Checklist 9. — Replicability

L) clear description of the clients 1o be served, including geographic area, socioeconomic
level of clients, level and types of economic activity, gender

L) clear description of the services 1o be offered and the delivery mechanisms to be
employed

O projected minimum,_ optimym and maximym numbers of clients the mode! seeks 10
serve in a way that recovers costs

L a projected timeframe within which the model will be financially self-sustaining

£ a projected amount of money the organization will need to implement and support the
model until it can achieve financial self-sustainability

o) written program policies and procedures that are clearly understood and adhered 1o by
staff and clients

'O fully developed program materials including forms and formats, instructional materi-
als, monitoring and evaluation procedures

IEl Clearly articulated and understood policies on decision making and the flow of
~ tommunications

O information management systems that include baseline and on-going program and
financial information

O program staff tully trained in the program model; an institutional capacity to train oth-
ers how to implement and manage the model,

o) guidelines and procedures 10 insure program quality as it 1s replicated and modified
under differing conditions
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Institution Creation and Strengthening

Some organizations have taken the idea of replication a step further and have based
their expansion strategy on the creation or strengthening of other local and national
institutions. Two forms this strategy takes are:

1. The PDO develops partner organizations (o offer SED services in previously
unserved, or under-served arcas, at the same time that it continues to implement its
own program within its original target area. This is the model that was pursued by
TSPI when it helped create partners in six other provinces of the Philippines. The
advantage of this approach is that it allows the PDO 1o develop institutions that are
specifically tailored to local circumstances and that can hopefully generate local sup-
porL. At the same time, it continues to base its own program on those areas and
aspects where it has the greatest strength,

2. The PDO creates, or converts itself into, an apex institution. An apex institution is
one that coordinates a number of independent but affiliated organizations, and pro-
vides a variety of services to them. The model is most clearly illustrated by the
Credit Union structure in which a National Federation of Credit Unions would be
the apex organization for all of the primary societies (base Credit Unions) and any
state, province, departmental (or other subgroupings of primary societies) that may
exist. It has been adopted by other organizations that seek to provide or secure ser-
vices that are difficult for individual agencies to achieve alone such as:

* increased geographic coverage
* the establishment and maintenance of donor relationships

the development of capacity to lobby for policy changes that support the
informal sector

the creation of financial mechanisms to handle excess/deficient liquidity
among client organizations

In the SED sector, apex institutions have been formed to recruit and upgrade preexis-
tent organizations 10 be implementors of specific program methodologics. This was the
motivation behind founding the Asociacidn de Grupos Solidarios in Colombias, which
has nurtured a number of Colombian PDOs, and created several new ones. It currently
has 17 PDOs as members, all implementing the solidarity group methodology promot-
ed by ACCION International. and in seven years has reached 40,000 microentrepre-
neurs with 185,000 loans valued at $28 million (Gomez, Borton and Castello 1992),

Apex institutions have also. on a few occasions, been sponsored by donor institutions
as mechanisms to channel funds to the microenterprise development sector in an effi-
cient and rational way. This is the case of FondoMicro in the Dominican Republic.

A number of Northern PDOs have seen the advantage of creating apex institutions to
expand the range and impact of different SED strategies. such as poverty lending and
solidarity group lending. They are especially attractive in countries with limited SED
experience, but where there is a strong PDO sector that can potentially serve as the
base for programming. At the same time, however, there are particular challenges 10




ping this well, such as selecting appropriate members to join the Apex. The experi-

e of Asociscion de Grupos Solidarios has demonstrated that an expressed interest

B providing SED services is not enough. Over time, it has become clear to AGS that a
gmber of criteria are important, leading it to create new members rather than recruit
gm from the already large range of Colombian PDOs. Checklist 10 outlines some of
_, eriteria for member selection they found to be important. An organization interest-
gl in pursuing the apex model should also refer to the section on Choosing Partners in
S0, page 71,

Checklist 10. — Apex Membership Criteria

2 most successful member organizations of the Asociacion de Grupos Solidarios have
monstrated the following characteristics:

<] strong commitment toward self-sufficiency

dJ strong commitment toward scaling-up

o strong commitment to specialization

3 solid administrative structure

<) expenience in credit and savings programs

3 access to funding sources other than the apex Institution

< strong interest; willingness to use own resources

3 use MIS as decision-making tool

< flexibility: capacity to leamn from error, respond quickly to changes

— adapted from Gomez et al. (1992)

AR organization considering either strat-
gy needs to be aware of a number of
<J capacity in organizational analysis and

institution-bullding skills and processes
on vs., facilitation —

gany times a good implementor does not [f| < @ well developed methodology that can

A good facilitator. In addition, there be quickly taught to other organizations

re some inherent tensions between the and can be readily adapted to differing

pore action-oriented demands of imple- situations

pentation and the more process-oriented
pands of institutional development.

< technical skills in training and in the

Review Checklist 11 10 see if an operation of small enterprise programs
irganization has the requisites to facili- 3 funding sources and cost recovery
#te building and strengthening other mechanisms that will finance institution-

rganIzations. building and training programs

| DEVELOPNENT | summumnv
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Self-sufficiency and sustainability — often secondary and apex organizations are
dependent on members or affiliates for financial support, but have little leverage to
ensure the continuous and timely fulfillment of these obligations

Representation vs. implementation — for secondary or apex organizations, one way (o
ensure self-sufficiency is to also be an implementer. This can cause tensions between
the apex and its affiliates over implementation funds and territory.

Broad-based and ability to serve — 10 be an effective representative, especially in front
of governmental institutions, an apex organization requires a very broad base of affili-
ates. A broad base, however, can be problematic when an apex organization is unable
to provide services equitably among its affiliates, or when a large membership brings
with it too many different perspectives on strategy, methodology, etc.

Restructuring into a New Organization

For some organizations, replication or institution-building strategics may not be suffi-
cient. While they provide mechanisms for expansion at the ficld level, they do not
address several structural issues that hinder the ability of organizations to deliver high
caliber services, especially financial services, to a significantly larger client base. Some
of these include:

* insufficient grant funds and soft loans to capitalize new ventures and increase
capital funds;

* the inability to legally capture, accumulate and invest members' savings, a
potentially large source of nongrant revenue;

* limited access to commercial sources of credit, often at 1erms highly unfavor-
able and requiring some form of external guarantee.

Faced with these realities, some organizations have opted to form & new organizational
structure, either as an adjunct to their current structure or as a replacement for it. This
transformation moves an organization from the realm of a traditional PDO and puts it
squarely in the private financial sector. Previously cited examples of this experience
include:

* PRODEM, in Bolivia, which made the decision to form a bank, BancoSol, to
handle all the financial services. It transferred most of its staff to the new
organization. PRODEM continues as a research and development organiza-
tion, with new staff more appropriate to these functions.

¢ The Asociacion de Grupos Solidarios, in Colombia, established a savings and
credit cooperative to handle the acquisition of funds, to capture and manage
members’ savings, and 10 manage liquidity among its members, AGS retains
responsibility for technical assistance and training for members, policy work,
and new member development.




A third example is

* The Malawi Union of Savings and Credit Cooperatives (MUSCCO), which
established a central finance facility (o serve as a central bank for its members.
Through the facility, the union has a mechanism for productively using mem-

bers’ excess liquidity 10 bolster other members who have a temporary liquidity
deficit,

r avenues which have been discussed include purchasing a preexisting bank and
verting it Lo provide financial services to the informal sector, or forming some other
e of financial institution such as a savings and loan society, a trust company, or a
undation, among others,

his type of transformation has much deeper institutional consequences than other
ms of organizational adjustment. Some implications to consider are:

Governance and regulation: normally PDOs operate in a relatively unregulated envi-
‘ronment and are dependent on their internal controls to maintain fiscal security and
integrity. Entrance into the formal financial sector brings with it government regula-
tion, formal accountability and compliance requirements. It also means greater
financial security for members’ equity and/or savings,

Player in a new arena: PDOs learn how to operate in the small, non-governmental
Organization environment, often eschewing formal contacts with government or the
commercial financial sector. PDOs build up networks of collegial Support among
like-minded and similarly motivated organizations. Moving into the formal financial
sector brings the PDO into contact with many of those arganizations it previously
sought 10 avoid. Likewise, as an organization becomes more sophisticated in its
approach and begins operating like a financial institution, it loses its natural affilis-
tions with its former colleagues. Entrance into this new arena. however, means
#ccess 10. and the ability 1o leverage, new and different types of money.

Further professionalization: even while striving 1o professionalize its operation in the
Sustainability Stage, many PDOs sre reluctant to become “professional,” opting to
retain the aura and “commitment™ of carlier days. Being successful as a formal
financial institution demands a thoroughly professional private sector approach,
often requiring entirely new and different sets of skills and experience on the part of
Board, management and staff A more professional approach, however, offers
opportunities to be more influential with government and donors.

ing to re-form the organization is not a step to be taken lightly. It is for this reason
that strategic thinking and planning is emphasized as the first critical step in the
Expansion Stage. Evidence from those organizations which have undertaken this type
f strategic thinking suggest the following should be considered:

* The amount of time: often six 1o 18 months — to go through the process of
making a decision and developing the transformation plan.

* The organizational commitment required: staff, management and Board
involvement during the entire process.

| peveLopwenT | wsrmmm
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* The financial commitment: as much as USS 50,000 for the initial feasibility
studies and professional facilitation, and as much as another $200,000 1o
$400,00 for the subsequent studies and planning activities to develop the
institution;

* The level of financial investment: funds that will need to be raised to make the
institution operational

Organizations considering this as an option need to carefully review the issues and
processes described in E-3, page 133,
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Strengthen Capacity for Financial Analysis and Management

IS & simple way 1o understand the different financial management demands
upon a PDO at each stage of its development.

* In the Development Stage, the demand is sccountability. The institution musi j
pay great attention to developing financial reporting systems that track cach &
grant dollar, and can repon appropriately to donors.

* In the Sustainability Stage, the demand is financial control. The institution fg"
must master the challenges associated with establishing cost centers, their cost

effectiveness, reduction of subsidy, and ultimately the sustainability of the
institution itself.

* At the Expansion Stage, the PDO must fully master the range of tasks associ-
ated with financial management. The goal is 1o effectively build. protect, and
use the institution's capital.

task will be especially challenging because of the increased level of sophistication
complexity in the financial operations of an institution which is expanding.

1 the expansion process involves formation of & higher level institution, replica-
of the institution in other geographical arcas, scaling up in operations, or other

of expansion, the current financial systems, policies and procedures, and even the
and number of staff, will have to be revised or upgraded to accommodate the

le changes in the institution’s operations.

ific objective in this stage is 10 focus attention on management in the following

* Investments: The institution is now managing funds from a variety of sources,
in greater amounts, and/or in multiple locations. The institution must be able
Lo identify where cash surpluses exist in the system and invest these to cam
the optimum rate of retumn, keeping any risks associated with investment at an
acceptable level and ensuring availability of funds when needed ™ The
Sustainability chapter demonstrated how unused funds increased the cost of
lending to the organization. These costs can be diminished if those funds are
profitably invested elsewhere. Investment may mean shifting funds within the
institution, ¢.g., from one location with surplus funds to another with a deficit,
or placing funds in investment vehicles outside the institution.

* Liquidity: The institution must ensure that cash is available 1o meet current
and projected cash disbursements, as well as unexpected or emergency needs
This involves matching assets and liabilities 10 ensure that maturities (as well
as rates and amounts) coincide, effectively forecasting cash inflows and out-

flows, and establishing cash reserves to cover unforeseen outflows. It also may

require judicious borrowing at critical moments.

For credit anions, this means (ollowing the principles of Safety, Liquidity and Yield when making investment

Far u full discussion of these principles and other issues sssociated with financisl management, see Jim
The Centrul Finmnce Facility: A Guide 10 Dovelopment snd Operstions ( Madison: World Coundll of Credis 145
1067 ) discusssed on page 286




* Debt vs. Equity: The institution may now have debt and equity available as
alternatives for financing its operations. Both pose distinct advantages and
disadvantages which must be carefully weighed with respect o the institution
goals and objectives. Although using the institution’s capital to leverage debt
and expand operations appears wise, debt may also pose a significant risk to
the viability of the institution if default and loss of assets are at all possible.
However, not using debt when it is feasible 10 do so limits the institution’s
capacity 1o serve its client base.

* Risk: The institution must take measures 1o protect its assets, particularly
money and physical assets such as buildings, vehicles, and equipment. Failure
Lo secure this protection can result in significant threat to the viability of the
institution if the assets are damaged or destroyed. Forms of protection include
insurance, physical security measures, audits, inventory systems and controls,
and enhanced financial controls. Some institutions also seek to protect their
investment in quality staff by providing fringe benefits, such as health and dis-
ability benefits, vacation, sick time, and tuition reimbursement, which main-
lain and enhance employee levels of effectiveness and motivation. and
encourage them to remain in the institution.

* Operations: Expansion may require management of changes in the following
operational areas:

4) Volume of transactions: Scaling up or replicating will mean more clients.
and therefore a greater volume of transactions in the financial system.
The impact of this higher volume on staff and systems must be antici-
pated and managed.

b) Location of financial functions: As the institution restructures to handle
the scope and complexity of its expanded operations, it will certainly
result in multiple sites, departments and/or divisions, or more lavers in
the hierarchical structure. As a result of this restructuring, the optimal
location within the institution for the different financial functions will
undoubtedly change. The institution should ensure that its Syslems are
capable of tracking informarion by location as well as cost center in
order to cost services and measure performance in accordance with this
restructuring.

¢) Costing and pricing: With expansion, the cost of the institution’s prod-
ucts and services will change. particularly in response to changes in vol-
ume, client base, and geographical location. The institution must ensure
that its prices are revised in accordance with these changes in cost. As
stressed before, the institution’s sustainability is dependent upon a solid
costing and pricing analysis.

To accomplish the organization’s objective of managing these areas well, a sequence of
changes in the institution's operations may be necessary. Review each of the following
areas to be sure that they are equal to the sk at hand. and if not, move to make any
changes required
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and Staffing

il manager supervising an accounting stafl in a single location will no longer
sufficient. If the institution has multiple locations, an accounting function involving

‘or more staff will need to be set up in each of those locations. If departments or
ISions are set up, it may be optimal 1o place accountants in each of those divisions, 5
th consolidation occurring at the center of financial operations. A hierarchical g

: may require a system where staff is responsible for financial functions at each
8l with exach level reporting to the next higher level The decision here should be

jed on ensuring that financial information is generated, collected and reported in the g"é,
8t cost-effective and efficient way without sacrificing quality or control

puterization

g hardware and software must be upgraded to handle the greater volume and/or
xity of information. The software must be capable of handling information cate-
pized by location as well as cost center and funding source.,

poounting System

urt of accounts was not developed and incorporated into the software system in

p Sustainability Stage, this task can no longer be avoided. Computer coding for every
gation, cost center, funding source, and transaction account (asset, liability, equity, rev-
e, and expense accounts) will be required. The codes should be incorporated into

ms Lo make the flow and processing of information easier. Staff will need training in
10 use the codes if information is expected to be recorded to the proper accounts.

am Information System

lent records and other relevant program documents also need to be revised to reflect
. cost center. and name(s) of program staff servicing each client, so that perfor-
pee can be tracked properly

dgeting should be done by unit of accountability, which now means by location as
Bl as cost center.
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Financial Statements

Budget vs. actual statements should be generated at each organizational level for finan-
cial planning and control purposes. This means at the cost center, location, and institu-
tion level. Income statements, balance sheets, and cash flow statements are required at
the institution level, but may be desired at the location leve!l as well.

Financial and Statistical Analysis

The Expansion Stage institution will require the same type of analysis the Sustainable
institution produced, namely;

* Loan portfolio quality. as measured by delinquency, repayment, loan loss
rates, and aging of arrears repons; and

* Operational and financial self-sufficiency information, as measured by operal-
ing expense and portfolio yvield rates.

(See D-6 Analyze financial performance, page 53, and S-4 Conduct more rigorous finan-
cial analyses, page 88 for a discussion of these items.)

In addition, the Expansion institution needs to analyze itself in terms of the amount of
equity it has been able to generate over time, its ability to manage new debt, 10 cover
its current obligations, and ultimately to be able to offer a return to any investors.
There are a variety of ratios to help analyze institutional financial health and strength.
A sample of these ratios is presented and explained below, using numbers from the
financial statements for Microenterprise Lending Inc. (MLI) in §-5.*

Formula 24. — Net Worth

The net worth of the institution is compared to assets to determine adequacy of capital,
or in other words, to what extent the institutions assets are composed of its own equity,
or of debt. Net worth or equity refers to the current fund balance which is made up of
the prior year fund balance plus retained earnings (or accumulated surplus minus loss
¢s) for the period. Credit unions are expected to have a ratio of at least 5%, more if the
credit union is smaller. Development finance institutions are expected o have a ratio
15% . Most PDO programs will have more than sufficient net worth since their funding
is largely comprised of donations. This is illustrated by the example below. As an
expansion-minded institution contemplates larger-scale borrowing, this ratio becomes
more important to watch,

*The sources for these formulas are: Robert Chrmten, Financial Management of Micro-Credit Programs
(Cambridg= ACCION Internationsl, 1990); Susan Goldmark asd Jay Rosengard. A Munual to Evaluste
Enterprise Development Projects (Washington: US. Agency for [nteruations] Development, 1985); Jim Jerving,
Central Fimance Fecility: A Guide to Development snd Operations (Madeon: World Counal of Credit Usions,
1987). All three are described it Recommended Manusls, Guidebooks and Monographa



| _DeveLoPneNT | swrwuujm

2

LI current fund batance s $231,000 (1ine 15) and s total assets are $531.000 (ine 9). This
it 2 net worth ratio of 43.5%, which is excellent:
Nat Worth = (15) £231.000 = 435%
Total Assets (9)  $531,000

la 25 — Debt to Equity Ratio

Total Debt (for Liabliities)
Net Worth

fhe Debt to Equity Ratio measures the debt burden the institution is carrying, and
sesses whether it has a strong enough base to sustain the load of debt it is carrying.
Jevelopment banks are recommended not to have ratios greater than 8 to 1. Credit

mions, which include members' shares as part of debt, are recommended to hold theirs
10101,

! twuunmsaoo.m(um121.-mmmm.omuny.nm1mo(wms) It has a
B0t ratio of 1.3 as follows

Total Dabt (or Liabilities) . (12) §300.000 = 13
Net Worth (15) $231,000

il currently has an excallent ratio, suggesting that it could consider taking on additional debt to
Crease its loan fund

26. — Liquidity Adequacy

Lash on Hang
Total Disbursements Next 30 Days

Hiquidity Adequacy measures the availability of cash and other current assets 1o meet
ily operating expenses and loan disbursements during the penod.

EXAMPLE 24

Df MLI's current assets, cash on hand amounts to $30,000. Its expected disbursemants over the
ext 30 days are also $30.000. Applying the formula, the result is 1.0

Lash on Hand = £30.000 = 10
Total Disbursements Next 30 Days $30,000

mnbmmmnmnsllaumymasmorungmm&nm.Mmyneodbm
measures 1o increase it somewhat

|
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Lurrent Assels
Shart -Term Dobt

Because liquidity needs 1o be sufficient to cover short-term debt, this ratio should be
greater than one. If it exceeds two. it will negatively affect profits, because the institu-

tion will be losing the Opportunity to invest some of its current assets in higher-yiel
investments.

EXAMPLE 25

MLI's balance sheet refiects total liabilities of $300.000 (line 12). Of that amount. $30,000 is
term debt. Its liquidity ratio, then, is as follows:

Current Assets = (1) $50.000 = 167
Short-Term Dabt $50.000

Muwmnuwmmmwym

Analysis of the profitability of an organization over a period of time 15 based on its
income statement. An institution is profitable if income exceeds costs. Besides this,

ratios can determine the return the institution 18 producing on the management of its
resources. One of these is:

Formula 28. — Return on Equity

year) that it had at the start of the period. If this ratio is less than the mflation rate, the
program is decapitalizing, or losing value

EXAMPLE 28

MLI's operating income is $165,000 (line 20 on the Income and Expense Statsment). Its operating
expenses are §75,000 (line 42). The aquity which it exhibited at the stan of the period was
$150,000 (fine 13). Its return on this equity is;

Qoecating Income - Goerating Expenses = S165000-875000 -  60%
Equity $150,000
As the current inflation rate is 10%. MLI is more than maintaining Ity valus
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id assets include cash on hand and in the bank, loans outstanding, accounts receiv-

and liquid investments. This ratio should be close in value 10 the effective rate of
st charged by lenders.

i
:
“o | %

PLE 27

liquid assets are $491,000, composed of:
Cash and Investments (line 1) $50,000

Loan Outstanding (line 2) $450,000
less Bad Debt Provision (line 3) (58.000)

$481 000
the formula, MLI's return on productive assets Is 18%

15




152

RESOURCES

Mobilize Financial Resources for Expansion

As indicated in the previous section, the sheer number of poor clients demanding ser-
vices forces successful PDOs to find better ways (o meet their needs and to channel
more resources to them. This presents PDOs with the challenge of mobilizing larger
sums of funding than are usually considered available through the normal process of
writing and vetting proposals. What amounts of money are required by expansion-
minded institutions? There are several ways Lo respond to this question;

L. One way to consider what funding is required is 1o think in terms of the number of
clients an institution wanis 1o serve, and the average size loan (or cost of service)
each requires. For example, if a PDO aims to serve 10,000 clients with an average
size loan of $200, then $2 million is the targeted sum. These numbers are not unreg-
sonable ones: the Grameen Bank currently lends to over one million landless poor;
the Badan Rikyat Indonesia (BRI) Unit Desa system lends 1o over two million with
loans averaging $500. PRODEM., in close 10 four years, reached more than 26,000

borrowers, with an average loan size of $275. and a portfolio of $4.5 million (Drake
and Otero 1992, page 89)

2. A second way to determine funding needs is to think in terms of the cost of each
replicable progrum unit. Assume that it requires $50,000 to capitalize each branch of
unit of a program. Ten of these would require $500,000: 20 woulkd require $1,000,000.

3. A third way to look a1 what an expansion-oriented effort requires is to consider the
legal requirements placed upon a particular organizational form. For example, the
Asociacion de Grupos Solidarios first contemplated forming a bank, but in
Colombia the capital requirements of $10 million were too stringent. Even an open
savings and credit cooperative that could take savings from the public required
capital than it could initially amass: $320,000. So it opened as a dosed cooperative
member organizations, with the intent of moving to an open form as it builds finan-
cial suppon

The Board and management of PRODEM in Bolivia felt that a private sector bank
would provide the greatest chance of developing a permanent and growing source
Suppart 1o microentreprencurs in the urban sectors of that country. The law de

ed a minimum of $3.2 million in capital 1o qualify for incorporation. In fact. the bank
was able to raise $7 million in capital to commence operations, which was more in
line with the credit demands of its clients. (Drake and Otero 1992, pages 95-96)
Understanding what a certain institutional form implies in terms of resources is an

casy way 1o understand the extent of financial demands that expansion makes upon
PDOs. (Coyle and Salloum 1992).
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D summarize, the amount of money required by an expansion-minded PDO is con-
it-specific, but it is evident that the sums involved are much larger than PDOs usually
ision. Al the same time, it is important to place these numbers in perspective: Large
- pational donors have difficulty in conceiving projects of less than several million

ars in value!

are resources of this magnitude to come from? It is clear that grant funding,
pendent as it 1s on notonously fickle donor money, cannot be the sole source. The
, at least for PDOs with a strong financial services program, should be 1o reach a
int where funds can be generated internally from the program’s operations, and
mally from investors seeking an attractive opportunity to make a profit and sup-
it worthy social sims,

» funding potentially available 1o PDOs can, in fact, be looked a1 as a continuum of

rees with at least three levels. Each level has its own characteristics and inherent

antages and disadvantages. This continuum is outlined in Table 13. — Levels of

ing Available on page 154, Because cach level represents a greater level of com-

. both in the type of fundraising required to secure the funds, and in their man-
pment, a wise PDO extracts as much as possible from each lower level before moving
ithe next, and overlaps them as well. It should also be underscored that there are few

mples of institutions that have reached a point where they are utilizing only Level

jree resources. Nor should there be many. If a PDO can meet its expansion needs and

mtinue growing without bringing in outside investors, it should do so.

i steps must a PDO take if it is interested in acquiring funds from the higher lev-
 There are several:

Shift from thinking only in grant-seeking terms to those that include concepts of
peting market demands, potential profitability, and securing loans and investments.

Vhere the Sustainability Stage institution confronts the demands of achieving
breakeven, the Expansion Stage institution must begin to think about achieving a
profit that will attract investors from the local cconomy as well as from the commuy-
of socially-oriented investors. This means it must seriously confront the type of
outlined in Sample 11 on page 136

f Level Two resources are sought,
it Is important to understand that Types of Debl Instruments
the debt instruments included

s actually cover a broad range, | Soft <® # Hard
sand that these too fall along a con- | « social purpose « business purpose
tinuum, with the softest loans rep- | « grant-like » commercial loans

resented by the left hand of the
continuum, and the hardest represented by the right * The softest are grant-like in
qullity and are best represented by the Special Projects investments of the
InterAmerican Bank. They are characterized by strong social purpose, and carry
‘lerms that are not expected 1o cover the costs of the funds, or generate income for
the provider. The hardest are represented by commercial bank loans at market rates

# This section s based on the SEEP report, Local nd Internationsl Financial Mechanisms for Poverty Lending.
ch, 1992) and Is drawn largely from remacks made by Douglas Sallours of the Calmesdow Foundation
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ofinterest. In between, at differing places along the continuum are foundation pro-
gram-related investments, and those of social investors such as the Calvert Fund. As
‘one SEEP agency representative has indicated. “when you talk to a lender, you talk
about risk and return,” and retum can be either social or financial, or a combination
of the two. To gain that return, each lender is willing to take on a different amount of
risk, and to charge the borrower accordingly.

|_cevewoenent | swm

A further way to characterize debt instru-

: : Characteristics of Debt Instruments
ments is to look at them in terms of a
range of features that describe their * 0uNe
source, purpose, structure, and require- * currency
ments. Each set of choices that a lender * purpose

makes regarding these features has impli-
cations for SED institutions that are IR
potential borrowers. Clearly, it is in the Sk ranking
interest of PDOs to carefully assess and * interest rate
compare potential investments along « frequency of payment
these lines to assure that an appropriate « repayment term and structure
match is made between the requirements

¢ rement |
of the lenders and the potential of the fequirement for security
program to manage the terms, * Darriers

* type of instrumeant

“Once an organization understands the field of debt financing and localizes potential
sources of support, it must go about the task of gamering the loan or investment. An
essential element in that process is the creation of a solid proposal that can be ana-
lyzed by the prospective lender, and defended by the organization. Such a proposal
must contain a series of items that enable a lender to assess the credit-worthiness of
the program as he would for businesses or individuals. In this sense, the proposal
must enable the lender to review the five “C's” of credit as follows:

* Capitak: forecast financial statements which demonstrate the financial strength
of the organization, provide a framework for the lender's analysis, enable key
variables to be tested, and show funding requirements

* Chronology: & description of the institution and program that provides a histo-
ry ofits development, and highlights the manitoring systems used

* Character: an indication of who management is, and who are the institution's
supporters

* Capacity: a demonstration of the demand for the service; the pricing structure;
a risk summary that indicates the range of risks the institution faces and iden-
tifies the risk mitigation procedures that will be in place against this risk; and a
definition and defense of the assumptions that have been made in developing

the proposal

* Collateral: the PDO must be prepared 1o offer some form of assurance ot

material guarantee that will give the lender confidence that the funds will not
be lost.
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(Drake and Otero 1992).

Other Northern PDOs have provided similar Support to their Southern partners. It
clear that PDOs seeking these resources need lo develop the means (o provide the
collateral required.

through the issues associated with the bank formation, as well as serve as gatek
ers o the funders most likely to be interested in the idea

ented banks such as Grameen, and village banking programs that have developed a
tem to support the mobilization and lending of savings at the village, but not at the
gram level,

Other programs have required clients 1o save. usually in local banks. to develop a
reserve against calamities thar could lead 1o default, and to build their own financial
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ege. In some instances, the existence of these savings have made commercial banks
disposed to lending to the microenterprise program, and to reducing the interest
e charged for these funds, but this has been an indirect way to provide programs

h the funds required for lending.

g of the principal reasons (o develop a formal financial institution is to create a
hunism that can protect these client savings and place them at the service of both
¢ program and the savers themselves. For the savers, it can provide:

* a secure place 10 save,

* additional money for productive loans;
* possibly loans for other high priority purposes, such as low cost housing; and

* lower cost loans: the micro-lending institution will reduce its overall cost of
money; interest rates paid 10 savers may be less than that paid to external sup-
pliers of capital.

I the microenterprise institution, savings can offer:

* an enlarged lending portfolio to serve a larger number of clients;
* increased income that can help sustain the institution financially; and
* a lower cost source of funds.

Fings may also serve as a stimulus to efficiency. Credit programs with voluntary sav-

§ programs are often more efficient than those without. The reason is that these vol-
Iy programs operate as a form of competition to the credit component. If interest
s are too high or loan terms too restrictive, businesses will fund their capital needs
of savings instead of credi.

pansion-minded PDOs need to carefully consider how the question of savings is 10
‘ddressed in their expansion strategy, There are two important points to remember.
L, savings do not substitute for the start-up cost needed for expansion. Once these
estment funds are in place and the appropriate mechanism established, then savings
1 be used 10 fuel loan portfolios. Second, savings mobilization and protection require
dailed study and analysis ™

ource Mobilization and Management
Technical Assistance and Training Programs

Phile these types of analysis are particularly germane to financial services programs,

magers of other types of enterprise development programs are equally challenged.

DOs that offer training, management and technical assistance services will continue to

Bquire infusions of donor funds, but as programs grow this will imply developing a
prsification strategy that builds upon a mix of internally and externally generated

hds. While cost recovery has been the keystone of these efforts, a second possible

ategy 1o pursue is the development of endowments that can provide regular income

j COVEr COTE COSIS.
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stages, assistance is required in developing effective methodologies, raising grant fi
and organizing systems and structures o support growing and sustainable programs.
this stage, Northern PDOs are called upon to:

* cultivate new funding sources in the social investment community, as well as
among bilateral and multilateral funders;

* help leverage funds from these and commercial sources by developing new
mechanisms, such as guarantee funds and endowments:

* find and fund the technical resources that can help an organization develop the
feasibility analyses and plans required for organizational transformation: and

* develop funding that can SEIVE as equity investments in new financial institu-
tions, and serve as an incentive 1o larger investors.

* Do we have the capacity 1o help partners through this transformation?

* Ifnot, should we seek to develop into the type of organization that can support
this transformation, or should we guide our parners 1o others more experienced?
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* If we choose 10 continue working with our partner, what changes do we have
to go through to support their expansion?

al SEEP member agencies have begun to address these challenges by developing
funding relationships and mechanisms. ACCION International, for example, cre-
d the Bridge Fund in 1984, a guarantee mechanism that allows the organization’s
lates to borrow from the commercial banking sector based on guarantees issued in
wor of local banks. The fund currently has assets of $5 million, gencrated through

ns and donations from foundations, individuals and churches. Bridge Fund loans
n in the United States, but are used as collateral 1o back loans to affiliates. The \9;
rantees are in the form of irrevocable standby letters of credit issued in favor of
banks in Latin America. Each letter of credit guarantees from 20 to 100 percent of
& loan extended to the affiliate, and all together the Bridge Fund guarantees a total of
j0 million (Drake and Otero 1992, page 74). Other organizations have provided funds
pally 1o serve as guarantees with Southern commercial banks. In any of these
gances, the PDO is forced 1o address the technical issues outlined in the box below,

Checklist 12. — Guarantee Fund Technical Issues

antee funds must be managed in four areas: marketing, investment, placement, and
pnitoring. Organizations interested in establishing such & fund must address the fol-
g technical considerations

0 target market: who are the recipients of the guarantees?
23 cos! structure: will the affiliates be charged a fee or will it be a free service of the partner?
3 mechanism: a letter of credit, or a deposit in a local bank?

0 leverage potential of the guarantee; percentage of loan covered; does it cover the first
lpss?

£ eligibility critenia for recipients of the guarantaes (minimum specified indicatars of
financial condition and performance, such as loan porttolio quality, level of capitaliza-
tion, viability standards, and liquidity)

03 ability to take or hedge against currency exchange risk if funds are to be placed directly

£ dentification of financial institutions, both domestically and abroad, that might collab-
orate in the fund

£ establishment and maintanance of an adequate loan loss reserve

£ credit methodology utilized under the guarantee scheme o ensure prompt and high
recovery rates

£ policy and procedures regarding losses to the fund

3 management information and tracking reguirements

£ ability to safely manage the funds provided by the lenders

£ legal considerations, particularly with respect to borrowing from the public
(Drake in SEEP, 1991)
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LINKAGES

Just as the PDO's role in financial management increases in complexity from stage to
stage, so does its relationship with outside institutions.

* Inthe Development Stage, the PDO focused on establishing linkages with its
potential clients, and often a supporting Northemn organization.

* In the Sustainability Stage, the PDO was ready 1o clarify its own niche as a

development organization and craft a series of relationships with peer organi
zations 1o serve its own needs and those of its clients.

In the Expansion Stage, the playing field of organizations needs to be exam-
ined once again. The niche found by the Sustainable organization may no
longer suit it. A very large PDO may have outgrown peers in its network w
no longer work on the same issues. This is especially true if the choice has
been made 1o create a profit-oriented financial institution. At the same time,
the PDO' development goals may make it different from other financial inst

tutions, and therefore these can never be peers in the same way that other
PDOs were.

Earlier sections of this chapter described how changing roles force the institution to
reexamine relationships with peer organizations, donors and national government
ies. Depending upon the expansion strategy chosen, links to the formal financial

may be developed or strengthened. There remains another linkage task facing the
Expansion Stage organization. described below

IEJ Estabiish and Implement a Policy Formation Strategy

It can be frustrating for nonprofit organizations to see the dimensions of a problem
have neither the resources nor the clout to make a significant attack upon it. This frus-
tration is what motivates the Expansion Stage institution to grow its program, and to
raise the funds to reach larger numbers of people in need. It is the same frustration

impels it 1o look to the political arena and identify policy blockages that directly limit
clients’ ability to succeed, and sometimes its own capacity 1o serve them. From a more
positive perspective. the expansion-oriented institution may see that its increased size

and success provides it with the opportunity to be proactive in influencing government
policy for the betterment of the sector as a whole,

Such motivations have impelled organizations to take on actions that range from limit-
ed issue-specific interventions. 1o strategies that become substantial elements of their
organizational profile. Examples include:

¢ an apex institution lobbying for inclusion of certain microenterprise program

Gategories in government plans, thereby unleashing resources for member
programs;

* # PDO intervening on behalf of its market vendor clients when a government
order is announced to clear them from certain market areas:
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¢ another PDO producing a newsletter on informal sector issues for legislators
and government officials to rise their awareness of the ways in which law and
regulation affect upon microbusiness.,

he following mini-cases provide other examples of the ways PDOs have approached
he issue of policy reform and advocacy. In each case, the institution has defined an
explicit strategy and has committed significant resources to its execution

CASE ONE — The World Council of Credit Unions (WOCCU) has a program to
address the safery and soundness of members’ savings. Safety and soundness fs
designed to create an enabling legislative and regulatory environment and improved
internal controls. Financial stability relies on savings and credit unions who mus
have the confidence of their members that savings will not be lost. This requires
attention to both internal and external control mechanisms. Internal controls are the
sound policies and systems to protect members’ savings that are implemented
through institutional development. External controls come through legislation and
policies promulgated by national regulatory bodies. As a part of its systematic
approach to credit union development, WOCCU seeks to assist national regulatory

agencies 10 develop appropriate structures and mechanisms to effectively protect
members' savings,

WOCCU has initiated systematic and direct policy dialogue with the public sector in
selected regions and countries to strengthen the safety and soundness of credit unions
by improving the legal and regulatory control systems under which credit unions
operate. To provide credit union regulators and member movements with the techni-
cal tools necessary for effective financial system reform and development, WOCCU is
- producing (a) comparative legislation models, (b) regulatory examination systems,
and (¢) standardized measures for rating financial safety and soundness.

To upgrade regulatory practices, WOCCU has solicited and obtained assistance from
- the National Credit Union Administration (NCUA), a US. Agency with regulatory
authority. NCUA has provided technical assistance and has participated in regulato-
ry assessments in Bolivia, Honduras and Guatemala

WOCCU also recognized the importance of having regulators from the developing
world involved and talking among themselves, as well as meeting with regulators
from the developed world. WOCCU organized and brought together 53 regulatory
#uthorities from 36 countries and six state/provincial governments for an interna-
anal dialogue on credit union legislation and regulation. It produced a regulatory
(directory and comparison document and stimulated a variety of follow-up activities,

SE TWO — Self-Employed Womens Association (SEWA) in India grew out of
he Women's Wing of the Textile Labor Association of Ahmedabad. It maintains
poth trade union and development agendas focusing on right to work. fair Wages,
etter working conditions, legal protection, social security and welfare measures. In

al areas it emphasizes creating additional employment opportunities and alterna-
economic structures such as cooperatives. SEWA sponsors 24 cooperatives com-
posed of a variety of small-scale producers, vendors, and service providers. It assists
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each cooperative 1o develop financial and managerial self-sufficiency and has formed
& co-op bank 10 provide working capital loans to Co-0p members.

Of the 40,000 members of SEWA, more than one-third are home-based producers,
working on a piece-rate basis on Jobs thar are farmed out by manufacturers. When
they began to unionize around fair piece-work rates, they were threatened and

employers stopped giving them wark. When they turned to the Labor Department
for assistance they were informed that they were not officially recognized as work-

SEWA formally brought some 100 cases of home-based workers before the Labor
Depaniment in Gujarat State and eventually got » fixed minimum wage for picce-
workers. In order to present their cases, SEWA mobilized the assistance of lawyers,
researchers and cconomists. Further, SEWA lobbied for a National Commission on
the Self-Employed 1o give visibility and legitimacy to home-based workers. This idea

level women'y groups,

SEWA 1ook its advocacy and lobbying efforts to an international level, through the
International Confederation of Free Trade Unions, by getting them to endorse a res-
olution on the recognition and protection of home-based workers. This international
recognition strengthened SEWA' position with the Labor Department, and SEWA
developed model legislation called the Home-Based Worker's Employment
Protection Rights Bill, which it lobbied to have introduced in Parliament.

While there is some debate as 1o whether a policy role is » necessary component of
the stage, it is safe 1o say that 2 PDO needs to explicitly consider the option within
the frame of its vision and goals, opportunities and constrainis. Use Checklist 13. —
Policy Formation 10 assist with making this determination
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Checklist 13. — Policy Formation

Before making 2 decision to become involved in policy formation, advocacy or lobbying
activities, there area number of ISSues which require data collection and examination in
prder to make informed decisions. This series of issues can be roughly divided into
axternal laclors, what needs 1o be known about the general policy environment, and
Internal factors, what the agency needs to know about itself

External Factors

3 What are the existing laws, regulatory policies and common practices that govern
credit, the informal sector, microenterprise programming?

O What are the important issues regarding legislation and policy as articulated by the
community of organizations working in microentarpnse activines? Are there ISSues
that need to be addressed but are not yet articulated?

3 What are the government and non-governmental agencies that control the laws
and policies atfecting microenterprise activities? Who are the influential people
and who are the decisionmakers within those agencies?

03 Of the variety of Issues to be dealt with, which are of vital importance to the
microenterprise community as a whole? Which are vital to the organizations’ pro-
grams and ability 1o become self-sufficient? Which issues are time-defined and

require immediate attention for social, political or economic reasons?

Internal Factors

0 Does the organization's vision and mission lend itself to policy and advocacy-type
work, or are there conflicts? How can the conflicts be resolved?

0 Does the organization have the capacity to address and affect policy? Does it have
the persannel, including staff with appropriate experience and Board members
with appropriate contacts? Can these activities be taken on without negatively
affecting its on-going programs by diverting statf time and money?

0 Are the policy issues of significant importance to the agency to warrant allocation
of resources?

0 Can the organization generate financial support for these activities from its current

donors, or are there potential future donors willing to support these types of activities?

163






POST SCRIPT

h the discussion of Linkages in the Expansion Stage, we have come to the end of
fnstitutional development tasks that face enterprise development organizations in

ss of becoming effective, sustainable, and “impact-ful” in the work that they
jome critiques of the model used in this book note that it stops at expansion, but

process-onented model should assume that there is more 10 life than three linear
es. Other models have posited birth, growth and death as a more likely description
he way organizations behave. For us, it is clear that there is so much work that has
10 be done in creating snd supporting the development of PDOs to reach the
mnsion Stage that the future beyond it seems just a little 100 theoretical,

is certain is that so long as the need exists 1o support economic development
pities on behalf of the poor, PDOs will be there creating new approaches, testing
n, and moving them forward 1o assist ever increasing numbers of people. These
es may involve finding ways to create substantive, rather than incremental
e for clients; generating models that work in dispersed, rural areas; and develop-
y economic ideas with the chance of creating real wealth.

r the path, organizations will find themselves confronting the same tasks of
: nt, Sustainability and Expansion, and it is hoped that for them, this book
inues 1o serve as a useful guidebook along the way.
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AFFILIATE AGREEMENT AND
AFFILIATE AGREEMENT MONITORING CHECKLIST

JEFINITION:
X

8 100l provides guidelines for private development organizations to define effective
pitlen terms of reference for the creation of linkages between themselves, It is

Bsigned to define the relationships between a Northern organization and its Southern
irtners and it can also be used by Southern organizations that wish to create affiliates
t are owned and run by the local communities in which they are located.

DURCE: Opportunities Industrialization Centers International

e agreement defines the terms of reference for the relationship between OIC
sternational and its independent, locally-managed affiliates in Africa, Asia, Central

erica and Europe. The checklists are designed to assist OICI in monitoring affiliate
ampliance with both the defined terms and spirit of the agreement.

HE TOOL:

€ purpose of the written agreement is to define in writing the spirit, intent and for-
al agreement two PDOs have reached to work together 10 achieve common goals and

pjectives. Before signing the agreement, both PDOs have already agreed upon sharing
mmon principles, philosophies and missions.

e two checklists provide guidelines for PDOs 10 monitor one another 1o ensure com-
nee with the spint and letter of the agreement. The intent of the checklists is posi-
¥e. They are used to validate compliance as well as to identify areas of institutional

tlopment need an apex PDO may wish 1o address on behalf of an affiliate through
pagement and technical assistance.

he agreement is similar 1o those used by private, for-profit corporations in franchise
fationships. A franchisor is someone with an idea and profitable business formula who
ther wishes to sell to or is sought after by others who want to duplicate the formula
ewhere. Both franchisor and these others, known as franchisees. agree to be wholly
wned and independent of one another. However. each agrees o assist and be served by
pe another. Franchisces agree to conform to minimum standards of product or service
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quality. logos, business premises, raw material specifications, etc. Franchisors agree to
provide services of collective benefit to all franchisees in areas such as advertising. All
parties thereby profit more than if each were to operate totally on its own.

As in franchising. the agreement best suits PDOs who wish to formally collaborate and
adopt one another’s goals, missions and principles. In most cases, the franchisor would
be the apex PDO, usually located in & northern country, and the franchisee would be
the southern, developing country affiliate.

The PDO parties to the agreement remain self-governing and independent of one
another, necessarily conforming 1o the legal standards and terms of the countries in
which affiliates are located. This tool is not useful for PDOs who create branches or
ficld operations that are wholly owned by the apex PDO.

HOW THE TOOL WORKS:

There are several preliminary steps in the institutional development process before sig-
natures to an affiliate agreement are formally made. These steps include:

L. Local interest group formation:

The first step in affiliation is creation of a local interest group from a cross section of
prominent government, community and private sector individuals. Some of the indi-
viduals in the group would have the potential of becoming board members once the

local PDO is formally created,

The group may then wish to affiliate with an apex PDO, This could be an interna-
tional PDO that the local interest group identifies as having a mission, principles,
goals, objectives and activities similar to its own.

2. Prefeasibility and feasibility studies:

The internationa) PDO conducts a prefeasibility study o verify the local community
interest, effort and resource potential to create an affiliated PDO, Depending on the
results of this prefeasibility study, a full feasibility study and funding proposal is
developed. The study/proposal identifies a project that is consistent with the inter-
ests, goals and aspirations of both the interest group and the international PDO.

Al the same time, the local interest group should already have completed the steps

necessary 1o create its own local PDO. This would be a nonprofit PDO, formed and
registered with the host government. The local PDO would be supported by a com-
bination of resources, including those from one or more donor agencies, the host
government, and local community contributions.

3. Achieving formal affiliate stutus:

Ongce the local affiliate becomes registered and licensed, an affiliate agreement is
signed by the Board chairpersons and/or chief executive officers of the two respective
organizations. As summarized below, the agreement spells out the rights and respon-
sibilities the two parties have with one another in terms of mutual interdependence:
a. Adoprion of philosophy and principles of service.
b. Minimum standards such as number and composition of board membership;
adoption and integration of international PDO logo; adoption of international




PDO Board, management and operational practices and documents; commit-
ment to share information with the apex as well s other affiliated PDOs,
among others,

¢ Acceptance 1o cooperate and participate with the international PDO in the con-
duct of independent evaluatons, audits, and provision of on-site technical
assistance,

d. Provisions for corrective measures and penalties in the event of noncompliance;
rights of agreement termination.

pnitoring compliance with the spirit and terms of the affiliate agreement:

1 the spirit of positive, mutual support and assistance, the checklists are designed to
ponitor affiliate compliance with agreement terms and standards, and are used to
ntify institutional development needs. They help create written plans of work and
assistance to be performed on behalf of affiliates by the intemational apex

puld neither be practical nor feasible for all affiliates 1o be in 100 percent compli-
ance with affiliste agreement terms. The person who conducts the monitoring exercise
and fills in the checklists would have to look at compliance in terms of overall commu-
ity impact, number and quality of outputs, and ability to mobilize resources. Not all
guestions would be relevant or practical given local circumstances and conditions.

he two checklists focus on two broad areas of standards; one for the Board of

ors and the other for operations.

8. Board standards: This checklist identifies affiliate strengths and weaknesses in
such areas such as agreement compliance with Board membership number and
community representation; creation and use of critical documents; number of
meetings and whether minutes were prepared; Board policies and procedures
with respect to management supervision; whether Board committees exist and
are actively operating; whether elections for officers are regularly held,

b. Operating standards: This checklist identifies affiliate strengths and weaknesses
in actual management and program service delivery. Among others, areas cov-
ered include program director ability and qualifications; program reports and
recordkeeping, personnel administration: financial sccounting systems; physi-
cal facilities such as buildings, equipment and vehicles: planning and affiliate
self-assessment; delivery of program services: and community relations.

EXAMPLE:

OIC Ghana (OICG) provides one of the best examples of an affiliate which has sub-
tantially benefitted from complying with the terms and conditions of its affiliate agree-
ment with OICIL. Begun in 1970, OICG s one of the oldest OIC affiliates to have been
ereated internationally. Its 22-plus years of sustainability and expansion 10 three other
regions of Ghana testifies (o the effectiveness of both the affiliate relationship with OICI,
nd compliance with the terms of their affiliate agreement. However, where O1CG has
complied with affiliate agreement terms relevant 1o resource mobilization, lack of
itficient resources has resulted.

—t
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Following are the arcas of strength and weakness in which OICG has either succeeded
or been held back, depending on the degree to which it has complied with affiliate
agreement terms and conditions.

L. Strengths in affiliate agreement compliance:
The longevity and growth of OICG prove the benefits it has received from affiliation
with OICI and compliance with the terms of the affiliate agreement. Specific exam-
ples include:

a. Adoprion of OIC logo and name: This gives OICG prestige and recognition
among the international donor community and host government as an affiliate
to a worldwide organization.

b. Replication of affiliate standards in expansion: OICG has created centers in
Kumasi, Accra, Takoradi and Tamale. It has succeeded in replicating Board
and operational standards at these centers.

¢ Operational effectiveness: including an effective national executive director.
well-maintained facilities and vehicles, compliance with standard operating
procedures and personnel policies, and a high degree of willingness to leamn
from OICT principles in SED and credit access to expand services to O1CG's
target beneficiaries.

d. Broadly representative Board of Direciors: including members from the host
government, privite businesses, the clergy, and former trainees.

¢. Broad base of community support: meluding alumni and parent groups who
actively support OICG through local fundraising efforts,

2. Weaknesses in affiliate agreement compliance:
One of the few weaknesses OIC Ghana has in complying with affiliate agreement
standards is in the area of resource mobilization. OICG Board members and man-
agement have found it difficult to pursue and maintain contact with donors and con-
duct necessary public relations. These weaknesses then suggest arcas which the apex
PDO, OIC Intemational, should address through increased 1echnical assistance.

OTHER USES:

The checklists can also be self-administered by an organization interested in diagnosing
its own strengths and weaknesses in a variety of arcas. Institutional development plans
can be developed using internal and external resources, as necessary.

Editors Note: In addition to the OIC International Affiliate Agreement, a sample
agreement used by Opportunity International, demonstrating a different approach. is
also included. The monitoring checklists have been edited because of space constraints,
For complete samples, please contact OIC International, 240 West Tulpehocken Street,
Philadelphia, Pennsylvania 19144, USA. Also note that the checklists, as designed
OIC International, provide ample space for comments which we have only shown
the first few examples, again for reasons of space. We suggest, however, that a
reviewer's observations and comments are extremely important in an assessment
process and recommend that users make sure they incorporate space 10 do this.



0IC INTERNATIONAL AFFILIATE AGREEMENT
Adoptad by the OIC International Board

THIS AGREEMENT is made and antared Into this day of 19 by and
between Opportunities Industrialization Centars International, Inc . hereinafter refarred 1o as 0IC!

or 0IC Imernational, and tha OIC

WHEREAS, 0IC International and affiliate 0ICs have agreed to affiliate for their collective and
Individual good; and

WHEREAS, 0IC International and affilizted DICs have expended great energies. time and effort, and
money 10 develop and have established a standard, unigue and uniform systam for the establishment
and operaton of human resgurce devalopment training centers, identified by the trademark OIC. aither
singly or in combination with other trademarks or symbols owned by 0IC! and affiliated locals, and
Include the OIC key, and phrase "WE HELP QURSELVES" other designs, management information sys-
tems, business practices, procedures and policies; and have establiished public acoceptance, demand
and good will for 0ICs operated under the systam; and

WHEREAS, Opportunities Industrialization Centers International, Inc.. is the sols owner of the
name Opportunities Industrialization Canter. hereinafter called 0IC, and DIC! has the exclusive
right outside of the continental United States 10 use said names In connection with the perfor-
mance of services for the unemployed, the poor and disadvantaged, and

WHEREAS, the affiliate group to be known as 0IC recognizes the advan-
tages of the DIC system and desires upon terms and conditions hersinafter contained, 1o acquire
Or retain the right to operate a human resource development training center, to train the unem-
ployed, underemployed and disadvantaged, under the name OIC and 1o use the 0IC system. sym-
bols and tragemarks, ang 10 secure the services of 0IC International and other affiliated DICS In
gonnection with the operation of the affiliate 0IC, and

WHEREAS. 0IC International desires. upon the 1erms and conditions hereinafter contained. 1o
permit the affiliate 0IC to operate an OIC Center and use the name 0IC

NOW THEREFORE. with due regard to the facts set forth in the foragoing recitals and In consid-

eration of the mutual covenants and promises hereinafter contained, and for other good and valu-

anmumukmmwmmmemmummm.mmmmawm
10 be legally bouna hereby agree as follows:

Affiliate is hereby given the right to use the DIC system and the name OIC, extending beyond
any express pariod, anticipating a refationship dedicated to the services of the disadvantaged
unbl the need for such services no longer exist, proviged, however, the grant hereaf shall not be
construed as transferring any interest in said system or name, except the privilege 1o use
such name or systam. Affiliate shall have exclusive use of the name OIC in its assigned area
whichisthe ______ [(country)

175



176

mmmmmmmmmamunmmowummm
mmmmummmowmuwwpmmmmnm
unduly or unreasonably withheld Affiliate agrees that it will not infringe upon OIC!'S privilege
wwmmmmnwmmmmfommgmmmm any organizations using
the name OIC and the OIC system heretofors mentioned, except under license from 0ic1,

] mmmmwmmmnuswmc:mmmm.uuunuumrmmwno

the said mark “0IC1,” Opportunities Industrialization Centsr together with the good will symbal-
mdwhmutnmmmmmm.ammtnuwmnnmmsmnmwmm

INTENT

v mmmmmmuammomumsmfommmmswmnmmmmmm
' tional organization and its atfiliates shall agres to affiliate and operate within the defined pur-
pose of 0IC International

PURPOSE

V. The declared purpese of 0IC is to ameliorate poverty through the organization and develop-
ment of human resource development training centers modeled around the concept of "We
Help Ourselves.” identified by the trademark “0IC” and symbolized by the 0IC key

TERMS AND CONDITIONS
VI Following are the terms and conditions under which 0IC International and Its affiliates shall
operate:
A OIC International shalt

1. Pcrmltmun!umwuuo!mlomnlmemmwmbymlowmumwimina
prescribed geographical area

2 Provide the opportunity for reprasentation on the International Board of Directors.
3. Otfer affillates:
3) Technical assistance in all areas of atfiliata effort. Including Board and program
activites, management and public affairs.
b) International and regional forums for exchange of information:

€) Liaison with national and international corporations, United States and host coun-
Iry governmants,

d) Develop model programs and projects;

¢) Provide national public information sarvices. Including making available 0IC) offi-
cers for local events;

f Davdupmmwmtobecunumﬂnmmmmmwm

B Local Affiliates shall

1. Carry out the purpose of DIC in accordance with 010! Standards subject to such
moditications as may be nacessitated by local circumstances

2. Provide training and placement and/or resettiement services in accordance with 0101
Stanoards,

[




3. Use the DIC name and trademark as prescribed by the 0IC! Standargs

Have 2 Board of Directors vested with tha responsibility for governance of the affili-
ate; organized and operated consistent with the 0IC! Standards

Submit 1o 0ICI a centified copy of the Certificate of Incarparation, Bylaws and subse-
quent changes or amendments

Employ a Program Director responsibie to the local Board for agherence to national
policy and providing overall guidance and direction in carrying out the terms and
conditions of this Agreement. In évary instance. at least three parsons will be inter-
viewed by the Board of Directors or the Parsonnel Committee which may inciude the
Program Advisor The affiliate Board of Directors will make the final selection decision

Establish where possible the following volunteer Support Groups In acoord with 0IC!
Standards:

* Advisory Council

» Technical Advisory Committes(s)

* Alumni Association

« Others as designated by the Board

Operate within a balanced budget approved annually by the local Board of Directors
9. Seek private suppon through financial contributions, gifts in kind, and other such

means described in the 0IC! Standards

Submit to the 0ICI administration an annual financial audit prepared by a reputable

firm of independent cartified public accountants no later than six months after the

ena of the fiscal year in accordance with generally accepted accounting principlas for

nonprofit organizations.

Parmit OIC Intamational to monitor fiscal, operational and managerial practices of the

local affiliate 1o assure compliance with 0IC! Standards and Procedures.

Establish and maintain a Management Information System (MIS) at the affiliate level
In accordance with 0ICI Standards

CERTIFICATE OF AFFILIATION

Issuance and renewal of a Certificate of Affiliation will be based on compliance with the
terms and conditions of this Agreament

COMPLIANCE AND PENALTIES

The affiliate agrees 10 abide by the decisions and instructions of the DIC International
Executive Board Committas and also agrees that strict adharence 1o Executive Board —
getermined stangards ang reguiremants is mandatory proviged that where such decisions
and Instructions conflict with national directives, such disputes shall be resolved as in the
termination clause of this document. OIC International shall appoint an authorized person
(1.8, Program Advisor. Evaluation Officar, Operation Officer, auditors) 1o monitor perfor-
mance under this Agreement. Such authorized representatives will represent OIC! in pro-
viding management expertise and technical assistance. but will not be authorized to change

—
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womntumsmwmmmhkommm Authorized representatives may attend
Board meetings of the affiliate to monitor its activities and/or speak on behalf of 0IC
International. On request, the affiliate shall prepare and fumish to the OIC! administration
various reports and allow for the inspection, examination and/or audit of the accounts,
books and records by OIC Intemational and its authorized representatives at all reasonable
limes ang permit copies thereof to be made Noncompliance can result in the withholding
of benefits of affiliation as described in the terms and conditions of this Agreement, or in
the termination of this Agreement as described below.

Noucuonomincmmunubumndedoycmmpanymmmvmmamamof
both parties

TERMINATION OF AGREEMENT

All complaints, controversies or claims (hareinafter referred 10 as a dispute) arising betwesn an
affiliate and the OIC International involving questions of interpretation, application or breach of the
Agresment, shall in the first instance be taken up betwaen the Executive Director of 0ICI or his/her
representative and the affiliate Board of Directors or its representative. Should they fail to reach an
agresment or adjustment, the dispute shall be submitted to the Executive Committes of the
Intemational OIC Board on which the affiliate shall be represented. The Executive Committee's final
decision may include 2 period of probation to allow the affiliate time to correct the problem

This Agreement may be terminated by either party by two-thirds vote of the full membership
of their respective Board, but only after following the foregoing procedure

Upon termination of this Agreement, the affiliate agrees that it will Immediately discontinue all
operations under the name OIC, the use of tradenames, trademarks, signs and other forms using
the name or mark indicating OIC business. 0ICI shall make or cause such changes at the expense
of the affiliate. All further affiliate activities under Its charter shall be under a new name, not simi-
lar to 0IC

IN WITNESS WHEREDF, the parties have hereunto set their hands and seals this day |
19

Opportunities Industrialization Canters
International, Inc.

By
Affiliate Board Chairman DIC!I Chairman of the Board

Affiliate Program Director OIC! Executive Director




MEMORANDUM OF AGREEMENT
Year 1

Batween

and

OPPORTUNITY INTERNATIONAL
340 W. Butterfield Road, 48
Eimhurst IL 60126 USA

PREAMBLE

and Opportunity international have unique visions for min-

because wa shara mutual concems and a mutual commitment to serve Jesus Christ. This

gnt 15 therefore an affirmation of our commitment and an agreement 10 work together as
in 2 program consistent with our common Concems.

agreement follows a successful pilot program completedin __________ (0at8) between
and Opportunity Intemational

purpase of this agreement is 10:

. Formalize the relabonship between our partner organizations;

2 Specity our mutual cancems.

| Describe the thrust of each partner's ministry;

‘. Articulate the extent and areas of responsibility to each ather in the stated agreement penod.

Establish the programmatic and financial goals which each paringr organization will strive 1o
. meet as its part of this joint atfort,

. Agree to a treatment of income in order to prevent misunderstandings about Opportunity
International’s financial obligations to

RELATIONSHIP

The reiationship between and Opportunity International will
one of mutual trust, wherein both parties will strive to enhance each other's ministries through
common commitment 10 Our Lord, acknowledging that TOGETHER through Christ we form a
feam that can be an sffective witness to the wider community, thus being partners in the proclama-
of God's purpose and Kingdom

MINISTRY

“The ministry of through its Board of Trustees, staff and the
cooperation of Opportunity intarational, is 10 provige financial assistance, consultancy and train-
Ing 1o small and microbusiness entrepreneurs who have the right motivation for the effective
‘implementation of viable business expansion and creation plans with high income generation
‘and/or employment genaration potential

g
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The ministry of Opportunity Interational is 1o assist and other
organizations like in becaming indigenous agencies that can
sffectively assist the poor by stimulating small business development, working closely with local
church networks. To that end Opportunity Intemational provides financial, moral, technical and
persannal support where requested. Opportunity International’s provision of services and funds is
detalled in documents of agreement (such as this document) batween Opportunity Intarnational
and its partner agencies

Opportunity Intarnational’s ministry will be accomplished in 1o the extant
that matures into an eftective, far-reaching and spiritually-led
agency

RESPONSIBILITIES

‘s Responsibilities

1. Maintain small business development as its primary thrust with other ancillary programs related
t0 Its primary thrust.

2 Establish the appropriate personnel, policies and administrative proceduras needed to affective-
ly mest its program goals within a mutually agreed upon budget.

3. Coordinate with Opportunity International's Asia Regional Office 1o mest resource mobilization
targets through local and intemational fundraising programs

4. Provide Opportunity International/Headquarters and Opportunity International’s regional person-
nel with the programmatic and financial information needed to meet the reporting requirements
of Opportunity Intamational’s program evaluation, reports to AID, and reports to donors, US
tax authorities and auditors

5. Cooperate with Opportunity Intemational’s regional personnal in the evaluation and appraisal of
the program during the contract period

6 Expansion After existing commitmants are met. surplus resources will be committad 1o start
new affiliates Tha statt/trustaes will ba involved in the
feasibility exercise from incaption.

7 Personnel Sharing. The will be willing to share parsonnal
vath other affiliates and outreaches.

8. Regional Conferences. The will cooperate with Opportunity
Imemational, Maranatha Trust. and the regional affiliates to organize and conduct penodic
Directors’ meatings and Regional Confarences

9. Regional Networking and Autonomy. After achieving autonomy, will work with
Opportunity International. Maranatha Trust, and Ragional atfiliates in furthering mutual objec-
tives. Excess resources, both financial and human. will be made avaitable to meet the needs of
the regional/worigwide affiliates.

{continued on next




 Opportunity International's Responsibilities

1. Provide ragional personne! to assist in strategic planning, systems development, and adminis-
trative assistance as requested

’.1 Provide funding at specified levels for small business lending, management training, and
agency operations.

3. Provide opportunities for communication, exchange of resource materials, and fellowship
batween Oppartunity International, and other Opportunity
International partner agencies

4. Provide tachnical review where required for evaluation of operations and projects through
regional parsonnel and independent evaluators

PROGRAMMATIC AND FINANCIAL GOALS

's Goals

1. Attached to this agreement is a program strategy documant for the year. That document will
detall 'S objectives, the rationale for its objectives, the methods that it will
use 10 obtain Its abjectives, and the quantifiable results that will exist if its objectives are met

2 Throughout (dats), will sgek 10 implement 3 program of
small business development that will produce the following results

A USS at an exchange rate of to loaned to
small businesses. (Includes Grant for Head and
Branch Office. repayments),

B. [ ) small business loans made. ( Head Office,
training seminars given 10 entreprenaurs.

D. An average of (3) visits per year 10 sach loan recipient for management assistance. (Strong
projects may be visited less fraquently, weak projects may be visitad more frequently.)
E A minimum of (220) jobs created (or t0 be created within the |ife of the loan).
This would represant a minimum job creation ratio of one new job (according to
standargs) per every US$1000.00 loaned.

F. Any other goals that may set for itself (project goals in t8rms of
geography, agriculture vs_ industry, type of industry, portfolio diversification, additional
loans, experimental programs. &tc ) should be included in its annual program strategy

3 staff will assist Opportunity International’s Regional Office
in mobil@ing required funds for the program

Branch Office)

4. In (date), will carry out a self evaluation in conjunction with Opportunity
International’s regional personnel in order to determing how well has
met its own goals for the year

(continued on next page)
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Opportunity International's Goals

1. Opportunity Intemational will make available Asia Regional Office parsonnel in order to provide
technical assistance, strategic consulting, and program raview services to

2. Opportunity Intermational will provide USS, 0 for the folow-

Ing activities:
Head Office Branch Office
A. Small Business Loans (Uss ) (USS )
8. Management Training (Uss »* (US§s )
C. Office Operations (USS ) (USS )
Opportunity International will commit 10 raise thess funds from various sources with the
assistance of

*Management training includes the cost of eaching loan recipients how to deal with
financial institutions (e.g. applying for loans) and to develop business plans. It also
includes the cost of management seminars and on-site consulting visits.

3. Opportunity International will organize and provide financial support for an Asia Reglonal
Executive Directors Meeting and an International conference in (date),

4. Dpportunity International will seek to stimulate Opportunity Intamational Board and U.S. busi-
nessmen’s intarest in s activities by encouraging visits

0 which will be jointly agreed upon and planned.
5. Opportunity Intarnational’s participation with in (date) is
the first of a thres-to-four year commitment to whereby Opportunity

International will raise a total of USS for for loans, training and
office expenses contingent on program performance.
TREATMENT OF INCOME
Fundraising Income

1 Funds raised by Opportunity Intemational of by Opportunity International’s Regional fundraising
program up 1o the amount specified in the Programmatic and Financial Goals section, will count
against Opportunity Intamational’s financial obligations 1o

2 Funds raised by without Opportunity Intermational assistance or initiative
will be considered supplementary income o and will not count against
Opportunity Intemational’s financial obligations. All such Initiative

will be coordinated with Opportunity International in a manner that facilitates the utilization of
Opportunity International funds for its designated purposes

{continued on next




Service Fee Income

as Income o that counts against Opportunity Internationals
‘pbligations. As such, this policy will be applied to the (date) /Opportunity
Intermational agreement unless otherwise amended

AFFIRMATION OF PARTNERSHIP AGREEMENT

and Opportunity International hereby agree to the partnership of
“8pirt and of program as descnbed above. Both organizations will carry out this partnership in a
‘$pirit of love, understanding and common commitment to Christ,

In affirming this agreement. we also commit oursaives o long-term partnarship and cooperation
that will endure beyond the end of the four-year program that we are currently implementing

- together

Opportunity Intermational’s policy is to count service fee income, generated by loans,

g
LN s N

Chairman, Date

Chair. Opportunity International Date

Exscutive Dirsctor Data

Presidant, Opportunity Intemational Date
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OIC! AFFILIATE AGREEMENT MONITORING CHECKLIST
OPERATING STANDARDS ASSESSMENT

A. 0IC Being Assessed
8. Country Program

C Executive Director's Nama
D. Evaluators Name

INSTRUCTIONS:

This questionnaire has been designed to obtain nformation and data to find out if the Affiliate is
complying with the Affiliate Agreement. The questions are straightforward and can be completed
by placing a check mark in the appropriate space. Some inquiries will require you to fill in names
and gates Inquires made about recorded and/or written data should be visually observed pnor
to responding to the questionnaire. You will nead access to the DIC filing system that is being
assessed. If you are not shown proof of existing materials, record them as “no * If questions
arse as 10 whether part of an inguiry 1§ documentable. but not compiete, record them as no.”

A. EXECUTIVE DIRECTOR

1. Did the Executive Director participate with the Board of Directors in developing and/or
modifying policies and procedures of the affiliate’s program and sarvices? (present or
past Executive Director(s)) TJYES ONO

Comments

2 |5 the Executive Director the only staff member who can employ and/or discharge staff?
JYES ONO

i not, provide the title of the individual who has this responsibility

Commeants

3. Does the Executive Director have 3 good working relationship with the following

A. Board of Directors TYES INO
8. Staff AYES ONO
C. Trainees AYES CINO

D. Community TYES INO

(continued on naxt page)




4. Has the Executive Director developed and implementad an organizational plan?
TJYES ONO

A It 50, are the lines of authority Clear? TJYES ONO

B. If 50, are the lines of responsibility of the staff clear of subjective interpretation?
TJYES ONO

C. it so. has a chart depicbng the administrative authority and staff responsibilities
baen developed and made available to Board and staff? TYES TINO

5. Does the Exacutive Director hold staft meetings to inform staff about DIC's mission,
annual and long-range plans, and current program operations? S YES TINO

A. I s0, what was the date of the last meeting? Mo ___Day____ Year

B. REPORTS. RECORD KEEPING AND MANAGEMENT INFORMATION SYSTEMS

6. Does the Atfiliate maintain a retrisvable record keeping system? CIYES  TINO

A | s0. in the system are theré documents that provide informaton, needed to
measure and evaluata the affiliate’s services? AYES TINO

B 150, list at least three (3) such documents found in the record keeping system

. Does the affiliate have in place a statistical systam that provides adequate information
for its managemant gecision making? OYES ONO

A If'so; Is it structured for accountability to the community and funding sources?
OYES TINO

B. 11 50, Is it placed within the system to aid decisions in program planning?
AYES ANO

Do the affiliate’s records categorize the persons served with the type of service received?
TJYES TINO

Do the affiliate’s records documant reports to govemmental and private funding sources
on a reguiar basis? AYES ONO

. Does the affiliate have records documenting those individuals served as having. on a
raguiar basis, the opportunity 10 discuss and avaluate the program with OIC leaders
and staft? TYES ONO

A. |1 50, when was the last time? Mo. ___Day ___ Year

{continued on next page)
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C. PERSONNEL ADMINISTRATION

11. Does the affiliate’s local and/or country government have any present legisiation on the
books concernad with personnel policies and procedures? AYES DINO

A 1150, Is the affiliate in compliance with the laws? AYES ONO

Does the affiliate have a written personnel manual? JYES ONO
A. 1150, was the manual approved by the Board of Directors? TIYES DINO
B. 11 50, does the manual cover all aspects of personnel policies and procedures

governing employees? OYES ONO

. Does the Board have a written policy for employees and volunteers conceming contlict of
Interest standards and related policies? OYES ONO

. Does the affiliate have written job descriptions for gach position, Including expectad job
performance, in the table of organization? AYES ONO

- Does the Board and its personnel committee periodically review staff compensation?
JOYES ONO
A |50, when was the last review? Mo _____Day___ Year___
B. If so, does the Executive Director participate inthe review? TIYES TINO
C. It so, do designated staff persons also participate? JYES ONO

Does the affiliate have a written saliry scale and/or guide? OYES ONO
A If 50, does the guide take into account:
1 1 Nature of the position
0 2. Diversity and complexity of duties
3 3. Amount of responsibility
3 4 Judgement to be exercised
3 5 Qualifications raquired

Does the compensation reflect prevailing rates for similar work? 7 YES
A. If so, does It reflect any of the following
2 1. Local salary pattems
71 2 Applicable legal requirements
O 3 Professiondl standarts

Has the affillate made provisions for preservice and in-service training adapted 1o the
needs of the employees and atfiliate? TYES ONO

IS there @ formal wiitteén evaluahion conducted for sach emploves at least once a year?
TIYES ONO




20 s the employee and his/her immaediate supervisor Inclugen in the avaluaton process?
JAYES NO

21 Is the employee given the opportunity 10 read and giscuss the written evaluation with the
person conducting the svalyation? AYES ANO

A |5 the employes required to sign the evaluation 2s to documant that they have
read 7 AYES OINO

22 Does the parsonnal policy have policies and procadures for terminating employess?
AOYES N0

D. FINANCIAL ACCOUNTING SYSTEMS

23 Is the planned annual budget balanced, according to Board standards?
A YES

JNO

24 Does the affiliate utilize 2 double-éntry bookkeeping system? JYES TIND
25

In the preparation of intérnal ang axternal reporns, Is an accrual basis for accounung,
including depreciation of fixed assets, used? JYES TIND

26. Do the accounting records Include a chart(s) of accounts that |ist tha titiss of all

accounts? JOYES ONO
A_ 1150, 0o the entries describe the type(s) of [tems (revenues, axpenses assats etc)?
JYES TND

B. It s0, are they recorded for each account and designated by 2 numerical code
for identification? AYES N0

Does the affiliate utiize cash receipts and disbursements joumnals, a general journal, and
a genaral ledger for recording financial transactions? AYES TNO

Does the affiliate’s systam maintain racords to determine the cost of services and
programs? JAYES TNO

Does the affiliate utilize 3 competitive bigding system for maintenance and/or capital
expenses? AYES N0
A 1t 50, Is thare an analysis made of the value of aach bid? OYES JONO

Are bank accounts regulary and completely reconciled with the general ledger?
OYES JND

Are dishursements. other than pétty cash. made by check? OYES N0
A |1 50, are checks approved by a designated Individual? JYES ONO

Has the affiliate designated an authorized person(s) to sign checks? TIYES TIND

{continued on next page)
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A It 50, have limits and amounts been established that may be disbursed without

i cosigner? JOYES 2NO

33. Does the affiliate parform a periodic administrative review 1o determine if the
System is operating properly? JYES INO
A. I s0, when was the last review? Mo Day ___ Year___

E PLANNING AND SFiF-ASSESSMENT
34. Are services and programs planned &nd operated within the philosophical boundaries

established by the affilate Boarg? JYES ONO
A If 50, are they in accordance with the Affiliate Agreement ang the standards?
JYES TINO
35. Does the affiliate have on file a long-range plan? (Minimym thres (3) years)
OYES 1NO
A It 50, when was It prapared? Mo Day___ Year
B Ifso, have any updates been made? OYES SNO
C. It so. when was the last update? Mo. Day ___ Year ___
36 Are evaluations of the volume and kinds of services and program needs. and other related
data used in developing long- and short-range plans? TJYES TINO
37. Does the affiliate have in writing planned objectives? OYES 12NO
A It s0, are these objectives measurable? OYES SN0
B. It so, are the individual(s) responsibile for their achievement identifiea?
JYES TINO
C. 1150, are required resources projécted? OYES 7INO

38. Does the affiliate establish its goals and objectives from the annual plan?
JYES CINO
A. Its0, are schedules and priorities included? OYES ANO

B. It s0, are the above items usad In prepanng the annual budget? T YES CINO

39. Are semiannual and annual evaluations used o determine it tha objectives and/or schad-
ules of the Annual Plan have been accomplished? OYES ONO

Editor's Note: The 0IC International checklist also contains sections on Physical Plant, Program
Services, and Public Affairs ang Community Relations, It is rscommended that users generate ques-
1ONS In thase areas appropriate 1o thelr program modeis




OICI AFFILIATE AGREEMENT MONITORING CHECKLIST
BOARD STANDARDS ASSESSMENT

1. Does the Board have in place (writtsn form) bylaws, chartar and Articles of Incorporation?
OYES ONO
Comments

2. Does the Boara's membership broadly represent the community sarved on the basis of
A. Race JYES ONO
B. Religion JYES INO
C. Sex OYES QN0
Comments

3. Does the Board provide a written and/or published orientation package for new Board
members? AYES CINO

A | s0, does tha package include (pleass check appropriate itams)
1. Copy of bylaws

2. Board objectives and policies
T 3. Affillate Agreement and standards

4. Specific role and responsibilities of individial

4. Does the Boara evaluate long-range goals and objectives? AYES ONO
Comments

5. Does the Board evaluate parsonnel and management policies? TIYES TINO

6. How oftan are these policies evalusted?
73 Every Year 7 2 Years T 3 Years 71 4 Years 3 5 Years

7. Is the board rapresentad by legal counsel?

OYES OINO

B. If s0. name of attomey

9 Does the board have writtan guidalines for hiring and/or terminating of an Executive
Director? TJIYES ONO

10. What was the last date the Board evaluated the Executive Director?
Mo Day __ Year

(continued on next page)
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11. Does the Boarg have the following written documents in place for Submission 10 0IC)

(Check appropriate item)
T A Constitution and/or bytaws
T B Names and aodresses of
T 1. Board members and officers
0 2 Legal counsel
T 3. Bxecutive Director
T 4 Inaustrigl Advisory Council
3 C. Boarg Meeting Minytes

3 D. Statistical Reports

3 E  Annual Pian

OF Long-range Plan 1 Current

D G Anmual Finangial Audit 3 Current

3 H Aanual Seff-Assessment 3 Current
12. Does the Board have on file investment policies reiating to mories not currantly required

In each of the fungs? OYES r1IND
13 15 the Boarg presently operating under g balanced budget? OYES Aano
14. Does the Board have on file. in Board Meeting minutes. documeantation of an approved

budget? OYES ownp
15. Does the board have written documentation as to fiscal year monitoring of revenues and

Expenses in relationship 1o the dpproved budget? JYES AN

16. Does the Board have on file an audit of thelr financial accoumts? = YES AN
17 Does the Board have an in-place procedure for fundraiging? OYES ~ND

18 What percentage of funds raised are used in fundraising ventures?
0 5% J10% O 15% O20% 1 25% 0 30% 7 35% or more

19 Are fundraising activities Scrutinized by legal counss| befors implementation?
OYES 1NO

20. How many times dig the Board mest fast calendar year?

01 D2 g3 q4 05 ns 7 08 Ny 7 10 or more
21 Do the Board meeting agendas Include any of the following:

O A Approval of Minutes

3 B Treasurers Rapon
J C  Executive Director's Report




TOOLS

7 D Committes Raports

3 E Special Reports

T F  New Business

§ 22 Does the Board hold annual elections? AYES ONO

23. What standing committees has the Board developed?

0 A Executive

Budget & Finance
Fundraising

Program

mo®e o oaalwn

—rh | i

Nominating ‘
Personnel

Public Affairs

Planning

Q00020
QMmoo o
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24, Does the Board committes on budget and finance monitor any of the following

A. Financial accounting system? JYES ONO
B. Financial accounting system design? TJYES ONO
C. Implementation of financial policies in a timaly and on-going fashion?
OYES ONO
D. Supervise the preparation of the annual budget? OYES N0
E. Supervise revenues and expenses on a monthly basis? JYES ONO 1
F Recommend Board action regarding budget revisions? OYES T1IND |

G. Reviaw and recommend short and fong-term financial efforts? I YES ~IND

. Does the Board committes for fundraising monitor and report any of the following:

A Prepare annual fundraising plans? JYES OQIND

B Acquire assistance from support groups? OYES AN

C. Acquire assistance from the Executive Dirsctor? DOYES ONO

D. Present budgeted review needs for Board approval? JYES ANO

E. Coordinate fundraising activities with Support groups, Executive Director and staft? |
JAYES N |

F. Monitor revenues and expenses of approved fundraising plans? M YES INO

!
G. Review and recommend Board action on fundraising activities not Included in
fund raising plans? AOYES AN

— — \ — — — — — —
(continued on next page)
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26. Does the Board committes for Program do any of the following
A. Assist in establishing program policy? OYES ONO
B. Assess and monitor program activities? AOYES ONO
C. Act as a resource for program development? OYES T1INO
D.Provide program information to Board and committees? JYES INO
E Assist in developing cooperation between public and private organizations to
improve program activities? OYES ONO

27. Does the Nominating Committee assess the Board composition needs competently
and prudently? AYES ONO

28. Has the Nominating Commitiee, present and/or past, daveloped a basic criteria for Board
membership in writing? TOYES ONO

A. 1 50, when was it developed? Mo.____Day_  VYear_

29. Does the Personnel Committee annually review and make recommendations for revisions In
the personnel policies and salary scales to the joint Board of Directors?
MAYES OQONO

A. It s0, when was the last time this was dong? Mo Day___ VYear___

30. Does the Public Affairs Committee develop a written public affairs plan, including

media utilzation? AYES ANO
A |1 50, whan was the last one developed? Mo. Day ____ Year
8.1 s0, are staft members included in this creation? AYES ANO

31. Does the Planning Committes peniodically and formally evaluate the affiliate’s policies
and goals? OYES ANO

If 50, whan was the last time it was done? Mo Day ___ Year
32. Does the Planning Committee periodically and formally evaluate how the affiliates
resources are developed and used? AYES ANO

A. If 0. is there any written documentation as 1o how their avaluation was conducted?
JYES TINO

B. If 50, when was the last evaluation completed?  Mo. ___ Day_ Year




BOARD OF DIRECTORS DEVELOPMENT MATRIX

URCE: Pan American Development Foundation (PADF)

The Board of Directors Development Matrix was adapted by PADF from a vaniety of
valuation tools and PADFS own experience working with PDO Boards.

TOOL:

he Board of Directors Development Matrix is 8 questionnaire filled out by individual
pard members,

N THE TOOL WORKS:

be tool is used to identify arcas of Board strength and weakness as a basis for Board-

trengthening strategies. The tool is a self-evaluation instrument, therefore the problem

ition results represent the felt needs of beneficiaries. The participatory nature of

® ool results in ready acceptance of the conclusions. Areas of consensus are casily
entified, allowing the participants to focus on areas of disagreement and remedial

A typical application, the Board of Directors Development Matrix is used according
b the following steps.

p 1 A brief orientation is given to the Board regarding the purpose of the exercise,
emphasizing that individual responses are confidential, and that the evaluation
Is a self-evaluation. The Board is asked (o agree to participate as a group in the
exercise at a future date,

2 At the agreed time and place the questionnaire is filled out individually and
confidentially by the Board participants. The results are tabulated and present-
ed to the group along with observations of the facilitator regarding points of
consensus and divergence.
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Step 3 Focusing on items receiving a wide range of responses, the facilitator invites
participants to explain why they responded as they did. The objective here isto
explore the rationale for individual opinion, not to achieve agreement or build
consensus.

Step4 Once all views are heard, the facilitator asks the participants (o write on a piece
paper the numbers of the ten items each feels are the most important to deal with
from the viewpoint of Board strengthening. This process is done individually,

Step § The results are 1abulated and serve as a priority list of problems to be
addressed by the Board.

Step 6 An action plan is developed to address priority problems. At this stage of the
process, PADF uses a variety of additional tools and methods depending on
nature of the problem, the personality of the group, and the level of effort indi-
vidual participants are willing to commir. Additional actions may range from
the formation of a special committee, training, technical analysis, by-law modi-
fications and specific assistance in fundraising. to leadership development,

strategic planning, membership expansion, financial control, and administrative
procedures.

CASE EXAMPLE:

The Board of Directors Development Matrix has been used by PADF in three Latin
American PDOs. Organizations have been concerned about the confidentiality of the
results because they feel that their own negative comments about their organizations
could be used adversely by funding sources. The following case descriptions provide an
overview of the instrument's impact:

Case 1

The Board of Directors was largely inactive. Regular meetings often lacked quorams
and excessive reliance was placed on the Executive Director. In filling out the question-
naire some of the key long standing Board members came to realize that the organiza-
tion’s growth had outstripped their ability to fully exercise their responsibilities as
Board members. As a result, the Board recruited new Board members and some of the
older members in key positions chose 10 play mentor roles to the new members,

Case 2

The questionnaire was used with a PDO with more than 20 years ol experience. The
organization had grown significantly during the past five years. The Board was facing
the need W modify the by-laws in light of changes in program focus and constituencies.
The Board used the Board of Directors Development Matrix 10 help focus their think-
ing on current Board status and 10 identify key issues that needed consideration in
order 10 modify the by-laws, The process led to by-laws that required s more structured
Board and a membership representing broader geographic, gender and income interests.
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iD OF DIRECTORS SOURCES OF INFORMATION

ON:
B 100! is used as a checklist, reference and guideline for Boards of Directors of pri-
development organizations on how and where to obtain the critical information
s need in order to fulfill their function as representing all PDO stakeholders
Jout adequate, timely, appropriate information, Boards would not be able to fulfill
grucial role in organizational oversight, policymaking and project advocacy.

RCE: Opportunities Industrialization Centers International

‘Board of Directors Sources of Information was designed by Opportunities
rialization Centers International (OICT) and is contained in Section 10,

filding Effective OIC Boards,” of its Board of Directors Manual. The Manual from

h the tool comes is a critical reference and guideline which OICT and its affiliates

rica, Asia, Central America and Europe use in developing Boards of Directors.

DICI and its affiliates, the Board of Directors is the most critical foundation ele-

it in support of institutional development, sustainability and expansion.

JOL:
'8 PDO, the Board in effect represents the “owners”. In & {or-profit organization,
pneept of ownership is tangible. There is either an individual, individuals, or other

pnizations that directly own the for-profit organization, have a direct financial inter-
pd are represented by a Board of Directors.

feoncept of ownership in a PDO, however, is less tangible. For a PDO. the Board
gesents its “owners.” or stakeholders. This includes target beneficiaries (c.g. trainces
elients), donors, host governments, staff, and any others who have a stake in the

0's success.

purpose of the Sources of Information is to provide Boards with a checklist and

tline for obtaining the critical information they need to fulfill their roles in repre-

fing these stakeholders. It provides a guideline to obtain information from a bal-
i variety of sources, not just from PDO management



HOW THE TOOL WORKS:

The tool lists the most crucial sources of information a Board should consult The

main areas from which information is obtained include PDO management, Board
mittees, and outside sources

L. PDO management:
The Board has four primary ways by which to get information from PDO management
a. Regular reports: Written reports should be regular and frequent enough so that the
Board is up-to-date on the most critical and timely information needed to make
crucial decisions for the PDO. Frequency should be no less than quarterly. Repo
should contain information on actual programmatic outputs such as number of
trainees, loans, and repayments, and compare them 10 those projected: financial
Status; status of institutional development; and efforts in resource mobilization,
Regular reports include, among others, quanterly and annual reports, project per

formance tracking schedule, annual operations work plan, and management ini or-
mation system report forms.

b. Special reports: The Board may request special reports at any time deemed necess
sary. These reports cover areas that the Board may require to do its monitoring
work properly. The Board may request such reports either from management ora
committee of the Board designated by the chairperson. For example, the Board
may create a special Board audit commitiee to report on suspected pilferage of
tools and equipment from the training workshops and classrooms of the PDO.

C. Informal discussion: As a matter of routine and practice, the Program Director
should be in regular, frequent contact with the Board chairperson. The purpose of
such contacts, held in between regular Board meetings, is (o discuss programmat

matters and any other items which assist the chairperson to support PDO man:
ment efforts,

d. The management team: In response to a Board query, the Program Director may
ask that a report be prepared by the management team in which ¢he may not
have intimate knowledge. For example, the Program Director may ask the fi
manager to respond to the Board's query on the PDO's fiscal position. The
Program Director, however, is ultimately accountable to the Board on the report!
#sccuracy, contents, and conclusions.

2. Board committees:

The committees provide the entire Board with sources of information from Board
members themselves that are outside of PDO management.

3. Outside sources of information:
Some examples from where outside information can be obtained include:;

a. Advisory councils: Ideally, the PDO Board has advisory councils made up of vol-
untary, independent, suitably qualified and prominent outsiders who advise it in
such areas as local credit, labor, macroeconomic policy and other arcas that have
an impact on PDO effectiveness,



TOOLS

b. Evaluation reports: Every PDO should regularly undergo evaluations conducted
by appropriate outsiders. The resulting reports give a PDO Board an outside per-
spective on the efficient and effective operation of the PDO, as well as give the
PDO credibility to all stakeholders.

8. Audit reports: Regular, independent audits help assure a PDOY credibility and
accountability, especially with donors, The Board is 1o monitor management’s
implementation of audit report recommendations.

). Consultant and apex institution reports: Consultants and apex institution officials
who visit the PDO are obligated to provide reports containing recommendations
as a result of their visits. Such reports should be looked upon by the Board as pro-
viding a perspective and expertise to the PDO which would not be possible from
those working within.
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he best example of an OIC following the checklist, and consequently growing as a

lt, is the Sierra Leone OIC (SLOIC). SLOIC started in 1977 and now has programs
jvocational skills training, small enterprise development, and credit access. It consists
five operational training/development units located in three cities of Sierra Leone.

has an integrated and hierarchical national and local Board and management struc-
e. There is a National Board of Directors with subsidiary management commitiees
porting (o it from each of the five operating components. There is a unified program
janagement structure consisting of a National Executive Director, national-level tech-
cal coordinators, and component Assistant Directors.

th of the five operational components, through their respective Assistant Directors,
ipply regular reports to their supervising National Executive Director and component
anagement Committees on issues such as trainee outputs, number of job placements,
n principal and interest payments, and number of business advisory service visits.
ation from the local components feeds through the National Executive Director
#ho then reports to the National Board. The National Board in turn uses the informa-

on to formulate nationwide SLOIC policies, especially with respect to on-going
gsource mobilization efforts.

BLOIC has a formalized structure of component management commitiees reporting 1o
the National Board of Directors. The chairperson of cach management committee is a

nember of the National Board. Through regular meetings of the National Board. infor-
mation obtained from the local programs comes directly to the National Board without
ing 1o go through and possibly be filtered by program management.

Al the same time, component management committees act as local “Boards” in support
pf, and more closely in touch with Assistant Directors who manage programs on a local-
ted basis. The Chairman of the Small Enterprise Development Foundation (SEDF)
Management Committee, for example, can directly set policy on loan collections that is
ifferent from Makeni or Freetown, and is consistent with local dircumstances.



INFORMATION NEEDED BY EACH BOARD MEMBER

Here is a checklist of information which should put you "on top” of the situation.
0O 1 Up-to-date By-Laws.
T 2 An Up-to-date list of Board Members with addresses and phong numbers of each

3 3 Up-to-date Committee list and information on the goals and respansibilities of the
committee

3 4 fyouare a Committee Chairperson to you have your committee’s last year's working
papers, minutes, budget, program, and evaluations?

Plans for the year's program. What are the year's commitments? What is ongoaing?
What is new? Do you have a yearly calendar of events?

Job descriptions (written) of staff personnel

The (written) personnel policies of the organization.

The (written) policies of your organization as determined by the Boarg of Directors
Information on intermational partner, including Affiliate Agreemant

10, List of all current sources of funding with appropriate contract information

11, Annual Audit information done by a competent CPA

71 15 it fully and accurately reported 1o the Board?

71 Available to any member of the organization?

0 12. Doyou understand the legal responsibiiities of the Board of the non-profit corporation? If
not. your Board may wish to call in the lawyer who serves your organization for a brigfing

7 13. The incorporation papers of your nonprofit corporation. Laws vary from country to
country. You should know exactly how your organization is set up.

7 14 Am all Contracts made by your organization in order and up-to-date?

With international partnar?

With your landlord, your lease or real estate contract?

Taxes due?

With the government or other organizations, funding or purchasing your sarvices?

Are the stipulations of each grant being fully complied with — in the areas of
aoministration. disbursement. program and reporting?

o
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0O 15 Adeguats insurance coverage.
71 On your bullding or office or other facilities and squipment?
T For your staff?
O For your volunteers, whersver they may be on organzational business?

TO OBTAIN ALL THIS INFORMATION can be & difficult task but. when you have collected it you
will have the beginnings of an excellent Board Manual

This knowledge is basic in order that sach Board member may assume the proper responsibilily
in the affective oversight of program oparations




BORROWER RECORDS

ON:
-

his is a tool for managing and reporting on credit program transactions, in conjunc-

on with the loan fund ledger. Whereas the loan fund ledger is a record of all financial
y in the loan fund, the barrower records capture financial transactions at the indi-
borrower level and summarize the information to generate repayment rates and
ptistics for all borrowers.

RCE: Save the Children Federation, Inc. (SCF)

HE TOOL:

e borrower records include, but are not limited 1o, a borrower passhook, control

ledger and statistical record. A description of each type of record, step-by-step

, ions on how to set them up and use them, and sample forms arc contained in
tool.

ower passhook and control book should be set up for each approved loan. An
1y is made whenever a financial transaction or staff visit involving that particular
n occurs. Entries in the borrower statistical record are made whenever a loan is

pved. The borrower ledger is prepared at the close of each fiscal period, coinciding
th the closing of the loan fund ledger.

S, CONS AND OTHER USES:

This system can be set up as either a manual or computerized one (or both
in parallel).

This system is simple and straightforward, which allows it to be used in
arcas where literacy and numeracy skills are not well-developed.

This system assumes that borrowers will keep a borrower passhook in
their possession, which encourages them to take their role as borrowers
very seriously. However, in illiterate areas borrowers will not be able 1o
read the repayment schedule and recording of transactions in the piss-
book, and therefore another method for keeping them informed of their
lending status will be necessary,



Other Uses: The borrower records are expected to provide timely and valuable infor-
mation for the following uses:

* monitoring the financial status of individual borrowers and identify-
ing any problems requiring attention;

monitoring the financial status of the loan fund itsell and assessing

performance in terms of self-sufficiency, efficiency and effectiveness

ratios and indicators;

* developing strategies for loan fund sustainability;

* accounting and reporting to the Board, members/owners, funders,
local government, and other constituencies on the operations and
performance of the loan fund;

* prepaning better-informed and more effective funding proposals for
donors.

HOW THE TOOL WORKS:
A. Types of Borrower Records
. BORROWER PASSBOOK

The borrower passbook is a small booklet or form kept by the borrower in which
the conditions of the loan and the expected disbursement and repayment sch
are stated and the actual disbursements and repayments are recorded.

The borrower passbook provides the borrower with a complete record of the con-
ditions of the loan; e.g., loan amount, term, etc, the expected disbursement and
repayment schedule, and the actual disbursements and repayments made. The
borrower is able to consult this passbook at any time 1o determine the amounts
already paid in principal, interest and fees, and the dates and amounts for pay-
ments on the balance still due. This passbook also serves as 3 legal record should
the loan fund borrower records get lost or a disagreement over the financial sta
of the loan arise between the borrower and the lender.

This passhook, as presented, is only suitable for borrowers who are somewhat lit-
erate. Another system would have 10 be devised for borrowers who are illiterate.

2. BORROWER CONTROL BOOK

The borrower control book is a notebook or file kept by the lender in which a
arale page, or record, on each borrower presents the following:

* loan conditions and borrower information
* disbursement and repayment schedule

¢ disbursement and repayment record

* barrower visit record

The borrower control book provides the lender and other relevant parties with a
complete record of the terms and status of each borrower's loan. The preparer and
user of this information will primarily be the person who services the loan, but may
also include loan fund managers, accountants, suditors, and other project staff.



3. BORROWER LEDGER

The borrower ledger is a form prepared by the lender which summarizes repay-
ment information by the borrower; and in total, for a particular period of time

The borrower ledger serves as a tool for managing loan fund activity and assessing
loan fund performance with regard 1o repayments. The ledger provides informa-
tion by borrower, and in summary. on payments made during the period (both
principal and interest), remaining principal balances (i.e. loans outstanding), and
the status of these balances (i.e. current or past due). This information can be used
to calculate the repayment rate for the loan fund and identify those loans which
are causing the repayment rate 10 be lower than desired. These problem loans can
then be targeted for special recuperation efforts.

The borrower ledger serves as a check on the socuracy of the loan fund ledger.
The totals for “Principal Repayments™ and “Ending Principal Balance™ must
equal the amounts in the loan fund ledger, or there is a mistake in either the bor-
rower ledger, the loan fund ledger. or both.

The information in the borrower ledger is also used 1o prepare parn of the quarter-
ly credit program financial report for the Home Office. Specifically, the totals for

principal repayments, interest payments, and amounts past due are used to calcu-
late the repayment rate.

BORROWER STATISTICAL RECORD

The borrower statistical record is 4 form prepared by the lender which summa-
rizes loan and borrower information for statistical purposes.

The borrower statistical record provides a useful summary of statistical informa-
tion for reporting, representation, and fundraising purposes. This record allows
summarization of statistical information on loan purpose, loan use by sector, bor-
rower type, borrower household income and assets, household size and age break-
down. as well as average loan amount and term. This information can be used by
the loan fund management to describe the program and share its sccomplishments
with community residents, government officials, interested funders, and, within
the agency itsell

Administration of the Borrower Records
Who Should Keep Borrower Records

Other than the borrower passbook, which is kept by the borrower, the borrower
records are kept and maintained by the lender. Whether the loan fund is managed
by the community, another local institution, or the PDO, preparation of these
records in general should be done by the person(s) responsible for servicing the
individual borrowers. Ideally, this should not be the same person who keeps the
loan fund accounting ledger. In no case should it ever be the same person who
handles the petty cash and bank accounts, as mismanagement or theft of funds
could occur under this arrangement.
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2. Where Borrower Records Should Be Kept

Borrower passbooks should be kept by individual borrowers in their homes or
another safe place. Whenever the borrower receives funds or makes a repayment,
he should present the passbook at that time for entry of the transaction. Under

circumstances should the borrower give up possession of his passbook, as this is |
his proof of loan repayments.

All other borrower records should be kept by whomever manages the loan fund
(the PDO, the community or local institution) in a central location accessible to
those who service the loans and prepare and use these records.

If the loan program is still part of the organization’s activities in the impact area,
but is managed by either the community or another local institution, the financing
organization should retain the right of access to these records at any time for '
review and audit purposes.

3. When Borrower Records Should be Prepared

The borrower passbook and control books should be set up when the loan is
approved. Entries should then be made whenever a disbursement or repayment
occurs. Entries on visits to borrowers should also be made in the borrower con
book after they occur.

Entries in the borrower statistical record are best made as a matter of procedure
whenever loans are approved. Otherwise, it may be difficult to keep track of
which loans have been represented in the record and which have not. The infor-
mation can be transferred directly from the borrower control book.
Summarization of the information in this record should be done at least on a qulr-
terly basis for reporting to the Home Office in the credit program Quarterly
Statistics form.

The borrower ledger should be prepared on a periodic basis at the close of the
period. It should be done at least on a quarterly basis to coincide with the closing
of the loan fund ledger and reporting to the Home Office in the credit program
financial reports. It may be done more frequently, ¢.g., monthly, if more sum-
maries of loan fund performance are desired or required by other parties.

C. How to Set Up and Use Borrower Records

The steps for setting up and using cach of the borrower record formats are explained
as follows.

1. BORROWER PASSBOOK

a. Using the Borrower Passbook format (found immediately following this sec-
tion) as a model, design a borrower passbook format that meets the needs of
your loan program. You may wish to add to this format in order 1o present or
record more information, or you may wish (o delete from this format in order
to simplify it. Whatever you do. your sim should be 1o make the format as sim-
ple and understandable to borrowers as possible, while still presenting all the
necessary reference information they should have on hand as reference on the



terms and status of their loan. The form should be in the local language, using
words and terms that are commonly understood in the borrower community,
For illitcrate borrowers. it may be necessary to design the form using symbols
rather than words and to provide them with training in understanding the form.

You may want 10 test the format with several borrowers before finalizing it, or
you may want Lo begin using it in the program. In either case, you should feel
free to revise it as many times as necessary until it completely meets the pro-
gram's needs.

b. Reproduce the format for use by the person(s) extending and servicing the
loans. You may wish to prenumber the passbooks as a tracking and control
mechanism. Or you may wish to add a line in the passbook to record the
account number assigned 1o the loan or the borrower, if you use this type of
system for tracking and control.

c. After a loan is approved and the loan agreement signed, the borrower pass-
book should be filled out with the pertinent information from the agreement,
This will include the conditions of the loan information on the borrower, and
the disbursement and repayment schedule. In some cases, the loan agreement
will specify the terms of the loan, but not the repayment schedule. In these
cases, the borrower passbook and control book are the official records in
which the repayment schedule is presented, not the loan agreement,

d. When the loan amount is disbursed to the borrower, five things should happen:
(1) The borrower receives the actual funds,

(2) The borrower signs a payment or petty cash voucher form to acknowledge
receipt of the funds.

(3) The disbursement is recorded in the borrower passbook in the
“Disbursement and Repayment Record" section, and the lending represen-
tative signs or stamps the transaction in order to legally verify it.

(4) The lending representative carefully explains each section, line and column
of the passbook 10 the borrower and ensures that they understand it. The

purpose and use of the passbook is also explained so that the borrower
understands its use as a record of transactions related to the loan.

(5) The passbook is given 1o the borrower,

¢. When a repayment is made, the borrower presents his or her passbook for record-
ing of the repayment in the “Disbursement and Repayment Record™ section. (The
rest of the line for this transaction should be completed at this time.) The lending
representative signs or stamps the transaction line in the passbook to legally verify
it and gives the borrower a receipt for the repayment.
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{. When the loan has been completely repaid, the borrower keeps the passbook as a
personal and legal record of the loan. It can then be used to answer any questions
concerning the loan which subsequently arise and to demonstrate a credit history
to other potential creditors,




BORROWER PASSBOOK
LOAN & BORROWER DISBURSEMENT & PAYMENT INFORMATION
INFORMATION Date Principal | Interest | Fees Total

Amount | Amount

Name

Address:

Loan Amount;
Loan Term

Interest Rate
Interest Amount:
Service Fees

Form of Guarantee:

DISBURSEMENT AND REPAYMENT RECORD

AMOUNT | AMT PAID | AMT PAID | AMT PAID | BALANCE | SIGNATURE/
RECEIVED | PRINCIPAL | INTEREST FEES DUE STAMP




RROWER CONTROL BOOK

Using the Borrower Control Book format (found immediately following this sec-
tion) as a model, design a borrower control book format that meets the needs of
your loan program. You may wish to add 1o this format in order 1o collect or
record more information, or you may wish (o delete from this format in order to
simplify it. Whatever you do, your aim should be to make it as simple and user-
friendly as possible. while still collecting and recording all information necessary
for loan management. It should be in the local language if this is the language of
those who will be its primary users.

Each page in the borrower control book is a separate loan record. The “book™ itsell
may take the form of & notebook, & file, or & collection of files, depending on which
Is determined 10 be most appropriate 1o current loan management circumstiances.

Prepare the borrower control book according to the chosen page format and
"book™ form. This book should be kept in one central location which is most
accessible to those who service the loans and who therefore prepare and use these
records most frequently. You may wish to prenumber the pages or individual files
in the borrower control book as a tracking and control mechanism. These num-
bers could correspond to the numbers used on the passbooks. Or you may wish to
add a line in the “Loan and Borrower Information™ section 1o record the account
number assigned to the loan or the borrower, if this is the type of system you are
using for tracking and control

» After u loan is approved and the loan agreement signed, one page in the borrower
- control book should be filled in with the pertinent information from the loan
agreement and the original loan application. This will include loan and borrower
information and the disbursement and repayment schedule. In some cases, the
actual disbursement and repayment schedule will not be specifically presented in
the loan agreement, and will therefore have (o be worked out for inclusion in the
loan agreement

When the loan amount is disbursed 1o the borrower or the borrower makes a
repayment, an entry should be made in the “Disbursement and Repayment
Record" section to record it. The borrower should be asked to place his or her sig-
nature or mark next to this entry as a means of verifying it.

€. When a visit is made to the borrower, the date of this visit. fts purpose, and com-
ments about it should be entered in the section called “Borrower Visit Record.”
Purposes for such a visit could include: checking on the status of the loan-funded
activities; collecting current repayments; following up on past due repayments;
and providing technical or management assistance.

When the loan has been completely repaid, the “Balance Due” column in the
Disbursement and Repayment Record” section should show a zero (*0™) a1 the
bottom. The loan's repaid status should somehow be noticeably indicated on the
form. This can be done either by segregating the pages for repaid loans in a sepa-
rate file, or by putting a diagonal line across the page with the word “REPAID"
written above it, or by other methods deemed appropriate. The point is to make it
easy (0 see a1 a quick glance that the loan on that page has been repaid.
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BORROWER CONTROL BOOK

LOAN & BORROWER
INFORMATION

DISBURSEMENT & PAYMENT INFORMATION

Date

Principal
Amount

Intarest
Amount

Fees

Total

Name'
Address

Loan Amount

Loan Term

Interest Rate
Interest Amount:
Service Fees:

Form of Guarantes
Loan Purpose.
Loan Use by Sector
Borrower Typa

Annual Household Income
Borrower Housahold Assets

Household Members

Over18 ___
Under 18 ___

DISBURSEMENT AND REPAYMENT RECORD

AMOUNT
RECEIVED

AMT. PAID
PRINCIPAL

AMT. PAID
INTEREST

AMT. PAID
FEES

BALANCE
DUE

SIGNATURE/
STAMP

BORROWER VISIT RECORD

PURPOSE




3 BORROWER LEDGER

a. Using the Borrower Ledger format (found immediately following this section) as
a model, design a borrower ledger format that meets the needs of your loan pro-
grum. You may wish to expand this format to include additional information
which facilitates financiul analysis. Deleting information is not recommended as it
would hamper complete and effective analysis of loan repayments. The form
should be translated into the local language if this is the language of the preparer
and primary users. The form can be kept in a ledger book, with separate pages for
cach month or quarter, or it can be prepared on regular or accounting paper and
kept in a separate file.

- Choose the most optimal period for tracking, analyzing and reporting loan repay-
ments, which will be the period used in the borrower ledger. The period must be
at least quarterly. More frequent tracking and reporting, e.g., on a monthly basis,
may be done if desired or required by other parties. The period you choose should
be indicated at the top of the form.

. Complete the form using the information in the borrower control book, Each loan
should be entered on a separate line in the borrower ledger. This includes loans
that were completely repaid during the period as well as those which were not yet
fully repaid. The columns should be completed as follows:

Loan Amount — Enter the total amount of the loan approved and disbursed.

Loan Term — Enter the length of time from the date of disbursement 1o the date
of the final repayment.

Disbursement Date — Enter the date on which the loan was actually disbursed.

Beginning Principal Balance — Enter the amount of the loan that was still out-
standing at the beginning of the period. In the future, this information can be
taken from the “ending principal balance™ column of the borrower ledger for the
previous period. But the first time you prepare this form, you must determine this
information from the “Disbursement and Repayment Record” section of the bor-
rower control book. You can determine it by finding the closest date on or before
the date the current period started in the “Date” column, and then identifying the
amount in the “Principal Balance Due” column for that date. This is the beginning
principal balance amount for the curremt period.

Principal Repayment Received — Enter the sum of all loan principal repayments
received during the period. This can be determined from the “Amount Received
— Principal” column in the “Disbursement and Repayment Record” section of
the borrower control book by adding up all the amounts that were entered duning
the current period.

Interest Paymenis Received — Enter the sum of all loan interest payments
received during the period. This can be determined from the “Amount Received
— Interest” section of the borrower control book by adding up all amounts that
were entered during the current period.

TOOLS
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Ending Principal Balance — Subtract the amount in the “Principal Repayments™
column on this form from the amount in the “Beginning Principal Balance” col-
umn and enter that amount here. This amount must agree with the amount in the
“Principal Balance Due” column in the “Disbursement and Repayment Record”
section of the borrower control book for the closest date on or before the ending
date for the current period.

Principal Status — Divide the ending principal balance amount among the
columns in this section according to repayment status, i.c., current or past due,
The past due amounts should be broken down further according to length of time
past due, e.g., 0-30 days, 31-90 days, and over %0 days. Current amounts are those
repayments which were not yet due at the end of the period. Past due amounts
include all repayments fell due before or during the period, including on the last
day, but had not yet been made by the end of the period,

You can determine the breakdown of this amount by comparing the
“Disbursement and Repayment Schedule™ against the “Disbursement and |
Repayment Record" in the borrower control book. In most cases, if a borrower
made a repayment at a time when both a past due and a current repayment were
due, you should assume that the repayment is for the past due, not the current
amount.

Interest Past Due — Enter the amount in interest that was due before or during
the period but had not yet been paid by the end of the period. You can determine
this amount by comparing the “Disbursement and Repayment Schedule™ against
the “Disbursement and Repayment Record” in the borrower control book.

d. Find totals for all the columns except “Borrower Name” and *Disbursement
Date.” For the “Loan Term,” be sure that all amounts are stated in the same te
L.e., days, months or years, before you sum them. To check your work, verify that
the “Beginning Principal Balance™ total, less the “Principal Repayments” total,
equals the “Ending Principal Balance" total, and that the sum of totals in the
“Principal Status” columns equals the “Ending Principal Balance” total as well.

¢. Calculate the following statistics from the data:

Average Loan Amount — Divide the total in the “Loan Amount™ column by the
number of loans (i.c., entries in the borrower ledger) to find the average loan
amount for the loan portfolio.

Average Loan Term — Divide the total in the “Loan Term” column by the num-
ber of loans (Le., entries in the borrower ledger) to find the average loan term for
the loan portfolio.

Repayment Rate — Use this formuls™

Principal Repayments + Interest Payments
Principal and interest payments past due at the beginning
of the period and due during the period.

"MN‘-MIhup‘ymmMnhaimhﬁpﬁqﬂmwmnm
mand that princpal paymants nocmally be calcuisted sepatatoly Principal past due messures the level of risk 10 the pro-
gram s muin asset, Lhe poetiolio, Interest past due affects cash flow




The principal repayments and interest payments amounts in the top half of the
formula should be taken directly from the borrower ledger. In the bottom half of
the formula, the past due principal and interest amounts can be taken from the
borrower ledger for the previous period, if one was prepared. The principal past
due amount would be the sum of the last three columns in the “Principal Status”
section, and the interest past due amount would come from the “Interest Past
Due" column in the previous ledger. If this is the first time the borrower ledger is
being prepared, the past due amount at the beginning of the period will have to be
determined from the borrower control book. (For the method of doing this, see
the “Principal Status” section in step three above.)

The principal and interest payments duc during the quarter will have 1o be deter-
mined from the “Disbursement and Repayment Schedule™ sections in the borrow-
er control book. You may wish to add two columns to the borrower ledger form to
make the collection of this data casier. They would be called “Principal
Repayments Due™ and “Interest Payments Due " The amounts should include
only those repayments that came due during the quarter, not before. (Those which
came due before are pasi due.)

If you wish, you can also calculate the repayment rate separately for principal and
interest, or by loan purpose, loan use by sector, and borrower type. Such analysis
may prove useful in determining the cause of lower-than-cxpected repayment
rates.

Percentage of Outstanding Loans Past Due — Divide the sum of the totals in the
past due columns in the “Principal Status™ section by the “Ending Principal
Balance™ total. It may also be useful to calculate this separately for the different
past due categories.

. Enter the repayment rate you calculaie for the quarter on the Quarterly Statistics
form in the Credit Program Financial Report. (See Credit Program Financial

Reporting System, page 219.) No other calculations made above should be entered
in the financial report.

RROWER STATISTICAL RECORD

Using the borrower statistical record format (found immediately following this
section) as a model, design a borrower statistical record format that meets the
needs of your loan program. You may wish to expand this format to include addi-
tional information which facilitates statistical analysis. The form should be trans-
lated into the local language if this is the language of the preparer and primary
users. The form can be kept in a ledger book, with separate pages for cach month

Or quarter, or it can be prepared on regular or accounting paper and kept in a sep-
arate file

Choose the period for which you wish (o prepare statistical data on the loan pro-
gram. Typically, this will be the same period as the one you choose for the borrow-
er ledger, and the two forms will be prepared at the same time. However, there
may be cases when you wish 10 analyze statistical data for a different period. The
period used should be indicated at the top of the form.

TOOLS
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¢. Complete the form using the information from the “Loan and Borrower
Information” section of the borrower control book. Each loan should be entered
on & separate line in the borrower ledger.

In the “Loan Purpose,” “Loan Use by Sector,” and “Borrower Type" columns,
enter the loan amount in the relevant column for that loan.

d. Find totals for all the columns except “Disbursement Date” and “Borrower
Name." For the “Loan Term,” be sure that all amounts are stated in the same
terms, i.e., days, months or years, before you sum them. To check your work, veni-
fy that the sum of the column totals for “Loan Purpose” equals the “Loan
Amount” column total. Repeat this check for the “Loan Use by Sector” columns
and then the “Borrower Type™ columns,

e. Calculate averages for the following columns;

* Project Cost

* Loan Amount

* Loan Term

* Household Annual Income

* Houschold Assets

* Number of Household Members:
Over 18
Under 18

This is done by dividing the total for the column by the number of loans (ie., the

number of entries in the column). Enter this number at the bottom of the column
under the total and label it “Average *

L. Count the number of loans (i.c., column entries) in each of the columns in the sec-

tions on “Loan Purpose,” “Loan Use by Sector,” and “Borrower Type.” Enter this
number at the bottom of the column under the total and label it “Number.”

TOOLS
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BORROWER STATISTICAL RECORD

DATE

PROJECT COST | LOAN AMOUNT |  LOAN TERM LOAN PURPOSE
WORKING ASSET
CAPITAL PURCHASES
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BORROWER TYPE

HOUSEHOLD INFORMATION

INDIVIDUALS

GROUPS

# UNDER
18
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»REDIT PROGRAM FINANCIAL REPORTING SYSTEM

it program, whether it is one component or the entirety of an organization’s operations.

his system was designed 1o be useful for a wide range of programs, from multimillion
ilar ones managed by highly trained professionals, to small ones being implemented
iremote, semiliterate villages. For this reason, the design of the forms is very basic,

pwing balance sheet and income statement accounts to be added as dictated by the
ram’s size and complexity,

¢ , the financial analysis required at all levels — local, field office and headquarters
s very basic and simple. It involves: 1) ensuring that the accounts balance complete-
2) generating and analyzing quarterly statistics; and 3) ascertaining the reasons for
Inges in the value of the loan fund and the repayment rate

JURCE: Save the Children Federation, Inc.

IT WORKS:

Credit Program Financial Reporting System requires quarterly (or regular) prepa-
bn of three forms: a balance sheet; an income statement: and a statistics form. These
s give a comprehensive overview of what happened in the credit program during
jarter and what its status is at the end of the quarter,

paration of these forms is dependent upon the continuous recording and periodic

ation of financial transactions in a loan fund ledger or similar book of sccounts.

bwing these introductory pages are formats for the income statement, balance

loan fund ledger, and quarterly statistics form, instructions for their completion,
hitions of accounting terms and formulas, and & case example.

E EXAMPLE:

ase example of an imaginary loan fund started in July 1989 by the Orlandia Field
¢ in Ecoli, called the Women's Association Fund, was presented in Chapter Four,
e refer 10 pages 56 and 57 for completed income statements and balance sheeis,
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along with guidance on how 10 analyze them. Presented here is a sample of the Loan
Fund Ledger (from which information would be drawn to produce the Income
Statement and Balance Sheets) and the Loan Fund Quarterly Statistics. The Statistics
Report would be analyzed as follows:

Total Loans Outstanding — The number and amount should be compared with the
previous period'’s to determine if the loan fund has changed during the period and why,
In the example, the fund has just started up, so comparison with the previous period is
not possible.

Repayment Rate — The objective is to achieve 100%. Loan funds should analyze bor-
rowers records to ascertain the reasons for repayment rates less than 100%., and devel-
Op @ strategy to bring this rate up to 100%. In this case, the repayment rate is 100%,
indicating perfect repayment in the first quarter of the fund’s operations.

New Loans this Quarter — This information allows the loan fund to understand and
represent its lending activity more clearly, in terms of types of activities funded and the

participation of women. This fund is lending completely to women, as reflected in the
fund’s statistics.

PROS, CONS AND OTHER USES:

Pros: An accrual rather than cash basis of sccounting is used. Interest receivable
as well as amounts due but not paid are recorded. This allows management
to determine the vulnerability of the loan fund 10 borrowers and creditors.

This system has proven to be an effective tool for enhancing the account-
ing and management skills of staff and community members involved with
the credit program.

Cons: Introducing this system to an ongoing credit program may be difficult if
inadequate records have been kept. However. if current balances can be
determined. the loan fund ledger can be set up and statements generated
at the end of the first accounting period.

Credit programs may define accounting terms or formulas differently,
despite the definitions provided. Information from different credit pro-
grams may therefore not be entirely comparable. Training credit program
staff 1o implement this system is the best means for attaining accurate and
comparable information.

Other Uses: The credit program reporting system is expected 10 provide information
for the following uses:

* monitoring the financial status of the loan fund and identifying any
problems requiring attention

* developing strategies for credit program or istitutional sustainability

* saleguarding loan fund assets

* accounting and reporting to the Board, members/owners, funders,
and other constituencies on the operations of the credit program

* prepanng better-informed and more effective funding proposals for
donors.




TOOLS

INSTRUCTIONS FOR COMPLETING
INCOME STATEMENT & BALANCE SHEET

* preparation by stafl person responsible for loan fund accounts
* review by program manager or figld office director

* preparation at the close of every quarter

* a5 a means for field office and Home Office to review and control loan fund
operations

* for representation of credit activities to donors, government agencies, other
organizations

* for fundraising purposes
* Source of information — loan fund ledger/accounting records

Follow these directions

1. Fill in the heading with name of loan fund, field office, impact area, exchange
rate at end of quarter, the currency used in the report, and date at end of
(uarter.

2. Obtain all amounts from the loan tund ledger. They will be the account bal-
ances at the end of quarter

3. Transter all the balances for revenue and expense accounts to the income
statement.

4. Transfer all the balances for asset and liability accounts and Loan Fund

Capital to the balance sheet. (The only batance not used yet should be
Retained Eamings. )

5. Complete the income statement by adding all revenues, adding all expenses,
and then subtracting total expenses from total revenues to et profit or loss.

6. Add this profit or loss amount to the balance for “Retained Eamings”. Put
this sum on the balance sheet as the “Loan Fund Equity: Retained Earnings”
amount

7. Complete the balance sheet by adding all the assets on the left side, then all
the liabilities and loan fund equity on the right side

8. Check to make sure that total assets (left side) equal total iabilities and loan
fund equity (right side). If they don't, you have made a mistake and should
00 through the steps again. If they still don't equal after that, then there is a
mistake in your ledger. Review your ledger for accuracy.

b
;‘Qouuaﬂ.u&d

: Please see the “Definition of Accounts” (page 223) for clarification on the
15 listed in the Income Statement and Balance Sheet




For the quartar ended’ 19__

REVENUES

Interest on loans to borrowers:
Raceived

Eamed but not recelved

Total interest on lcans

Fee income

Interest earned on bank deposits

Other revenues:

TOTAL REVENUES:
EXPENSES.
Oparating expenses:

Salaries

Aent

Utilines

Travel

Bank Sarvice Charges

Other

Total Operating Expenses:
Interest axpense.

Interest paid on savings from members

Interest paid on loans from banks, stc

Total Intarest Expenses

Bad Loans Expense

TOTAL EXPENSES

PROFTALOSS)
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DEFINITION OF ACCOUNTS: INCOME STATEMENT

Rewenues:  The measure in monetary terms of a service performed that increases the net
value of the loan fund These include interest earned on 10ans 10 bOIrowers,
fees, Interest sarned on bank deposits, and others.

Interest on loans to borrowers: The charge or cost to borrowers for using the money of the

loan fund over a specified time period. Interast “recelved” means thal the bor-
rower paid the interest due Interest “earned but not received” means the bor-
rower did not pay the interest due yet, but the interest has already been earnad.

Fee Income. The charge to borrowers or members for services or loans provided by the
loan fund. Fees are often used in Islamic countries to cover the costs of loan
fund services.

Interest earned on bank deposits. Income the loan fund earns on money left in the bank

Other revenues: Any other forms of revenue, including income on profit-and-loss-sharing
investments, income on exchange rate fluctuations, etc

Expenses:  Costs or charges to the loan fund which decrease its net valus

Operating expenses: Expenses directly related to the lending activities of the loan tund
which are being charged to the loan fund.

Payments from the loan fund to staff who work for or on behalf of the loan fund.

Payment made for lease of land and/or buildings for the purposas of ioan fund
management over a specified time period.

Payment mada for use of electricity, gas, water and sewer for building(s)
occupied for the purpose of loan fund management.

Payment for transportation, room and board, atc., of staff members or other
authorized persons doing work for or on behalt of the ioan fung

Service Charges. Fees charged by the bank for their services, such as cashing checks,
changing currency, #ic

Dther operating expenses: Other expenses reiated to the loan tund's operations, such as
office supplies, training fees, loss on currency conversion, et

Interest paid on savings from members: Payments to members who keep savings in the
loan fund, | &., a payment made by the loan fund for use of these funds

Interest paid an loans from banks, etc.. Payments to banks and other financial institutions
that lend money to the loan fund

8ad loan expense. The value of loans writtén olf because they are uncollectible. This
includes loan principal as well as interest earned but not received (Interest
Receivable), All bad loans must be approved by the Director prior to write-off.

Profiv{Loss): Revenues less expenses during a specified period of time.
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TOOLS

DEFINITION OF ACCOUNTS: BALANCE SHEET

| Assets Rights and resources of the business that will provide future benefit.

| Current Assets: Cash and other assets which can be changed into cash, sold, or consumed
In One year or one operating cycle

Lash on Hang: Currency, coins and negotiable checks physically on hand at the loan fund
‘ location,

Bank Balances: Funds kapt in the bank checking, savings and money market accounts.
(This amount should be supported by bank books or bank statements. )

Dther current assets: These could be marketable securities (investments), accounts receiv-
able, inventory, and current prepayments

‘Loans Outstanding: The principal amount of loans made to borrowers which has yet to be
repaid

erest Receivable: Interest earned on loans to borrowers but not yet received. (This
amount covers all interest receivable, not just for the current quarter.
Therefore, it may not agree with the “Interest earned but not received” amount
on the Income Statement which Is for the current quarter only.)

iher Assets: These could be long-term investments; receivables and prepayments, land,
bulldings and equipment; etc

iabilities:  Obligations of the loan fund which must be satisfied by releasing assets or
glving services

Ligbiiities: Oblgations which are expacted to be clearad by using current assets.

ts payable: An amount owed 1o a creditor, usually because of a purchase of goods or
Services.

her/borrower savings: Funds kept in the loan tund Dy members or borrowers upon
which interest is paid.

payable: Interest due on loans from banks and other lenders which has yet 1o be paid

S from banks and other financial institutions: The principal amount of funds borrowed
from banks to finance loan fund activities.

o Fund Equity: Net value of the loan fund. | &.. valug of assets minus labilities,

Fund Capital: Value of contributions to the capital of the loan fund, e.g., original funds

from PDO or grant used to start the loan fund and additional funds raised or
donated latar

8d Eamings: Cumulative profit or loss of the loan fund over time, |.e.. change in the value
otmeioanlumwnceitswmauetomemcswnedemade‘




SAMPLE LOAN FUND LEDGER
PURPOSE OF THE LOAN FUND: WOMEN'S ASSOCIATION FUND
QUARTER & YEAR: JULY - SEPTEMBER 1989

DESCRIPTION

Transfer from PO to loan fund

Petty cash tund set up

Loan 10 Amna

Petty Cash Replenished

Loan to Muna

Hank charges

Additional loan fund capial from UNDP

Loan to Sumaya

Amna's first payment

Patty cash replenishad

Muna's first paymen!

Bank Charges

Sumaya's tirst paymant

Loan 10 Salwa

Amna’s 2nd Paymaent

Petty cash replenished

SUBTOTAL

CLOSING ENTRY

CLOSING BALANCES

CHECK: 1,000 + 2,726.50 + 2,275 = 6,000 + 1.50




CURRENCY USED IN THIS REPORT: PACAS
EXCHANGE RATE. § = 5 PACAS

EXPENSES LIABILITIES REVENUE LOAN FUND EQUITY
BANK BAD | ACCOUNTS | DTHER INTEREST | SEAVICE | OTHER | LOAN FUND | RETAINED
CHARGES LOANS | PAYABLE ON LOANS FEES INCOME CAPITAL | EARNINGS

5,000
18
§
50
1,000
3%
6
3
50
12
12
5.50
100 26.50 75 6,000
(100) (26.50) (75) 1.50
6,000 1.50




EXPLANATION OF LOAN FUND LEDGER

No.
1. 5,000 pacas were transferred into the laan tund based on projections for new loans.

2. A petty cash tund is set up for loan distribution Decause this community Is isolated and
banking services are not easily accessible.

3. Aloan of 800 pacas was made to Amna. She was charged a service fee of 18 pacas
(3% of 600). So she actually received 582 pacas (800-18). She will repay her loan in

manthly instaliments over one year with interest payments of 1% per month calculated
on the declining balance.

4. Atthe end of the month, petty cash was replenished to maintain the petty cash fund
level at 1,000 pacas

5. A loan of 300 pacas was made to Muna under the same conditions as Amna's loan
Muna actually received 291 pacas atter deduction of the 3% service fee

6 Bank charges of 50 pacas were paid out of the cash in the bank.
7. 1,000 pacas from UNDP was depasited in the loan fund's bank account.

8 Sumaya recetved a loan for 1,200 pacas, less the 3% service fee, Her loan was paid by
check. so 1,164 pacas (1,200-36) is daducted from the cash in the bank column

9. Amna made her tirst payment of 56 pacas — 50p toward her principal (600/12
months), and 6p interest (1% of 800). So, her principal Is reduced by 50p in the “Loans

to Borrowers” column, and interast of 6p Is recorded under revenues in the “Interest on
loans” column

10. At the end of the month, petty cash was replenished by the net amount expended dur-
ing the month (235p) to maintain the value of the petty cash fund




TOOLS

11. Muna makes her first paymant of 28p which Includes her monthly principal payment of
25p (300/12 months), and Interast payment of 3p (1% of 300). The reduction of her
principal by 25p is indicated in the “Loans to Borrowers™ column, and the interast of 3p
IS noted under revenues in the “Interest on Loans™ column

12. Bank charges of 50p are paid out of cash in the bank. and noted in the “cash in bank”
and “bank charges” columns

13. Sumaya makas her first payment of 112p, 100p toward reduction of her lpan principal
and 12p Interest (1% of 1200)

14_ A loan of 400p 1s made to Salwa_ She actually receives 388p since she is charged a ser-
vice fee of 12p (3% of 400p). The service fee Is noted under revenues in the “Service
Fees™ column

15. Amna makes her second payment of 55.50p. Her monthly payment toward her principal
Is 50p. Intarest is calculated at 1% of the declining principal. Amna's intarest for the
second month is 5.50p (1% of 550p) Both the reduction in Amna's principal and rey-
enues from interest are recorded in the appropriate columns.

6. At the end of the month, petty cash is replenished by the net amount expended during
the month, 192 50 pacas

. The closing entry provides the retained earnings, which are obtained by taking the dif-
ference between expenses and revenues. In this case, the retained aarnings amount is
1.50p (100-<26.50+75>)

NOTE: Expenses directly related to the operation of the loan fund should be charged to
L. Such expenses could include sataries. rent. utilifies. travel, bank charges, and office
supplies such as forms, ledgers, etc. Expenses not directly related to the operation of
the loan fund should not be charged to It. The loan fund, as much as possible, should

be self-sustaining with income covering all expenses as well as decapitalization due to
loan losses and inflation

:;tﬂmﬂﬂﬂhﬂw-‘




LOAN FUND QUARTERLY STATISTICS
Fiela Office: Qdandia Impact Area Ecoll
Name of Loan Fund: Woman's Quarter. July - Sapt 1984
Currency Used in This Report: Pacas Exchange Rate Used: US 1 = § Pacas
Loan Fund Capital (from the Balance Sheet for this Quarter) £.000.00
+ Retained Eamnings (from the Balance Sheet for this quarnar) 150
= Loan Fund Valus £.001 50

Total Loans Outstanding (from the Balance Sheet for this quarter and Borrower Records)

Number 4

Amount 2205
Repayment Rate

x 100 = 100%
Total Payments (due « past due) Expected
New Loans this Quarter Number Amount
(principal only) “Total Women *Total Women
Agriculture R R P—
Entarprisa 4 = 2500 2500
Capitalization —— —— _—
Other I e e —
(describe)

Total New Loans This Quarter 4 4 2500 2500

* Total = total number and amount of new igans given to men, women and groups
Women = the number and amount of loans given to women only (Individual and groups)

Brief description of any changes. developments. successes and failures in loan fund activities during
this quarter

Note: Total number of new loans and number of loans outstanding are the same because the example
shows a credit program starting up Total number of new loans and number of loans to women are the
same because all loans are made to women




CRITICAL INCIDENTS IN DEFINING SMALL
ENTERPRISE DEVELOPMENT PROJECT GOALS

FT0ol consists of four “critical incidents™ (mini-case studies) written to engage par-
Bnts in a workshop on SED project design in a discussion of project goal issues

ific objectives for use of these critical incidents include

* To identify a range of project and institutional goals.

* To examine target group/project goal compatibility.

* To examine compatibility of SED project goals and the implementing organi-
zation's program principles.

RCE: CARE

eritical incidents are from Session Five of CARES Facilitator’s Guide for the Asia
ponal Workshop on Small Economic Activity Development, currently available from
Publications. They represent somewhat fictionalized/synthesized accounts from

project experience and were created and written by Marshall Bear, Larry Frankel,
L Dawn Wadlow,

W THE TOOL WORKS:
facilitator should

itroduce the session and read session objectives.

participants into discussion groups of no more than cight members. Each

dup should have approximately half an hour to discuss each critical incident. There
S no formal small group report back at the CARE workshop, although a training

feam member was assigned to cach £T0Up 10 serve as a rapporteur and facilitator,

Since these issues were 10 be discussed throughout the workshop. If this is to serve as

& stand-alone training session, reporting back would be advisable.

Remind participants that there are no right ar wrong answers; the purpose of these

Enitical incidents is to discuss value-laden choices in SED project design

Small Group Discussions. (The key issues for discussion are presented after each
eritical incident.)



CRITICAL INCIDENT #1

You are the Program Coordinator Your project is nearing the end of the MultiYear Plan peri-
0d. You have been working with 500 women in ten villages. Like most rural women in the
country, they are engaged In two or three marginal activities to supplement family income.
You know from a recent evaluation that some positive gains in income have been achieved
as a result of your SED project Your project manager strongly believes that there is still
more work to be done. Two or three more cycles of cradit would markedly improve the via-
bility and growth of these economic activities; more training would upgrade their manage-
ment and technical skills. and organizing the women into marketing groups would allow '
them to get a better price for their products. She tries to convince you that there is so much
that can be done to enable the participants to expand their economic activities to the point
that these activities can serve as a primary source of income, and that this will remain con-
sistent with the income goal of the project

You have Just received a report from the consultant you hired to take a look at the project

He feels the project puts CARE In a position to help a larger number of people because it has
been successful and clearly has the potential for expansion. He agrees with your Project
Manager that much more can be done with the original 500 women. However he feels the
women can continue to generate income from their economic activities, and the increases in
income can be sustained without CARE assistance. He believes that given CARE's scarce
resources, a wiser course of action would be to work with 500 new project participants
rather than continuing to provide services to the original 500 participants.

You see as a reasonable goal for CARE 1o increase the women's productive assets — equip-
ment, skills, management capability, etc. — and break the cycle of poverty. On the other
hand, you see the consultant's viewpoint that CARE's resources are finite. You must make a
recommendation to the Country Director whether 1o continue to work with the current 500
project participants or shift your focus to 500 of the thousands of women eligible for CARE'S
assistance.

Your Country Director asks for your recommendation by the end of the day (it's now 4.40
pm on Friday — Good Luck!!!)

Key Discussion Issues:

L. Is the final goal of the project to enable participants to secure i supplemental or pri-
mary source of income?

2. When to phase in and phase out of a project regarding a) the quality of assistance vs.
the number of beneficiaries served, and b) whether the activity can be sustained
without outside assistance;

3. Providing in-depth assistance 10 a small group of peaple vs providing limited assis-
tance to a large group of people: and

4. Establishing institutional linkages




TOOLS

INCIDENT #2

are a CARE SED technician. You have just read an article which states that 800 million

need to be created worldwide by the year 2000. You realize that this number of jobs

ply cannot be created by small economic activities that provide only self-employment to

lowner. You feel from your experience that many people do not have the necessary

pity to operate their own economic activities or the interest to expand the ones they do

You believe that these people may be better off employed by others and earning a

ot wage. You reason that CARE needs to support businesses that have the potential to

and employ people. Entrepreneurs are in the best position to do this. Thay are risk tak-
they have skills and capital to Invest, as well as the market contacts. You believe that a

Bor part of CARE's SED approach should be to identity entrepreneurs who can create jobs

Jgh their businesses. You believe this is consistent with the SED sector goal of

eased employment

:;acqnm&an-s

alize that CARE's mandata is 1o work with the poorest of the poor. This program prin-

e implies that we work directly with poor people to give them opportunities to operate
DWN BCONOMIC activities

must decide if working with entrepreneurs to create jobs for poor people is consistant
CARE's program principle to work with the poorast of the poor,

jat Is your decision?

Discussion Issues:
if-employment through Income Generating Activities vs. employment through
all Enterprises

ng indirectly with the poorest of the poor by working directly with those who
f more resources 1o create employment opportunities;

Be long term commitment required to develop new entreprencurs and the greater
this may place on the projects to generate immediate income benefit.



CRITICAL INCIDENT #3

Itnasbeenovertwoymsincempronclbouanwmkmvdmmwweamsansto
pmduceamlsalltuoletﬂclemcnmoalstoves.mmwasamdannammmmum-
cient stoves given the Increasing costs of charcoal In the country. The choice of stove pro-
duction made good sansoasawaytntooonmtehcomeandanp‘owmnﬂo«vmaoemt-
sans,Alnnmttm.mtsisacounhynmssumnnotmmmm!veddorestaﬂonmd
widespread use ofmtssbvecouldmwonaﬁchlmctonmerwonmentmmssion
feels that providing assistance 10 several stove producers could increase the neaded income
and attract other artisans to produce the stove A recent report from your Project Manager
mentions that thera have been some income gains among the artisans but, despite your
offorts, production levels and sales figures remain low.

The Mission has engaged a consultant to do a mid-term evaluation of the project In her
report she recommends that the goals be reexamined and an alternative strategy be imple-
mented o achieve those goals. An engineer by fraining, she Is familiar with the stove tech-
nology and knows of its potential to have a significant effect on reducing the use of the
country's scarce wood to make charcoal. In a county that is suffering from massive defor-
estation, she feels that only a manufacturer that has the caplital, skills, market contacts, and
quality control standards can produce and sell enough stoves to have the needed anviron-
mental impact. She believes that the artisans you are currantly working with can never
achieve this level of production or sales. She has located a single entreprensur who she
believes can clearly produce and market the required number of stoves with some assistance
from CARE. She argues that poor people who are CARE's traditional client population will
benefit from savings in their fuel costs, and this strategy is consistent with CARE's program
principles.

This producer is certainly not poor. He is not what your Mission would consider a traditional
participant. The choice to directly support a single, relatively well-to-do Individual would be a
radical shift in the project stratagy. Furthermore, several staff question whether this
approach Is justifiable in terms of CARE'S program principles.

The Country Director calls a staff meeting 1o reach a decision on whether or not to change
the design. What do you recommend?

Key Discussion Issues:

L. The choice of goal options between consumer savings and increase in income;
2. Using SED projects as a means o achieve a long-term goals for the benefit of
3. Creating backward linkages; and,

4. Working with more than one entreprencur (o avoid monopoly control.




CAL INCIDENT #4

TOOLS

You are a Project Manager. You have worked in this village for several months and have had
& difficulty in getting women to participata in your SED project. Finally, a group of

Bn approaches you for assistance despite the strong opposition of their husbands. They
V@ organized themselves into a sewing group and request a loan to purchase sewing

85, Few members have even marginal sewing skills. This is the first sign of women
Zing themselves in this destitute village.

pur feasibility analysis of prior requests from sewing groups eisewhere shows a high risk

fallure in this activity, aven among women with significant sewing skills, because of stiff

mpetition in the marketplace. You suggest several altarnative activities which your own

, shows could very likely be profitable, but they are not willing to try something they
8 unfamiliar with. They "know” from seeing other women in the village sew that they too

N make money.

il want to support the group but you cannot agree to give them a laan because of its high
Bk of Rllure. You don't want 1o risk putting the women In debt

15 an SED project and the goal of the project is increased income. You must decide
gther or not these women are eligible for project assistance

ion Issues

her or not an SED project is a suitable option for a particular group?

social promotion required 1o assist a group to identify a viable activity before
ving additional SED service interventions.

b | b
d,waqam.&on-s







GUIDELINES FOR LOAN POLICIES AND PROCEDURES
FOR SMALL ENTERPRISE DEVELOPMENT

EFINITION:

Hany PDOs have established loan funds to provide credit finance to poor people to
Bxpand or upgrade existing economic activities and/or start new ones. These guidelines
ire presented for PDOs to use in formulating loan policies and procedures for their
ban schemes, whether newly planned or existing. PDOs will have to closely review any

blicies or procedures formulated 1o ensure that they contribute to rather than inhibit
Ieir project goals.

OURCE: Partnership for Productivity International (PIP) and CARE

ihese guidelines were written by James Hochschwender, formerly of Partnership for
Froductivity (PIP) International. They have since been successfully used in several
gional workshops by CARE

1E TOOL:

Phis tool consists of a series of questions organized into three sections. The questions
an be used as a planning tool, both before the program is started, and while it is ongo-
g to pinpoint areas in which the program might be strengthened. While it might be
jecompanied by alternative loan policies and procedures, we have not found this useful
i Our training. There are an almost infinite variety of acceptable policies and proce-

s based on client aspirations, expectations, and the local economic context, The
ftention of this tool is to aid PDO Boards and staff in thinking through the issues
lated to credit projects.

0W THE TOOL WORKS:

e list of questions is laid out in a manner that will make thinking and deciding about
BN policies and procedures simpler The list is divided into three sections. In the first,
Client Characteristics,” policies which pertain to the peaple to whom you intend 1o
make loans are considered. These policies identify those people and the types of econom-
activities (income generation and/or small enterprise ) which you will want 10 assist.

oNTo
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The second section, “Loan Characteristics,” identifies the conditions and limits within
which you will make loans o those borrowers, None of these should be arbitrary; they
should be determined by what will meet the clients’ needs. We all know we are not in a
position to respond to evervone's request for assistance. We have 1o make decisions
that will help us optimize what we can do with the limited funds at our disposal. You
will have to think carefully about the questions in this section of the guidelines so that
the types of loans offered to clients are appropriate 1o the people you want 1o assist.

The third section consists of questions on “Credit Program Procedures.” These ques-
tions help outline the steps in the process of assisting clients, from initial contact through
success of the economic activity and the repayment of the loan. When thinking about
these steps you will be thinking about how vou will go about providing loans. Also, con-
sider how you will keep track of what you are doing in order to leam from your experi-
ence, and from the changing needs of your clients and their economic activities



GUIDELINES

1. CLIENT CHARACTERISTICS

In project planning, you will have to decide who it is you wish o assist and in what aconomic
mﬁasyoumshtomlsmnm.Ywnoedbﬂaﬁneastmtnqyttnhndncahs%youwoum
Hike your overall client group to be. Indicate the proportions of female and male clisnts, the pro-
portion of group enterprises, client groups or individual enterprises, the proportions of clients of
MmlMcomm.aMommwmmtksottMWWMwmm.
This strategy reflects the aims and goals of your organization as well as the resources it has to
work with, It aiso reflects the types and sizes of businesses that your area economic assess-
Mrwmbdasmebeaopmmm.mdnﬂectsmmmmesmmopwm

In this section, as well as section |l and 111, review the following policy areas, first one at a
fime and then as a whole. Draw upon your knowledge of the people, thelr needs, and realls-
€ opportunities available to them for improving their lives. Then draw up your policies

to client characteristics

Age and Sex — The guidelines you will have with regard 1o the ape and sex of clients,

L.e., maximum and/or minimum age and women and/or men.

To consider:

* nhow age of persons involved might affect the viability of the economic activity or
the leaming process,

* what are the legal implications in defining age limits, e.0., lending to minors:

* possibly others.

B. Location — Where the enterprises are located.
To consider:
* In what geographic areas do you plan o focus your lending,
* 00 you plan to work in rural or urban areas or both:
* what areas can you realistically reach with your staf and resources:

* does the activity have to have a fixed locale and, if 50, what Is the basis for dater-
mining & fixed locale. This is particularly relevant for very small enterprises.

C. Type of Business or Activity — The types of economic activities that will be financed:
commerce (vendors, fraders, wholesalers. retailers), services (repalr, construction,

transport, clinics, food, storage, mechanics, distributors, etc.), manufacturing (milling,

furniture making, atc ), and agribusiness (grain millers, food processors, resources

extractors, woodcutters, and possibly others), Another criteria for type of business could

. Dethose that meet unmet demands for key products in rural markets

To consider:

* local, regional or national market needs and resources:

* how will your poficy on types of business to be financed affect local economic
development,

N BN -
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fcontinued on next page)




. msmwmmofummmwmmwmmm;

. Status of Business — The legal and operational conditions clients must meet.
To consider:

¢ must the business be for-profit. not-for-profit, or can it be either?

Group and/or Individual Enterprises — The restrictions regarding ditferent kinds of
enterprises. A group enterprise Is one in which all participants have ownership in com-
mon. Individual enterprises are those in which ownership and managament tends 1o be

To consider

* what restrictions will govern whether Qroup enterprises, individual enterprises,
and/or groups of individual enterprises will receive loans?

: sueofsntemnsa—ﬂowbioor small will the enterprises be that you assist?
To consider:
* what limits will define the size of the enterprises eligible for loans. These limits
might be defined by amount of total assets, total fixed assets (with or withou! land
and building), number of employees. total sales, net income. others

Experience/Training of Business Persons — The background clients should Kave in the
enterprises you will support.
To consider.

* what will be the borrower's réquirements for technical and/or managerial experi-
ence or training. These could be defined by certain training courses, years axperi-
ence in a technical or management capacity, or combinations thereol, either before
they receive the loan or while they are using the lnan.

Reputation — Generally, this is an unwritten criteria which looks for references on the
client’s character

To consider:
* honesty and integrity — do they honor their commitments.
. capaclty—mtheyseenasbdnnabletodomms;
* Industriousness — are they consistently hard-working:
* other Indicators of creditworthiness




|. Involvement of Borrower In the Enterprise Being Financed
To consider.
« what are the requirements for day-to-day involvement of the borrower in the busi-
ness’ decision making and management of the business, such as a certain number
ol hours per day, days per week, certain activities ol the enterprise, etc.

J. Lack of Access to Other Credit
To consider.
« what limits will be placed on lending to persons who could borrow or have bor-
rowed from sources other than the project (1.&., banks and financial institutions),
including supplier credit

Il. LOAN CHARACTERISTICS

The loan portfolio strategy needs to be determined. What sort of loans will you want to make
1o the clients you have described above? Consider the preferred proportions of different size
loans, proportions of short, medium, and long-term loans; proportion of loans to different
types and sizes of enterprise; and for different uses in those entarprises.

The definition of the following policy areas will be based on what you have determined (1)
will respond to the needs of your clients, (i) will prudently allow them access to loans in
their present condition. and (Iii) will enable you to extend your loan funds to as many of
them as possible. Follow the same procedure as suggested under Client Characteristics for
drawing up these policies.

A. Purpose/Use — For what purpose are the loans to beé used?
To consider
* for what purpose can your loan funds be used; &.g., to finance working capital
(day-to-day operating costs), equipment, building or land purchases, refinancing
other debt (If 50, under what conditions would you lend for this purpose)?

B. Amount — How much you will lend to any group and/or individual,
To consider:

* what are the limits for the amount of monay 1o be lent. maximum and minimum?
This alternatively could be defined as a percentage of the revolving load fund

* should there be a graduated series of limits for first- time borrowers, and sacond and
third time borrowers? This will, to a certain extent, be affected by the people being
served, their experience with credit, and the objectives of the project. For example,
the minimum loan amount for a fund which was lending o individual microentrepre-
neurs would probably be lower than for one lending only to group enterprises.

* how might the minimum be determined by the economics of administering and fol-
lowing up Individual loans (which is why some PDOs have chosen to make loans
only to a group of microenterprises instead of dealing with them individually)?

fcontinued on next page)
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C. Term —The length of time an individual or a group can borrow money.
To consider:

. mmcmmmmum.trnusoonmm.mmosmomnloan.

* how ditferent it is for clients without prior credit experience, or for first-time ver-
Sus second or third time borrowers

D. Repayment Schedules — The amounts to be repaid for each period of time (weekly,

monthly, quarterly, atc.), which include Interest and principal payments.
To consider,

* whether they are fixed (an equal amount for each period) variable, or lump sum
(the total amount, either principal or principal plus interest, is paid at the end of
the loan period);
wmnmlusmemeloralloansorvartnblo.dmndlnqonttnuseottlmom
and the financial ability to repay (cash flow of the enterprise);
* how repayment amounts will be determined;
what the limits are for any grace periods (period of time before the first payment is
due),
* What is the payment grace period. If a payment is received within a certain number
of days after it is due, for instance 5-20 days on a monthly payment, whether it is
still considered to be “on time” and no additional Interest is charged

E Rescheduling/Renegotiation — Changing when the loan must be repaid after the loan
has been made, or changing other terms of the loan agreement
To consider

* under what circumstances will the project reschedule loan repayments or renegotl-
ate the terms of a loan such as in cases of robbery, sickness, and possibly others?

F Interest Rata—WhamlhecosttothormwotMmoneyas éxpressed by a per-
centage of the amount of money borrowed.

To consider:
. wnemauwlllbemenmeloralbmsornriamedoomnoonttwdlems.trnuse
of the loan, meamoumotmeloan.mewstolmaldnoﬂwbm,oromerreasons;

* how the interest charges are determined: (simple interest declining balance basis,

discounted in advance. collected in advance, compounded Interest. and possibly
others),

* Real effect of interest rate on () busingss, (b) area, and (c) sustainability of program.

G. Other Fees — What the charges could be for the loan application, processing, penalties
late payment, and related services (raining, management assistance, elc.)
To consider

. Mwmermcywmbenal.omduatod.o:varlable!eesdapondinqonstzaoﬂhem
client. services provided, location, and other considerations 10 De defined;

(continved on next




* what fees are necessary for program stability (economic, client seriousness. and
other factors),

* what is the best mix of fees and Interest for meeting program and client needs

H. Secunty — The tangible assets, If any, that are pledged as collateral on a loan so that in
case the borrower does not repay, the proceeds from the sale of these assets can be
used to pay off the debt

To consider;
* what assets are acceptable for collateral?
* what legal procedures/formalities are required for registering the collateral?
* what amount of collateral is required as a percentage of the loan?
* at what percentage of market value or cost are assets valued as collateral?
what security Is needed to motivate clients to repay their loans responsibly?

whether the project will take the pledged assets from a client who is not repaying
(If not, any security policy will be Ineffective)

I. Guarantees — Agreements and mechanisms by which individuals or groups certity will-
Ingness 1o pay off the loan and interest if one borrower refuses or is unable These guar-
antees can be personal (Individual) or by group (each member of a group guarantees the
loans for all other members of the group).

To consider:
* who are acceptable guarantors (their characteristics)?
* what are conditions for calling on a guarantor to pay the loan? (Some laws indi-
cate the evidence that must be submitted before a guarantor Is obliged to pay.)
* In what instances will a moral guarantee be used in the absence of a legal one? (a
PDO “guarantees™ to a bank that its borrower will repay because the PDO I pro-
viding other necessary technical or managerial support to that enterprise)

J. Conditions of Detault — When a borrower 15 not meeting the terms of the loan agreament.
To consider:

. wnammmsmametennsotmeloanaommammvebeenmm; for exam-

ple, number of days after a payment is due, sale of assets, changes in manage-
ment, atc

K. Client Contribution — The partion of the activity being funoed by the loan that must
come from other sources.

To consider.
* what a chient must put into enterprise 10 show good faith. This can be defined by a
Ioan/equity or loan/assets measure or some other measure of contnbution, such

as hours spent developing the business or doing various 1asks 1o start up the
business.

{continued on naxt page)
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L Reporting — What are the periodic reports, containing certain information that borrow-
&rs are required 1o submit

To consider.
* what is the necessary financial information about the business and family incoma?
* what changes should be tracked in the business, family, and community?
* what Is the easiest system for borrowers to provide the needed information?

lll. RELATED PROCEDURES

You have looked at what you will do (Loan Characteristics) and with whom (Client
Characteristics). It Is now necessary to look at how o implement your client and loan strate-
gies. Decisions need to be made covering each of the areas listed below. The purpose of this
part of the process is to come up with effective and quick ways to assist clients: effective in
that the process does meet clients’ needs, and quick in that the process is streamiined while
still having the staps necessary to be effective.
A Application — How clients come to the project and ask for assistance
To consider:
* how potential clients will find out about the project and its services;
* how they will apply for loans;
* whal information they will be required to provide,
* how they will provide the information (through interviews, filling in an application
lorm, or possibly others),
« what other requiraments they must meet before they can apply for a loan (..,
training/orientation courses, site visits of field extension officer, active members of
a group, &tc.),
* who In project will be responsible for
(1) Informing potential clients about the project,
{2) orienting/assisting them in the application process;
(3) receiving applications and reviewing preapplication qualifications,
(4) packaging applications for further review,
* how loan applications/applicants are tracked so there is a record of what has been
done;
= what preparation/training are borrowers given for credit.

B. Review/Approval — This process involves making the decision to lend or not to lend
To consider
« what are the criteria upon which the decision will be based?

« once potential borrowers have met policy guidelines, then what other benchmarks
will bé used to judge their projects and loan applications?

(continued on next page)




* how will the project/loan applications be completed (e.9., site visits, interviews,
analysis of information, reference checks. investigation of previous debt. and other
activity)?

* who and which job positions have what authority in reviewing and
approving/rejecting loan applications?

* what limits there are as to the amount each individual or sach level of staff and
Loan Review Committes can approve.

* what checks or controls are there to avoid misuse of lending authority,

* what records are kept of these steps in the process

C. Disbursement — This covers the staps in actually giving loan proceeds to clients.
To consider.
* what are these steps?
* What kind of agreement there Is between the PDO and the clients; formal and legal,
written, efc
. Mmtasksmustbecompletndbymebonowerandbypromtsw
* whather the loan Is extended in cash or in king,
* whether it is extended through a bank_ financial institution, the PDO, or some
other apency;
* who actually delivers the loan to the borrower, and where Is it done?
* What records and receipts are used/kept on disbursements, | e, loan ledger card

indicating amount of oan. repayment period and amount, date loan disbursed,
plus relevant vouchers and other records.

D. Repayment — How the client actually makes payments of Interest or other fees and
repays principal (the amount loaned)
To consider.
* It payment is made at offices (of PDO, bank, etc.) or in the neld (at place of bust-
ness, at particular place designated for repayments, etc ),
* who receives the payment,
* what receipts and records are kept of repayments.
* how loan repayment is monitored by management,
* If payments are in cash and/or in-kind; if they are in-kind_ how the value of in-king
payments is determined
- Collection — What is done when a borrower is not meeting the tarms of the loan (not

repaying loan, not using loan for intended purpose, closing the enterprise, selling assets,
changing key staff, moving out of project area, etc.)
To consider:

* whal steps are taken to contact borrower and serve notice of default, collect

repayment, foreclose on collateral, notify loan guarantor of the default, and any
other necessary staps?

DN DN -
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* who is involved in collection (field staft. headquarters staff, outside collection
agent/company community or group leaders, other agents)?
* what records are kept of the collection process.

F. Renegotiation — When a borrower is having legitimate difficulty repaying a loan accord-
Ing to agreement, the steps the project takes to bring the foan back in ling, In accordance
with the rescheduling/renegotiation policy.

To consider
* what Is the process for reviewing the condition of the enterprise and client?
* what is the process for deciding on a course of action?
. mtsmwoeasslutmmnomanoesmoﬁomallomaormmn
* who will be involved in each step (fiela staft headquarters loan committee, outside
consultants, group leaders, community leaders, etc.)?

G. Documentation/Reporting — Documentation process required for booking loans and fol-
low up of repayments.
To consider:

* what legal formalities must be followed with respect to loan agreements and col-
lateral taken to secure the borrowing, €.0.. guarantees, charges, liens and others?

* what information needs to be recorded on individual loan ledgers and loan lists for
monitoring purposes?

* Wwhat progress reports are to be submitted by PDOs to their management and
Board and how often, e.g., progress reports on 3 monthly basis, quarterly reports
on loan disbursement, repayment status, and others:

* what progress reports are to be obtained from enterprises by PDOs for monitoring
business performance (income statements, balance sheets, cash flow, production
records and others)

H. Related Services — Those other services (group formation, management training or
assistance, technical training or assistance. Information, legal, gic.) that are provided 1o
clients who are potential and actual borrowers.

To consider:

* what technical assistance and/or management assistance clients require in prepa-
ration for loan assistance, e.9., planning assistance, cost analysis, inventory con-
trol, marketing advice, identifying appropriate tools and machinery, sic.;

* when the loans are granted, what services are provided to clients to facilitate effi-
clent utilization of credit?

* what are the steps in providing these related services. and who on staff will do
what to provide them?

* what are the frequency and nature of contacts by staff after loans are extended?

(continued on next
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* since lollow up Is a key 10 the success of the loan program, how will the staft
determing that loan funds are being well maintained by the borrower, and how
often will they make the follow-up visits?

| Inter-Institutional Relations — Working with other agencies or projects.
Te consider

* how are existing financial institutions usad within the areas of program operations
such as lpan disbursement. collection and/or administration?

« what agreements between the financial institution and PDOs will be required. and
what will bé their tarms and conditions?

« what are the terms and mechanics of services provided by training. management
and/or technical assistance organizations which are linked to loans, whether they
are formal or informal?

* what are the steps in the process for integrating/coordinating the provisions of
those services as they are needed by borrowers?

J. Use of Interest and Other Loan Income — How you will apply these funds.
To consider
* how interest earnings from loans and other 1oan income (sarvice charges, etc.)
will be utilized, such as for default coverage, as an Inflation hedge (to maintain real
value of loan fund); to cover loan administration costs, training. other assistance,
and/or overhead costs, 10 make investments; or for other purposes.

K. Writing-off Bad Debts — Removing unpaid loan amounts from the project books that
will not be repaid from the loan fund.

To consider
* how you will go about ramaoving uncollectible loans from loans outstanding records;

« after how long and after what efforts of collection will  loan be considered uncol-
lectible, ana therefore be charged off in project books?

* who will recommend/approve such write-offs:
* what records will be maintained of charged-off loans for purposes of follow up,
and by whom will they be maintained and reviewed?

* how will borrowers whose loans have been writtan off the project books be dealt
with?.

L Training — The activities related 1o ensuring that the statt are prepared to do what is
calied Tor in your plans.

To consider

+ what are the steps in anenting/preparing staff to understand and implement the
project according 1o the above policies and procedures

gcQHamaun-ﬂ
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JOB DESCRIPTIONS AND TASK ANALYSIS FOR SMALL
ENTERPRISE DEVELOPMENT-RELATED POSITIONS

DEFINITION:

This ool includes guidelines and examples of how 1o prepare job descriptions. Written
Job descriptions for every position, from Executive Director down to night watchman,
are necessary for any private development organization to effectively manage its opera-
tions and staff. Job descriptions provide the written terms of reference by which
employees and supervisors are guided in their work and in their professional relation-
- ships. Written job descriptions are important, particularly for PDOs in the development
 Stage, because they provide the PDO with terms of reference for recruiting, hiring and
managing new staff.

' SOURCE: Opportunity Industrialization Centers International (0ICI)

The guidelines for writing job descriptions and the examples were created by
 Opportunities Industrialization Centers Interational (OICT). The development of
written job descriptions is documented in OICT's Management Control Systems
‘Manual. This Manual is one of several manuals that provide references and guidelines
for the management of OICI and its affiliates in Africa, Asia, Central America and

Europe.

THE TOOL:

This tool contains guidelines for the development of written job descriptions and exam-
ples of job descriptions for SED-reluted positions. It is organized into three pans

including (1) Steps to Create a Written Job Description, (11) a Task Ranking Sysiem,
and (111) Sample Job Descriptions.

HOW THE TOOL WORKS:

Creation of job descriptions for all positions within a PDO should be very much a col-
laborative process. The development of human resources provides a PDO with one of
its most valuable assets. Human resource development requires an investment of time
and financial resources, but it is an investment in the future effectiveness and efficiency



of ghc organization. Personnel costs such as salaries, fringe benefits, training and super-
vision, consume a very high percentage of overall budgetary expenditures. Therefore,

the positions that PDO budgets support deserve considerable professional and techni-
cal attention in their development,

Development of SED-related Job descriptions should go through several steps before
they are formalized. Management, current staff, and possibly potential clients should
have varying degrees of input into the Job description development process. Such
involvement increases support of and commitment to the position from all the critical
stakeholders.

CASE EXAMPLE:

Cameroon OIC (COIC) won a three-year, World Bank contract for a nationwide pro-
ject 1o address the self-employment needs of more than 1,000 retrenched civil servants
through the National Employment Fund (NEF). The project included general and

intensive management skills training, business advisory services, and the provision of
credit.

The implications of the NEF project on COIC were profound. COIC had a SED unit
that provided management skills training and entreprencurnial development services for
approximately 200 individuals per year With the new project, the SED unit grew from
three to nine staff persons, and expanded 1o two regional offices.

In terms of positions and job descriptions, the greatest change was in the role of the
existing SED Coordinator. There was also a need (o create a new position, Coordinator
for the NEF project. The SED Coordinator's responsibilities changed from that of
supervising two staff at one center, to that of supervising eight staff in three centers.

Supervision was one of the tasks that COIC analyzed in terms of both existing and new
job requirements.

Existing: To supervise and manage the work of subordinate SED instructors.

New: To supervise and coordinate the work of subordinate project coordinator and
SED instructors, credit access coordinators and branch managers; consoli-
date and disseminate project reports to donors: trouble-shoot management

problems; and provide overall harmony between the SED operations of
three regional units.

COIC used a Task Rating System to examine the implications of the changes in this
task in terms of importance of the task, frequency of performance, and difficulty of
performance.

Existing: Importance: Moderately important

Frequency:  Weekly
Difficulty:  Easy
New: Importance:  Critical, most important
Frequency:  Several times a week
Difficulty:  Moderately 10 extremely difficult



Some of the issues and policies this analysis suggest for the COIC Board of Directors
and senior management 1o consider include

Increased management skills training of the SED Coordinator so that he can
maore comfortably and confidently assume his expanded responsibilities.

The increased level of importance, frequency and difficulty in the task analysis
implies a heightened level of attention and importance on the recruitment for
the new NEF Coordinator. This also raises issues regarding the qualifications
necessary, and whether the compensation level for this position is adequate to
attract suitably qualified candidates.

* There will also be an expansion of functional responsibilities from simply

training, to training plus credit access and formal business advisory services.
This raises the issue of how o acquire some of the additional skills from
sources other than full-time staff.

L. STEPS TO CREATE A WRITTEN JOB DESCRIPTION

STEP 1.

STEP 3,

Definition of PDO mission, goals and objectives
The PDO should have a well defined mission and goals statement prior 1o
the development of any written job description. This statement provides the

general terms of reference which guide all the activities and operations of the
organization.

Organization Chart

On 4 preliminary basis, the PDO would create an organization chart. The
organization chart would define the lines of authority and functional location
of positions working within the PDO. The status and alignment of positions
should be consistent with the goals and objectives the PDO wishes to achieve.

Conduct an SED and Credit Needs Assessment

Once the PDO' goals and mission are determined and the position has been
located within the organization, a job assessment should be undertaken to
determine (a) what are the major accomplishments required by the position,
(b) what tasks need to be undertaken in order to achieve the expected
accomplishments, and (c) what are the primary skills and experiences
required to perform the tasks. Also, an assessment of the of target clients’
needs should be conducted to determine training and credit needs, the entre-
preneurial characteristics, and the economic environment in which target
clients operate. Needs, problems and issues identified by these assessments

will provide input regarding the type of staff and skills needed to accomplish
PDO and SED goals and objectives.

TOOLS
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STEP 4, Dmnl'nhhnylobl)auﬁnlo.

STEP S,

STEP 6.

It is at this paint that the development of job descriptions begins.
Appropriate PDO staff might discuss the parameters of the position and
Assign one person (o draft responsibilities. The job descriptions can be based
on models derived from other organizations, including details specific to the
position derived from the job and needs assessments, as well as the ideas and
suggestions contributed by participating staff.

The job description should have a job title, define the general areas of
responsibility, locate the position within the organization, indicate lines of
supervision, list specific duties, and list the requirements and qualifications.
For example, if the needs assessment determines that potential target group
members require a lot of assistance in bookkeeping, it would suggest that the
job descriptions and requisite qualifications would call for those with back-
grounds in accounting and bookkeeping.

Review and Refine

The draft job description is then reviewed by the staff principally responsible
for its development, the immediate supervisor for the position, other staff in
similar positions or with similar levels of responsibility, the personnel officer,
and senior management. Once consensus has been obtained a final written
Job description can be produced.

Various Uses for 2 Job Description

Within an organization job descriptions serve a variety of functions.

(#) They can be used by management to insure that all critical functions and
tasks are designated and assigned within the organization and to deter-

mine the interrelatedness and interdependencies within the organization-
al structure,

(b) They provide the basis for recruiting and interviewing
(¢) Contractual relationships with employees are based on the requirements

of & job description, which should be acknowledged in the contract and
attached. This sets employee performance expectations

(d) Job descriptions form the basis for monitoring performance and provid-
ing feedback to employees. They provide an objective standard by which
performance can be assessed.

Ideally, the job description should be reviewed and mutually agreed upon at the time of
performance evaluation.




II. TASK ANALYSIS SYSTEM

A task analysis can be undertaken at several points in the life of a position. It can help
1o analyze the requirements of a position in order to determine the qualifications and
experience required to successfully carry out the job. It can allow a supervisor and an
‘employee to analyze time and effort allocation within a position. It can help to deter-
“mine if a position needs to be upgraded because of additional duties and responsibili-
Hes. Analysis of each 1ask includes ranking the task by the following three categories:

‘& Importance (this is the importance each task has relative 1o others to be performed
within the position);

Ranking Significance

1 Critical, most important

2 Moderately important

3 Marginalno importance or relevance

b. Frequency (i.c.. how frequently each task is 1o be performed):

Ranking Significance

1 Daily or more

2 Several times a week
3 Weekly

4 Monthly

5 Occasionally

Difficulty (i.c., how difficult relative 10 others will the task be to perform):
Ranking Significance

Extremely difficult

Moderately difficult

Easy

ranking system helps to quickly locate those tasks that are the most important and
uire particular attention within the overall job. For example, a task that is critical
be done frequently, is difficult and requires greater time allocation than a task

L is easy, of only moderate importance, and needs (o be done occasionally.

. SAMPLE JOB DESCRIPTIONS

ee sample job descriptions follow.

Editory Note: The first job description was provided by OICL The two other job
descriptions for the OICI Program in Cameroon were developed for this tool by the
editors. Also see page 84 for an example of an Executive Director job description.
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0IC! JOB DESCRIPTION

JO& TITLE: Management/Training Specialist
JOB LOCATION: Philadelphia

REPORTS T0: Director of Program Development & Support
SUPERVISES; N/A

DEFINITION:

The Management/Training Specialist provides téchnical support services 10 interast groups
and operating OIC programs. Specific areas of responsibility include development of affili-
ale Boards of Directors and management control teams. coordination of institutional devel-
opment conferences (or technical assistance conferences), and monitoring the develop-
ment of critical program documents.

DUTIES:
Provide training and technical support services to 0ICI interest groups.
Provide training and technical support services 1o 0IC! affiliate Boards of Directors.

- Pravide training and technical support services to 0ICI management control teams and
staffs,

. Assist in the development of OICI affiliate management control systems

Coordinate the planning and implementation of 0ICI's annual institutional development
conferances.

. Coordinate and monitor the development, distribution and utilization of 0ICI's critical
program documents, manuals and guidelines.

- Assist In implementing preservice training activities for central office staff
. Perform other responsibilities as directed by management.




JOB DESCRIPTION

JOB TITLE: NEF Coordinator/Credit Advisor

JOB LOCATION: 0IC Cameroon

REPORTS TO: SED Coordinator

SUPERVISES: Cradit Officers

DEFINITION:

The NEF Project Coordinator/Credit Advisor plans and coordinates the activities of nine
branch Credit Officers and provides direct technical assistance in the area of cregit delivery
methodology to COIC and NEF

DUTIES:
1. NEF Coordinator.

a. Provide liaison and act as advisor to COIC training center, NEF, Cameroon partners
and clignts

b. Coordinate COIC-provided technical assistance.
¢. Be responsible for preparation and monitoring of the credit delivery annual plan. The

Plan will detail the tasks COIC will undertake during the year. It will include a timeline
schedule for accomplishing all tasks, with designations of who performs each item.

2. Credit Advisor:

a. Provide counsel and advice to COIC and the NEF on any and all matters related to
credit operations, including interest rates, fess charged, improving efficiency of lend-
Ing operations; most effective ways to reach women borrowers: self sustainability
strategles

b Advise on methods of including an effective savings mobilization component in the
project

c. Investigate the feasibility of “borrower buying groups” to enable borrowers to save
on purchases of raw materials or other items.

QUALIFICATIONS:
* Four years of experience working on small credit projects

* University degree in Business or Economics

* Two years experience supervising Credit Officers or équivalent level
* Demonstrated ability to develop computer financial models

—
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JOB DESCRIPTION

JOB TITLE: Credit Officer

JOB LOCATION: coic

REPORTS T0: Credit Advisor

SUPERVISES: NA

DEFINITION:

The Credit Officer works directly with clients to promote the credit program, assist clients
to determine credit needs, manage the application and approval process for assigned area,
| insure prompt delivery and collection of loans, track assigned loan portfolio performance,
provide periodic portfolio information.

DUTIES:
1. Conduct survey to determing credit needs within area of assignment

2 Initiate client contact
3. Meet with clients to determine credit needs and business viability.

4. Assist clients with applications, including visits to workplace, completion of financial
analysis forms, collection of client baseline data, verification of guarantee information

5 Analyze Ipan applications ang make recommendations to Credit Committee regarding
creditworthiness of clients.

6. For approved loans, disburse funds, obtain signature on contract, verify conditions
precedent, formalize relationship

7. Follow-up with clients; ensure repayment procedures
8. Data collection, data treatment. reporting.

| ouaLIFICATIONS:
* Previous experience working in "grassroots” activities
* Secondary or university degree

« Demonstrated ability in mathematics

* Previous credit experience preferred




PERSONNEL EVALUATION INSTRUMENT

DEFINITION:

The tool is a form used to assess staff performance in relationship 1o 11 critical criteria.
The tool forms part of & participatory evaluation system aimed at achieving objectivity,
motivating performance, and building teamwork in the organization.

SOURCE: Katalysis: North/South Development Partnerships and
Organizacion de Desarrollo Empresarial Femenino (ODEF)

The Katalysis Foundation was established in 1984 to help low-income people in Central
America become more self-sufficient and improve their standard of living. To do so,
Katalysis works in partnership with indigenous development organizations. Currently,
Katalysis has four southern partners including BEST (Belize Enterprise for Sustained
Technology) in Belize, ODEF (Organization for Women's Enterprise Development) in
Honduras, CDRO (Cooperative Association for Western Rural Development) and
MUDE (Women in Development) in Guatemala. Katalysis provides technical assis-

+ Institutional development services, strategic planning, and financial support to

four southemn organizations which, in tum, provide hands-on development services
D their low-income constituents,

E TOOL:

of the underlying goals of the Katalysis Partership is 10 help its southemn partners
pecome sustainable over the long run. A Maiching Grant from A.LD., initiated in late
1990, has allowed the Partnership to focus on building the sustainability of each mem-
Der agency. Sustainability Strategies, which address institutional strength, programmatic
ntegrity. and financial stability, have been developed for each of the partners.

part of the institutional development component of these strategies, the partners
have cach designed a personnel evaluation instrument. The instruments, designed by
ach partner. differ according 1o the structure and philosophy of their organizations.
ODEF, the Honduran Partner, designed a detailed tool that provides quantifiable
pesults. The tool was designed jointly by the management and staff of ODEF The
beess was facilitated by Katalysis. Through extensive discussion and debate, 11 criti-
| aspects of job performance were identified. These include:



1) Work Quality: Precision, presentation, efficiency and effectiveness of work accord-
ing to established quality standards.

2) Productive Capacity: Satisfactory output, speed and consistency according 1o pro-
duction standards.

3) Interest and Cooperation: Consistency and diligence at assigned duties. Willingness
lo work in cooperation with others for the common good of the organization.

4) Sense of Responsibility: Ability to complete tasks 10 specification and by the deadline.

5) Desire To Learn: Interest in leaming new job-related skills 1o improve work quality.

6) Initiative: Ability to pursue avenues of improvement. Ability to resolve problems
without supervision.

7) Interpersonal Relations: Demonstrated respect for others, ability to work on a team
iand avoid conflict, and good relations with supervisars, colleagues, and subordinates.

§) Attendance and Punctuality: Daily attendance and punctuality.
¥) Organization of Work: Adequate organization in work.
10) Adaptability: Readily adaptable to changing job situations,
11) Leadership: Capable of orienting, instructing and motivating others.

HOW THE TOOL WORKS:

Each of these job aspects is assigned a total potential point value, based on its relative
importance. Within these categories, ODEF decided 1o rank staff performance accord-
ing to five levels, namely, deficient, fair, good. very good. and excellent. Each of these
levels is assigned a maximum and minimum point value.

The distinctive feature of this evaluation methodology is that both the supervisor and
the employee participate. Both complete the form independently and then come
together for an interview 1o review and compare results. The final evaluation is based
on an average of the points assigned by the supervisor and employee, or an agreed
upon amount based on the interview,

CASE EXAMPLE:

Since July of 1991, ODEF has employed the personnel evaluation instrument with all
members of its staff. Evaluations are conducted every six months. Each manager is
responsible for carrying out evaluations in a timely fashion for all staff members falling
under their supervision. The results of all evaluations are collated and reviewed by top
management. The Board of Directors receives copies of all exceptional or problematic
evaluations.

ODEF management reports that the evaluation instrument has greatly improved per-
sonnel relations and staff performance. It ensures systematic and relatively objective
evaluation procedures. The staff reports that their evaluations are more fair as a result.
They appreciate the opportunity to evaluate their own performance. They identify the
evaluation interview as a useful forum for the clarification of outstanding issues, the
resolution of any identified problems, and better communication.




ORGANIZACION DE DESARROLLO EMPRESARIAL FEMENINO (ODEF)

SERVICE AND MERIT EVALUATION
Employee Name:
Position:
Evaluator Name:
Evaluation Period From:
Location:

INSTRUCTIONS (tor Evalualor and Employee)

= The evaluation reviews 11 basic job aspects at five performance levels, with sach
level containing its own minimum and maximum values. A brief description is provid-
ed for each job aspect and each parformance level.

* Both the employee and the evaluator should completa the evaluation form separately.
A performance level should be selected for each job aspect. Points should be
assigned accordingly and must fall between the minimum and maximum values for
the chosen performance level.

* Be sure the evaluation is done carelully and objectively. Do not let personal leelings,
positive or negative, influence the evaluation.

* If either the employee or the evaluator are upset or preoccupied, save the evaluation
for a later time.

* An interview should be held to review and correlate the written results: this interview
should lead to improved performance and help to harmonize relations

TOOLS




ODEF Personnel Evaluation

effectiveness of work according to

Job Aspect/Rating Deficient Fair
I. Work Quality 15 33 45 80
Precision, presentation, efficiency and Fraquently commits errors leading 1o set- Often less work completed than expected,

backs and repetition Spends more time than

a prapensity 1o commit errors. Requires

-Mmﬁhmmcm
and subordinates

* Ability to work on a team and avoid confict

hmummmmmmy.-ﬁdn
conflicts and problems Not sociable

established quality standards. neaded to complete a task much supervision,

Il Productive Capacity 10 20 30 40
Satistactory output, speed, and consis- Does not show sufficient peoductivity to justity Substandard productivity. Shows some
fancy according 1o production standards. fetaining posiion. Shows no interest i improving. | interast in improvig

1l interest and Cooperation 5 10 15 20
mxmua isd Does not cooperate. Caruless with matecials Shown little interwst in cooperation Rather
Suties. Wil %0 Work n . | and1ools. Personal appearance unacceptable | careless with materials and tools Personal
ation with others for the comman Appearance substandard
good of the organizatian.

IV. Sense of Responsibility 10 20 30 40
mm::ml.mm Wotuonnotmtmmm.Mwn' mlm.wummumdmdom
teadi stant suparvision. % asigned but is not always dependahle

V. Desire To Learn 5 10 15 20
Interest in lsarning new job-relsted Nwtdunmlhod-ntohmm Shmll&lmummhwmngsmuly
skdlls to Improve work quality thing new interestad in the simpla tasks.

V1. iniliative p 10 20 30 40
M,;:mltomwhbml with- | Never knows what to do when things go Sometimes looks for a solution to prot
out supervision. wrong of when a problem presents itsalf,

VIl. Interpersonal Relations 10 20 30

.;hbm:wqmwahhmm Neither aftentive nor courteous Does not Littla ability to work with athers. A1 times
Espect for others adapt to the group. Treats supervisors, col- | evokes conflicts with supervisors. col

VIIL Attendance and Punctusiity
Reters to daily attendance and
punctuality

5 10

Parsonal absences are frequent Sick very
often. Can't count on this person regularly
Otftan arrives late.

IX. Organization of Work
Exhibits adequate organization in

10 20

Does nat organize work. What is accom-

Generally dworganized. Gets organzed ak

work. plished 1s a product of an improvisation that the way and often is unable to coordinate
often results in satbacks or mistakes effectively with co-workers
e w" 10 20 30 40
Is able 1o adapt readily to changing job & not able to do job in a different way Sometimes accepts new work methods
situations Cannot accept new work mathods or undar supervision. Does not adapt quickly
situations 10 now situations
XI. Leadership 10 20 30 40
Capable of orienting, instructing and Does not motivate or lead others. Does not Sometimes motwates and leads others
motivating others. use Oauthority well o inspire the raspect or Scarcely uses authority well and seidom

confidence of others.

gains the respect or confidence of others.
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Good

Very Good

Excallant

75 80

108 120

135 150

ily does good work, but still needs
improveman

Work 15 good quality. Well organized. efii-
cient. Shows interest and is consstont and
fast

Work quality is better than expectad. An
axceptional worker

50 80 70 B0 90 100
and satistactory productivity Productivity at times exceeds what is General productivity excesds what is required
ording to what Is assigned required. Naotably tast and consistent in their work
25 30 35 40 45 50
nt it and cooperation are enough to com- | Interastad in own work and that of col- Interasted m own work and collsagues work
piste work. Somewhat careful with matarials | lsagues. Very cooperative. Careful with tools, | Shows great desire 1o lean more. Wants to
Ind tools. Personal appearance acceptable. materials, and personal appearance mprove systems and materals. Very careful
with personal appearnce.
50 60 70 80 90 10
Fairly responsible and completes assigned Always interested in work. Completas tasks Extraordinarily responsible. Finishes svery-

acceptably

on time and accurately

thing on time and without flaws

25 30 35 40 45 [ 50
ly seeks new information but is not | Ganarafly looks for new information and often | Always seeks new information in ordar to
s 10 leam ines to lsarm more learn and improve
50 60 70 80 80 100
Bws [nitiative but sometimes does not When a process fails, looks for solutions Always finds a solution to a problem
how to resolve a problem
50 60 70 80 80 100
good relations with supervisors, Courteous and aftentive 10 others. Maintains Maintains excellnt relations with others.
: and subordinates. Able 1o interact | very good relations with others. Very sociable | Likable and inspires confidence s a leader
i the public Mamtains acceptable person- and sets good axamples
25 30 35 40 45 50
Jom absent or tardy Absances and tardi- | Almost never absent and very punctual. Aways | Superb punctuaity and attendance Can
for the most part acoeptable gives prior natica of absance or tardiness. always be colnted 0n. An exemplary employee
50 60 70 80 80 100
p2es work but not as efficiently as pos- | Organizes and coordinates work with co- An excaptional organizer and coordinator
I8 able 1o finish on time despite some workers with great foresight. Results arz sut- | Alows ample time to revise and pian for the
’ able and carrect naxt task
50 60 70 80 80 100
IPts ohange despite rather alow progress | Accepts changes with enthusiasm and helps | Rapidly adjusts to many different tasiks Vary
10 new situations when the process is | 1o incorporate them. Easily adapts to a new flexible and readily accepts any new process
Iry complicatad work situston or method
50 60 70 80 90 100
Rarly motivates and leads. Often gains Almost always motivates, lnads and wins the | Motivates and leads others. Lises authority and
pect and confidance of othars. Wisaly | respect and confidence of others. Delegates delegates responaibiity well Assigns responsibili-
hority, authority well ty according 10 parsonal interest. Easily wins the

respoct and confidence of cthers. Negotirtes well




Name of Employee _ Position;
Date Submitted: _______ Date of Evaluation: .
Evaluation Period, From: __To:

Evaluation Aspects Assigned Points | Personal | Professional | Total Points (Average of
Evaluation | Evaluation | Personal and Professional)

Work Quality 150
Productive Capacity 100
Interest & Cooperation 50
Responsibility 100
Desire to Leam 50
Initiative 100
Interpersonal Relations 100

Attendance & Punctuality 50

Organization 100
Adaptabiiity 100
Leadership 100
Points Received 1000
Percent 100%

1. COMMENTS AND SUMMARY (supervisor and employee) altach extra pages
It necessary:

Improvement neaded in:

Special circumstances that may have affected employee’s performance during the evaluation
period.




PROGRAM DIRECTOR SELECTION
PROCESS CHECKLIST **

DEFINITION:

This tool is used as a checklist, reference and guideline to assist Boards of Directors of
private development organizations to effectively perform the eritical task of sclecting
and hiring a Program Director. It is a quantitative, objective and nonexclusive method
for Boards to make the most important decision they ever have to make. Recruitment
and selection cannot be casually approached, since the Board is the guardian of the
interests of the PDO as well as the employer of the Program Director.

SOURCE: Opportunities Industrialization Centers International

The Program Director Selection Process Checklist was designed by Opportunities
Industrialization Centers International (OICI) and is contained in Section 8, “Board,
Management and Staff Relationships.” of its Board of Directors Manual. The Manual
itself is a critical reference and guideline which OICT and its affiliates in Africa, Asia,
Central America and Europe use in developing Boards of Directors.

HOW THE TOOL WORKS:

Use of the checklist is but one of several steps a Board takes in recruiting and hiring a

Program Director. The following are initial steps Boards 1ake before. during and after
using the checklist:

1. Creation of o search committee:
The purpose of the search committee, made up of Board members, is to assist in
recruiting and selecting the Program Director. The first task of the committee is to
decide on the skills and attributes necessary. These will constitute the checklist and
should be translated into a job description. salary scale, and recruiting advertisement(s).

2. Screening of applications/resumes:
The search commitice should screen the applicants down to five people and closely
examine each. Personal and professional references should be checked.

* The term for the chief executive officer varies from executive director W program director, program manager,
aodd president. For purposes of this 1ool, program director is used.



3. Personal interview:

The entire committee should be involved in the interview process. Interviews should
be conducted in # straightforward, candid manner. The goal is to determine if there
Is a match between the candidate and the skills and qualifications required of the
position. A useful technique is to pose real-life issues and problems facing the PDO,

and ask the candidate how s'he would solve them.
4. Final selection:

Itis in the final selection process where the checklist is used. Personal instinets, gut
feclings, and certain biases of the committee should, of course, play a role in the final
selection. However, the checklist, with its rating scale of 0 to 5 (with five being the
highest mark) is suggesied. The checklist should not be used during the interviews,

Key clements of the checklist include:
a. Knowledge of the PDO's mission/vision.

b. Appropriate technical knowledge of the service areas the PDO provides: for exam-
ple, small enterprise development, management skills training, and the design and
implementation of a financially viable credit access program,

¢. Understanding of the role of a PDO Board of Directors.

d. An adequate grounding in overall financial management, including budgeting, cost
analysis, and the interpretation of financial results reported from the PDO's
finance manager/section.

¢. The ability to effectively communicate, both verbally and in writing.

. The ability to lead and direct fundraising campaigns.

g Experience with interpersonal relationships, leadership and supervision, including &
knowledge of how to develop and implement appropriate personnel policies and
procedures.

h. A thorough knowledge of basic management concepts such as planning, leading,
organizing and controlling

I. Candidate’s comminment to (i) PDOs in social and human services; (ii) working at
a level of compensation likely to be lower than what the person could cam else-
where; (i) willingness 1o subordinate personal ambition to the needs and goals of
the PDO; (iv) patience and tolerance, and (v) working hard to achieve success.

The search committee then recommends two or three final candidates for the full
Board or Executive Committee to interview before an official offer is made.

OTHER USES:
The checklist can be modified and used as an interview guide for other positions.

Items on the checklist can be weighted so that priority skills and attributes receive
greater consideration in any final tally of interviewer assessments,




A CHECKLIST FOR USE IN THE SELECTION PROCESS

Checkiists should follow a simple format and include both skills and traits. The following is a
sample format that could be modified to reflect the needs of Individual programs. The number 5
is the highest order and reflects an excellent rating. the number 0 reflects the lowest order and
indicates a very poor rating.

LOw HIGH

Knowledge of the organizational mission 0 1
and community resources that are avallable

. The abllity to effectively provide vocational/
agricultural/SED training services to targeted
populations.

. An understanding of private not-for-profit
community-based Boards and the ability 10
serve as staff to commitiees

. A thorough grounding in budgeting, cost
analysis. and financial reporting.

. The ability to express himself or hersell
both orally and in writing

. The abllity to direct a lundraising campaign
and analyze resource potential.

Experience with interpersonal relationships, thus
anabling him or her to work effectively with
volunteers who have various interests, skills and
motivations.

. The “know how" to effectively apply community
organization principles and techniques.

9. A thorough understanding of basic management
concepts that utilize planning, leading, organizing
and controlling.

10. Knowledge of effective stalf récruitment,
orentation, and training techniques.




The candidate:

1. Appears to be committed to not-for-profit
social and human service

2. Seems able to accepl the possibility that

he or she will be underpald, overworked,
and deal with constant change.

. Appears to like people and can get along
well with a wide variety of individuals.

. Seems willing to subordinate personal needs
and preferances to the needs and goals of the
organization's program.

- Appears to be flexible, and could easily adjusi
and concentrate on task achievement even In the
face of schedule changes and plan modifications.

Seems 10 have a high amount of patience and
tolerance and would be able to work with 3 wide
variety of volunteers from industry, government,
alumni and grassroots organizations.

Appears 10 have a maturity level that
demonstrates the ability to forego short-term

satisfactions In favor of long-term goals.

Gives the impression that he or she is
willing to work hard to achieve success.




SUSTAINABILITY STRATEGY PLANNING AND DESIGN

- DEFINITION:

This tool is both a process and a set of assessment questions used by organizations 10
design a long-term (three-year) strategic plan to address institutional, programmutic,
and financial sustainability. The Sustainability Strategy allows the organization to:

1) assess current strengths and weaknesses: 2) establish appropriate long-term goals;
3) identify potential obstacles to achieving these goals; and 4) set action sleps 1o over-
come obstacles and reach stated goals.

URCE: Katalysis: North/South Development Partnerships

The Sustainability Strategy was designed by Katalysis: NorthvSouth Development
erships in conjunction with the Belize Enterprise for Sustained Technology
(BEST) and the Organization for Women's Enterprise Development (ODEF),

ToOL:

fore starting it must be understood that sustainability does not just mean financial

ty. A sustainable organization is one that has a strong institution and viable pro-
in addition to a stable financial base.

toal’s purpose is 10 analyze an organization's strengths and weaknesses, determine
tegic goals, and then design a long-term strategy for achieving these goals within
of the three organizational areas — institutional, programmatic, and financial.

n each area, there are specific issues 10 be considered in constructing a

Organizational Development. Do you have a clear mission? Does your Organization-
al structure help you carry out this mission and adapt to changes in your environ-
ment? How does your Board of Directors assist you in setting policy and managing
change?

Adminisirarive Skills. Are the skills of your administrative staff sufficient 1o meet
organizational needs?
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Mw Informarion Systems What types of systems, both manual and comput-
enzed, does your organization use to manage information, including accounting,
evaluation, databases, etc.?

Planning. What systems and documents does your organization have in place for
short and long-term planning?

Programmatic Effectiveness:

Field Programs. What programs and services does your organization provide? What
resources are required to run these different programs?

Need and Impact. Who are the clients of your different programs and what is their
level of need? Who determines your clients’ needs? What is the potential lor
impact/social change in cach of these programs”

Technical Skills. What technical skills are needed to service each of your programs?
Do your staff members possess the requisite skills?

Monitoring and Evaluation. What kinds of data do you collect on your programs and
how are they used? How do you monitor and evaluate the impact of your programs?
How is the information then used in program development?

Nerworking. Whal is your interaction with other domestic and intermational organi-
zations and how does this interaction assist you?

Finuncial Strength:
Funding Portfolio. Who are your donors? How stable is your funding base? How
diverse is your funding base?
Reporting and Management. What types of systems do you have in place for manag-
ing grants/loans received and reporting to donors?
Cost Effectiveness and Cost Control. What is your cost per program? Cost per bene-
ficiary? What systems do you use to control your costs?

Fiscal Skills. What systems do you use for fiscal management and who is responsible
lor overseeing these systems?

HOW THE TOOL WORKS:

A situational analysis is first completed to assess the strengths and weaknesses of an
organization’s institutional, program and financial areas, using the assessment questions
outlined above,

Once the situational analysis is complete, the organization should then review the find-
ings as & means of establishing goals 10 achieve programmatic effectiveness, institution-
al strength, and financial stability. To ensure that the goals are obtainable and realistic,
they should be limited to three to five in each area and put in priority order.

The organization must then evaluate cach of these goals separately and discuss possible
obstacles. This part of the exercise should help the organization assess the realistic
potential of achieving each of the stated goals. From here, specific action steps should




be established to overcome the identified obstacles. Finally, the organization should
‘develop a three-year plan as a means o achieving these goals. This step-by-step plan
‘becomes a realistic and achievable sustainability strategy

“The stages of design and implementation are outlined in the Strategic Planning Design,
hich follows this discussion. Following these stages will ensure that the process utilizes
‘8 minimum of organizational resources and s as productive as possible

STUDY:

0 date, this procedure has been successfully conducted with two southem PDOs,
ODEF and BEST. To illustrate the process, the results of one component of ODEF's
astainability Strategy are described here.

nl Analysis. During ODEF lirst workshop, it was noted that ODEF lacked a
natic approach for evaluating personnel and the impact of its different programs.

d. ODEF was operating with a wide array of different systems, reflecting the spe-
needs of individual donors.

ting Goals. During a second workshop, this issue was raised again. Several small
Bups identified evaluation as a critical issue to institutional strength. They deter-
ied that in order to have a productive and committed staff and maximum impact
pSS programs, a systematic approach to evaluation had to be designed and imple-
nted. Evaluation of personnel and programs, therefore, was selected as one of
EF's five primary institutional goals.

._ Analysis. One small group was given the task of analyzing potential obstacles to
blishing a systematic structure for personnel und program evaluation

s, the following problems or obstacles were identified:

* Filing systems needed to be organized so that program staff had casy access to
information. This required better communication between the program and
administrative departments.

* Because evaluation requirements were based on donor's needs and often
appeared inconsistent, staff members lacked an appreciation of the need for
evaluation

* Evaluation and monitoring require a great deal of time and human resources
Yet the staff put all its time into collecting the data and getting it 1o donors
rather than reviewing and comparing results.

® ODEF's database needed 1o be updated to provide information consisten
with new programs, The staff had no effective way to measure changes over
time or across programs for beneficiaries.

® A key way to learn about a program is by interviewing beneficiaries, but this
approach was not built into curremt systems.

g
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* Because of rapid organizational changes, personnel evaluations needed to be
conducted quarterly rather than annually,

* Evaluations of staff needed to be conducted by each manager directly respon-
sible for them; those employees also needed a means 1o evaluate their manag-
er. Without this Iwo-way evaluation system, the organization was limited in its
ability to adapt and to achieve maximum potential.

* Each department of the organization needed to conduct quarterly evaluations
of group performance. This would allow staff members to learn from each

other, create an incentive for high performance, and address problems before
they became too serious.

Action Plans. With these problems in mind, ODEF designed an evaluation plan for
both programs and personnel. The following chart presents ODEF action steps for the
first year, to demonstrate how a timeline can be useful.

Application:

The design and implementation of a sustainability strategy would be useful and rele-
vant for any organization, but it is particularly important for a four-to-seven year old
agency hoping to become a sustainable institution

Following is a list of lessons learned by ODEF and BEST in developing sustainability
strategies.

Commitment. A sustainability strategy requires time and resources. There must be
commitment to the process by all key constituencies; without commitment at all ley-
els, the strategy will stand little chance of being adhered 1o and implemented.

Preparation. The more that participants are included in the planning and prepara-
tion, the more productive will be the workshops and the final document.

Facilitator. The facilitator should be objective, but also needs to have good knowl-
edge of the organization before beginning the process. In addition. the facilitator
should facilitate; in other words she or he must lcave the substantive work during the
warkshops to the staff, management and Board.

Two Workshops. Completing the full process in one workshop is not feasible: people
become too tired. Having two workshops and some time between them greatly
enhances the final product.

Critical Goals. It is easy 10 get carried away in this process. In order to create a feasi-
ble strategy, it is important to set clear priorities and limit goals to those that are
mosl critical.

Editors Note: The issues outlined under the section “The Tool,” are excerpted from a
much longer set of questions which provide a dewailed guide for the situational analysis
completed by staff during the first workshop. For a complete set of the questions, plcase
contact Katalysis, 1331 North Commerce, Stockton, California 95205 1SA.




EVALUATION, Year One, ODEF

ACTION STEPS 1“QTR | 2*QTR | 3*QTR | 4*QTR

PROGRAMS
1) Improve filing system X

2) Keep filing system in order and accessible to
all staft X X X

3) Update and improve community profiles X

4) Review and compare current evaluation formats X

5) Hold workshop on evaluation techniques X

E:;.aunmaun-

6) Design simple but informative documents 1o
monitor and evaluate all programs X

7) Complete these documents annually X

8) Review and select appropriate program indicators X

9) Redesign database to collect data on these Indicators X

10) Share program experiences within 20nes X X X

11) Share program experiences across zones X X X

H
12) Conduct intarviews with benaficiaries on program
effactivensss X X

PERSONNEL

1) Conduct evaluations
* Top-down X X X X
« Battom-up X X b { X

2) Conduct interviews with beneficiaries on
personnel performance X

3) Conduct group evaluations X X X X




STRATEGIC PLANNING DESIGN

Stage One
Representatives from all key constituencies in an organization — staff, management and
Board — must come together with a shared commitment to better understanding the
organization and set strategic goals. Experience demonstrates that full representation of
an organization Is necessary to ensure that a long-term planning document, once
designed, is consulted and used rather than filed away and never looked at again.

Stage Two
Once the commitment is made to undertake 3 Sustainability Strategy, the organization
should set aside time for two workshops when all representatives can attend. These
workshops should last two-to-three days each, depending on organizational resources
and needs. A facilitator should also be selected: if possible this person should be from
Outside the organization, with experience in strategic planning. Prior to the first work-
shop, participants should receive an agenda containing the organizational areas and
questions outlined above

Stage Three
First Workshop. The purpose of the first workshop Is to conduct a situational analysis.
Basically, this entails an evaluation of the strengths and weaknesses of the organization,
using the outline presented above. A minimum of a halt-day should be devoted to each of
the three main areas and to the final review session. The facilitator should make certain
that notes are taken on large, visible paper to document the process and ensure that all
participants are kept apprised throughout the workshop.

Institutional strength should be discussed first and then profiled by jointly designing a
large organizational chart Indicating each staff members’ position and how information
flows through the organization. The mission of the organization should be reviewed and
rewritten if necessary. Then, proceed through each of the sub-glements of institutional
strength, | e. organizational development, administrative skills, management information
systems, and planning.

This should be followed by a similar process with program effectivenass Within this
area, It may be usetul to divide into small groups according to geographic zones or pro-
gram specialties.

Next, an analysis of the status of the organization's financial stability should be conduct-
£d by proceeding through the questions outfined under the sub-elements.

Fﬁnw.uﬂnomemmtaNmonmwmsmmalm.nwmsunsofmosmmiowmay-
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Stage Four
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fcontinued on next page)




TOOLS

' Second Workshop. This workshop bullds on the results of the first workshop with the
Intention of setting strategic goals to ensure the sustainability of the organization Again,
this workshop should be conducted by proceeding through each of the three areas in turn

— Institutional strangth, programmatic effectiveness, and financial stability. If possible.
- Sbx working hours should be devoted to each area

In each organizational area, the steps 1o be followed are-
(1) Review Key Issues.

Review minutes taken from previous workshop and decide which are the key issues fac-
Ing the organization For example, under the institutional area, a key issue might be that
eommunication batween different levels of the staft is no longer working well dye 1o
growth in personnel

Oroup together and present sach small 0roup’s chosen goals. Through group
N, decide on three-to-five primary goals for achieving sustainability

specific actions for a three-year period to
Overcome identified obstacles and achieve staled goals. Each action step should address
necessary time and resource inputs

DN DO e N -
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GLOSSARY OF KEY FINANCIAL TERMS *

Amortization. An amortized loan is a loan in which the principal amount is repaid in
instaliments over the life of the loan.
An amortization schedule shows how a loan will be repaid by listing payments

required on a specific date, and a breakdown of each payment showing how much
of it constitutes interest and how much principal.

Arrears. Payments in arrears, also called delinquent payments, arc loan payments which
are past due. Loans in arrears, also called delinquent loans, are loans on which any
payments are past due.

Past due must be defined by the financial institution. A rule of thumb is that pay-
ments are past due when one complete cycle has been missed. Thus, loans with
monthly payments are past due after thirty days; those with weekly payments are
past due after one week, ete. The important point with past due is that it should be
an indication of when the RISK that a loan will not be repaid increases. All of the
above relates to principal owed on a loan. The same can be applied to interest
payments, but they should be considered separately from principal, Principal in
arrears are asscts at risk, while interest in arrears disrupts a program’s cash flow.
See the Table of Formulas for methods of calculating arrears, or delinquency rates.

‘Assets. Current assets include cash and marketable securities. accounts receivable, and
inventories which in the normal course of business will be turned into cash within
a year.

Fixed assets, referred 1o as property, plant and equipment, represent those assets
not readily redeemable to cash. This category will include land, buildings, machin-
ery, equipment, furniture, automobiles, and long-term (more than one vear)
investments or receivables,

Productive assets are those assets that are earning revenue, either through invest-
ments or interest charges on use of the assel (e.g., loan fund).

werage outstanding balance. This is calculated by adding the amount of the loan fund
that is outstanding at the end of each month and dividing by the number of
months in the period. The average outstanding balance is used in formulas that
cover activities over more than one month of time because it gives 8 more accu-
rate picture of portfolio activity over the period.

| ™ Adupted trom the Glossary developed by The SEEP Network's Fimncial Services Warking Group, July, 1991



Balance sheet. Financial statement that gives an accounting picture of assets owned by
@ company/entreprencur and of claims against those assets on a specific date. One
part of the balance sheet lists assets, while another part shows liabilities and the
owner’s equity. The two parts must be equal. The balance sheet is a snapshot of
the company’s position at one point in time.

Breakeven. The point at which all revenues cover all expenses. Breakeven analysis
involves determining the appropriate balance between interest rates (and any fees
charged) and the loan volume to achieve breakeven.

Cash flow. The actual net cash that comes in or leaves the entity during a specific peri-
od. There is a critical difference between cash flow and the income statement:
cash flow shows actual flow of cash during the period, while the income statement
shows income eamed and expenses that may not yet have resulted in actual
income or outflow of cash.

Commission (or fee). A charge (usually based on a percentage) for services offered. In
credit programs, commissions are fees paid 1o an agent/loan officer for services
performed as part of the cost of credit extension. Usually stated as a flat fee or
percentage of the loan amount,

Default. A defaulted loan is u loan which the micro-enterprise finance institution is
quite certain will not be paid back by the borrower. Usually a loan is declared in
default when the debtor has stopped payment on & loan for more than two or
three amortization due dates (e.g., 60-90 days), regardless of petitions by the
lender and/or legal actions against the debtor. The amount defaulted depends on
how much is outstanding when the borrower stops making payments. Amounts
that will have 1o be “written off” or counted as “loan loss” may be different from
the amount defaulted if the lender can collect any collateral or guarantee.

Delinquency, Sce arrears.

Equity. Paid in capital (the contributions of owners) plus retsined earnings (see
retained earnings).

Fee. See commission.

Grace period. Period of time granted after loan disbursal during which no principal has
to be repaid. Interest payments may or may not have 1o be made.

Income (sometimes referred to as revennes), The amount earned in an accounting period.

Inflation. An increase in the volume of money and credit relative to the available sup-
ply of goods, resulting in a rise in the general level of prices. The official rate is
usually determined by the government using the change in a specified basket of
goods. The real rate is the actual increase in the price of a set combination of
goods and services over time, as experienced in the marketplace

Interest rate calculation - declining, Interest calculated on a declining balance means
that the borrower pays interest based on the amount of the loan outstanding. not on
the original loan amount. The amount of interest the borrower pays each payment




depends upon how much principal the borrower was using during that period. The
amount of interest the borrower pays decreases as the principal amount owed is
reduced by payments.

Interest rate calculation — flat. The interest rate is fixed over the life of the loan, The

amount of interest paid is calculated by multiplying the nominal interest rate of
cach peniod by the oniginal loan amount for cach payment period.

Interest rate types - commercial. Rates published by commercial banks based on cost
of capital, loan losses, and cost of administration, including a profit margin.

Interest rute types - effective. Effective rates of interest bring all of the direct financial
costs of a loan together including the effects of commissions, fees, the calculation
method, and other loan requirements on the total cost of the loan to the borrower,

Interest rate types - positive/negative, Positive rates are those higher than the rate of
inflation. Negative rates are those lower than the rate of inflation.

Interest rate types — real. Real rates are rates that have been adjusted to compensate for
the effects of inflation. Real interest rates are cither nominal or effective rares of

interest less the inflation rate. In countries experiencing hyperinflation, real rates
are computed with the following formula,

. LN
- L+l

where R = the real interest rate, N = the nominal rite, and I = the rate of inflation.
Interest rate types - stated. The quoted or nominal rate, L.¢., 2% per month,

Liabilities. What a business or organization owes to others. Usually divided between

current liabilities, those due within one vear, and long-term labilities, those due in
more than one year.

Liquidity. The ability to meet current obligations or demands for cash as they become
due.

Loan fund capital. Amount of capital the entity has that is to be used 1o lend to bor-

rowers. Some may be in the portfolio (that is. lent out), and some may be tem-
porarily on deposit for future lending.

 Loan loss. Amount of principal an entity loses because a borrower does not repay d
loan. Should be the same as the amount “written off” for that loan, but may be

different from the amount defaulted if the institution can recover some of the
collateral.

Loan term. Period from the date of disbursal to the final due date of the loan.

Loans outstanding, The portfolio, or active portfolio, 1t is the amount owed to an insti-
| tution by its borrowers that the institution expects (o receive. Gross portfolio is
the amount outstanding, while net portfolio is the gross portfolio minus the loan-
loss reserve,
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Net worth. The retained eamings, fund balance, or profit of an organization. See equity.

Operational costs. Those costs incurred by an entity during a specified period 1o main-
tain operations. They do not include investments, but do include recurring costs
like salaries, rent, transportation, etc. Depending on use, they may or may not
include financial costs of borrowed money.

Past due. A 1erm that must be defined by the microenterprise financial institution. It
determines when a loan becomes delinquent or in arrears. It should indicate when
the risk of nonpayment increases. See arrears.

Portfolio. See loans outstanding.

Portfolio income. Includes all interest income, commissions and fees collected from
borrowers to secure and pay back a losn. This. along with mlerest-generated
income on investments, is referred (o as internally-generated income or funds as

opposed to grants or donations given to an institution which are externally-gener-
ated funds.

Principal. The face or stated amount of the loan upon which interest is calculated.

Outstanding principal is the amount owed by the borrower at any time, excluding
interest.

Profit/loss (income statement). The financial starement that shows how much an enter-
prise/PDO makes or loses during a specified period of time, usually monthly or
yearly, It is different from cash flow because it may include income not yet
received and expenses not yet paid.

Refinancing. The process of developing a new loan agreement before a previous one is
completed. It can include increases in principal amount. extension of term, etc.

Repayment, Payment of principal in the process of amortizing a loan; may include pay-
ment of interest, but payment of interest alone does not constitute a repayment.
See the Table of Formulas for a method to calculate Repayment Rates.

Repayment schedule. Sce amornization schedule.

Rescheduling. The process of changing the payment period and/or the size of pay-
ments. on an outstanding loan. It is usually done to prevent a borrower from
falling in arrears, or so that a borrower is no longer in arrears and is more likely to
meet payments on time.

Reserves. Reserves are a preestablished amount of money (usually a percent of a loan
portfolio) that are kept aside, either physically or solely as a separate account on
the balance sheet, 1o off-set unpaid loans or bad debt. Most countries have a law
requiring that financial institutions maintain loan loss reserves,

Retained earnings. Net profits kept to accumulate in an enterprise after dividends are
paid; also called undistributed profits or earned surplus.




Savingvdeposit liabilities. The amount an institution is holding that actually belongs to
others. Although it is a liability for the institution, it is different from borrowed
funds because there is no due date or amortization schedule.

Self-sufficiency. The percent or level of self-sufficiency can be calculated for a specific
period (monthly or yearly), cumulative since a certain date, or cumulative since
the program’s inception,

Operational self-sufficiency occurs when internally generated income (investment
and operational) is equal to or greater than expenses.

Financial self-sufficiency occurs when internally generated income (investment
and operational) covers direct operating and financial costs, and is sufficient 10
maintain the real value of the credit portfolio. See the Table of Formulas for
methods to calculate self-sufficiency.

Spread/margin. Margin is the difference between gross and net amounts of income.
Spread or margin on interest rates is the percentage points between the cost of
money (to a financial institution) and the interest rate charged the borrower. The
spread on a loan must be sufficient to cover all operational costs, risk reserve,
inflation, and some profit (to help capitalize a loan fund and/or reinvest in the
institution — computers, training for staff, etc.) for that institution to obtain self-
sufficiency and grow.

Sustainability, Full sustainability occurs when internally-generated income (investment
and operational) and long-term. dependable sources of externally-generated
income (such as donations) cover direct operating and financial costs, and are suf-
ficient to maintain the real value of the credit portfolio.

Write off. That point where a financial institution removes a bad, or nonperforming
loan, from the assets side of the balance sheet and shows it as a loss. This usually
occurs after all attempts have been taken to activate or collect a portion of the

loan. The write-off policies of financial institutions should spell out at what point
loans are written off.







Laymeat Recelved Last Month shows how much of the money | 50
Payments Due + Past Due Last Month that was due was actually paid
(Repayment rate for other periods can be calcy- | — Measures loan recavery
lated by substituting the period, quarterly, yearsy, | Performance
for month)
Arrears: Amount Principal Past Due shows the outstand- | gp
Past Due Amount Outstanding Ing that has not been repaid
Arrears: Portiolio Qutstanding 82l of Loans with Pmts. Past yg shaws that portion of the parttolio
at Risk Amount Qutstanding that is made up of loans that have
Mmissed one or more payments
Aging of Arrears ww shows, by period past due, the &1
Amount Outstanding riskiness of the portfolio. The
greater the proportion of loans In
the later categories, the riskier
the portfolio
. Loan Loss Rate shows the percentage of loans 61
Average Outstanding Balance that have been written off or
declared nonracoverable
§. Avecage Total Quistandiog Bal at the End of Each Moath | *verage outstanding baianca 153 | 6
Outstanding Number of Months MOre accurate indicator of port- | &
Balance folio activity a3
7. Surplus/(Deficit) Revenue - Expenses = Surplus/|Deficit) shows whether or not revenue is 84
covering expenses

8. Loan Porttolio Umollmnunuptmm shows the value of the portfolio 66
Valye and Is used to project income
from interest
8. Interest Income Value of Loan Portiollo X Interest Rate PrOjects the revenue generated | g5
frunlmuestonmﬂmnoomwo
10. Totai Costs Fixed Costs + Variable Costs Shows operating costs of program




| NUMBER and NAME

are covered by earned Income

Average Amount Outstanding

All Operating Expenses
Average Amount Outstanding

shows the cost rate for operating
the credit program

shows the rate for operating the
program as a whole

The SUM of

AmountofloanA X Interest Rate of Loan A
Total Loan Fund

Amountofloan 8 X Interest Rate of Loan 8
Total Loan Fund

Amogntoflcan . X Interest Rate of Loan C
Total Loan Fund

(mmurwdw

shows the cost rate of borrowed
funds and the rate needed to pay
the costs of financing loans plus
maintaining the value of donated
funds

Operating Cost Rate + Cost of Capital and
Devaluation + Loan Loss Rate

shows the total cost rate of deliv-
ering credit as a percentage of
the average loan portiolio

Total Incame from Loan Fund
Average Amount Qutstanding

shows what the loan portiolio will
generate in revenue as a parcent-
age of the average loan portfolio

| 16. Percentage of idle
Funds

shows the percentage of the loan
fund that Is not productive

: 17. Foregone Income
Rate

shows the percent of revenue
lost Dy not lending money that is
sitting In the bank

18. Adjustment to
Portfolio Cost Rate
for (die Funds

shows the effective rate of inter-
st needad 10 take into account
dle funds

19. Adjustment 10
Portfolio Cost Rate
for Late Payments

shows the sffective rate of inter-
st raquirad to make up for idle
funds and late payments

20. Calculating Fees to
Earn an Effective
Interest Rats

calculates the fes that needs 10
be charged, per loan, to eam the
gffective Interest rate

{continued on next page)




FORMULA

USE

IV. BREAKEVEN PORTFOLIO SIZE

21 Vanabie Cost Rate

Iotal Costs - Fixed Costs
Average Amount

shows what the loan fund needs
10 yield to cover vanabie costs

22 Overhead
Contribution Rate

Partfolio Yield Rate — Variable Cost Rale

shows what the loan fund is con-
tributing to overnead

23 Breakeven
Portfolio Size

Eixed Costs
Overhead Contribution Rate

shows the size of the portfolio
neaded to braskaven

shows to what extent the assets
are of equity or dedt

shows the detit burned being
carried

shows the avallability of cash to
cover short-term debt

shows cash avallable 10 cover
axpectad disbursements

shows the revenue generated on

equity

28. Return on
Productive Assets

shows the returm on productive
assats







RECOMMENDED MANUALS, GUIDEBOOKS,
AND MONOGRAPHS

The ADEMI Approach to Microenterprise Credit (Lewin, A. Christopher, GEMINIL,
1991) is & book which gives a thorough overview of the Association for the
Development of Microenterprises (ADEMI) in the Dominican Republic. It reviews the
history of the program, its growth, and its impact on microenterprise development in
the Dominican Republic. Most useful is the second part, in which the day-to-day opera-
tions of ADEMI are discussed, including organizational and operating structure, credit »
methodology, and financial and organizational management sysiems. Extremely useful i
are samples in the appendices of job descriptions, loan documents, and monitoring
reports used by ADEMI in its operations. Available from: Development Allernatives,
7250 Woodmont Ave., Suite 200, Bethesda, MD 20814, USA.

ment and development, including reason for a Board, Board functions, building effec-
tive Boards, causes of ineffective Boards, building effective Board committees, improv-
ing full Board meetings, and the roles of Board officers. Also covered in scparate mod-
ules are short and long-range planning, and selecting an executive director, both func-
tions of the Board. A module is devoted to discussing how positive working relation-
ships between the Board, program director and staff can be developed. The manual is
particularly effective in stressing the point that Board development is an ongoing
process, and that Boards need continuing attention and exposure 1o new ideas, con-
cepts and events in order 1o keep current with the external environment and incorpo-
rate new members effectively. Available from: OICI, 240 West Tulpehocken St.,
Philadelphia, PA 19144, USA.
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Board of Directors Manual (OIC International) covers all aspects of Board establish- f
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Bookkeeping Manual (TechnoServe, Inc ) presents a simple, practical bookkeeping sys-
tem for enterprises and institutions owned by low-income people. The manual provides
samples of source documents, books of account, and financial statements, and explains
their use. A document flowchart in Appendix A clarifies how the overall system works.
A glossary of terms is also provided. The manual does not explain debits and credits or
any accounting theory, and makes it clear that technical assistance may be required to
adapt the system for local use. However. the manual is excellent in providing a simple
yet comprehensive system which Start-up organizations can casily adapt 10 their needs,
Aviilable from: PACT Publications, 777 United Nations Plaza, New York, NY 10017,
USA
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Breaking Through: The ExpﬂudMMmmmu.erm
Nouo-Profit Institutions (Otero, Maria, ACCION, 1989) explores the factors and issues
involved in the expansion stage of institutional development. The book defines expan-
sion and discusses the issues of by whom. for whom, and of what. Sections are devoted
10 considering expansion in relation o the institution's vision, structure, financial 5y5-
tems, human resources, and local context. ACCION'S major findings regarding expan-
sion are summarized, and issues to address duning the expansion phase are listed and
discussed. This book is must reading for an organization contemplating or planning
expansion, Available from: ACCION, 130 Prospect Street, Cambridge, MA 02139, USA

The Central Finance Facility: A Guide 10 Development and Operations (Jerving, Jim,
World Council of Credit Unions (WOCCU), 1987) is a guide 1o setting up and operat-
ing “a credit union for credit unions.” Covered are: the history and purpose of central
finance facilities: planning for start-up and operation; capitalization: legislation and
bylaws; policies; training and development: liquidity support; investments and pricing;
risk management; creditworthiness analysis and financial ratios: loan procedures; loan
control and delinguency: and the loan contract. A glossary of terms and sumple forms
are provided at the back of the book. Because of the operational similarities between a
central finance facility and a credit union. this book is also very useful as a guide to
financial management of credit unions and similar organizations. It is highly recom-
mended for making financial concepts and formulas easy to understand. Available
from: The World Council of Credit Unions, PO. Box 391, 5810 Miners! Point Road.
Madison, WI §3701. USA.




preparing community bank bylaws, monitoring and data collection, financial requests
and receipts, and program agreements, Some of the information is pertinent only to sit-
uations in which PDO partnerships are involved. The manual is very useful in outlining
the information that must be collected and utilized to design the program, and in set-
ting up bylaws and data collection systems. Available from: Catholic Relief Services,
209 West Fayette Street, Baltimore, MD 21201-3443, USA

oo [ R —
The Community Banking Promotion Manual (Catholic Relief Services (CRS)) is &
manual which contains forms and explanations for setting up a community banking
program. Sections cover community banking methodology and principles, guidelines on
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feasibility of retail or service operations. Three different feasibility formats are offered
for use in different scenarios involving single products. Lotus 1-2-3 version 2.01 or high-
er is required. This manual and diskette are recommended to staff of microenterprise
development organizations as a means of increasing their own technical assistance skills
and for training program participants in feasibility assessment. Available from: CARE,
660 First Avenue, New York, NY 10017, USA.

L T

Creating Jobs: A Project Planning Guide for Organizations of Disabled Persons in
Africa (Roche, Susan, Goodwill Industrics, 1986) is a workbook available in French
and English which helps institutions plan a job-creation project. The workbook takes
the user through a series of five steps 1o produce a detailed plan for starting up and
operating such a project. All the forms and charts to produce this detailed plan are
included in the text. Especially useful are the sections on developing feasibility studies p
and workplans. Although the guide was written for institutions that want 10 create jobs ™
for disabled youths and adults, it also very useful for organizations that are setting up
any kind of job-creation activity. Available from: Goodwill Industries, 9200 Wisconsin
Ave., Washington, DC 20814, USA.

&
Computer Analysis of Small-Scale Production Projects (Allen, Hugh, CARE. 1989) is
# manual of instructions including diskette, which can be used 1o evaluate the feasibility
of small-scale production projects. They are not considered suitable for assessing the f
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Democratizing Development: The Role of Voluntary Organizations - Part 11 (Clark,
John, 1991) suggests expanding the impact of a successful program through three types
of activities: project replication; building grassroots movements; and influencing policy
reform. The local conditions considered necessary for implementing each type of activi-
ty are listed and discussed in Chapter 6 on “Scaling Up.” Chapters 7 through 9 then
cover each type of activity in greater depth. The book is especially helpful in elucidat-
ing the opportunitics and threats PDOs face in the process of expansion, providing sug-
gestions on how to capitalize on the former while anticipating and dealing with the lat-
ter. The book promotes the democratization of development organizations and
processes. It is useful in helping us to reexamine what we mean by scaling up or

expanding impact. Available from: Earthscan Publications. 3 Endsleigh Street, London
WCIH 0DD, England.

&

Enhancing the Productivity and Competitiveness of Small-Scale and Microenterprises:
The Subsector Approach to Enterprise Development (GEMINI, 1990) is a collection
of papers presented at a working seminar sponsored by GEMINT in November 1990,

Included are nine papers on the use of the subsector approach in particular countries

with specific industries, plus one paper providing an overview of the subsector ~
approach, and two papers on how technology transfer can enhance development of

subsectors. Especially recommended are the overview paper and the case study of the f

palm oil subsector in Ghana, presented by Technoserve. This publication is useful to
organizations in program planning and development, particularly in 1erms of defining
subsectors where they can achieve the greatest impact and determining which method-
ology will be most effective. Available from: Development Altematives, Inc., 7250
Woodmont Ave., Bethesda, MD 20814, USA.

A Field Manual for Subsector Practitioners (Haggblade, Steven and Matthew Gamser.
GEMINI Technical Note, 1992) is a guide 10 the use of subsector analysis as & means
for analyzing the small and microenterprise sector and identifying which interventions
promise 10 assist this sector in the most cost-effective way. The manual explains subsec-
tors and characteristics of the subsector approach, describes the analytical procedures
involved in subsector analysis, and provides suggestions on how to move from analysis
to action. Analytical worksheets, a glossary of terms, and other helpful information are
presented in the appendices. Available from: Development Alternatives, Inc., 7250
Woodmont Avenue, Bethesda, MD 20814, USA
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Financial Management of Micro-Credit Programs (Christen, Robert Peck, ACCION,
1990) is a manual targeted to executive directors, financial managers and accountants
of institutions administering microenterpnse credit programs. It offers practical tools
for the financial management of these programs. Guidance on hardware configurations
and software design of computerized financial information systems is given, along with
coverage of fund accounting and samples of accounting report formats. Formulas,
tables and worksheets lor analyzing program performance in terms ol credit, invest-
ment, liquidity and operating risks are presented and explained. Individual chapters are
devoted to setting interest rates and other fee structures and producing simplified bud-
geting and financial projections. The contents of this guide were derived from years of
practical experience in ACCION affiliates, and testing in & series of financial work-
shops. The tools are therefore highly recommended, particularly for organizations that
wish to establish and meet high standards of performance in the financial management
of their micro-credit programs. Available from: ACCION, 130 Prospect St., Cambridge,
MA 02139, USA.
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A Handbook for the Development of Savings Groups and Womens Business Skills
(Clark, Peggy, Editor, Save the Children Federation/Philippines Field Office) is a train-
ing manual for setting up women’s savings groups and promoting the business skills of
women participants. The manual is presented in a fun, easy-to-use format. Phase one of 4
the book focuses on group development, particularly in terms of process, structure and ¢f
policies. Phase two deals with business skills development, addressing business atti-
tudes, interests, and then requisite skills of the women members. This manual is espe- f
cially helpful as a guide to staff in working with program participants, because it pre-
sents different tools and approaches for effecting skills transfer. Available from: Save
the Children Federation, 54 Wilton Road, P.O. Box 950, Westport, CT 06881, USA.

A Handful of Rice: Savings Mobilization by Micro-Enterprise Progrums and Perspectives
for the Future (Otero, Mana, ACCION, 1989) addresses savings mobilization in microen-
terprise assistance programs, primarily as a program activity, but also as a means of gener-
ating additional income and protecting the loan portfolio, Why people save, and what
kinds of savings schemes are used by the poor, are analyzed. Existing examples of savings
mobilization programs on 4 larger, more organized scale are presented and the factors
contributing to their success are extracted. Guidelines on how 1o establish a methodology
for mobilizing savings and how to structure a savings program are offered in the final see- =
tion. Available from: ACCION, 130 Prospect Street, Cambridge, MA 02139, USA.



Human Resources Management: Course Design and Concept Paper (ARIES, 1991) is
a training manual 1o orient managers of institutions designing and implementing small
and microenterprise development projects on the key issues involved in human
resources management. This orientation is given in three materials: (1) a paper present- ‘f
ing & framework for conceptualizing the human resources management function in an
organization and discussing the four key issues of recruitment and staff selection, train- ?y
ing, performance evaluation, and employee compensation and incentives; (2) a litera-

ture review and bibliography; and (3) a conceptual design and agenda for a 3-1o0-5-day
course on human resources management. It is particularly useful in outlining the issues
which need to be addressed in recruiting and developing an institution's staff. Available
from: Nathan Associates, 2101 Wilson Blvd.., Arlington, VA 22201, USA.
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Leaders Resource Manual (Christian Reformed World Reliel Committee (CRWRC),
1990) is a manual on leadership development which has useful modules on the topics of
“Board Development and Control Skills” and “Managememt Skills. " Module VITI on
Board development explains the role and function of a Board, including direction-set-
ting, establishing boundaries through policies and procedures, and determining stan-
dards of performance, and provides a skill rating scale that CRWRC has developed 1o
assess a Board's level of independence and ability in carrying out these different func-
tions. The major skills needed by Board members are discussed in one of the module's
appendices. Module IX on management skills discusses the purpose and goal of man-
agement and the elements of planning. monitoring and evaluation. Particularly helpful
is Appendix B, which provides a mini-workbook 1o use in developing an effective long-
range plan. Both modules provide a recommended reading list. This manual has a
Christian focus. Available from: Christian Reformed World Relief Committee
(CRWRC), 2850 Kalamuzoo Ave., SE, Grand Rapids, MI 49560, USA.

A Munual to Evaluate Small-Scale Enterprise Development Projects (Goldmark,

Susan and Jay Rosengard, USAID, 1985) provides guidance on how 10 conduct cost-

effective evaluations of the impact of microenterprise development projects in develop-

ing country contexts. Options for three levels of rigor and sophistication in evaluation
techniques are offered 10 accommodate variations in evaluation objectives, timeframes.

and budget. The manual covers preparation for the evaluation, and guidelines for data /
collection and unalysis. Individual chapters deal with evaluation of donors, credit insti-
tutions, technical assistance implementing institutions, and small-scale enterprises.
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Although parts of the manual may be overly sophisticated in terms of economic con-
cepts and terminology, the manual is extremely helpful in outlining what needs to be
evaluated in these kinds of programs and how it can be done. Available from: US
Agency for International Development, PPC/CDIE, SA-18, Room 209, Washington,
DC 20523, USA,
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MARKTRAIN: A Marketing Game for Development Agents (CARE, 1990) is a game
in English, Spanish or French that institutions can use 1o train staff in marketing pringi-
ples. The game is geared toward small and microenterprise assistance institutions. [ts
objective is 1o teach players about the “four PS” of the marketing mix by having them
form teams and answer questions correctly. Once staff understand marketing princi-
ples, they are then expected to be more effective in advising and training small and
microenterprises participating in the institution’s programs in marketing their products
and services. It may also help staff 1o become more effective in marketing the products
and services of the institution itself. Available from: PACT Publications. 777 United
Nations Plaza, New York, NY 10017, USA

5 ™
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Methods for Managing Delinquency (Steamns, Katherine, GEMINI Technical Note,

1991) is a ool for microenterprise programs (o use in controlling delinquency in the

credit component of their program. Covered are the importance of controlling delin-

quency, measuring portfolio quality, calculating the costs of delinquency and default,

and means for controlling delinquency. Especially useful is a practice problem set,

which allows users to test how well they have understood the material. Available from:
Development Alternatives, Inc., 7250 Woodmont Avenue, Suite 200, Bethesda, MD

20814, USA.

Microenterprise Credit Programs: Projecting Finuncial Viability (King. Mark and
Larry Reed, Opportunity Intemnational and SEEP, 1991) is a manual and diskette which
present a computer model for projecting the financial viability of a microenterprise
credit program. The model allows the user to determine how strict a definition of finan-
cial viability they wish to use in testing program parameters and assumptions. It
requires users to come up with program design inputs on lending patterns, income pro-
jections, and cost projections before they can begin. Worksheets are included to make

[



the development of these projections easier. The model allows the user to add training
and savings components 1o the credit program if they desire. This model is especially
useful in highlighting for program designers and managers what variables will have a
key effect on the financial viability of their microenterprise credit program. It has also
been found useful as a training tool for exposing staff 10 the design variables and envi-
ronmental factors that have an impact on program viability. Because the model is
somewhat complex, it may require customization to make it appropriate to the local
context. Lotus 1-2-3, Version 2.2 or above is required to use this model. Available from:
SEEP Network, ¢/o PACT, 777 UN Plaza, New York, NY 10017, USA.
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Mobilizing Resources for Self-Sufficiency and Scale-Up (Small Enterprise Education ,‘J
and Promotion Network (SEEP), 1991) is a collection of papers presented at the work- |
shop on Financial Services for the Poor, sponsored by SEEP in July 1991. The papers

deal with the challenge organizations face in mobilizing resources at the point when

they are struggling to achieve self-sufficiency and expand their client base, but find

funding for this largely unavailable from traditional donors. Strategies covered include
savings mobilization, guarantee funds, commercial banks for the informal sector, sec-

ond tier financial institutions, and increased operational efficiency. Papers describe the
experiences of institutions with successful track records using these strategies, including
ACCION, World Council of Credit Unions, PRODEM in Bolivia, Fondomicro

Dominican Republic, and the Kenya Rural Enterprise Program. This collection of

papers is especially useful as an exploration of altemative strategies for resource mobi-
lization, in terms of the benefits and demands of each. Available from: SEEF, do

PACT, 777 UN Plaza, New York, NY 10017, USA.

Monitoring and Evaluating Small Business Projects: A Step by Step Guide (Buzzard,
Shirley and Elaine Edgeomb, Editors, PACT, 1987) is a guide to assist microenterprise
development organizations in defining, monitoring and evaluating their program activi-
ties. The guide takes the user through an eight-step process coordinated by a Masier
Plan Worksheet at the beginning of the book. The second section of the book contains
forms, graphs and detailed business procedures which are offered as tools for imple-
menting the eight steps. The manual is based on the experience of cight PDOs, and is
recommended as a starting point for organizations in defining their program purpose
and focus, and choosing indicators and tools 10 measure their impact and effectiveness.
Available from: PACT Publications, 777 United Nations Plaza, New York, NY 10017,
USA.




An Operational Guide for Micro-Enterprise Projects (ACCION and Calmeadow
Foundation. 1988) is a guide to the practices and methodologies utilized by ACCION
in selecting and assisting partner agencies 1o establish microenterprise programs, [t
describes the informal sector and characteristics of assistance programs that work. It
covers definition of target group and operational objectives, planning and implement-
ing the project, project management, project expansion, monitoring and evaluation,
Board development, public relations, and financial reporting and monitoring. Although
only 98 pages. this guide contains a wealth of useful information and guidance on all
aspects of setting up and administering a microenterprise development program.
Available from: ACCION, 130 Prospect Street, C ambridge, MA (2138, USA
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Operational Manual for Village-Based Income-Generating Projects ( Ashe, Jeffrey,
Freedom from Hunger Foundation, 1988) is a package of tools for designing, imple-
menting, staffing, monitoring and evaluating a village-based loan fund. The package
includes a needs assessment questionnaire and instructions as prelude to design of the
loan fund, as well as formats for projecting the financial performance and viability of
the loan fund. A nine-step process for implementing the loan fund is discussed. as well
as staffing and management requirements. A format and instructions for periodic mon-
itoring of the loan fund are also included. The manual is especially recommended in
terms of the specific tools developed by Freedom for Hunger, which can be utilized by
other organizations as a guide in developing similar formats and 100ls approprate Lo
their own programs. Available from: Freedom for Hunger, 1644 Da Vinci Court, PO,
Box 2000, Davis, CA 95617, USA.

The Process of Institutional Development: Asisting Small Enterprise Institutions to
Become More Effective (Edgcomb, Flaine and James Cawley, GEMINL. 1991) is a paper
which evolved out of a workshop on institutional development sponsored by the Small
Enterprise Education and Promotion Network ( SEEP) in 1990. The paper presents a
framewark developed during the workshop for understanding the process of institutional
development, and applies it to an analysis of 25 cases of organizations which implement
small enterprise programs. The framework identifies four compaonents, or areas of endeav-
or, which organizations must master: vision: capacity; resources, and linkages; as they
mature through three distinct stages: development, sustainability and expansion. The
paper discusses the challenges fuced by organizations at cach stage, and the major tasks
that must be accomplished and obstacles overcome in mastenng each component during
that stage. The paper is most useful in helping arganizations understand the process of
mstitutional development and identifying the challenges they will have to address and
overcome as they move through each stage in that process. Available from: SEEP
Network, <o PACT, 777 United Nations Plazs, New York, NY 10017 and Development
Alternatives, Inc., 7250 Woodmont Ave., Suite 200, Bethesda, MD 20814, USA.




A Question of Impact: Solidarity Group Programs and Their Approach to Evaluation
{Otero, Maria, ASEPADE and PACT. 1989) is a book which describes the evaluation
systems used by 22 of the organizations affiliated with ACCION. It examines the con-
ceptual framework for cach system and defines four areas for evaluation of institutional
impact: the beneficiary; the program; the institution; and the local context. It discusses
the factors that affect impact evaluation in solidarity group programs, and summarizes
experiences to date of some institutions in solidarity group impact evaluation. The
book is especially helpful to institutions thinking through how to define and measure
impact cvaluation. Available from: PACT, 777 UN Plaza, New York, NY 10017, USA.
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Small Business Development Program Operations Manual (Mennonite Economic
Development Associates (MEDA), 1991) is a comprehensive guide for MEDA staff on
establishing and operating a small business development program, whether through an
existing indigenous organization, by developing # new indigenous organization, or
through MEDAY direct ownership of the project. The manual covers all aspects of pro-
gram start-up and operation, including situational assessment, organizational structure,
program development, credit. technical assistance, program personnel, sustainability,
funding, expansion, diversification into other services, monitoring and evaluation, and
financial systems and reporting. It provides many useful formats and tools in 20 appen-
dices. Interesting in this manual is the distinction made between service and member
organizations, and the organizational implications of this distinction. The manual is an
excellent overview of the issues and decision areas which must be addressed in estab-
lishing a small business development organization. Available from: MEDA., 402-280
Smith Street, Main Office/Int. Division, Winnipeg, Manitoba R3C 1A2, Canada.

Small Economic Activity Development (SEAD) Workshop: The Facilitator’s Manual
(CARE, 1990) is a manual designed by CARE to help workshop facilitators in other
organizations to plan, organize and deliver a workshop covering project design. issues.
interventions and tools in the arca of small enterprise activity development. The manu-
al offers a wealth of materials which can be adapted for local use. It is organized into
training session outlines which list session objectives, methodology, content. time
frame, facilitator preparation notes, materials to be used, and advice on adapting the
session for local use. The manual is available in English and Spanish. Institutions plan-
mng and implementing any kind of SEAD activity will find it useful as a s1aff reference
or training manual. It can be useful at all stages of institutional development, but par-
ticularly in the development stage, when a program or activity is being designed.

294 Available from: CARE, 660 First Avenue, New York, NY 10016, USA.




Towards Greater Financial Autonomy: A Manual on Financing Strategies and
Techniques for Development PDOs and Community Organizations (Vincent, Fernand
and Piers Campbell, IRED, 1989) outlines different strategies PDOs can use to achieve
financial autonomy and describes a vanety of practical 1echniques which will move
them toward this goal, The manual is based on the premise that PDOs should work
toward becoming development enterprises, meaning organizations which provide well-
managed, cost-cffective products and services to the community, not welfare or charita-
ble organizations. Becoming a development enterprise will require PDOs to develop
their own sources of funding, rather than depending on donors from the North, by sell-
ing products and services at a reasonable price, making investments that generate
income, and raising funds locally. The manual suggests a mode! in which the core bud-
get is covered by interest earned on investment of & capital reserve fund, and additional
income is derived from sale of services and other income-generating projects. The man-
ual is particularly effective in assisting PDOS 1o assess their own strengths and weak-
nesses through an organizational audit and then develop an overall organizational
strategy and corresponding program and financing strategies. Because the authors ree-
ognize that PDOs will still need to rely on donors until financial autonomy is achieved,
chapters are included that cover donor relations, proposal preparation, grant reporting,
and related topics. A list with the names and addresses of donors by country is given at
the back of the manual. Available from: IRED, 3, Rue de Varembe, PO, Box 116, 1211
Geneva 20, Switzerland.

Voluntary Aid for Development: The Role of Non-Governmental Organisations
(OECD, 1988) is a book that discusses various aspects of PDO and institutional devel-
opment, [t defines PDOs and traces the history of their development, assesses the
experience of “self-help” organizations in Africa, and briefly reviews selected issues
and illustrations such as policy reform. self-evaluation. appropriate technology, and tri-
angular operations. Chapters are devoted to PDO relationships with official agencies
like the UN, World Bank, and regional development banks, and the role of PDOs in
development education. Annex 3 provides a listing of institutional development cate-
gories and indicators produced by DA und Cornell University. Available from: OECD
Publications Service, 2 rue Andre-Pascal, 75775 PARIS CEDEX 16.



e

Weltys Book of Procedures for Meetings, Boards, Committees & Officers (Welty, Joel
David, 1982) is a manual that describes the functions the various parts of a membership
organization should perform and prescribes decisionmaking processes to make a mem-
bership organization operate more effectively. The book contains chapters on active
membership, committees, boards of directors, officers, managers, meetings, setting up a
new organization, bylaws, standard policies, elections. leadership, and conflict resolu-
tion. Although it covers some “rules of order” for meetings, its value in institutional
development is the guidance it gives on how to define the roles and functions of the
various parts of 8 membership organization. Available from: NCBA, 1401 New York
Ave , NW, Suite 1100, Washington, DC 20005, USA_

o

Womens Ventures: Assistance to the Informal Sector in Latin America (Berger,
Marguerite and Mayra Buvinic, Editors, Kumarian Press, 1989) is a book that explores
the environment in which microenterprises operate, called the informal sector. and the
kinds of programs and policy efforts which have produced the greatest impact in this
sector in Latin America. Although focused on women and Latin America, the book is
useful in understanding the context in which microenterprises around the world must
compete, and the economic trends and policies which work 1o either thwart or advance
their activities. Many excellent analyses of programs currently operating in Latin
America that target women are included. Available from: Kumarian Press. Inc.. 630
Oakwood Avenue, Suite 119, West Hartford. CT 06110-1529. USA
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The Smaull Exterprise Education and Promaotion Network (SEEFP) 15 an
association of more than 30 North Amencan private development organiza-
tions that support enterprise development programs in the South. The
Network provides o forum [or mombers (o engage i joint research and

ratming. and for the development and dissemnation of publications foy

ficld use. Through these endeavors, it promotes professional standards of

practice, as well as serves as o center for collaboration on a broad range ol
sector-related sucs. In exsience since 1985, the Network has produced
mutteriads related to evaluation, credit program destgn, Hinanciul projections
training and technical pssistance, poverty lending, and institutional develop
ment. Iis first publication. Monioring and Evaluanng Small Business
Projects: A Step by Step Guide. \s available in English, French, Spanish and

Indonesian, and is currently in its fourth printing




