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PREFACE
 

The United States Agency for International Development 
(USAID) contracted this evaluation team to undertake the 
1383 yearly evaluation of the Haitian Development Foundation 
(1-IDF). The purpose of this evaluation was to take a 
critical look at the Foundation's current organizational 
structure, financial and operations management systems and 
training component (animateur), and recommend ways and means 
of making them more e~ficient and effective. The findings
and recommendations were to be used in the design oC a new 
multi-year project due to start in 1984; this up-coming 
project is to provide continued USAID assistance to HDF, 
already made available since 1979 in the form of two 
Operational Program Grants (OPG's) and one Cooperative 
Agreement, the latter due to expire in April 1984.
 

The evaluation took place from October 17 to i,!ovember 14, 
1983. Work performed consisted of interviaws with 7 out of 
9 members of HDF's Board, and all HDF and U.AID project
staff. All relevant data as well as previous evaluations 
were reviewed. Also, structured questionnaires were 
submitted to field animateurs, and the results tabulated. 

,hile this evaluation was a team effort, the management 
soecialist (Jean-Jacques Deschamps) concentrated on the 
analysis of management systems relating to the financial, 
information flow, fund-raising, operational procedures arid 
credit areas, while the small-business specialist (Criss 
Juliar3) studied soeciE ically the delivery of service:3 to 
clients, the market for HDF credit facilities, relations 
between HDF management and its Board, and the 
responsibilities of rDF senior staff. 

The evaluation team wishes to thank all thcse within HDF 
and without who have made their work possible. 

Jean-Jacques Deschamps Criss Juliard 
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EXECUTIVE SUMMARY
 

The purpose of this 1983 evaluation of the Haitian Development Founda

tion (HDF) was to take a critical look at the Foundation's current
 

organizational structure, financial and operations management systems
 

and training capabilities(animateum), and recommend ways and means of
 

making them more efficient.
 

I. MANAEMENT SYSTEMS
 

1.1 Functioning of the Board
 

(i) Despite the wide-ranging responsibilities attributed to the
 

Board under HDF's by-laws, its role has been gradually reduced;
 

this lesser role has provided greater leeway to the Executive
 

Director in day-to-day management (the Board has still been in

volved in major policy decisions affecting HDF in the past years).
 

(ii) Lack of information and/or poor quality of the information
 

coming from the Foundation is certainly partially responsible
 

for the Board's disinvolvement (this lack of information flow
 

has also affected HDF's relationship with USAID;
 

(iii) In addition, several Board Members have expressed disillusion

ment resulting from the institution's non-viability; attractiveness
 

to serve on the Board is consequently low and attendance to Board
 

meetings has been dismal (only one session has had a quorum in the
 

post year and only six out of 10 scheduled meetings were actually
 

held);
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(iv) 

(iv) The same lack of involvement has affected the function

ing of Board Committees, of which only one out u four (the 

Credit Committee) has been operating normally. 

(v) This shift of responsibilities from the Board to the
 

Executive Director is not seen as detrimental for the day-to

day operation of the Foundation, but lack of Board involvement
 

is certainly detrimental to HDF's full acceptance by the local
 

business community as an important development institution.
 

1.2 Fund-raising
 

(i) Results to date have been disappointing: specific fund-raising
 

projects would most probably incur a net loss ifindirect costs
 

were included; realistic forward planning and careful monitoring
 

and assessment of projects already undertaken would certainly
 

enhance resulting benefits to the Foundation, coupled with special

ized technical assistance.
 

(ii) However, if major donors would reduce their "matching funds"
 

requirements, at least local fund-raising could be profitably
 

disposed of,wtth the exception of the membership drive (the latter
 

has fizzled over the past two years due in particular. to lack of
 

Board involvement).
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1.3 Financial Management
 

(i) The Finance Department has been weakened by the resignation
 

of its Manager, who has not been replaced since January 1983.
 

(ii) Financial Management systems are still not in place, and are
 

now badly needed, particularly as they relate to the Foundation's
 

viability (determination of loan portfolio yields, average cost
 

of lending, break-even Point, overall progress towards viability,
 

etc.)
 

(iii) The statement of revenues and expenses should be amended to
 

reflect true viability (all external contributions, local and
 

international, are currently included in income, which gives a dis

torted idea of HDF's effective self-sufficiency).
 

(iv) The yearly budget only covers operating expenses; a separate
 

loan budget and cash flow should be prepared, allowing HDF to project
 

loan activity and thereby avoid present problems stemming from the
 

non-availability of funds to cover the disbursement of approved
 

loans.
 

1.4 Credit Management
 

(i) Loan processing is efficient under HDF's current operating mode
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(loans to traditional businesses); however, the Credit Dept.
 

has no technical analysis potential should loan activity be
 

expended to non-traditional small businesses requiring higher
 

levels of technology;
 

(ii) The Credit Department is fast losing its autonomy, as an
 

increasing number of applications are transmitted from the
 

Executive Director's office with the "urgent" stamp, a classifica

tion implying quasi-required approval.
 

(iii) The monitoring system covering the loan portfolio should be
 

modified to allow for the regular (quarterly) calculation of repay

ment rates.
 

(iv) Collection procedures should be written down and seriously
 

tightened, and a definite link should be established between the
 

animateur's work and timely repayment of the client's loan.
 

1.5 Organizational Structure
 

(i) The major weaknesses identified relate to the lack of information
 

flow to the Board ( due in part to the absence of an Acting Director
 

in the Executive Director's absence), 
to financial management and to
 

loan administration.
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(ii) The first twc weaknesses would be erased with the appoint

ment of a Deputy Director in charge of financial management, while
 

the third one would involve the transformation of the existing
 

Credit Department to include collection and, if needed in the
 

future, project analysis.
 

(iii) Board committees should have direct links to the corresponding
 

internal department of HDF.
 

II. DELIVERY OF SERVICES
 

(i) The latest animateur training program has produced a more
 

sophisticated animateurs better ;-apared to 
deal with larger clients.'
 

(ii) The animateurs, if well prepared to provide basic technical
 

assistance, lack the "business spirit" required to make them non

salaried agents paid on a commission basis only.
 

(iii) Attempts should be made to provide technical assistance to
 

clients through seminars, at least on a pilot basis.
 

(iv) The ratio of clients to animateur has increased dramatically
 

over the past years; however, total income generated still barely
 

covers direct animateur salary costs.
 

(v) Possible ways to further improve animateur efficiency include a
 

"small business sponsorship program" which would link clients to
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larga local firms.
 

(vi) expansion to the rural areas should be frozen until activities
 

in the capital are strengthened and made more profitable.
 

III. FINANCIAL PERFORMANCE
 

(i) HDF's financial condition is characterized by a high level of
 

indebtedness compared to a very limited networth.
 

(ii) True viability (defined as income from interest and fees minus
 

expenses and reserves for bad debts) is very poor, as expenses
 

are 5.3 times higher than income; operating expenses even exceed
 

total loans extended (average cost of lending:$1.07 per dollar lent)
 

(iii) Nominal yield on the loan portfolio is goodpreflecting satisfact

ory loan conditions;however, the effective yield is negative, due to
 

high bad debt level.
 

(iv) Contrary to claims made to date, repayment rates are low (47.7%
 

on loans extended in FY'83 and 53.2% overall), and are bound to
 

further deteriorate in view of the fact that most loans are still
 

in the early repayment phase.
 

IV. LONG-TERM STRATEGY
 

(i) As of recently, HDF's market has shifted from exclusive reliance
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on existing business to a mix of the latter with new businesses;
 

however, if current low repayment rates are indeed a result of
 

the marginality of HDFs existing clientele(which remains to be
 

seen), then new options need to be explored, such as the establish

ment of "linkages" with large businesses such as described above or
 

a project identification program to identify profitable ventures
 

and match them with client skills.
 

(ii) HDF will remain a non-viable institution in the foreseeable
 

future, which makes it very vulnerable to "donor withdrawal
 

if it is indeed to ever become self-sufficient, whichappears to
 

be the only "viable" solution in the long-term, it will require large
 

infusions of fresh loan capital coupled with drastic reductionsin bad
 

debts.
 

(iii) However, based on realistic assumptions (bad debt level falling
 

from 10% to 5% over 5 years), five-year projections show that viability
 

can be marginally improved in relative terms, but not achieved effectively;
 

other alternatives thus need to be explored, including shifting loan
 

activity to more profitable businesses (if indeed poor collection
 

performance is linked to the marginality of present customers), making
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HDF a purely financial institution (through the "disposal" of
 

technical assistance) and developing non-lending, money-making
 

activities on which other foundations in the area heavily depend
 

upon.
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INTRODUCTION
 

The Haitian Development Foundation (HDF) was created in
 
1979 as a private, non-profit organization to provide loans
 
and management assistance to micro-businesses and small
 
enterprises in Haiti which do not have access to regular
 
commercial credit.
 

Initial funding came from USAID in the form of a $495,000
 
Grant (OPG #521-0118 covering the May 1979 - December 1981 
period) to the Pan American Development Foundation (PADF), 
designed to establish HDF operations and its supervised 
credit and assistance program to small businesses. A second
 
$495,000 grant covering the January 1982 - April 1983 was
 
made to PADF for the extension of HDF's small business
 
skills and loans and to cover HDF's operating costs.
 
Finally, a $475,000 one-year "bridging" grant was extended
 
to HDF to "enable it to beccme sufficiently self-sustaining
 
operationally to be eligible for a major capital loan";
 
this grant was in the form o: a Cooperative Agreement
 
between HDF and USAID covering the May 1983 to April 1984
 
period.
 

During the 1979 to 1983 period, additional major support
 
was provided by the Inter-American Development Bank (IDB),
 
which extended a $500,000 loan for the revolving loan fund
 
and contributed $46,000 for technical assistance, by PADF in
 
the form of two loans totalling $80,500, and by the Fonds de
 
Developpement Industriel (FDI) in the form of a $65,000 loan
 
plus limited loan rediscounting facilities. Six previous
 
evaluations were completed by the various donors, three by
 
USAID, two by SOLIDARIOS and one by IDB.
 

The first three chapters of this report attempt to
 
address the objectives of this evaluation. Chapter One 
analyzes the Foundation's existing management systems 
relating respectively to the functioning of the Board, to 
fund-raising, to finanuial management and to credit and 
portfolio management. These areas are analyzed functionally 
and not as the exclusive responsibility of one Department. 
Information management is not analyzed separately but as an 
essential component of each "management system" listed 
above. The last part of Chapter One relates to the 
constraints identified in HDF's existing management systems
 
with its organizational chart. 
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IN'l'RODUC'rION
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2.
 

Chapter Two takes a critical look at how technical 
assistance and loan services are delivered to HDF's
 
clientele, and analyzes therewith the functioning of the
 
Promotion Departinent, which is specifically responsible for
 
delivering these services.
 

Chapter Three provides an in-depth analysis of the
 
Foundation's financial performance, as it was found that
 
such an analysis had not been performed to date, either
 
internally or externally.
 

These first three Chapters include specific operational 
recommendations, designed to improve HDF's internal 
efficiency and ensure that the Foundation is in a position 
to successfully nianage a major capital contribution from 
USAID. However, the evaluation team felt that this analysis
 
was insufficient to guarantee that major support would
 
indeed result in improved and expanded benefits at
 
enterprise level. It therefore proceeded in Chapter Four to
 
succinctly analyze HDF's long-term status, particularly as
 
it relates to financial viability. This led to the
 
establishment of strateqic recommendations in addition to
 
the operational recommendations of the first three chapters.
 

Chapter Four also serves as a wrap-up of previous
 
recommendations as they relate to USAID's project planning
 
exercise. This, as well as specific recommendations made
 
during the course of the report, will serve as this team's
 
summary findings.
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CHAPTER ONE - MAWAGEMENT SYSTEMS
 

1.1 Functioning of the Board
 

Role attributed to the Board: from its inception, the
 
Boardiwas attributed wide-ranging responsibilities, which 
are defined in the By-Laws and which are granted by 
the General Assembly - the "membership" core of the 
Foundation. The Board was charged with the formulation of
 
HDF's general policy and with overall orientation of its
 
activities. It was to review proposed projects and approve
 
or disapprove them. In addition, the Board was to seek and
 
obtain the resources necessary to fund the Foundation. To
 
effectively play this role, the Board needed to meet
 
frequently, which it did for the first two years.
 

. Evolved Role: an evolution in HDF's operations has led 
to modifications of the Board's responsibilities. At its 
outset, the Foundation was a novel concept within the
 
context of the Haitian private sector and it went through a
 
normal shake-down period. Board membership began with 6,
 
expanded to 17, reduced to 7 and is now up to a workable 9. 
As HDF's operations consolidated, two different tendencies 
emerged among Board members: one wanted to follow more 
closely the affairs of the organization, respecting the 
"letter" of the constituting document and expecting that, as 
HDF's activities expanded, so would the Board's. The other
 
tendency sought to extend to the Executive Director greater
 
leeway in day-to-day decision-making, thereby reducing the
 
Board's responsibilities and the frequency of its monthly
 
meetings.
 

The Board did in fact initiate, or provide the support
 
for several major policy decisions in the early years (i.e.:
 
expansion into the Provinces, reduction in the number uf
 
animateurs, increase in size of loans). But, as the 
Foundation began to depend more heavily on fund raising 
activities, and as the Board defaulted on this task, the 
Executive Director assumed greater responsibility and 
consequently expanded his authority to the detriment of the 
Board. 

• Information flow to the Board: as the Boar! assumed a 
less active role this past year than previously, it would 
appear the second tendency, described above, oredominated. 
Some Board members, however, expressed that their reduced 
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involvement resulted from not been kept well informed about 
iIDF's activities. An assessment of all documents sent to
 
the Board for debate and review, does indeed reveal sporadic
 
reporting and absence of the type of information required
 
for effective decision-making and proper Lollow-through.
 
There is no format used to systematically summarize the 
activities of each Department, and there is no uniform 
time-table to regulate the frequency of such reports (the 
appointment of a Deputy Director to improve the information 
flow to the Board will be discussed in sub-Chapter 1.5). A 
clear, structured format should therefore be adopted for the 
reporting of HDF's activities to the Board, with inputs 
provided by each Department head and compiled by the 
Executive Director.
 

It should be noted that these very same weaknesses in
 
the information flow from iI1DF to its Board have also
 
affected USAID, which has not been kept adeauately informed 
of HDF's activities on a regular basis; a copy of all above
 
reports should thus be sent to USAID, with serious
 
consideration given to inviting a USAID representative to
 
attend Board meetings.
 

In all fairness, it should be stated that decision-making
 
and transmittal from the Board to the Foundation has also
 
been weak, as evidenced by the fact that the 1983-84 budget
 
presented to the Board back in April 1983 has still not been
 
approved by the latter.
 

Attractivent.ss to serve on Boardl: A weakened financial 
position cf jiDH has made serving on the Board less 
attractive. After initial years of enthusiasm, there is 
disillusionment among key members of the Board regarding 
the type of input they can provide to the Foundation. Added 
to the sparse successes in fund-raising and membership 
recruitment, there is as well a realization that HDF, under 
its present operational mode, is not a viable affair. Since
 
nearly all who serve on the Board are entrepreneurs, they
 
generally feel frustrated at being associated with a "losing
 
proposition," and at not having the resources to reverse
 
that trend; this in turn reduces their interest in serving
 
HDF. More specifically, several Board members perceive that
 
as a preponderance of loans and assistance are extended to
 
marginal non-viable businesses, assistance from HDF serves
 
nothing more than perpetuating the economic system within 
which these businesses operate (these same members feel that
 
businesses are often marginal because of this economic
 
system, not just because of a lack of capital or technical
 
assistance).
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Board members also feel that if the Foundation is to be
 
truly developmental, it must also be engaged in identifying
 
new viable economic activities, and linking these with 
entrepreneurs to which stronger technical assistance is to
 
be provided. As long as the Foundation devotes the majority

of its resources to responding to requests for assistance,
 
rather than generating new opportunities, it will remain
 
insolvable, and few private sector leaders will want to
 
serve on its Board of Directors; specific recommendations
 
dealing with this issue will be made in Chapter 4. 

Also, as pointed out to the evaluation team, Board
 
motivation could also be improved through appointment to the
 
Board of selected small entrepreneurs or possibly of HDF
 
clients. This alternative would seem to offer substantial
 
potential for improved Board participation and
 
responsiveness and should be further explored. 

-Frequency and content of Board meetinas: recently,
 
Board members have had less time available and/or less
 
desire to attend meetings. Reflecting the fact that only six
 
of the ten meetings scheduled in the past year were actually

held, the frequency of future Board meetings will have to
 
accommodate Board members availability. The present
 
tendency is to hold such meetings once every auarter under
 
the present lack of involvement and motivation.
 

Several Board members complained about excessive details
 
of non-substantive matters brought up at Board imeetings; if
 
meetings are to be less frequent, it becomes all the more
 
essential that the agenda deal with essential issues only,

at the expense of more trivial matters which may be dealt 
with by phone.
 

* Recommendation #1.1: Implicate 
rore closely Board members in HDF's
 
activities, and in planning sessions.
 
Invite Board members to staff meetings, 
have them accompany animateurs or
 
supervisors on rounds with clients.
 

Attendance to Board meetings: this broad
 
disillusionment among members has reduced attendance and in
 
turn further weakened the Board. Attendance at the
 
regularly scheduled meetings has been sparse this past year.

Since the selection of the new Board, only one session has
 
had a quorum, and only one was presided by the President. A
 
wide array of topics were discussed, the majority of w;hich
 
dealt with financing problems and resource development.
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While there appears to be no structural or oryanizational 
problems with the Board's functioning, the major constraint 
this year was the above-mentioned quorum question. Of the 
nine-member Board, one has resigned, two withdrew their 
attendance because Board's activities took too much time, 
one went into politics and withdrew from reconsideration, 
and two were away most of the year. Three members were thus 
left to carry the work of a nine-member Board. This 
disinvolvement weakened the position of the Board, and 
indicates new attitudes are required. 

. Committees of the Board: The Board diivides its members 
among four committees and each is assigned a specific task. 
Aside from the active Credit Committee, which meets to
 
approve loans over $10,000 and reviews all loans, the other
 
three committees have not functioned this year as hoped.

rhe Public Relations and Resource Develorment Committee was 
created so the Board could assist the Foundation in
 
recruitment of new members and fund-raising. The Community 
Development Committee was to assist in the rural development 
phase of HDF, promote appropria,-e technology methods and 
assist in the integration of groups and cooperatives in the 
rural/urban environment. The Budget and Finance Committee 
was to analyze monthly the expenses of the Foundation and
 
review the annual budget report. The major constraint has
 
been the absence of a mechanism to link the Committees with
 
the corresponding department within the Foundation. There
 
is no direct reporting or consultation between the
 
Committees and department heads, as information to and from
 
the Board passes through the Executive Director.
 

* Recommendation #l.2: Establish 
link between Department heads and tile 
appropriate committees through HDF's
 
management. Allow for selection of
 
General Assembly members to Board
 
committees in order to broaden range of
 
skills and ease pressure on Board
 
members.
 

Adequacy of By-Laws: Actual and proposed HDF By-Laws 
are adequate for the present mode of operation. At present 
six articles have been recommended for modification in an 
attempt to address ioard-related problems as pterceived by 
HDF. The amendments have been discussea by the Boardi 
(awaiting formal adootLon at the November, 1983 miecting), 
and are schedulen to Then be ratified at the forthcoming 
annual General AJsembly. The modifications deal 
specifically with: 
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Article 16: 	 Increase Board size from 7 to 9
 
members.
 

Article 17: 	 Increase the term of Board members from
 
one to two years, and eventually three
 
years starting the third year, through 
a
 
rotation system.
 

Article 19: Establish procedures to replace a Board
 
member who resigns. 

Article 20: 	 Stipulates that being absent for three
 
consecutive Board meetings is considered
 
a resignation.
 

Article 39: 	 Officializes the fiscal year, requiring
 
that HDF's annual report be submitted to
 
the General Assembly within six months of
 
the end of FY.
 

A constraint 	related to the By-Laws is that they ignore

legal entities other than the Board, the General Assembly

and the Executive Director. If some recommendations
 
proposed in this report are adopted, particularly as they

relate to Board Committees, the appointment of a Deputy

Director and internal Departments, amendments to the
 
existing By-Laws will need to be 
formulated.
 

• Resume: 
 As of late, the Board has gradually disengaged

itself from the day-to-day operations of the Foundation.
 
This shift of responsibilities to the Executive Director is
 
not seen as detrimental by the evaluation team. 
 It
 
indicates a maeasure of maturity in HDF's organizational

development, since many of the day-to-day decisions are
 
being taken by the senior staff.
 

1.2 Fund-raisina Manaement 

. Internal oraanization: the primary responsibility for
 
fund-raising 	(referred to as 
Resource Development at HDF)

currently lies with the Executive Director. 
He is assisted

in his efforts by the two staff members of the "Departient
of Resources and Public Relations", the head of which is
 
specifically in charge of local fund-raising and also backs
 
up the Director with some practical aspects of overseas
 
fund-raising.
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This division of labor has been working out smoothly,

except for the lack of involvement of the Board, and in

particular of its President, in 
the local membership drive
 
of the past two years. In 1980 and 1981, membership grew

steadily, in particular through the organization of weekly

fun6-raising dinners. 
 Since then, the Board President has
 
no longer been available, and the membership drive lost its 
momentum (216 members currently), not through lack of effort 
on HDF's part but because fund-raising is greatly
facilitated by the personal backing of a prestigious

individual well-known locally. A concerted effort should

thus be made to 
identify and present for ncmination to the 
Boari a well-known personality with strong fund-raising 
potential 

Conception and olanninq: the same line of

responsibilities applies here, with the Executive Director
 
retaining the initiative for international fund-raising and 
his assistant for local programs. 

If valiant efforts have been made on 
both fronts, these
 
drives have appeared to suffer from a lack of
 
professionalism in two areas:
 

(1) based on available program descriptions, it seems

that envisioned programs are not thoroughly investigated, in

particular financially (this in turn hampers program

approval from the start, as 
the Boar] is reluctant to grant

its approval in 
the absence of strongly substantiated
 
evidence of success).
 

* Recommendation #1.3: all new
 
proposed fund-raising activities should
 
undergo a thorough evaluation, including
 
test responses from the market, and be
 
well planned before being presented to
 
the Board. "Quality control" criteria,
 
including an assessment of financial
 
risk and detailed financial projections,
 
should be established and systematically

applied for all programs. Two months of 
specialized technical assistance to 
resource development staff may be 
provided either by USAID under new 
Project or possibly through the 
U.S.-based organization of retired
 
executives for acquisition of these and
 
other required skills.
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(2) Financial information orovided to potential donors 
is sketchy, chiefly because such information is not 
compiled. As stated in the 1982 report on fund-raising by
Funderburke & Associates, "all of the planning activities
 
undertaken by HDF, including monitoring and evaluating
 
processes to assess its progress and measure its results,
 
are pre-requisites to obtaining external funding from
 
institutions and individuals with the propensity and
 
capability 
to contribute to HDF". iioreover, international
 
donors will not be ready to commit themselves to HDF in the 
absence of strongly substantiated evidence thai HDF will 
indeed survive as an institution in the foreseeable future.
 
Consequently, HDF should make available 
to potential donors,
 
if possible at time of first contact, a convincing set of
 
financial documents, including five-year projections and
 
strategic plans.
 

. Monitorino and evaluation: short financial impact
 
reports have been produced after local fund-raising events
 
have taken place. However, such reports do not critically
 
analyze what. went right and what went wrong, and what
 
lessons could be drawn for the future; when costly mistakes
 
are made, as has happened in the past, a critical assessment
 
in report form is of particular importance, instead of just
 
dismissing raffles, or other programs, as "of no benefit to
 
the institution". Only such critical analysis will set HDF
 
on a 
positive "leaning curve" in the fund-raising area.
 

Monitoring procedures during project implementation
 
should also be developed.
 

. Future activities: again, what is at stake here is not
 

the validity of HDF's current efforts, but the process by

which programs are planned for, 
carried out and evaluated.
 

Laudable efforts are presently underway, including:
 

- an intensified local membership drive
 
- the local "Kho is Who", produced in February 1983
 
- the yearly "HDF Ball"
 
- a mail drive directed to the headquarters of U.S.
 

companies with local subsidiaries. 

Still in the planning phase are a number of other
 
activities, including the preparation of a catalogue of
 
Haitian handicraft items which would be available 
through
 
HDF (with possible PACT financing for the preparation of the 
catalogue), a visit of a circus from Jamaica and a 
television mebership-drive program. Generally, 
fund-raising efforts have been only marginally profitable to 
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ents, local fund-f ing efot. could be profitably
d i sno sed- 'of wit the sole exceptio6n of-h membe~rship
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b~l the table
efforts:

bela'" \Jhich rulatr~s to

rncom~ frem fund-raising
fUliJ-raising expenses

~et proiit (deficit)

,'y' 1982

$61,960
$6B,U93

($6,133)

Ft' 1983

$,2,404
$27,"78

$14,926

Moreover, the above fund-raising expenses include only
direct ~alaries for the two fund-raising Jtaff plu~ ~Kpenses

directly r~lated to sgecific prograll\S; were cost::; related to
that portion of the Executiv~ Dir~ctor's time going to such
ilctivities included in fund- raising expenses, local
resource development efforts would most probably become a
money-losing proposition.

Des9ite th~ lot-] negutive cost-effectiveness of
funJ-raising activiti~s and their l:~avy d~mand5 on the
Executive Director's time, current l~Efot't:s tlill have t.o be
pursueu, insofnr as HDf will have to contribute "matchinq
funua" to !?rojects funded by US/\ID and ether uonor:i.
nmo/ever, shoul,j IJSi\ID be Hilling to waive such matching funu
requirements, local fund-raising efforts could be profitably
l1i5posed of, with the sole excet'tion of the membership
drive.

Of course, aa the t'oundntion becoliles increasinglly
self-sufficient in the future, i.e. cnn cover its operat~ng

expenses \lith income fr~n interest anct fees, funll-raising
~'lill no longer lJe a !)re-requisite, a stage which has already
!.Jeen reRched by other ;nore mature foundations in Latin
Americi;t. In the me.:lntilne, fund-raising 'dill go on playing
its "bridgint]" role between today ano tomorro~'/ls Foundation.

True viability would also make fund-raising
'leKpendabll::!", and thi5 should provide the l'~oundation \/ith
the incentive to become financit'.llly self-sufficient in the
future; the viability ia5ue will be further uiscussed in
Ch""ter 4.

Lastly, HOf's recent involvement in rural development
effurts in the Southern Provinces (see Cllapt~r. 2) offp.rs nm"
opportunities for fund-raising, such dS has alre3dy been the
cane with the Inter-American Foundation. !llh(~ fund-nd~iog

potentiAl of ADFl s current e~p~nsion Sllould be carefully
aa3e3~e~ and if at all posafble c~slled upon.
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1.3 financial Management

• Internal oryanization: financial management is the
prilllary re!lponsibility of the ~in('\nce De[)artment, vhich
currently comprises the head accountant as officer-in
chary-e, a collection agent nnd an assi.3tant.

l'he operation of the ~inQnce Department has been
seriously hampereo by the resignation of tlle Finilncial
~anagcr in January IS83; as J1C has not i)een replaced 5ince
then, he has been kept on as a consultant, available for
guidance and help in the afternoons ann ~vening!;i.

Such an arrangement is llardly sati3factory in the
long-tern,.· Although a specific recommendation ..lill be made
to fill the gap, it will be dealt witll in Gub-Chapter 1.5
below as part of HDF's overall future organizational
structure •

. Accountin and preparation of statements: the
accuunt1ng systecll a opte y HD' 18 )aS1Ca '! sounu and \Jell
adapted to the operation of a Foundation. Cash transactions
are recorded immediately, and proper receipts nunbereu
sequentially are est~blishecl when a cash payment is received
by the Finance Assistant.

The follo\ling accounting books are uded:

- a casll journal in which all c~sh tr~nsnctions are
recorued as they occur.

- i) cash entry journal ~nd a cash disbur:Jement journal in
uhich are recorded all transactions \vhlch affect tile
income statement.

- £l petty ca9h journal
- £l general book for all entries whicll concern only the

balance sheet.
- u g~neral ledger for the preparation of financial

statements.

Financial statements are prepared monthly in protn!;)t
manner, £lS they are available before the 15th of tht!
,0110"ing ,nonthlll. These include a balance ',he"t an,l a
~tatement of revenues an~ eKpen~es, a~ ~/ell £1.0 an nnaly~l~

of actual vs. buu~et~d expenses.

ThNe area3 0' improvement have been i-JentlfieoJ ~ith
reapect to the preparation of financial ,totement,"

(1) nn staternenta were prepared betweun January and JUliO 19')3
follo"ing the resignation of the Financial :~anager.
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- The reserv~ f.or uad debts proposed tor 2Y' L263 was
largely in9ufficient to cover for~~eeable 'osses, and
had to be inct'eiJsed more than tHo-fold <$74,004 vs.
$33,713) by t.he Gxternal auditors.

- When funds originally allocated as loan capital are
temporarily used to cover operating expen~eo, an entry
is 'oade on hoth sides of the balance sheet ae "irlter
account adjustlo.ents ll i this artificially inflates tile
balance sht:!et, and is not really nec'~3sary as long as
inter-account transfers are descrih~d in the ncccmpa
nying nctes.

- 'rhe statemt2!nt of revenues and expen3es includes all
contributions to operatio/lal expen~es as revenue;
although a Foundation does llot have a profit and lo~s

statement as auch, tile st~tement of revenues and
e>-:genses \'Iould give a better iMage oE the Foundation l ,3

viability if only income frem interest nnd feas were
considered as revenue, and contribution:; to expenses
were re-included at the bottom line; thi3 change \'1Quld
involve the following:

Current Pre~ent"tion Proposed Presentatioll

Revenuea
Contributions
Il'\tere.'3t
to'eas
'['otal Revenues

Expenses

EiCcess Hevenue'3

A
a
c
.\+B+C

o

A+D+C-D

Income
Int,~rdst

Pees
1'ota 1 Income

Exce9~ Income (deficit)
Other nev~nu~9

(~ol1tributions)

a
c
B+C

o

3+C-D
A

Excesa Revenues (deficit) AfO+C-O

* Recommelldation .1.4: the
preselltation of financial 3tatQm~nts

should be amended to: (1) include
resarV~d for uad debts which ard
~uEeici~rlt to cover probable lo~n

ct"faults and calculated accoruing to a
c0l1di3tAnt formula \1111011 HOF should
e.tabH.h; (2) eliminate i"ter-Dccounr.
adjustment. on hoth side. of th" balance
sheet; end (3) separately show eKce••
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income from interl.3st and fees over
expenses in the staternent of revenue'3 of
expenses, so as to give a clearer
pictura of HDF's overall viability.

Inspection and control: HOF does not currently have an
internal inspection Uilit for the control of internal
procedures, staff !?roauctivity and handling of ca:3h.

'rhis control function is performed once a year by the
external audi tors for uhat pertains to accurate bookl(eeping
and cash control. It is debatable whether tlle institution
needs to establish at this stage internal control
procedures, Nith the extra expen:Jc entailetl.

'Nle advantage of an in-house control 3ystelO is that
controls can be done systematically; the scope of external
audits is limited to random tests, which moreover are
carried out only once a year, often too late to catch a
problem such as erroneous book;<eeping or ~mbezzlement of
funds. Let us say that as HOF grows in future year.;, or as
specific problems may arise, the need of an internal
inspection unit should be closely assessed .

. Financial analysis: to d~te, the work of HDF·s Finance
Department has been limited t~;accounting, bookkeeping, cash
management and the preparation of financial statements;
financial analysis as such has becn neglected, aside from
analysis relateu to projects sul~itted to the Credit
Department by potential sub-borroY,ers.

It can be argued that uuring its first few years of
operation an institution such as HDF could hardly afforti the
lunury of on-going financial monitoring: survivability was
more of an issue than viability, and reaource mobilization
held infinitely more potential in the short-term tllan for
instance the improvement of 90rtfolio yielJds.

At HDp1s present stage of uevelopment, financial
analy~is is becoming more critical, as major uonors are
likely to put increasing preasure on the institutioll to
become financially self-sufficient in the not-too-distant
future.

Also, as already pointed out (see sub-Chapter 1.2 on
fund-raising), resource development efforts \1111 be greatly
enhanced if HOF can present major potential jonors witb
comprehensive financial data and projections on tbe
Founda tion.

http:perta.ns
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* ilecommentlation ~1.5: an internal
financial analysis methodology should be
develo~ed to moni tor erl tical elements
such as nominal and effective ]Joan
portfolio yialds, return on assets,
av~rage cost of iending, determination
of break-even ~oints as \·/ell as overall
viability of the institution, at least
on a quarterly basis (refer to Chapter
Three for the descriptiol1 of typical
methodologies to be developed).

Of course, the resignation of HDF's Financial Manager
has left HDF critically weak in this respect; the
implementation of the above recommendation will therefore be
depenuent upon the reinforcement of HDFls ca~abilities in
this respect, which will be dealt with in sub-Chapter 1.5
below.

In view of the increasing importance of financial
analysis for monitoring as well as fund-raising purposes, it
is t"ecommended that external technical assistance in this
field be made available to HOf under the up-coming project,
at lea~t en a TOY <temporary uuty) basis •

. Financial nlanning: insofar as short-term fin~ncial

planning is concerned, HOi has been preparing a yearly
bUdget, with variances between actual and budgeted expenses

-being monitored on a monthly basiii.

HO'iever, three major problems have been identified \·dth
respect to financial planning:

(1) the budget period does not necessarily follow HDF's
fiscal year, as is currently the Crtse with HDP
operating on a May 1983-Apri1 1984 operating budget
corresponding to the life of the Cooperative
Agreement with U5AID.

(2) apDroval of the budget by the 80ard has often been
slow, a constraint which i9 also apparent today with
the current budget not yet approved in lovember
1983. over six months after the beginning of the
above budget year.

(3) more iCllportantly, tiDF has been working l.... ith an
operating budget only, covering income and subsiriics
for operating expenses on the revenue side And
expenses on the other side 1 it has not been
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preparing similar budgets or related li10nthly
projected c(l:3h flows covering anticipated l!oan
activity.

The first constraint is inherent to HDF's status as a
heavily subsidized institution. There is not much to be
recommended to allow HDF to prepare its own independent
budget before the beginning of each fiscal year, except that
it should strive to become self-sufficient and reduce with
time its reliance on overseas funding.

1\5 for the second constraint, there is no excuse Eor
lengthy delays in approval of yearly budgets by the Board.
~\hether the problem lies with the Board or with the lack of
information ~ade available to enable it to reach a consendUS
on such matters, a sufficient level of self-imposed
discipline Sllould ensure the timely approval of y~arly

budgets.

'fhe third constraint is more troublesome, as it
prevent:; the Foundation from determining at the beginning of
each fiscal year what the level of loan activity will be,
and during which month funds \-/ill be available for loans.
This in turn will have detrimental effects on the
animateur~' work and on the entire loan a;?proval process, as
neither the animateurs nor the Credit Department know in
advance whether sufficient loan money will be availahle at
the time loan applications are processed(l).

* Recommendations #1.6: projected
loan budgets and cash flows should be
prepared yearly in addition to existing
operating budgets; they should include
fresh loan capi tal as ·.Iell as
anticipated repayments of principal
(bosed on realistic repayment rates) as
resources, and of course loans extended
~s uses of funds •

. Cash manaaement: cash balances are presently 11eld in
six separate bank accounts, as follows:

(1) opera tional expense accoun t with Banqut! lje
IllJnifJlI Haitienne (B.U.H.)

(2) Inter-American Development Bank (lOB) loan account
with B.U.H.

(1) ~s a case ~n point, as many as 23 loans totarnling $157,000
had been approved but not disbursed as of September 30, 1983;
lack of available funds was solely to blame for this
discrepancy.
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(]) !JSf\ID loan account \·,itll l:3anque ~xatiollaLe de Cr~tiit

(B.l~.C. )
(4) Fonds de D~veloppe~ellt Industri~l (F.D.I.) loan

account with B.N.C.
(5) Exchal1:je accolJnt for all external contrii,utioll.5

to expen3e3 (befora they are trnnsfereu to
account ~o. 1) with Ballk of Boston.

(6) a U.S.-ba5ed account with American Security Ballk
in washington D.C.

l'ihile the existenc~ of six separate accounts may seem
exces~iv~ for an institution of the size of liDF, this is a
direct con5ec.:'Jence Qt the requC'st made by each of the three
main contributors (lOB, U~AID and FDI) that their lo~n

program be handled through a separate account. Furthermore,
if the handling and balancing of six bank accounts may
appf~ar to be cumbersome and timB-consuming, it doe::;
facilitate bcokkeeping entries, as possible confusion of
vouchers and recei[,)t:::; between uifferent loan program:; is
automatically avoided. It is therefore not recomln,endec that
the current ac,:ount system be changed.

'rogether ~lith the yearly budget is alno pr~p,31red n
projected monthly cash flow. 'l'he cash flm" has not had to
be revised monthly, a:::; actual cash IlaG to date always bc~n

found to be in excess of projected cash; however, should the
variance be negative, the Finance CepartJnent has stated it
would then immediately adjust the projected ca:Jh flow
accurdingly for the remainder of the year •

• ~ong-term financial planning: to {lat~, :iuch lonlj-term
planning haG been ~,ea:< to non-existent. five-year
projection:::; ...,ere recently established \Jlth rp.:-:;!.)€ct to an
af.~licittion for loan capital ...lith th~ FlH, but the
projection3 were incom9lete and had to be returned to HDF.

Again, the absence since January 1983 of a full-titne
Financial Manager llas not facilitated such work. S~cond]y,

such ~lanning has not proven eS3ential Ileretofore, as larye
international donors accepted the tact thnt HOP neederl, above
3ll,loan capital to expand beyonrl i1 certain critical mass,
~ven in the absence of comrJrehensive !?rojections.

lio·..,evE:r, at its present stage of tleveloprr.ent and with
the anticipated signing of a large, multi-y~nr agreement
with USA1D, the preparation of such projectlonA becomes
eSRential; ,J, format for preparation of long-term projectionR
will be found in Chapter Fcur.

,



17.
 

It sho ld 'be 'furthermore noted tht prf esional, 
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It should be furthermore noted that professional,
long-term projection:') cannot be prepared. in isolation by the
Finance De9arbnent alone. Such work reguire~ close/joint
collaboration among all Departments of the institution:

- the Board and the 8xecutive Director should help define
long-term goals and strategy

- Finance should provide analysis on the adequacy of
interest rate policies, long-term viabilit~l, break-even
poi:1ts, etc.

- Credit should provide input on anticipated cllanges in
loan portEol io quali ty and foreseeable levels of bad debt

- Promotion should ensure that the animateur force will
be larye and effective enough to allo~1 for the expanded
level of,. activity and advise on matters such as timely
trainin~ of additional animateurs (if required), ~xistence

of a potential market, etc.

~5 HOP gears up for such a coordinated effort, it will
need to establisll and improve its capabilities in this
rest,Ject.

1.4 Credit and Portfolio Management

. Loan aoolication orocedures: these have not been
significantly altered since the 1902 evaluatioll. The loan
application process starts when the client has usually
received several months of technical assistance fr~n the
animateur, and after determination by the latter that he is
" ready u to receive the loan.

A new seven-pa~e loan application form ha3 becn
intrc.xJuced recently to facilitate processing; the front r>agc
liats the IB steps the application must follow before
approval, 'l'Iith a "tracking" column to control the specific
date at which ench step has been tal;,en. }lo minimum time
frame i~ suggested between each dtep •

• uoan crocessing efficiency, the 1900 ann 19ijl
evaluAtions of HOP had founn the procell:3j ng of loan
applications by the Credit Department to be notoriously
inefficient. Since then, substantial improv~ment has becn
achieveu, to the extent that the 1982 evaluation no longer
i~antified this as an area of concern; spot checks made on

http:inout,.on


21 o f thle 39 lo -n s disbu 'd4 iniFY 1983,' conf irm t11ese 
im~proveents. 

ThT- folloin~ig table ummr ~i 7 es l1oanr processing time 
ove r-past years: <~ 

4 o(~df dayS FYI 1980 FY11,198 1 FY' 19 82 PY 983 

~~ 7Application sub-v 

cooletion of 

~Wk~i1 Credit review.- ~~ ' 

w'to 1oan approval 26-31 19 ~ ~~ is~~ 
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21 of the 39 loans disbursed in c1 1 1983 confirm these
itllprovelnents.

The following table summarizes loan processing time
ave r: past years:

(~ of days)

Application sub
mission to
completion of
credit revie~",

Credit review
to loan approval

FY' 1980 FY' 1981 FY' 1982

53 19 17

26 31 19

FY' 1983

11

i8

. Credit analysis: the financial analysis of projects
by the Creuit Department has been found to be satisfactory.
HO\Olever, it should be noted that this Department neither
includes nor has access to technical engineers fer the
technical analysis of projects should HOP get involved
in loans to high-tech, export-oriented markets ,,,,here quality
control Rod close market monitoring may be required.

Clearly, the present expertise of the Credit Department
is sufficient to deal with HDF's present market of
trauitional manufacturing and service industries, but would
be inadequate in the event of a shift to\var:ls more
sophisticated markets. Specific recommendations dealing
with this is:3Ue "'lill be rorthcoming in sub-Chapter 1.5
below .

• Loan aooroval procedures: if loan approval efficiency
has been generally satisfactory, as evidenced by the above
table, a problem has arisen with the selection of
applications to be processed on a ~riority basis.

As of recently, as availability of loan fUllds became
the limiting factor for HDF, applicants were divided into
three cateqories:

-urgent
-normal
-to be delayed

A potent ii'll problem is that the Executive Director has
been the one assigning files to the "urgent" category. To
tile extent that clients llave gone directly to his office
{which has apparently happened with increasing frequence
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over the recE:!:nt past) and have received a favorable
response, they may have an unfair advantage over other
applicants. Furthermore, the Credit Deparbnent is fast
losing its autonorlly as an increasing number of files arrive
with the "urgent" stamp, and thus tend to be "required.'1
approvals.

This problem, which was identified. both by Board
members ana by HOF staff, should be dealt with immediately
because of the potential consequences involved.

* Recommendation #1.7: in order to
preserve the internal autonomy of the
Credit Deparbnent, no loan application
should receive a priority classification
for funding, either formally or
informally, without concurrence by the
Board's Credit Committee .

• Loan approval limits: under existing regulations,
HOF's internal credit committee can approve loans of up to
$10.000 per individual loan (or $25.000 per group loan)
without referring it to the Boaru. However, because of
HDF's newly applied ~ethod of having borrowers pay two
years' interest in advance at the time of loan disbursement,
there is a large discrepancy between the loC!n amount and the
amount disbursed.

The Credit Department has consequently requested the
Board to consider shifting to a $10,000 authorization limit
Ear uisbur:;ements instead of loan amounts (this \lould in
effect allow the internal committee to i'lpprove four-year
10aIls of $13,500-$14,000, correuponding to a $10,000 cash
outlay). Should such a limit prove necessary in the near
future in vie\<I of the higher average loans approved by HOF,
it is not 3ecn as detrimental to the loan ~pprovQl proce:;s •

. Establishment of reoavrnent schedules: although 10<)0
conditions have not changed as of recently, the tinle at
which interest charges are payable has changed twice over
the past months:

- Until June 1983, all interest on mediUM term-loans
(which represent the overwhelming majority of HOP loans) was
payable monthly in arrears

- HOP then shifted to a system Itlhereby all interest
charges for the entire loan period were payable in ndvance
at the time of loan disbursement

http:inadvran'e,.at
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- as of October 1st, i983, the system was changed again
at the Board I 5 reque t, and interest beCo'ilile ,9ayable in
advance only for the fir~t two year~.

~he new system is more c~nplicated than it appears, as
inter~st for the first two years is deemed to represent
total interest which would be paid by the customer under the
equal-monthly-payment (principal plus interest) mefhod. For
instance, a four-year loal of $10,000 at 14~ interest calls
for equal monthly payments of $273.27 and total interest
paylllents over the four-year periou of appro>:imately S3,120,
but during the first two years interest payments will have
been $2,250 as more interest and less 9rincipal i5 paid
under this method during the early years of the loan.

This means that HDP will charge its cli~nt $2,250 of
interest at the time the loan is made, and therefore during
the next 24 months the customer will only be rnaking monthly
payments of principal (supposedly in equal monthly amounts,
although the Credit Officer was not quite sure if this would
actually be the case; normally, principal payments .\·lOuld
increase monthly under the straight equal-monthly-payment
method). It is therefore only after the 25th month that
equal monthly payments of $273.27 will resume.

To adu to the complexity of the system, the Credit
:'1anager developed a method to \-10rk his \iay up from the
alilount to be disbursed (considered to be the "project"
amount) to the required loan amount, by adding interest Eor
two year~, then interest on interest, then interest on the
latter amount and 50 eorth until! the am,ount to be added
(intere~t on .i!nterest s1;{ times) became so ::iJOallJ so as to be
insignificant. Of course, the same calculations had to be
done for the 2% technical assi5tance fee and for liEe
insurance charges. -rhe whole calculation took by the Credit
Officer's O\>/n estimate at least 20 minutes for each loan
being processed, and could probably not have been rerformed
by anyone else in the organization.

A simple calculation method, based on the discounted
t?ayment method and requiring approximately 2 minutes of the
Credit Officer's time, was develop~d by the evaluation team
and demonstrated to the responsible officer (end results
were of course identical). It is exposed in Annex A.

• MonitorinG of loan repayment5: a "tickler" file
covering loan repayments is kept by the Finance Deparbnent,
in >lhich cuotomer cards are classified by uay according to
the date at "hich the monthly payments fall due. This
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system is adequate to keep trac\~ oE loan Inalurities, but
rloe~ not perntit the calculation and monitoring of loan
repl\yme:nt rates{!).

It shouId be cleu.rly understood by Hl)f that repayment
rates constitute the only true method to mOfl.itor the quality
of the loan portfolio all a regular basis. To eJate, such
analysis has bean limited to calculating the percentage of
the ,9ortcolio which is constitl.1tea by overdue loans; this
method 15 inadequate because the lattp.:r ra tic is distorted
by "historical" factors, Le. the accumm1.11ation of overdue
loans ~ince the initiation of tile loan program. Secondly,
the ratio i~ also distorte~ hy the pre~ent level of loan
activity, i.e. if loan volume increaseG substantially during
a particular geriod, '.... hich sr.ould be the case in coming
years for HOF, the "overdue" ratio will be artificially
lowered and give an unduly favorable picture of 10an
portfolio quality.

Loan repayment rates can be established through a book
in which all loan maturities will be listed by month, witll a
separate page for ench month, and IIdth a separate column to
enter loan repayments (partial rl;!payments are enterel} by
pencil, so as to alloyJ later entries if necessary). At the
end of each quarter, the total of all loan repayments can
then be rlirectly divided into total maturities.

The loan I';\onitoring system II/auld look as rolloHs:

Loan maturi ties of: i~ovelllber 19B3

,Loan No. Nal:,\e of Cl ient
Amount

Due
Amount

Collected Balance

(1) in the r~nainder of this report, repayment rotes will be
referreJ to as the ratio of loan principal collected during a
particular period to total loan principal muturities during the
same period.
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).komesa eve al timesaaa~a monthaaa. tileCL~... cti *olaa n s ka~'. h~ Va 
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' rqure befo'r even'4,~' partiala repayment: o a~ n 'ad
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difficulty, and ocedurs ".>aasofaithty, ',aa a 

a. ''7~oitev lroa,colefo tas coll~ etio ~~ro.'" avre'la ana'a"a 

lawrerl, ahc ha asaponenJneaae h . enuscesut ollectionagn 
a.a4agent~a a'''' beleve to'that tinie mos~tnenet.iv recors .at aaaaaa s~ 
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co t ah t,,o h r c s o e s i i a.c a diaCaiaaa'aa a.D
wpouldnhifilt chiet ofte fivetoalsixa'onite fisit
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p r 0 bi'aficas OrPsinto onoofthrep.Eircltore: nqood, ctly ai n4ai4 
the Erm~sManagmeI 
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ii/ore generally, guidelines ahould h~ established to
mc~itor the ~uality of the loan portfolio. HDF's aoard
i tsel f has recently reques ted the Cred i t Oepa r tmen t to wr i t..:
up a 3hort analysi5 on the portfolio to accompany the
monthly, list of loan balance:3. lllhi.a i3 a good OP90rtuIlity
to adopt the "r~payment rate" concept and recol.Jni .... (~
portfolio manag~n~nt as an essential managemel\t fl1nction at
HDf.

* rtecorr,mendation ~l.a: internal
monitoring proceuures should be aucpted
to a 110""1 for the calculation of lo.:trl
repayment rGlt9s on a quarterly ba:;i,si
guidelines should be established to
monitor the quality of the loan
portfolio; portfolio management al10uld
be recognized as & major "output" of tile
new Project; and trainiog in portfolio
nlilnageroent .should be provided and/or
intensified ~t all leve13 in tile Credit,
Fin~nce ~nd Promotion Departments .

. Collection procedures: as of recently, HOF I,as
percei veo loan collection as a nel,' "problem" a rea; as a
re~ult, a collection agent was appoint~i in June 1983 and
assigned to the Finance Departtr.ent.

Initial worle llilS consisted of visiting overdue
cu~tcll\ers :;everc1l times a month; the collection trJ:3k has
proven ~ifficult, with often five to six on-site visits
reouire0 befor~ even partinl repayment is obtained. Also,
inventigaticlls and written evaluatiol18 of customer~1

financial situation are being carried out, leading to their
classification into one of three categories: ~ood, in
difficulty and "of bad iaitll·'.

It should first be poinced out thClt there ar~ no
written procedures for the collection of 0v~ruue lo~ns.

Several i'lpproaches hav~ been tried out \·dth CUtitcr.,er::i decm.ad
to be of bad faith, inclUding l2gal action tl,rougll a llir.ad
la\Y'yer, \vhich has been unsuccessful to qate. 'l'he collection
agellt believes tl,at the most effective recourse at hOF's
disposi'll is to reposess the ~quipment, which is made
pOd5ible by the fact that nIl equiplnent financed by liDF is
trallnEerrl~ti to tile customer under a "condition~,l s~le"

contrnct. ~ith other cust~ner$ in financial difficulty, HDF
would have the choice to ~itller re-evaluAte the firm a'ld
consi·jer a second lOAn to alleviate any tSlnporary cnsh flo".:
:)roblellls or possibly participate clirectly or indirectly in
the iirm'~ management.

http:mos~tnenet.iv
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nobt her major we akznesL tao beabe of
 
linkzage, be een7 ~he, a ni.mate ur s or% and ca n, r pa ymnht

1'gn3. 1ca nt por l on~ei nsave iino comne t o HDE
 

direct on their, bwn,'in1iatiVe ,th fir& .''ime -Around,;and
consequently may noI el, Ltle, iecessary Lstronlg com~mitment t 0the~animat'eur who ,Was~then as signd- ote 

Seconcily V monthly payment sby~ the, customer are made~
 
directly at HDWx'n the animateur's' absence; and thirdly,

the. aninateur is~most of ten not present, when the collection
 

,age'nt 
 visits 'aparticular cus tome r t'~he agent makes upjto 20,

surprise cus omer vi~sits a d1ay, ,wich makes sheduling of a
 
visit ,ith the aniateiar nearly impossible)' .'
 

Eac~h, of~ the three prblems liested above is ineetto
 
HDE"~' operating mode and is,-arl avodbe oeei


Ssrorvgly felt that~som~id6~~i~~h~l~~
 
esalih( bewe h nmtu' ork and~repaymnt ohaf g

the lon.,-,Atral h arnimaur ~is the 'HDFstaff miiost
 
constantl~j 'intouich~wit~h the cuis tomeand is therefore. theW2
 
bet"otvtr vila1le toencourage repyetb i
 

AQysteis presently being considered at HDF- whereby the~
 
animateur 'would.be comipensated 'entirely on~a cormission
 
basisi.ewoldi receive a 5%.commis sl6 o approved
+onoans ,
and a 1% commission on loans colceisedo tIie > 
exiting salary,:sys tern., I f such a systemii was to be adopted,~ ~ 

it wol-,emmrdesirable teo g4ive reamn flasa 
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~the animateus commissions of 3%~on eac acout 

However, it isralso~ fair to ab ta h HFaiaeri
 
no a~cre'ditlagentand that hi.., workf-'in particular that of3
 
teUlchnhlc6a1 assistancef ,goes beyond -he 3mere extension and
 

~~rpayiint3 ofloas;~a ~aly bnus sys tern based on,.repayment
rates in~the~ania~er sarIti ar area wouldA therefore
 

linkage3 between :And loa'nthe aimateur's work 3 reamet 

RLecomme~ndation #.9 colection
 
polaicilesy shud ewrItten down, and jserc l Ightened; the collection ageni 

collection ~policies; a link s~hould, be
 
esEt1,iis ed ~beEweii th~e aidiaeuirISw',

and repaymnt'of loans,, with
 

andHO'":~holda~em't O diibiurse all 
lons n hepredece o te esponn be0 
niatu 

,
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Another major \'leaJ:ness is that of the absence of
Ilnh.D.ge between the animateur,;' \~or:( and loan r'~paY!Llent. A
significant portion of all loan recipients Ilave come to HDF
directly on their own initiative the fir~t time around, and
consequently may not feel the necessary :3trong commitment to
the animateur who was then assigned to them.

Secondly, monthly ,!?aymcnts by the customer are made
directly at HOF, in the animateur's absence; and thirdly,
the animateur 15 most often not ,-,resent when the collection
agent v13its a particular customer (the agent makes up to 20
surprise customer visits a day, which makes scheduling of a
visit ~·lith the animateur nearly impos31ble).

Each of the three problems listed above i3 inherent to
HOr's operating mode a.nd is hardly avoidable. however, it
is strongly felt that some kind of link should be
established between the animateur's work and repayment of
the loan. After all, the animateur is the HDi' staff most
constantly in touch ~lith the customer and is therefore the
best "motivator" available to encourage repayment by his
client.

A syster., is presently being considere<.1 at HDF whereby the
anirnateur would be compensated entirely on a commission
basis, i.e. would receive a 5% commission on loans approved
and a 1\ comrr.i.:;sion on loans collected, instead of the
existing salary system. If such a system was to be adopted,
it ",'ould seem more desirable to give repayment of loans at
least as much weight as loan approvals, i.e., to payout to
the animateurs commii-isions of 3% on each account.

However, it is also fair to say that the HOF animat~ur is
not a credit agent and that his work, in particular that or
technical assistance, goes beyond the mere extension and
repayment of loans; a yearly bonus system based on repayment
rates in the animateur1s particular area ~ould therefore
seem more adapted to the establi3hr.\ent of the desired
linJ;age between the animateur' 5 \\'or:< and loan repayment.

• Recommendation #1.9: collection
.policies should be written down, and
seriously tightened I the collection agent
should receive specialized training in
collection policies I a link should be
established between the animateur' s wori<.
and repayment of loana, with
consideration given to a bonus system
based on animateur's loan r~payment rate;
and HOF should attempt to disbur.e all
loans in the presence of the <esponslble
animateur.
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1)1le 1.1, su mmarizes rDF s Dr~gan zat iorna1 chart. 

TIABLE 1.1: HD~'l S RES r\ORZG lZA'Ptlt%1L STRUCTUlRE 
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1.5 Orqaniza ion~l Structure

'fable 1.1 summar i zes HOF ISO rgaol za tiol1ul chart.
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eano.s3e: as 4ac state 'i :subChapter 1. 1: to 
'''IMP s crnt ,operatirigomd iS, amPered -bva' nube -ofSa.-3 e;2 t he 11 iwg ones 6an, and shoulI rddr; ed. 

iough c ianges in its 'curren',raiiza tioal sructure arid 
st'affij~j pattern:-



() heretofore, Po se n i or, taEfrnemTbe rDi -rLt 
role of acting Director when the Executv eDrec 
aay;- in view of~ the, f~er zc of 8ui outside 6'$Tli:> 
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pe~e maI~e1nagement, a ;uct~o~<z~rber 
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being 'the, responsibility.':of, the Fh~ce Dpatelt


Fesib iity stUdie&6 on ,projecits sibviitted ,tothe Credi1t 
flep6 rtaent are' liriited- to I inbncial- annlys~s;dDF 'has, no$ ,,
capncity~ to analyze 'the _technical,'spects of p~rojects, which 

,rest'ricts iti 2loan programn to tradi tlotial,v M'ryna 1'.nci 

- Aiternative golutLions: -the Collowinq ti re
a'+atP.rna tilvel 

~ ana atternptto -erase these weakies es: 
a organiza tional' strutur es have -be an rev i aed i 

, C. . 

(i)-apoointment of a Deut Director ;

~ThP'inew- siTplif ie chart wou'idlook "ai foll.ows (theAaaa~ a' 

Deputy, Director.would al-so be~directly in charye ofa
finaticialnilanagemrent And _plan nin'q): ~' 
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Nea;~n\~S:J~~i: as already :3tateti in sub-Chapter 1.1 to
1.4, !OF's current operatiuq mOUe is har.\pered by a number of
weaJ~np.s.-leG; the Eollowing ones can and should be i1ddre~lied

througt-l changes 10 its current o[cJanizational struct1Jr~ and
staEfintj ?attern:

(1) i1eretofor~, no senior !';itaf: member h.rt'" b IWll '.!l' Lile
role of acting Director when the Executive Director was
a\oJaYi in view of the frequency of such outside obligations,
the abuence of the acting Director baa racJuced iaEormation
(10\1 to the Board and therefore neggtively im!,flcted
relations between the Soard and ~enior Foundation statf'.

( 2 )
January
area of

the resignation of tile Financial )Ianager bnck in
19G3 has left the Foundation criticallv \;cak in the
f blancial management. .

() there i3 no one in chnrge of adr.tini$trution ane
p~rsonnel mnna<J~ent, 0 ':unction which ....·as also fill~d

previously by the Financial YJanager.

(4) fiOF has no overall Loan Admini3trator: the credit
nnel coll~ctlon functiollS hnv~ been split, with the latter
being the resr>onsibility of the Finance Department.
E'ensibility otudies on projects subfl3ittp.d to the Credit
ncparbr.cnt are limited to financial ~nnlysi3; aOF has no
capo1city to analyze the technical asp~cts of projects, which
reJtrict$ ita loon progrlllil to trn.uitiollal, mnryinnl economic
activiti'1~•

. j\lt(~rnc)tive solutions: th'! l:ollo'tfinc ti)r~e

1I1tftrl1iltlve organizational structure:) llilV'l-bt)cn r~vi.:!werl in
an attompt to erase these weakne3:les:

(i) dPoointment of a Deputy Diroctor

Tho Ih~'11 :11mplified chart ,",auld look AS folll,)\11~ (thp.
Oe[luty Director lIould abo be rlirectly in charye of
f inollcial 1\lana9~lnent Anu 9lanning):

I
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....dvantaqc:3: \lJ~abH:!SSeS #«(1.) .:lnd (2) toJoul,:1 hoperlully
di3appc ..\r.

Oisadvnntage3: weakne3ses in the general ~J~ini~tration

(~3) and loan a~ministration ('4) areas are not addrc~sed

directly.

(ii) srpointmcnt of a Loan Aumini~trator overseeing n~w

technical analysis and collection section:::;,

I
• <;<'.01fIV8

DlROClOR'__-,_...J

o

I
P,lO·IOno',

I)EPJ.lRll·£~r

r.J::JAr1 AQ,[!t".;.
DEPAil'nolEl11'

I
FII~,Ct:

DEP/<R'J!'IE!lT

I

r
Rt:;SCURCE ilEVELO?·ICNl'

IJE:PAil'n·IEi\'r

COL['ECllIO"~

SECrION

.\t!vantarj'!s: ,,,,eal<nes:; ~(d) 15 audres:ied 'lirectly, a;;; ,veIl
a~ wea~n~3u #(1) if the Loan Adminintrator bacomes tile
Acting Director wilen the Executive Dir~ctor io away.

Oi~advantage:J: wea:ale~3 in the Finanei"l ~lanagement .1rea
li2l is not addraosed.

(iii) a~roinbnent of n Director of Finance an,!
I\dmini~tr1ttlon:

•
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absence anid to comnmunicat~ion with the: Boar, is not ~ ~ 

R~<~'Vecomnmended. organizational2 stutue i s t1he
evaluation team's opiniorn that. HDI's new orgainifzational
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I:XEClJUVB
1l1aECrO~

PRO,OP1Q;,< C.QED1'P f'(,'iruiCE MD lRESOURCE PEVELO?'li'NI'
O~PARINE::-'T DEPAA'IME"'P .ACNlliIS'rAA'I'IQ.\: OePARIME:,\T

Dt:PAf(li'll::~Il'
J

FI.~C~ At»lINl:5T. COLLECl'Io.'l
SECfION AND 5='1(;(;

PEaso.~NEL

Ss.:rrON

Advantages: weaknc3ses ~(2) and (3) are aJdresscd
di rectly.

.".
Disadvantages: weakness ~(l) with re~pect to

admi~i5tration of the Foundation i~ the E~ecutive Director'5
absence and to communication ~lith the Board i3 not
aduressed.

Recommended organizational structure: it is the
evaluation team's opinion that HOFt s new organizational
chart should addres:.; direcl:ly the two lnajor \..'ealtne3ses ...,bleb
were identified in the Foundation's CIJrent operating moue:
tllose related to the Acting Director'o functio[l~ (~l) and to
financial management.

It is therefore believed tllat the ~ppointment of a
Deputy Director also in charge of financial management
(solution (i) above) is desirable, a~ it addresses directly
these two i3sues. l\loreover, that solution offers the
flexibility of addressing issue ~4 through reorganization of
the Credit Department into a Loan Adminic;trati.on Department
inclucHnq:

n Credit section
a Collection section
pOSGi~ly a technical studie!3 section anli/or .1CC~SS to
external technicnl cxpertilSe available (\3 rUljuirlilu.
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Iadilou, :direct cci rainica .on 'uld, beo esta'blished 
be 'en B~aU Ci~nu es adtecorrespondinrghe'aro 


Depa rtine nts.
 

HD s,fttre organiztion,~ chart wouldr thererfore loolk 
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In afjdi tion, di rect comrr,unicn ticn \/ould be establ ished
bet\leen the various Boaru (;onlmi ttees and the corresponding
De pa r tinE: n ts .

HDE"s future organi1.ational .chart Vlould therefore look
as follo~'s:
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2.1 C1 e'nt Sibpocrt;;Net,4ork , 

The, Promlotion' Section "is the 1 argest arid the mos~t 
verticallyitegrated of HDF '.sdeprrents. It, has recently,

undergone restructuratio'n to accomimodate a new ,director an~d,
a' section deaing,*i h r6 raJ1 deveilp ent ssistric. 

A~t~ the base of~the :3ystem are -two pools, of clien'ts who 
com o thondati'on.either through..the~ r ecrutj.te
efforts of. th~e animrateurs .or, by presenting, theselves
d t.oth HD fie Affimateurs' interact, directlyi1Airectly
wij~th th Cintetbnsig-onthlye a list of) those to' 

Swhomn they~are to.,provide echn#ical. assita'ic, TJhey arrangeJ 

clients 'and rpo'iintehicall assistance opopcieo

existing sub78orrowers.u~4 ppio~
 

~ Anirnateurs 'are suoervised'-and assi'gted 'i~n the fieldb
 
:~>Zone'xU~vs s1 one wh i hc h'-cvers Pota-Pic an, h
 

~OtherItile South. Eacli1s 
 in chargef ot seven -a, '-4,44-'" 

evlatn thi o!either 'directi o0r by vi' 4iting th~e
~clients.7 The superviso conduct - b'out1 to lk vits P 

the~~ u ~~~" hr gtech'nica I 'data~'onequipment~ ng anm 14 arid
 
'-- ''raw, materia.-,pu 
 41,7,I'A4-,c-. ''-4 -''sp'-a -44"""e.~','~-' 

Suevsr aerqie to vis.i~t all~ of thei'r 1 4 
animaiteurs'~ clients3 durinQthe-month. There4 is value~"/4-

h4-1iw6"eve~r in th ugsinta hs iis could 5leio re~ 
-A
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2.1 Client Subport Network

The Promotion Section is the largest and the most
vertically integrated of HOFls departrr,ents. It has recently
undergone restructuration to accommodate a net',! director and
a section dealing with nrral development assistance.

At tbe base of the system are two pools of clients who
come to the Foundation eithar through the recruitment
efforts of the animateurs or by !?resenting themselves
directly to the HDf office. Animateurs interact directly
with the client~, establishing monthly a list of those to
whom they are to provide technical assistance. They arrange
their time between prepat"ing dossiers for prospective
clients and providing technical assistance to prospective or
existing sub-borrowers.

Animateurs are supervised and assi!'lted in the field by
zone 5ucervi-iocs, one of which covees Port-au-Prince ann the
othee the South. Eacll is in charge of seven animateues,
evaluating their work either uieectly or by vi5iting the
clients. 'l'he supervisors connuct about 10 to 15 vi5its per
week and report to the General Supervi'5or. They also assist
the animateurs in gathering technical data on equipment and
raw material purchase.

Supervi.3ors are requireu to vL;it all of their
animateurs 1 client5 during the month. There is value
however in the suggestion that these visits could be more
effective if they were reduced and limited to clients who
are in arrears or in difficulty, the others needing less
attention feom the supervisor.

An ASGistallt for Snecial Proiects
Head of Promotion and with clientl'i.

work::; both
ais tasks

with the
inclucie:

- preparing of dossiers for clients outside of PAP and
the Southern provinces,

- hel!,Jing the Director prepare npecial projects,

- organizing the newly-cr~ated Small Enterpri5e
Association (a business association of past and present
clients created to lobby the interestQ of
micro-enterpr~ses)

http:Eterpr'i.se
http:helpi'n~jt.he
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- providing evaluation services of client enterpriE~s.

ije has assumed data-gathering and data-nnalysi3
responsibilities \'lithin the Department.

:I'he General Surervisor oversees the wor:< of the 14
animateut"s and 3 superviEors. He reviews the ~chedule3 and
reports, and produces a summary report of technical
assistance for both the provinces and PAP. He 15
responsible for the monthly up-date at the technical
assi5tance portfolio, and he administerJ the proqraln of
Uwa!;<-in" clients ','/he cOlne to HOF requesting animateur
assistance.

'l'hc Head oi PrQffiotion provides the technical .3.nd
managerial leil.dershi~ of the division. He coordinates the
training of his anilnateurs and provides the liaisol' to the
other uepar,tment3 of tile Foundation.

'l'he management of the Promotion Department is effective
and appears adequate yoder the present mode of operation,
and additional clients could probably be added without
overloading the ~ystem of control and 'iupervi.;ion.

2.,. Thp. Animateur

HDf's e~3ential products are loans and technical
assiatance, both supplied to its clients throug!l it3
e~:ten~ion agents: the animateurs. ~nimateur 5tr~llryth has
fluctuated:from an e~rly group of 6, it went ur to la, down
to 10 and has preGently ~tabilized at l4. Until February of
1383, HDF's activities revolved ~xclusively in
Port-au-Prince. Since then, half of itH animateuru have
been 3tationed in the sOIJthern portion of the country, and
as a result, tile Foundation has as:iumeu a mere balanced
rural/urban 90:::;ture .

. TraininG; at its outset, HDr recruited animateurs
\/hODt! akil~s and socia-economic levels \'iere comlnen~.iUratp. of
the client~ tl1ey wer~ a~sisting. ~nimateurs wcr~ of modest
conditions, WllO could be~t relate to conclitionG of the
client. Early training placed em9hasis on bookl(~cpinq, in
pnrt becau:~e thp. nbsence of ar:curato records \'/£J~ ~ecn as an
obstacle to' :;mall bu~inl:!3S clevelopm~flt, and in part because
ana of HOF'a obj~ctive8 was to help prepar~ its cli~lltJ to
become cl.°edit-worthy cuatomer;:t for C'oll'lInercial bani:.,.

http:client.io
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\Vh ile these concepts appea red mllnagea ble at f 1 r~:i t, over
time they proved to be inadequate for fiaiti. Busine:,scs
assisted often were non-viable, and the animateur:;; Here not
up to the client's expectation:;;. There \las 11 need to
upgrade not only the level of the animate~r~, but also the
caliber of tile clients (Similar tactical revisions
occurred among development foundations in other countries of
the region).

t\ practice \o'a$ thus adopted by riOt"' to recruit a b~tter

educated animateur, ~ossibly witl, a university degr~0, and
to offer an upgraded training program geared to h~1.9in9

small busines::ies operate more profitably. The most recent
training cycle reElected this ~hift in tlDF's approach, and
its contents were broadened to include ruuiments at
devel~pment theory, group formation, marketing, d(!livecy oE
technical assistance, elements of planning, feasibility
studie:i, elements of management, balance sheet analytii3 and
methods to determine the health of an anterpri!'le.

The cycle, which began July 1982 and ended early 1983,
started with 13 trainees, 7 of which were retained and
hired. Since this group was to worl~ predominantly in the
provinces, the 30eio-rural ele~ent of technical assistance
'·/35 emphasized and training \/a3 conducted in the field.
Additional seminars held in early and late summer provided
complementacy training in group dynalllics and method:) of
worj(inq with cooperatives and groups. The training appeared
practical and appropriate, \.,itl". each cycle improving on the
previous one.

Animateur evaluation of training as it related to their
present 'dark was good. They fel t there was an aclcql,d t:.e
blend of the theoretical and practical, howev~r, gGn,

exprensed an interest in obtaining additional rnana'Jcmcnt
training.

Also, HDfis decision to increase its Dortfolio of
higber-level busine!3se3 has created new needs; busin(~so

e:.:periencp. nnd appropriate technical competency required by
th~ nnimateur to adequately service these busi~e3ses must
tllen i~prove. Future training uill need to provide a higher
degree of technicity among its participants •

• Entrerrcncurialshin: tl'le team C!xplored the! pOSGibility
oE complementing animateur training an~ profcn~ional

~xperiencc with hands-on buninesG ~xperionce. The intent
would be to allcw animateur:, to develop their o'.,.n fUn"ll
busineas and glJbscquently contract out their services to the
Foundation. "hUe such a policy may prouuce adv~ntag,," ll'
the client and to the Foundation (better ~uality advice,
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reduced salary costs), it is not apparent that the present
aliimatellr sta£f is capable of being at once entrepreneur and
animateur. Less than a third were assessed as having good
"entrepreneurial" skills and only a small percelltage had
thought about a specific business they would like to O\rHI.
Nevertheless, a large majority indicated they would
eventually li~e to run a busine~s, and felt they had
sufficient sJ~ills, the main problem being lack of capital to
do SG (present regulations prohibit staff and their family
frOln receiving HDF financing assistance).

* Recommendation 2.1: The idea of
using entrepreneur~/animateursshould
not be abandcned, although this idea
should not be pursued with the present
stock oE animateurs. If, because of
atTtrition or exp.F{nsion, the Founuation
needs additional extension agents, it is
recommo:!nded that a concerted affort be
made to recruit small businessmen and
train these to become part-time
animateurs/promoters, rather than vice
ver!:ia.

2.3 Delivery of !I.\echnical A$si~tallce

~t:uitment: the animateurs' preliminary step is to
canvas their zone of operation and. "recruit" prospective
enterprises for loans and/or technical aS51stance. To
assure a hi~h level of productivity, animateurs are rl:!quired
to present a minimum of two l.:>illl applications per month. In
the past, this has I1leant canvassing about 3 businesses for
every dossier ~ubmitted.

With an increase in the number of prospective clients
who come directly to HOF office, there is gradually less
time consul':'Ied (at least in PP.P) in recruitment than i:1
delivering technical assistance. .\5 this trenei continues,
HDF s\ould explore the possibility of charging an up-front:
fee for technical assistance, a fee which would help defray
the altimateur salaries •

. Olient Tvnes: The anilnateur's portfolio consists of
t~...o types of clients: the PROSPECTIVt:: CLI!::(\TS, \oIhose
dossiers are being 9repared fo(' !iuhmissioll to the Cr~uit

Department Eor ere it approval and ACrrIVI:: Cr,;It:.N'rS, who5e
dossiers have been Clccepted and who lHI\;e ~'~~~n uiaburseu
loans.

'-
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The technical assistance £or each group is cf a
different caliber. In the first case, the animateur
provides motivational training, explanations about lQc~s,

th~ir value to the enterprise and the responsibilitio3
involved, di3cusses the usefulness of keeDing sales records
and inventory control and assists the client in evaluating
the needs of the enterprise. In the process, he/she helps
put the necessury data together to subroit the client's case
for a loan request.

Oepellding on the degree of business activity, this
phase lasts between one and six li'lollths. It is the most time
consuming, ::iince only about 3 potential clients can he seen
by an animateur in one day compared to around 5-7 iE the
client is in the active category.

Once the dos:3ier has been submittel! and accepted,
technical assistance provided to the active cli~nt consists
of help in the preparation of more compl~te records (sales,
purchase, inventory), marketing advice, improving the
quality anu finish of merchandise, and equipment selection.

To utilize the animateur's time effectively, a system
has been devised to subdivide his nctive clients into four
categories. These correspond to the intengity of technical
assistance required by the clierlt and help deternli ne the
frequency of the animateur's vi~its. Clients are tllUS in
one of the following categories:

intensive - visited at lea~t one/week
lelis intp.nsive - viEJited t\'/ice 1'I10nthly
reduced - vi::;i ted every 3 'deeks
very reduced - visited once/month

It b~comes apparent that the level of time utilization
depends not just on the number of clients an animateur is
preparing for loan assistance, put also on the relative
number uf I'intensive l' to "very reduce~11 active clientn in
his portfolio. An increment in the latter enables the
allimateur to increase his "case load" and thereby increase
the returll on 11is time .

• 'lIlA content: animateur training has been Je~cribed as
being predOffiinant~y record keeping in nature. i\'hile this
may have been true when the level of buoinesses asaisteo wa:J
fairly low (in early years, nearly 50~ of HD~'s cli~nt5

received loans under $750), as loan size and comple:,d ty of
client enterprise increased, 90 Qi~ the requirements ear
mo.re detailed technical assistance. Allimateurs lltill Bpenc1
time providing essential motivational training to new
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cli~t\ts and businesses in trouble, but increasingly,
:;peci Eic technical questions are being as~ed ot:' them '11hleh
relate to pr0uuction, equipment purchase anti market
abl:'iorption uhich the animateur reels ill-prepared to
provide.

[0 this regard, it 11a9 been proposed that HDP should
COllsider shl fting a\"ay from a one-an-one t~chnical

assistance approach, to training \lhich coul.j be provideiJ on
a IJroup basis. This \'lould entail hringing client~ to a
central location and ~roviding them ~'/ith additional
technical training_

~';hen querried about the adequacy of such an approach,
ffio~t animateurs felt their clients ~ere "net yet reAdy~ ior
~uch training, although they recognized its potential value.
It is not foraseeable that group training could replace
animateur-style technical assistance, but it might soon
serve to complement their work in the field .

.. ReCOlnffienda tion 2.2: 3 sector-
specific, busiqess development seminars,
should b~ Ileld Eor clients bt the early
stages of the project. These should be
intensive one-day seminars geared to
rlelivering technic~l Qata specific to
the participant I s business type; they
should be professionally rUll (possibly
contracted out) and should collect a
small fee from participants. I\n
evaluation process ~hould b~ a part of
the st=lilinarH to rletermine their. impact
and duplication value.

:'.4 Anifilateur Performancp-

I\nimateur :Jerformance can be mcasurat..! in terms of time
(nO'll he uses it), "case load ll (how mCiny clients lH~ \Jorks
\1ith), Qualitv of his portfolio and cost of his :Jervice vs.
income lierive:1.

. rime: the animateur distributes his or l1t!r time dffiOfll.J
o principal activitip.s. The Chart below, e~tahli5her] from
animateur interviews, lists tllese activitie3, followed by n
percentage figure repreGenting approximate ti~e ~Qvoted to
each activity during the course of an av~rage \lorx-month.

· ----"11- _

http:po6rial~value.7Z
http:araseoCi.em


.. ~o 1ince s,.7-77.. 

eshIprospec tive, 25
Prepaatio o f dossers rope ie,5 0W 
~Technical Assistance', active 6ii~ n~ 
:Staf f,Metnsc to with,' 6%-4 

sprisors, Credit Departmnt, 
_,Travel 10% 20 

Meetings with groupsz/CooS
Technical, information gathering 10% 5 

Prospection andtae tae up-ams one-~half of the 
~aniateiirs time in he p~o~cs~considerably more than'~cr~ 

fi1gures reflect~ tie~early,stge ofthe program i'n the 

Preylibsrepcrts tha bete aces Knor 
fai1"t1s,.linras anmaers eff'iciency. As such,.subs i tran port purchase~program shou6ldA be4 at part Qfr

teproject propsal.~' J/\r 

of Il JrL'..........
Ratio oe Clienst o A imt eur_1980-19 3 
nu r- n ithe b e;~ S,*J (p t n ia , 
onl 

i 

nact +hie e-) withwh 1 
~~4work. , Th'is method h'Ias beenI th rdtonal measu ring stick 

ofte animat'eur.'s work in previous evalua'ions and in 


project proJnctions. The case load-to-animatetratio,2 enmter •nm e 6 1en 0 can 
bsummrarzed aF;foclows: ~"Jr 

Jr+Y 4+++++ 1. b er++of,. (a)....24++ mr............. 


(a) figures+ rerOen totl f ctverodpnca
 

.. + . + + ++ +++ Jr++
++ ++++++++++++++++,++++++,+++? ;+++++. ++. . ....... ............... .... .............:+++. :+;+++++ ,+ +++ ++ +,+.+++,+:++.+ +++ .,.+ ,++++ ++ 


or... -aU -? c +++.+ +++++. .. +, z++...+++.I+.one ++,+++++. +i'+nite 'and,,+ h+++++- se,+++ 
o+.1a g te .... .. prosZ98... + +;,t t+CFri rto Aipcaeur:ha 9 +/;PActi6... 


~~~1i~~~;Wtand;+,+,7:i:i 't'e co+ d e ci3r't 
f- r g s ++++ +:: ,
'YP4utber PrJezn Te h. nm"er hs 

-th Prvicekinge in -rsetv 

t could e heolens~n~hus" rnoe btksnqer inrcma v 

;~r 

-dmsl 

35.

~ !I"I' PAY I?rovinces

Pro~pection (seeking new cl ~ent..,) 12~ le~

Preparation of dossier~ (prospective 15% 10%
clients)

l1'echnical .~ssistance: prospective 18% 20~

clients
Techllical Assistance: active clients 24% 8%
Staff Meetings/consultation \dth 6% 4%

supervisors, Credi t Department
Travel 10~ 20%
;-leetings with groups/coops 5~ 15%
'fechnica 1 information gathering 10% 5%

-
Prospection and travel take up almost one-half of the

animateur's time in the provinces, considerably more than
time spent in delivering technical a~sistance. ~hile these
figures reflect the .aarly stages of the program in the
provinces, they also confirm recommendations made in
previous reports that better access to transport
facilities would increase animateurts efficiency. ~s such,
a subsidized transport purchase program should be a part of
the project pro90sal •

. Case load: animateur productivity can be measured by
the number of clients (potential and active) with which they
\'1ork. This method has been the traditional measuring stick
of the allimateur's work in previous evaluations an~ in
project projections. The case load-to-animateur ratio can
be summarized an iollo~ls:

aatio of Clients to Animateur, 1980-1903 (PAP only)

l.
2 •
3 •

Oct.
ll.§.Q 1981 1982 1983

Number of Clients (a ) 89 302 274 246
.fl.nimateur 6 15 10 6
Ratio (1 ,2 ) 15 20 27 U

(a) figures represent total ~f active and potential
clients regularly visited by the animateur at the
close of the fiscal year lexcert for th~ 1903
column); the figures for 19B3 ret'rt!sent clients for
only 6 of the 7 animateur~ working in the
~ort-Qu-Prince zone. The 7th animateur and those
working in the Provinces had mostly prospective
clients and thus could nat be used in cOIf\parative
figure:3.



36 

-tIe ,einiica e i p t thatIca--.--b,. h 
ai mate ur shave e n:un cperutiUed figutes :fo 198G3 ,311ow a 

-i~~~~riiffc~~~ ~ Jents the4I r-1 if.i~rv~i~ten'rb 

Wi'thi no IeieeseE ~ hah t eL an ima teu r s sa id LIthey coul~d
 

Sstillrilmre clei f. if c t 1fIe
 
ava i able.
 

-trend toa1-$Durse1 a grf con1nue s 

Ete I tn a ranimaturs aete s6e more ormthVf t e
 

As~' t he cPrloans 1t 
willono l 

rather ga++i+
 
~pro f itab i I i t of, his cliets.~i i

increaingi~-gniWtmhi case-load,ovee i,buiteE e on+u olvimproving the 

Client profitability ;anitrateurs inPAP were ased ho
 
they~perceived the profitabiAi~voE thir: calient~s'
 
t4:e!, qa tegori : businese w.hich were viabl,entuires,~ 
those w4hih wee ma'l-il(aay aig euno 

k+ -- ++i4' +
th~h wic of~ 
ThI~e r e: I,n are 

eqiy- n ose wer non-rfitable regacdless 

'They+tsere+imaraskei zedWi n-o,tefcl e'ar~ clienterp i~ses ss f bel6:owtheir nt .. . nt 

&;++;++,:+r.. # ....equi'tj' ,,az non-+ ++ +' g + '.+++. a+,+

,iatul evaluation o6f his clet'pefrac 

Performance ~ 4Of active client-. ~ o~f total~ 

Profitable 1U02 A~7~~ 54% 
Marqina 54 

.~ 

28% 
~N' io-Viable 18% 

~~~h perceived di3tributi',~E 54%.,prof itakble to 46I~,.~ 1 j< 
ma~~'rginal (or non viable) would ,I.Idicate that the~' 

- animatou.rs' asseissmen t of- t~he ~prof ttabi Ii, ty}-f their clionts
 
cotiorn s closely t'tthe acul, loa reamn ai
 

~developed during thisi evaluation Ee'CatrTre
 

Cost of service: anothe wayato evauate animateurs 
performance is4 t~o look at their cost cinpared t~o the income

they generate. Wthile' ,thAereK are hazaCes 4ivolved wh'en 'a

de3elpment institutioattchi 13~~~corQa y*


deeomnL rc.s neethls sch ra io.. are offcti1ve

tols he c~pIrLhJ- l process' o~ve POjet 

Q i'a ar oe ta s thmesadco"a0See Sho,1 c.e co f operatiny
:he technical- 'asis'ance component 

P,- - K 

36.

The target client/animateut' ratio for HDI:' had been set
at 35. ?bile it lias been indicated in t.he past that
animateur~ have been unclerutilized, figures foe 1903 SJIOW a
3ignific6nt improvement il. the number or r:lip.nts they work
witll~ nOllethele~3, half oe the animateurs said tlley could
handle still more clients if ildd'itional funds \'lere
available.

As the trend to disbur~e larger loans COlltinues, it is
felt that animateurs \lil1 need to :3pend tllere time \litlJ the
individual client; thus emphasi; shoul~ not be placed on
incr..aasing his case-load, but rather on improving tlle
proiitability of \115 clients .

';nimateur's 2valuation of his clients' performance

~he perceived di~tribution oE 54% profitable to 46 %
mac-jlnal (or non-viable) would i:'luicate that the
ar;imateurs' assessment of the profitability of their client~

conforms closely to the actual loan repayr.lent ratio
developed during this evaluation (:;jet:! Chapter lrbree) .

• Client profitability: animateur.:i in p~p, were itsked bow
they perceived the profitability of their clients '
enterprises. They were a3kad to clas~ifly tlleir clicntti into
tllree categorie~: businesses which were viable ventures,
tho~e which were mar9irl~1 (baraly malting a return on
equity), and tho~e which were non-profitable regar~le~s of
thn anaUllt of injected technical assistance 311d capital.
'1ho re:')polldes ar~ summarized in the chart helm-I:

54%
20%
19%

lJO%

is of total

102
54
3.

190

# Of activ~ clientsi?erformance

Profitable
Harr;inal
.~on-Vi able

. Co~t of service: another way to evaluate animateurs'
performance is to look at th~ir cost compared to the income
they IJenerate. ~vhile there are hazClccla involved uhen a
development inr.titution att~che(3 a CQ':lt factor to a
d(:!velopment procf3:ss, nevecthcle~a ouch ratio.;,; arc cff(!ctiv~

tools 't'lhe,n cOfTlparing the proces:3 over time. Project
guidelines sugge5t that interest payments and tecllnical
auuistance fees should cover at leddt the co~t of operating
the technical assistance component.
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5 
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'ro develop yearly COlllpilrable figures (sec Table 2.1),
only the salary of the animateur, overhead charyes, and a
fixed rate for transport v/ere user]. These figures are
compared to the income derived froll1 intere:3t payments and
fees, as we~l as HDF total expenses (it should be cautioned
that actual animateur costs may be slightly higher than the
figures developed to include admini 5 tea ti ve cos ts i hO'"ever,
these figures could not be disaggregateu ir~n the overall
operational Dlluget).

Table 2.1 - Comparative Animateur Costs: 1901-1SP'3

1903 19E2 1981

14 Animateur" ~ S58,968
S351/mo. x 12

10 Animateurs @
S330/mo. x 12

18 Animateurs @ S300/mo.
x 12

Social Charges 117% 10,024
of salary)

Travel Costs
S40/mo./Animateur (1983) 5,720
S30/mo./Animaceur (1901-02)
~ota1 Cost: S75,712

S39,600

S64,000

6,732 11,016

3,600 6,480

~49,932 S82,296

Income: Interest/T.A. Fees
% Of Income to cost

Annual Operating Expense$
% Of I\nimateur Cost to

Expennes

S05,455
ill}

S378,521
ill

S282,470
ill

$6,161
.ll

273,546
W

It can he ~een that only by 1983 wer~ interest ~nd f~c

payments sufficient to cover the animateurR cost
(supervisors and Prrnnotion Director costs not included). In
previous years, as one would expect, cumulative maturity
rates for lOilnn were much lower, thuG reducing CO:1t- recov(:!ry
capabilities.

The effort to reduce animateur's cost to ov~rall

operating expeno;es lell to i! siynificant imtHovement betweon
1901 and the pre.ant. While these figure. indicate .,
relative "tabi1i?ation of animateur co.t nt nbout 1/5 of
operating expen~es, they could alao be se~n os the reault of
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tile programn.
 

K27Nc)t Hi0F'ould set pa rame ters oE.fina6nci al1and marketing ~A2;W
needs of the small enterpriso and' priesent them4 to the lrger~ ir rms,~~
 

d) the partcipating~frm wiould ,-the;i etend.,a loan to~liD at 
10% yearly interest t!6 on-leneding' ti the sponsoredt~7

enterprise, with:1loan, ternis(in, years)-corresponding tosub-"loan terms4 

4 ' 

~e the capital would then be loaned to the selected HDj 

e)tepatiiatn business wtou~ld4 he ashed to provde 4 4S somre-technical ~asitnce in returzno fje 'ce ormarh'adie o, til Nsponsored small' enterpraie 

The animtu,..l-hi~ecm:teitreir
 

acquired e$killsand~interest)"and4 thii 'lson iriql bairn fie 
wold remain aaried om~iloyea 69 HOF, althoughl a fo
1aclanii shul be4 01ore&J to; rerlect~the-'num'~etr and
7aitof clnn- ei' inks he a6stablishes. 
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On a oluaflta."' ''i*a n 

38.

a reallocation oE HOI? resources to act.lvities oth(~1." than
thoue directly benefiting itK clients. Between FY 1901 ~nd

FY 1983, adninistratlve ~alaries, fringe benefits and
r~lated tares jumped from 36% of operating e.q)~nses trJ 5;:~

(see Anne;\ C) I tillite the anitTiateur;,1 share declined from 30~

to 20% .

. Increasinq animateur ' 5 eft'icienc1/: in oruer to bett.er
lJtilize ttlf! animateur, \... a~'s 5110u1o. be explored to deal
directly ...,lth the con3traints encountereu by his clients:
iMHlEEiciency of ca()it.al and soEtne3:3 of the market Eor
their goods and !iervice!J. A po~~ible solution 3hould be to
e:-:plore ways in \/hich the FOUlldation would tar more
a9grl:!~Jively the larqer business sector, prccJolllinately ricm~

·.1ith ov~csea3 markets, and i:!ncourage these to "spcn~oc" a
siTlall busines3. 'rhe scenacio would be the ;:0110\O/in9:

a)
in the

lacgc fir.lns Neuld be contacted by HDl~ to pi'lrticipate
"small ~nterprise ~pon~oc~llip progra,n"

p.) the capi tal '.~oulJ then be lOi\nt~d to thp. sel~ct~d HDf
client

This ":JIMll huninu3:J :.spon.lor" aft'ort \muld COJ1~(Hlu,'!ntl!'
incr"as~ anionate/,Jr dflcie.l1cy .u 'loll a3 the vl'hiUty of
ttln anl~at~ur'o clianta.

~) tlle oarticipatinq :'>usinesiJ \lould he askE"d to provi..1e
somo technical nU3i3tailce in r~turn for de~vic~D or
m~rchancii~c of tile "dponsored ~mall ellterpri3e"

nOi: woul.j set pnrameter:i of t inallcial nod marlcetinq
of the amail enterprisf':! and present thl~m to the l"r'1('r

c)
neC'ds
(irms

b) these Eir.m~ would be surveyed to uetl~rminf: the ty[>es
oE small nccvi~c or manuEacturing businesses they could usa.
lJ.'hay "ould be matched with small entrepr~Of~ur3 identified as
prospective and active HDF clients \/ho could bellefit fr~n

the prol)ram

r]) till? participating firm ...lOuld then I!xtel1d a 1011n to
nOF at 10\ yearly interest ior on-landing to tllO sponsorcrl
~nt~r!,cise, with 10;;10 t~rms (in yc"r~) corre::;tJondinc] to
~uu-loan terms

'rho i1nimoteur I/ould then become the interm~d.iary

~~tweQn th~ ~pproprinte riOf vli~nt (sQl~cted 011 tllQ ba3i4 of
ac~uired skills ftlld interest) anri th~ "~pon~orinq" firm. I\~

\I'oulrl rt!maitl a Jalari.~u c)m!-4loyt!~ of HOF, although a f~c

r.\cchanism 3110u1d be o):p1oreu to rerlect the nUII1~er and
r;.uality of cli"nt-flrm linr.s he uat,1bliBhos.
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2.5 Rural Expansion

HOP's decision to expand its operation into the Southernprovinces bas leu to a different focus on delivery ofservices:

- recru! tment of all clients is (nore time-consumingthan in PAP; a more formal procedure is required,which involves passing through local officials toobtain sanction for HDF's work.

- request for specialized technical assistance isgreater, particularly as it concerns agriculture; inthis context, HOF has retained an agriculturalspecialist to whom technical problems are referred.
- clients in the provinces are most likely to be groupsand cooperatives; meeting with them and preparing their:dossiers requires significantly more time than toprepare an individual's dossier. However, loans to agroup are generally larger and repayMent rates are
e~pected to be higher.

transport as a constraint to animateur efficiency ismore critical than in PAP.

- demands put on HDF for services are beyond what it canpresently provide. With an economic situation moredesperate in the provinces, the Foundation is aaked toprovide market outlets for loan recipients, to provideraw material as inputs, and even to help pay salariesof nascent enterprises.

In light of these difficulties and of more seriouseconomic constraints, it has been suggested that HOE'
e~panded prematurely into rural areas, and should "cut itslosses" by consolidating its activities in and aroundPort-nu-Prince. It is at le.st suggested that HDF freezefurther plans to expand in the Provinces until presentactivities in the rural areas can be fully evalu.ted.
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HDF's financial ondi tion has been characterized by rapid
growth~ov'ert~he past two:.'e ars As shown ain Annex ,B , Lttal1 ass~ increased ~by 52% between FY' 98 a198 98 y -ends 
(1) wi'h. anh additioal 26% increase during the firstl
 
quarter of FYI 19134.,
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CHMIJ'ER 'l'HIlEE - FINI<NCIAL PERFORl1ANCE

3.1 Overall Financial COlldition

nD~'s financial condition has been characterized by rapid
growth over the past two years. As shown in Annex S, total
assets increased by 52% between FyI 1982 and 1983 year-ends
(1), with an additional 26% inc~ease during the first
quarter of FY' 1904.

Growth in loan portfolio followed a similar pattern,
although its net value (after deduction of reserves for bad
debts) fell from 79.4% of total assets on 6-30-1982 to 74.0%
on 9-30-1983(2). This indicates a some\'1hat less efficient
use of aS5ets, also reflected by the increase in liquid
assets from 7.6% to 13.1% of the total balance sheet over
the same periOd; slight improvements may therefore be
achieved through tighter cash management in order to reduce
outstanding cash balances, especially that these are
entirely held in non-interest-bearing accounts (the current
ratio of cash to short-term debt was an easily dufEicient
l.el on 9-30-1983).

On the liability side, HOE' is still characterized by a
high level of indebtedness, with a debt-to-networth ratio
of 9.0 on 9-30-1983. However, it should be pointed out that
HOF is at least showing a positive, albeit small, level of
net~",orth, against a negative networth at Fyi 19B2 year-end.

As shown below, thi3 change in networth from negative to
positive was achieved through the continued high level of
grants from foreign (and to a lesser degree local) donors,
which more than compensated the also high level of
operating losses:

ll) J!n the remainder 0" thin report, an~ (iscal year is ossumed
to terminate on June 30 of that year (i.e. FY' 1983 is the il.cal
year andlng on June 30, 1983).

(2) the quality of the loan portfolio will be analyzed separately
in nub-Chapter 3.4 below.
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Then bredsonee loanwif paabeonJune( 30, 198 wasas
 

PDF Loan repayable in 10sem-anua $489,330
 

Loa to contractor du6 _sinc'e 1980 
 29-000
 

SIt-.can thus be staed that 4despite Its,high level of.'indebtedness, IDF is under no immediate pressure to repay
0otaUt riing' 1oans,, as ,73.5i&ofj th&2latter is d&ae after~1990, 

;- + 

a4~~nd on1yT$124,340_iP due before 1988.~ However, 
in>-view of~

W'the high level of operating'osses, caution shou1ld be

~exercised,:by any institution:",inclding USAID) intading to'K
 
Klen~dvto HDF; ft is,therefore,quite Unrderstandable that FD1

recentlypostponed a'second"Ioan to HDF w Ich would hav~A&

been due, in:498s5 in th'e absenice of any 6v idence tha the


* loan. could~hbepaid ~back under the FPoundation!s curren
 
~ operating mode.* >: 

nt:i as alread sate_& in -Capter
3 ''HDF~pesnt its ~ satement of, revenues and'i expensesll 

AID Grants to operating
costs

A[D Grants to loan capital
Other international grants
Local grants

Total Grants

Operating losses
Increase in networth

41.

FY' 1983

$ 206,166

145,000
38,271
52,775

$442,212

(367,070)
$ 75,142

Py' 1984
(lst Quarter)

$ 61,614

45,000

20,210

126,823

(73,710)
$ 53,113

HOF's rapid growth in indebtness level was chiefly due to
loans payable, which gre\'l very tiubstantlally from S502, 529
to $716,418 between FY' 1982 and 1983 year-ends, with a
further jump to $827,775 on 9-30-1983, representing a 65%
increase over the IS-month perid.

The breakdown of loans payable on June
f 011-0\>15 :

lOB Loan repayable in 60 semi-annual
payments from 1991 to 2021

FOI Loan repayable in 1988
Loans rediscounted with FOI (repayable

according to sub-loan maturities)
PAOF Loan repayable in 1965
PAOF Loan repayable in 1990
Lean to contractor due since 1980

Total

30, 1983 was as

$489,330

65,248
52,340

43,000
37,500
29,000

$716,418

It can thus be stated that despite its high level of
indebtedness, HOF is under no immediate pressure to repay
outstanding loans, as 73.50 of the latter is due after 1990,
and only $124,340 is due before 1988. However, in view of
the high level of operating los:ies, caution Dhould be
exercised by any institution (including USAlD) intan<ling to
lend to HOF; it is therefore quite under~tandable that For
recently postponed a second loan to HOF which \lould have
been due in 1985, in the absence of any evidence that the
loan could be paid bac~ under the Foundation's current
opera ting mode.

3.2 Financial Viability

. Intrgductory note: as already stated in sUb-Chapter
1.3, HOP pret5ents its "statement of revenues and expenses"
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by including all AID and other contributions (irlcluding
tho3e to loan capital) in its revenues. In line ,,'lith
Recommendation *1.4, the comparative statement of revenues
and expenses presented in Annex C shows only interest and
fees under the lIincome" category, leading to an excess
income (or expenses) line to reflect the Foundation's true
viability; contributions are then reintegrated below the
excess income line.

· Overall viability: as evidenced in ~nnex C under the
exce~3 income line, BOF's overall viability haz deteriorated
over the past year. Expenses have exceeded income from
interest and fees by $367,070 in FY' 1983 as against
$251,582 in FY' 1982. All in all, expenses were 5.3 times
higher than income, which sets the F'oundation years away
frem true viability. 'l'he $73,7U9 "105S 11 during the first
quarter of FyI 1984 does not either represent an improvemnt
over FYi 1983, as it does not include reserves for bad debt~

which are only constituted at the end of each yp.ar
(excluding such reserves, the FY' 1963 loss represented only
$73,266 on a quarterly basis).

• Income: int:erest income increased dramatically over
FyI 1983, more than doubling fr~n the previous year1 thi3
reflected a substantially higher average loan portfolio for
the year (+92% over Fyi 1982), as well as Iligher yi~ld on
average portfolio (a satisfactory 13.3% in Fyi 1983 against
10.9% in FY' 1982). Technical assistance fees fell slightly
in Fyi 1983 (de3pite a 6.7% increase in loans extended tllat
year), the overall increase in income being 101% for the
year.

During the fir~t quarter of FYi 1984, interest income
increased sharply on a yearly basis over FyI 1983, as well
as technical assistance fees. The increase in intere~t

income reflected m.ore efficient interest collection, as
interest is nO>l discounted (paid) for up to 2 years in
advance at the time the loan is extended.

• Oneratina expenses: it one excludes reserves for bad
debts, which will be analyzed separately (sec Rub-Chapter
3.41, operating expenses have increased from $282,47U in FY'
1982 to $378,521 in Py' 1983, a sharp 34, increase. Host of
this incresae cornea from salariC!ll and. other personnel
expenses, which jumped by 39% to $220,708, this jump
refl~cts both increllse'J in titafi (including recruitmt!nt of 4
animateurs) and in nominal salaries.
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During the first quarter of Fyt 1904, operating
expenses (stfll excluding bad debt reserves) increased 11%
over ~Y' 1983 on a yearly basis .

. Excess revenues: despite the sharp increase in"losses 'l

(expenses minus income) over Fyi 1983, excess of revenues
over expenses increased from $19,695 in Fyi 1982 to $75,142
in FYi 1983, thanks to hefty boosts ill contributions from
international donors, mainly USAID (USAID contributed
$206,166 to expenses and $145,000 to the loan fund in FyI
1903, the total representing as much as 79% of all
contributions received that year by HOY).

An additional $53,115 amount of excess revenues was
registered during the first quarter of FyI 1984, a9ai,1
reflecting a large $106,614 contribution from USAID.

Average cost of lending; this cost varied as follows
over the last three years:

Fyi 1981FY' 1982 FY' 1983

1. Total operating expenses $277,849 $249,053 $452,525
2. Total loans extended 150,843 389,100 422,811
3. Nu~ber of loans extended 70 125 73
4 . Operating expenses per 1.84 0.76 1.07

dollar lent (1 : 2 )
5. Operating expenses per 3,969 2,352 6,199

loan extended (1: 3)

The cost of lending thus increased shar~ly on all
accounts:

from $0.76 per dollar lent in FYi 1982 to $1.07 in FY'
1983

- from $2,352 per loan extended in FY' 1982 to $6,199
FY' 1983.

This should be considered as a negative development, as
one would have expected HDF to realize economics of scale
during these early growth years, i.e. that expenses would
grow more slowly than loan activity. This has unfortunately
not been the case.

• Recommenuation »3.t: a sharp
curtailment of average cost per
loan should be achieved, either
through economies of scale if
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substantial loan capital is
available or by reducing signifi
cantly head office costs •

. Break-even point: in Fyi 1983, an average 10al1
portfolio of $598,492 generated total income (interest plus
fees) of $85,455. The break-even point would have been
reached at a level of income equal to operating expenses
($452,525); at that level, the average loan portfolio would
have had to be:

$598,492 x $452,525 = $3,169,301
$85,455

The breaJ~-even paint would therefore correspond to a
level of portfolio 5.3 times higher than the existing one,
assuming operating expenses could be kept condtant. The
average portfolio managed by each animateur would then have
to jump from $59,849 (based on the ten animateurs truly
operational in FY' 1983) to $226,379 (based on the current
14 animateurs) or 39 loans at the average loan size of
$5,792; as this appears to be a hi9hly unrealistic goal, the
only other available solution is to sha.rply reduce the
growth in operating expenses.

3.3 Return on Portfolio

To date, neither nominal nor eCfective yields on the loan
portfolio have ever been calculated, whether internally or
Juring an external evaluation (1) (the only e:;timate
available was that of the February 1983 Grant Proposal,
which claimed that HDF was collecting approximately 10\ net
in interest on capital loaned out).

However, the detern\ination of the rate of return on loan~

is of particular importance for a financial institution such
as HDF, where the loan portfolio represents 74\ of total
assets; moreover, HDF1s extremely complicated system of
charging interest (see sub-Chapter 1. 4) maJ,es rough
estimates and monitoring of portfolio yields quite
impo3sible without careful assessment.

(1) the nominal yield on the loan portfolio is hereby defined as
the theoretical yearly rate of return on the portfolio based on
existing interest rates and other loan conditions, while the
effective yield takes into account loan default ••
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. Nominal yield on portEolio: as already uescribed in
sUb-Chapter 1.4, loans are extended by HDf un~ar the
following conuitions:

- interest rate of 14% per year, with interest for the
first two years discounted at the time of loan
disbursement (lntere::>t Eor the first tyle years is
deemed to be the amount of interest \-lhleh would be
payable during that period under the equal-principal
plus interest-monthly payment method)

- technical assistance fee of 2%, also discounted

- life insurance fee, based on loan term;; (number of
years) and borrower's age, and also discounted.

i-iith average terms for HDF loans b~in9 around cour years,
one will consider that HDF's average nominal yield on
portfolio will be that of a four-year loan (without grace
period) bearing the above conditions.

According to figures available in Annex A, a $1,000, four
year loan involves the following:

- actual disbursement by HDF of $743.82 on year 0

- equal monthly payments to HDF of $17.95 during year
1 and 2(1).

- equal monthly payments of $27.33 during years 3 and
4 •

'rhe prest:!nt value of up-coming monthly paymentR to HDt'
during year~ 0 to 4 can now be calculated considering that:

- monthly payments of $17.95 during months 1 to 24 have
roughly the same present value as a single payment of
$17.95 ~ 24 • $430.80 after year 1 (Le. month 112).

- monthly payments of $27.33 durin9 months 25 to 48 have
roughly the same present valul! 83 a single payment of
$27.33 ~ 24 • $655.92 after year 3 (i.e. month »361.

(1) monthly payments under the equal-monthly-payment method would
be $27.33 (per page 20, $273.27 for a $10,000 loan~ total
paymentu during the first 24 months would thuu bel $27.33 x 24 •
$655.92/ this amount minus the $225 of interest discounted equals
$430.92, which <1ividnd by 24 months gives monthly paym..nts of
$17.95.
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The present value of all future payments on this $1,000
 
loan considering a 10% discounted rate for inflation is
 
thus:
 

$430.80 + $655.92 = $761.89

(i+.i0) (1+.10?
 

As the amount actually disbursed by HDF on year 0 was
 
$743.82, the actual real rate of return (after inflation)
 
is:
 

__1.89 - $743.82 = 2.4% 
$743.82 

One can therefore assume that HDF's nominal rate of
 
return on loan portfolio is 2.4% a year after disccunting

the effects of inflation (at 10% a year). This calls for
 
the following observations:
 

1. this rate of return is not up-to-standard with 
portfolio yields achieved by commercial banks in Haiti,
which appear to be around 8% (19% nominal yield minus 10% 
estimated inflation rate); this is not surprising, despite
the fact that previous project documents set commercial 
lending rates as a goal that HDF should achieve. 

2. the fact that HDE's rate of return is positive after
 
discounting for inflation is itself quite encouraging in
 
view of the Foundation's development nature (the ra.e of
 
return can in effect be assumed to be 12.4% per year, i.e.
 
2.4% plus 10% inflation).
 

In view of point No.2 above, it can be stated that HDF's
 
rate of return on its portfolio is satisfactory and that the
 
14% interest rate level on loans need not be changed, even
 
if the 2.4% margin over inflation is largely insufficient to
 
cover operating expenses on one side and bad debts on the 
other (the issue of long-term viabilit! through economies of 
scale and reductions of bad-debt levels will be jiscussed in 
Chapter Four); it should also be noted thethat above 
caiculations are very sensitive to the assumed level ot 
inflation for the coming four years: 

- a 9.2% yearly real rate o return is obtained taking 
an 8% inflation rate. 

- a 21.0% rate is obtained at 5% inflation. 

This further reinforces the view that at current
 
inflation-rate levels, the present interest rate structure 
is quite adequate. 
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The present value of nIl future payments on this $1,000
loan considering a 10% discounted rate for inflation in
thus:

$430.80 + $655.92 = $761.89
(1+.10) (l+.lO~

As tl1f; amount actually disbursed by HOF on year 0 \-laS
$743.82, the actual real rate of return (after inflation)
is:

Si' ~1 • 8 9 - $ 7 4 3 • 8 2 = 2. 4 %
$743.82

One can therefore assume that HOP's nominal rate of
return on loan portfolio is 2.4% a year aftt':!r discounting
the effects of inflation (a~ 10% a year). This calls for
the following observations:

1. this rate of return is not u['-to-standard with
portfolio yields achieved by commercial banks in Haiti,
which ap['eQr to be around 8% (18% nominal yield minus 10%
estimated inflation rate) i tl1i.3 i.s not surprising, despite
the fact that previous ['roject documents set commercial
lending rates as a goal that HOP should achieve.

2. the fact that HDP's rate of return is positive after
uiscounting for inflation i.s itself Cluite encouraging in
v ie·,.7 0 f the Founda t ion's developme nt nCl tu re (the ra :~e 0 f
return can in effect be assumed to be 12.4% per year, i.e.
2.4% plus lO~ inflation).

In view of point ~0.2 above, it can be stated that HDF's
rate of return on its portfolio is sa ti. :'3 f act 0 r y and t 11 a t the
14% interest rate level on loans need not be changed, even
if the 2.4% maryin over inflation is laryely insufficient to
cover operatinq expenses on one side and bad debts on the
other (the issue of long-term viabilit! tllrOlll!h econoflli(~8 of
scale and reductions of bad-debt levels will be discussed in
Chnpter :.:'our); it _should nlso be noted tnilt the above
calculations are very sensitive to the assumed lev(~l ot
i~flation for the coming four yenrs:

- a 9.2% yearl:.' real rate o~ retllrn is obtained ta~ing

an R% inflation rate.

- a 21.0% rate i3 obtained at 5% inflation.

This further reinforces the vi(~w that at current
inflation-rate levels, the pres(~nt inter~5t rate structure
i.:; qui te adeq ua te.
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Effective vield on portfolio: this yield also takes

into 
account the bad debt rate; however, the determination
of the applicable bad debt rate is always arbitrary, as the 
bad debt rate on loans extended today will only be known
 
with any degree of certainty in 5 to 10 years and can
 
therefore only be very roughly estimated today.
 

Conservatively, one will consider the bad debt rate to 
be the ratio of bad debt reserves to total portfolio in
FY' 1983 audited statements, i.e. 

the 
a bad debt rate of 11.0%.
 

Consequently, HDF' would then collect on 
the above
 
four-year loan:
 

- 100% of all charges paid in anticipation, that is two
 
years' interest, and tei:hnical assistance and life
 
insurance fees.
 

- 89% of the interest payable in years 3 and 4. 

Referring to the previous calculation on a $1,000
 
four-yearlQan (see page ), this corresponds to:
 

- a disbursement of $743.82 on year 0.
 

- monthly payments of $430.80 x 89% = $383.41 after year
 
1.
 

- monthly payments of $655.92 x 39% = $583.77 
after year

3. 

i.e. at a 10% rate of inflation, a present value of:
 

$383.41 + $583.77 = $678.08
 
(i+.i0 ) (i+. i0)3
 

The effective rate of 
return on portfolio is therefore: 

$678.08 - $743.82 = - 8.8% 
$743.82 

The effective rate of return is thus a negative 8.8%
 
after inflation, reflecting an unbearably high level of bad
 
debts.
 

3.4 Loan Portfolio Qualit
 

Tne quality of the loan portfolio is best measured by the
 
percentage of the portfolio which is constituted by overdue
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. Effective yield on oortfolio: this yield also takes
into account the bad debt rate; hmolever, the determination
of the arplicable bau debt rate is always arbitrary, as the
bad debt rate on loans extended today will only be known
with any degree of certainty in 5 to 10 years dnd cnn
therefore only be very roughly estimated today.

Conservatively, one will consider the bad debt rate to
be the ratio of bad debt reserves to total portfolio in the
FY' 1983 audited statements, i.e. a bad debt rate of 11.0%.

Consequently, HDf would then collect on the above
four-year loan:

- 100% of all charges paid in anticipation, that is two
years' interest, and tec~nical assistance and life
insurance fees.

- 89% of the interest payable in years 3 and 4.

Referring to the previous calculation on a $1,000
four-yearlcan (see page ), this corresponds to:

- a disbursement of $743.82 on year o.

- monthly pay~ents of $430.80 x 89% = $383.41 after year
1 .

- monthly payments of $655.92 x 89% = $583.77 after year
3.

i.e. at a 10% rate of inflation, a present value of:

$383.41 + $583.77 = $678.08
(1+.10) (1+.10)3

The effective rate of return on portfolio is therefore:

$678.08 - $743.82 = - 8.8%
$743.82

The effective rate of return is thus a negative 8.8%
after inflation, reflecting an unbearably high 12vel of bad
debts.

3.4 Loan Portfolio Quality

TCle quali ty of the 10(1n por tEol io is be3t loeasured by the
percentage of the portfolio which is con3tituted by overdue
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loans. Table 3.1 summarizes relevant data in 
this respect,
relating both to HDF's overall portfolio and to its USAID 
pcrtfolio taken separately.
 

The various ratios shown 
in Table 3.1 evidence a rapid

deterioration in the quality of HDF's loan portfolio.
Betwieen FY' 1982 and 1983 year-ends, overdue loans jumpedfrom 5.2% tc 13.8% of the portfolio, with a further increase
 
to 15.1% on 9-30-1933 (see line 5). 
 There were similar
 
alarming jumps in loans overdue for over 90 days as 
a
 
percentage of the portfolio (".1% 
to 4.5%) and in doubtful
loans as a percentage of the portfolio (2.9% to 11.0%);
total of the latter two categories represents over 15% of 

the 

the portfolio at FY' 1983 year-end.
 

The quality of the USAID portfolio was slightly worse
than that of the overall portfolio, with overdue loans
representing 18.9% 
of the USAID portfolio on 9-30-1983
 
against 15.1% overall.
 

Table 3.1: 
 Analysis of Loan Portfolio Quality
 

June 30, June 30, 
 Sept 30, 

1982 1983 
 1983
 

Overall Portfolio
 

l.Total portfolio $498,634 $801,055 
 953,097

2.Overdue loans 
 25,935 111,258 143,821

?.o/w overdue over 90 days 10,599 36,534 
 44,438
4.o/w doubtful (1) 14,350 
 88,354 (2)
5.Overdue loans as 
% of 
 5.2% 13.8% 15.1%
 

portfolio

6.Overdue over 90 days 
 2.1% 4.5% 
 4.7%
 

as % of portfolio
 

7.Doubtful loans as % 
 2.9% 11.0% (2)
 

--.. AID Portfolio8.'o tal portroilo 112,499 208,867 211,960
9.Overdue loans 
 14,037 29,020 39,970
10. Overdue loans as 
% of 12.5% 
 13.9% 18.9%
 

portfolio
 

(1) doubtful 
loans have been assumed to correspond to the amount
Cf reserves for bad debts constituted at that date. 

(2) not applicable, as classification oE doubtful loans is made
only at the end of each fiscal year. 
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loans. 'fable 3.1 summarizes relevant data in this respect,
relating both to HDF's overall portfolio and to its USAID
pcrtfolio taken separately.

'l'he various ratios SI1m-ill in Table 3.1 evidence a rapid
deterioration in the quality of HDP's loan portfolio.
3et'..,reen FY' 1982 and 1983 year-ends, overdue loans jumped
from 5.21 tc 13.8% of the portfolio, with a further increase
to 15.1% on 9-30-1933 (see line 5). There were similar
alarming jumps in loans overdue for over 90 days as a
percentage of the portfolio (~.l% to 4.5%) and in doubtful
loans as a Qercentage of the t-'ortfolio (2.9% to 11.0%); the
total of the latter two categories represents over 15% of
the portfolio at FY' 1983 year-end.

The ~uality of the USAID portfolio was slightly worse
than that of the overall portfolio, with overJue loans
repr~senting 18.9% of tl1e USAID p01."tfolio on 9-30-1983
against 15.1% overall.

Table 3.1: Analysis of Loan Portfolio Quality

Overall Portfolio

June 30,
1982

June 30,
1903

Sept 30,
1983

1. 'rotal portfolio $493,634 $001,055 953,097
2. Ove r<l ue loans 25,935 111,253 143,021
3.o/w overclue over 90 days 10,599 36,534 44,438
4.c/w tloubtful (1) 14,350 88,354 ( 2 )
5.0verJue loans as % of 5.2% 13.8% 15.1%

portfolio
6. 'Jverd ue over 90 days 2.1% 4 • :. ~~ 4.7%

as % of portfolio

7.Doubtful loans as % 2.9% 11. 0% ( 2 )

U.S. ArD Portfolio
8.Tota portfolIO 112,499 208,867 211,960
9.0verdue loans 14,037 29,020 39,970

10. Overdue loans as % of 12.5% 13.9% 18.9%
portfolio

(1) doubtful loans have been assumed to correspond to the amount
of reserves for bad debts constituted at that date.

(2) not applicable, as classification of doubtful loans is made
only at the end of each fiscal year.
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3.5 Loan Repayment Performance
 

As already stated in sub-Chapter 1.4, the fact that HDF
does not establish repayment rates on maturing loans 
constitutes a major weakness. 

The only oblique reference to repayment performance was
made in H1DF's February 1983 Grant Proposal, which claimed 
on
 
page 22 that "the rate of collection to date is running at

about 93%". The evaluation 
team had serious reasons to
 
question this figure, and consequently proceeded to

calculate actual repayment rates on maturing loans (as it

turned out, the 93% figure was 
not a collection rate, but

the percentage of the portfolio which was 
recoverable, a
confusion which could lead 
to erroneous assumptions; in all

fairness, HDF proceeded to state in 
the next sentence that
"one disturbing factor is 
that just under half of the

clients are in arrears, and many have been in arrears for
 
more than four months"). 

Due to the fact that HDF has 
no "tickler" file listing
loan maturities by month and that most loans are medium termn
and therefore have nurberous maturities, it was not possible
for the evaluation 
team to calculate repayment rates on
loans maturina during a particular fiscal year, but on 
loans

extended during a particular year (a very lengthy process in
 
itselt)
 

Repayment rates, based on data available in HDF's monthly
"Loan Portfolio Reports", are shown in Table 3.2. 

Table 3.2: Loan Repayrent Rates
 
(by year loans .,ere extended) 

FY' 1980 FY' 1983FY' 1982 Total 
and 1981
 

1. Number of loans disbursed 70 125 73 268
 

2. Lcan amount disbursed $150,843 $389,100 $422,811 
 $962,754
 

3. Current balance 
 80,468 319,097 399,621 799,186
 

4. o/w Overdue balance 1h,867 ,833,395 25,434 1.43,606
 

5. Loans repaid (2.-3.) 70,375 23,.90
70,003 163,568
 

6. Loans matured (2.-3.+4.) 105,242 153,398 48,.624 307,264
 

7. Repayment rate (5:6) 66.9% 45.6% 47.7% 53.2%
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3.5 Loan Repayment Performance

As already stated in sub-Chapter 1.4, the fact that HDF
does not establish repayment rates on maturing loans
constitutes a najor wea~ness.

The only oblique reference to repayment performance was
made in HDF I S February 1983 Grant Proposal, \'ihich claimed on
page 22 that "the rate of collection to date is running at
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loan r.laturities by month and that most loans are medium term
and therefore have nLH,lerOU:3 maturities, it \vas not possible
for the evaluation team to calculate repayment rates on
loans ~urinq during a particular fiscal year, but on loans
extended during a particular year (a very lengthy process in
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Repayment rates, based on data available in HDF's monthly
"Loan Portfolio Reports", are shown in Table 3.2.

Table 3.2: Loan Rep3yrrcnt Rates
(by year loans ·...ere extended)

FYI 1980 FYI 1982 FI I 1983 Total
and 1981

1. Numl:::er of loans disbursed 70 125 73 268

2. Lean amount disbursed $150,843 $389,100 $422,811 $962,754

3. Current balance 80,466 319,097 399,621 799,186

4. o/w Overdue balance 1,~ ,867 ~l3, 395 25,434 143,6Y6

5. Loans repaid (2.-3.) 70,375 70,003 23,J.90 l63,56R

6. Loans r.latured (2.-3.+4.) 105,242 153,3913 48,.624 307,264

7. Repayment rate (5:6) 66.9% 45.6% 47.7% 53.2%
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Thus, the analysis produced average repayment rates of
 
only 53.2% on all loans extended since the inception of
 
HDF's lending program, and as low as 45.6% and 47.7%
 
respectively for loans extended during FY' 
1982 and 1983.
 

As these figures sharply contradict HDF's 93% collection
 
figure, as well as other assumptions about HDF's collection
 
performance (including those by USAID), 
a second analysis
 
waas made to double-check them, based this time on 
the number
 
of loan rather than amounts. This data is made available in
 
Table 3.3. 

Table 3.3: Loan Repayment Status
 
(Since inception of HDF's loan program to June 30, 
1983)
 

Number % of 
 % of
 
of corresponding grand
 
loans sub-total total
 

1. Loans fully matured
 
1.1 Fully paid back 24 
 32% 8%
 
1.2 Partially overdue 42 
 56% 14%
 
1.3 Fully overdue 9 
 12% 3%
 

Sub-Total 
 75 100% 25%
 

2. Loans partially matured
 
1.1 Not overdue 33 
 20% 11%
 
1.2 Partially overdue 106 
 66% 35%
 
1.3 Fully overdue 22. 14% 7_
 
Sub-Total 
 161 100% 53%
 

3. Loans not yet inatured(l) 66 100% 22%
 

4. Grand Total 302 100% 100%
 

Unfortunately, data 
from the second analysis confirms the
 
low repayment rates found in 
the first analysis:
 

. of all the loans fully matured as of June 30, 1983, as 
much as 88% were either partially or fully overdue. 

. of all the loans partially matured, only 20% 
were
 
completely up-to-date in their payments.
 

(1) new loans for which the very first maturity is still not due.
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'rhus I tile analys is prod uced a ve rage repaymcn t ra tes of
only 53.2~ on all loans e~tendcd since the inception of
HDF's lending program, and as low as 45.6% and 47.7%
respectively for loans extended during FY' 1982 and 1983.

As these figures sharply contradict HOF's 93% collection
figure, as well as other assumptions about HOr's collection
performance (including those by USAIO), a s(~cond analysis
was made to double-check them, based this time on the number
of loan rather than amounts. This data is made available in
Table 3.3.

'I'a ble 3.3: Loan Re pa yme nt Status
(Since inception '" HOF's loan to June 30, 1983)or prograr.l

Number % of % of
of corresponding grand

loans sub-total total

1 • Loans fully matured
1.1 Fully paid back 24 32% 8%
1.2 Partially overdue 42 56% 14%
1.3 Fully overdue 9 12% 3%

Sub-'rotal 75 100% 25%

2. Loans partially matured
1.1 Not overdue 33 20% 11%
1.2 Partially overuue 106 66% 35%
1.3 Fully overdue .2.2. -l.il -ll

Sub-TotCll 161 100% 53%

3 . Loans not yet loa tured ( 1) G6 100% 22%

4. Grand Total 302 100% 100%

Unfortunately, data from the second analysis confirms the
low repayment rates found in the first analysis:

• of all the loans fully matured as of June 30, 1983, as
much as 88% were either partially or fully overdue •

• of all the loans rartially matured, only ill were
completely up-to-date in their payments.

(1) nc',", loans for which the very first maturity is 5till not uue.
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* if one excludes the loans for which the first maturity
is yet to come, only 24% of all loans extended to date were 
fully up-to-date, while 63% were partially overdue and 13%
 
fully overdue. 

. Conclusion: one can thus conclude that HDF's
 
collection performance on loans is far from satisfactory,
with repayment rates running currently around 50%.
 
Moreover, it can be predicted that, unless effective
 
measures are taken immediately, collection performance will
 
further deteriorate, as most loans are still in the early

repayment phase: when the early maturities are skipped, all
 
future payments will most likely also be skipped, to which

will be added those loans which will have been up-to-date

early on but will become overdue later. 

51 .

• if one excludes the loans for which the first maturity
is yet to come, only 24% of all loans extended to date were
fully up-to-date, while 63% \vere partially overdue and 13%
fully overdue •

• Conclusion: one can thus conclude that HDf's
collection rerformance on loans is far from satisfactory,
with repayment rates running currently aroun~ 50%.
Moreover, it can be ~redicted that, unless effective
measures are taken immediately, collection performance will
further JeteriorQte, as most loans are still in the early
repayment phase: when the early maturities are skipped, all
future pa ymen ts '."ill mos t 1 ii<el y a 1so 'oe sJ:ipped, to ¥,lh ich
will be added those loan s \'1h ich \J ill have been up-to-da te
early on but will become overdue later.
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CHAPTER ~OUR - LONG ~ERM VIABILr~¥ AND STRATEGY

4.1 HDF and its Market

. Evolution of Market: HDF has concentrated on providing
service to the target group identified by the 1979 Michigan
State University/Pragma Corporation Survey. The latter
identified 5~ne 1,400 small translormation firffi~ in
Port-au-Prince Yhich were to represent the potential market
pool for HOP-type au.istance. Since then, an estimated 900
dossiers have been reviewed by HOF, the majority of which
correspond to the small enterpri3e criteria e~tablished in
the survey, but which also include service and ~etail

businessed not covered by this survey.

Initially, recruitment efforts by the animateurs
produced a large number of interested clients, of which
approximately a third obtained loan or technical assistance
support. In the pa~t year, the number of prospective
clients recruited in the field by animateurs has dropped
dramatically, indicating a possible reduction in the pool of
potential clients within HDF's traditional market.

However, while recruitment in the field reducetJ, there::
has also been a significant increase in the number of
entrepreneurs who are coming directly to the Foundation to
reque3t assistance. Many of the projects submitted relate
to assisting ~ busines!:Jea rather than establi3hed ones, a~

such ne\/ ventures now repreaent about one quartar of all ne\'/
applicants.

While the current size of the small enterprise market
in PAP has undoubtedly increased taking into account
population growth and the multiplier eHect re.ultlng from
the creation of now busines3es, HOP's Itlarket is therC!fore
shifting from early reliance 01\ established small businesses
to a blend with higher-risk new ventures.

Distribution of Market. HDF's record of assistance to
traditional busInesses i. revealed in the existing portfolio
of 302 loans. Sectorial distributions has been good, with
17\ or la.~l going to commercial enterprises, G3\ to
transformation and 20\ to aervice-type businesses.

The breakdown by business activity, on the other hand,
shows an undue preponderance of several typos of
ontnrprisu, notnbly shoemakillg, tailoring and woodworking.
In response to thi. trend, HDF made an effort to discourage
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the disbursing of a high proportion of its loans to such
business activities.

However, based on the survey it undertook in June and
July 1983 on the distribution of business types by zone. (in
the capital), it was apparent that some zones were
de ficient in the above types of businesses while there was
a heavy concentration in others. Future loan programs
should thUd allow additional loans to be extended to such
bllsinesses when they are located in "def lelent" areas.

AS for expansion outside of the capital, it has already
taken place in the South. While considerable debate and
study preceded the move into rural areas, there appears
nonetheless to have been inadequate planning prior to
project implementation. In particular, insufficient loan
capital wan available to fund the projects submitted by the
seven rural animateurs. For this reason, only 8 loans Ilave
been disbursed since ~pril 1983 of a total of 109 dos.ier.
submitted for loan consideration; the lack of loan capital
has basically condemned HDF to providing just technical
assistance in the provinces, a posture which, according to
the 1982 Greenstreet survey, was to be avoided (in this
report, it was suggested that only a small percentage of the
rural enterprises surveyed indicated interest in receiving
the t pe of technical assistance provided by HOP).

Geographical expansion in the provinces, if it
addresses the issue of improving HOP's overall development
impact, does not address the viability issue, as
there is no rea30n to believe that rural groups and
businesses will prove less marginal than urban cliellts.

* Recommendation ',4.1: In view of
current constraints related to HOFf s
viability, extension of services to the
rural areas should be frozen at the
current level .

• \liability of current market: the nature of HOP's
present portfolio is a reflection of Haiti's economy, with a
preponderance of loans going tc traditional businesses. By
its recruitment process, it ha. had to extend loans to
marginal and traditional-type businesses, which in spite of
infusion of capital and technicAl assistance may often
remain non- profitable.

In view of this marginality of HOF's existing clientele
and of the poor distribution of its development Impact ao
outlined above, it appear. that the Foundation ahould try
and identify pos.ible new markets for expansion.



54.. 

Lanq~t~rmsta.g~is~ ~re triat~~vez&read _e pored
insub-Chapte'r: 2'.4- and recommended by th is taeam' w,.ouid be for 

-D t o' aestablish "i1 nkag9e s 11bteen new p.roe, ts'and large,~1 
airms pre'senitly -operatig in liaii1;, if successfu sc, 

4Ct receiaviang assistance as well as provide lever 4toe46 srloan progra throughutlztoofcpalrm rebsn~esses.tu ihi~t. b ~e~n11 uns 

aAnothe 
 stratey available to HDF would b to invert 
th4rsn rn fps'v6yrciiga increasing V 

~ 4 nmbr of requests fo assistance to act1~1v'e i'denri'Af n 4af 

new ~jable~:non-ri'aditional act.iL';,._Je an mantc' hing~ these 
wit smlWiral en,;rt repreneursswith)proven 7skill s.1.Thi~s piroj ec&t -' 

44 with respected buins leaders an tehicle iee 
Tis'approach ubld &cessarily~eni larer lons snc 

ne uiessotnrqieipratse capital. The

I>apprp'ach'also woud imply4 moire,rigo6rous prjc anlyi
 

feinie ~ aVaBy moving into>
a~ii-a' r lnbrackeit, HDFwould be accessi'ng 'into a larger ~4 
potdntial market than'i ha toay lnight of~its~ present~

~afinanial status, .an&I its desire&to rema n'.: -1ede ga'a 

deeomn nsiuin .thr~usta'in 'this direction would~ 
Sappea'r to~ofe new' opotnte forgrowth.7 ~ 4,-, a a~

, 

In its affrrtt4" o~eventually ,oecome s8elf-suffcient, HjD' 
4'is 
 presently e -n 

Sfrom developmnental actWi'Vties~" 't'drect3 ltd>t sj:,a 

in.I the r''ion&-de'rivea lrg- pbtn of thei oprtn

S budget, -4501 in'jthe case of I..he,,oincn Develpmen
 

Foundation - from-asuch projects) .44 .' ~
 

Among the new prorams l4'ooked at ~by ,HDF 44with long-range,

income-generating-potental44 is,thea creati'on'f~credit uinions ~4
 

S"( "cais'es'populaires" )which would be' adrninistered ,by the 
F'oundation. "The !.1.6aisses"-44would ,encourge,,rban~ork~ers, -'at 4

r~~rial ind; urban co'p an 0,'to 44 po'ol,'their, saVings, which'~ 
~inaturni.woud be used as 1oan ftnds-'for HDF's,,c11E3t'. 4Th isa 
pfrojec, conceived by a U.N. coslat hudhwvrb 

conideed n view of HDF's low1 repayment,itcatiosnes

rats:only,-,: rateshigher 'than 80% would hinake such a'prograin''~'

".viable"~and' allow4 11OFto reapYdestor~sout4 of; a'~-2 4 

repayments, 4 4 ~~~4la~ 1'4 

44Anotherdrcinevsgdb D ol ~ be to'nsociateJ-I
it.sel,Wih ID a "z'a project ldentiica.ion~cener. 
would'be esponsible. to develop ~a v abl project rostr for 

-4 

IDBlonat against, aynti1 of a commission-at tim1e o 

54 •

. Lonq-term strategies: one alternative already explored
in sub-Chapter 2.4 and recommended by this tearn ...lOulcl be for
HOP to establi:Jh "linkages" between oe....' projects and large
firms presently operating in Haiti~ if successful, sucb
linkages could improve the viability of the small business
receiving assistance as well as provide leverage to HD~'s

loan prograln through utilization of capital from large
businesses.

Another 3trategy available to HOF would be to invert
the present trend of passively receiving an incr~asing

number of requests for assistance to actively identiE~in9

new viable non-traditional acti~iti~s and matching these
with small entrepreneurs with proven skills. This project
identification 09tion could be carried out in conjunction
\'1ith respected business leader::) and technical engineers.
This approach would necessarily entail larger loans, since
new businesses often require important seed capital. The
approach also would imply more rigorous project analysiR
(ratller than just financial evaluation) and a greater
financial contribution by loan recipients. ay moving into
a higher loan bracket, liDF would be accessing into a larger
potentiiil market than it l'as today. In ,light of it .. present
financial status, and its desire to remain a flexible
development institution, a thrust in this direction would
appear to after new opportunities for growth.

In its effort to eventually become self-sufficient, HDF
is presently exploring the possibility of generating incolne
frem developmental activities llQS directly related to its
traditional loan-funding role (other Development Foundations
in tile r~9ion derive a large portion of their operating
budget - 50% in the case of the Dominican Development
Founuation - fr~n such projects).

Among the new programs looked at by HDF "ith long-range,
income-generating potential is the creation of credit unions
("caisses populaires"), which would be administered by the
Foundation. The "caisses" would encourage urban wor~ers,

rural and urban co-ops and PVO's to pool their savings, which
in turn would be used as loan funds for HDF's clients. 'rhis
project, conceived 'by a U.I'II. consultant, should howevur be
considered with cautiousness in view of HDF's low rep~yment

rat~sl only rates higher than 80% would mske such. program
"viable" and allow HOE' to repay depositors out of loan
repayml!nt.i.

Another direction envisaged by HDF would b~ to associate
itself with IDB uS a project identification center. HDP
would be responsible to develop a viable project roster for
IDB loans, aqainst payment of a commission at time of

http:bsn~esses.tu
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funding. This type of brokeraging would help HDP develop a
uesirable competency in project identification and would
thus reinforce its ability to move into new m·arkets.

While these projects require a certain redeployment of
resources, some of them will show strong potential to
div~rsify HOF's development impact as well as improve its
long-term viability. They should thus be carefully assessed,
in conjunction with the Board.

4.2 The viability issue

Chart 4.1 reflects an attempt to categorize and analyze
the possible long-term strategies available to HOP as they
relate to viability.

As will be seen in this Chart, five possible alternatives
have been considered, the first four aiming at long-term
financial self-sufficiency and the la3t preserving HOP's
current status as a subsidized institution.

These five alternatives, which may not be the only ones
available, are reviewed one by one below.

STRA'rEGI ES AIMUG A'r LONG-TEX.'! FINAliCIAL VIMI LI'r~

(1) Large infusion 0 f loan cari tal

The long-term anticipated effect of a large infusion of
loan capital «ould be to reach the break-even point through
economies of scale consisting of a 'lradual reduction over
time of operating expenses as compared to the loon
portfolio.

It was pointed out in SUb-Chapter 3.2 that under the
present operating mode, the loan portfolio would have to be
5.3 times higher than currently in order to cover costs, all
other things being equal. A major constraint involved i.
therefore the large amount of fresh loan capital needed.
Another constraint relates to the Foundation's absorption
capacity, i.e. the speed ot which it can reasonably be
expected to expand without over-extending its management
structure or terminally jeoparJizlng it. collection
performance.

Five-year projection. based on ouch large infusions of
loan capital will be found further in this 3ub-Chapter.
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(2) Shift from marginal to profitable -.businesses

This alternative is based on the assumption that HDF 1 s
concentration on marginal businesses is directly responsible
for its poor current collection performance. Higher
repayment rates would not only reduce operating expanses by
cutting down reserves for bad debts, but would also make
available additional loan capital for the future, which in
turn would produce higher income.

The main constraint involved is that this \'1ould require a
major shift in HOF's lending policies, from small and
micro-bu5inesses implicated in traditional economic
activities to larger businesses geared towards high-growth
or export-oriented. markets. Such a 3hift would al::io require
the acquisition by HDF of truly technical analyois $kills to
assess these more sophisticated markets and evaluate the
technical - in addition to financial - viability of
ne\·" projects; technical engineers "Iould thus have to be
hired or contracted for specific tasks.

Another consideration to be pondered is that this may in
the long-term erode HOF's present development role vis-a-vis
the small, uneducated businessman.

(3) Change in status to a purely to financial
institution

This alternative would derive from the conclusion that
technioal assistance is of an unbearably high cost for the
Foundation. The idea would be to cut out technical
assistance altogether, and to limit HDf's activity to
lending.

This of course would entail a major change in the nature
of the Foundation's work, in its role, and eventually of its
image. Additionally, such a change could have a negative,
although hard to assess, impact on the bad debt rate (it is
after all not coincidental if commercial banks do not lend
to HOF's marginal clients; they just cannot afford the
technical assistance and the close monitoring of loans which
may be essential to keeping bad debt levels to a minimum),

(4) Oeve~op non-lending, money-making proQrams

Such progra,ns, which have allowed other development
Foundations in the area to improve their self-sufficiency
potential, would aim ~t complementing existing income from
interest and loans (see description of two currently
envisioned programs in sub-Chapter 4.1).
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At this stage, such activities are however basically
untested in the Haitian context, and could divert HOF's
attp.ntion if not carefully assessed. Also, new skills will
need to be developed to carry them out in a profes3ional
manner.

STRA'rEGIES PRESERVING RDF'S STATUS AS SUBSIDIZED INSTITUTION

(5) Ensure continued supoort from international antl
local donors

Heretofore, major international donors as well as local
sponsors have recognized HDF's developmental nature and
accepted, at least in these early years, its subaidized
status. Preservation of this "dtatud quo" in future years
would ensure that operating expenses will continue to b~ met
through large external contributions and/or local
member~hip.

The major limitation here is that the emphasis remains on
perpetuating HOE' as a subsidized in~titutiol1, not on
incr~asing benefits to the client (a high proportion of
external funding would still go to operating costs, at the
expense of loan capital). Secondly, at least part of major
international contributions may be in the fonn of loans
instead of grants; nor would eventually be hard-press~d to
repay these 10an9 if it continues incurring operating
deficits at the current rate. Thirdly. large contributions
come in bursts and ar~ short-term in nature, making
long-term planning by HDF all but impossible.

Lastly, major donors such as lOB anu USAID will at some
point in the future reduce, or eventually cut off their
contributiol1~, e~pecially when these are in the form of
loans (at least until the Foundation can show its ability to
repay earlier loans), finding new donors willing to make
contributions of similar magnitude may prove very difficult
indeed.

In the local context the potential appears to be very
limited, as it has not proven very conducive to active
participation by the ousiness community in the Foundation's
activitie", this in turn makes such fund-raising efforts not
very cOBt-efiective.

~monq the five alter 11Qtives reviewed abovu, the last CIne
appears to be highly un.atlsfactory. partIcularly because
the "end product" is to sssure the institution's survival at
the expense of all other objectives or benefits.

It is therefore this team's opinion that HDF has little
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choice but to concen.trate on achieving financial sp.lf
sUfficiency in the not-too-distant future; tIle c~~m

consequently proceeded to prepare tentative Elva-year
projections in order to determine uhen and hOvl financial
viability could actually be achieved .

. Is viability feasible?

Table 4.1 presents five-year projections (FY 198~-08)

which are ba:H!d on the following assum?tions:

- USAID "ould provide $500,000 of fresh loan capital per
year from FyI 1985 to Fyi 1988 inclusive.

- other loan capital contributions would be received as
anticipated by nDF from IDB ($500,000) and Solidarios
($300,000), both in ,Y' 1985.

- reserves for bad debts of 10\ of the QutstRnding
portfolio would be constituted each year, as was the
case in FyI 1983 <such reserves have of course a
cumulative effect, with the total cu~ulateu re$erve
amounting to $1,144,638 at FY' 1988 year-end, including
the $88,354 constituted by FY' 1983, or 31% of the
total gross portfolio; this 31% cumulated r~serve in
1988 is not unrealistic taking into account current
repayment rates of around 50%).

- no additional animateurs will have to be hir~d to
manage the increased portfolio, as the animateurs
junt hired plus existing unused ca['aci ty of the
original animateurs should prove sufficient in the
coming YC!l\rs.

- the bottom-line "deficit" on the table will .omehow
be filled by USAID and/or other contributions to
expenses.

As can be seen under the "Excess Income" line in Table
4.1, HDF's viability continues to detnriorate in nollar
terms from year to year under these assumptions, the net
"10"" increasing from $435,434 in FY' 1984 to $650,979 in
PY' 1988, a 10.6\ compounded yearly increase; on the other
hand, viability improves in relative terms, as "losae." fall
from 60.7~of the average portfolio in FY' 1984 to 26.71 in
FY' 1988 •

• The bad debt issue. the above projections, which show
accumulated 10s.es of $2,758,000 over the five-year peri~l
de.pite a $2,090,000 infusion ~f loan capital by USAID, are
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TABLE 4.1 PROJEC'VE FIVE-Y!i\R I\3)iE STATEMJEN;TS
 

(Assuming constant bad debt level) 

FY' 198d FY' 1985 FY' 1986 FY 1987 1'y, 1988 

Loan portfolio 
1. Beginning of year (net) 
2. AID loan capital 
3. Other contributions 
4. Bad debt reserve for 

FY(3) 
5. End oE year (1+2+3-4) 
6. Average portfdiio 

(1+4):2 

712,701 
(1)90,000 

-
80,270 

722,431 
717,566 

722,431 
500,000 

(2)800,000 
202,243 

1,820,188 
1,271,309 

1,820,188 
500,000 

-
232,019 

2,088,169 
1,954,178 

2,088,169 
500,000 

-
258,617 

2,329,352 
2,208,760 

2,329,352 
500,00 

282,935 

2,546,417 
2,437,884 

Interest(4) 
Technical assistance 

fees(5) 
Total incae 

80,367 
3,938 

84,305 

142,387 
28,167 

170,554 

216,868 
15,461 

234,329 

247,381 
16,265 

263,646 

273,043 
16,988 

290,031 

E-XPELSES 

Salaries(6) 
Other cfx rating 

expenses(6) 
Bad debt reserve (line 4) 
interest due(7) 
[otal axpenses 

255,779 
165,365 

80,270 
18,325 

519,739 

294,357 
181,902 

202,243 
22,325 

700,327 

323,793 
200,092 

232,019 
24,175 

780,079 

356,172 
220,101 

258,817 
24,175 

859,265 

391,789 
242,111 

282,935 
24,175 

941,01O 

X<CESS IN cMB (EKPENSES) (435,434) (530,273) (545,750) (595,619) (650,979) 

Anticipated 
contributions (8) 

100,000 100,000 100,000 1000,00 100,000 

Deficit (335,434) (430,273) (445,750) (495,619) (550,979) 

NOTES 

1. Represents the remainder of the March 1983 Cooperative 

Agreement Fund. 

2. $500,000 from IDB and $300,000 from Solidarios. 

3. 10% of year-end portfolio: (1. + 2.) x 10% 
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(AssUIT.ing ccnstant bud debt Jevel)

.Loan rortfol io
1. Beginning of year (net)
2. AID loan capital
3. Other contributions
.... Bad debt reSet"\l'2 ror

}):'(J )

~. End of year (1+2+3-4)
6. Average ?QrtfGlio

(l+4):2

I.-.;CQ\JS
Interest( 4 )
Technical assi3tance

tees(S)
'Iotal L1ccme

£XPE.;<SES
t..~ul.J.ries(6)

Other cp:~rating

exr~nses(6 )
aad debt l:eserve (line 4)
Interest clue(7)
['ot.:.a1:~xpen3es

S<CESS I:-CQ:v1E (EXPEhSES)

.';ntici:J.:)~ed
ccntributions (9)

oefici t

~'{' 19811

712,701
(1)90,000

80,270

722,431
717,566

80,,367
3,938

84,305

255,779
165,365

80,270
18,325

519,739

(435,434)

100,000

(335,434 )

N' 1985

722,431
500,000

(2)800,000
202,243

1,820,lse
1,271,309

142,387
28,167

170,554

294,357
181,902

202,243
22,325

700,327

(530,273)

100,000

(430,273)

NorrES

F'l' 1986

1,820,188
500,000

232,019

2,088,1119
1,954,178

218,B6f?
15,461

234,329

323,793
21)0,092

232,019
24,175

780,079

(5~5,7:0)

100,000

(445,750)

2,088,169
500,000

258,817

2,329,352
2,208,760

247,3&1
16,265

263,646

356,172
220,101

258,617
24,175

,859,265

(595,619)

100,OCO

(495,619)

FY' 1983

2,329,352
SOO,QO

282,935

2,546,417
2,437,884

273,043
16,988

290,031

391,789
242,111

282,935
24,175

941,UIO

(650,979)

100,000

(550,979)

1. Represents the remainder of the March 1983 Cooperative
Agreement Fund.

2. $500,000 from ID~ and $300,000 from Solidarios.

3. 10% of year-end rortEolio: (1. + 2.) x 10%
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(Continuation of notes to Table 4.1) 

4. Interest payments are assumed to be 14% of the average
 
portfolio during the year (see line 6) multiplied
 
by a collection factor of 80%. This collection factor
 
is obtained by assuming that interest for the first 24
 
months of an average loan is collected at 100%, as it is
 
discounted at the time the loan is made, while for the
 
last 16 months (assuming present average loan terms of 40
 
months) will only be collected up to 50%, which is the
 
current repayment rate.
 

The collection factor is therefore:
 

24 x 100% 	+ 16 x 50% = 80% 
40 

5. Represents 2% of loans extended during the year; loans 
extended are assumed to be the sum of all fresh loan 
capital (lines 2. & 3.) plus loans maturing during the 
year multiplied by a repayment factor of 50%. In view 
of the fact that average loan terms are 40 months, loans 
maturing 6uring the year are equal to: 

Beginning Portfolio (line 1.) x 12
 

40
 

and total 	fees for the year are therefore:
 

2% x lines 2 & 3 + 2% x line 1. x 12 x 50%
 
40
 

6. 	Assumes 10% yearly compounded increases in salaries and
 
other operating expenses plus a $26,000 increase starting
 
mid-FY' 1985 to cover cost of Deputy Director recommended
 
for recruitment.
 

7. 	Assumes AID contributions will be grant money and not
 
loan money. Other interest expenses are the following:
 

- 1% on $489,330 IDB debt
 
- 8% on $65,248 FDI loan
 
- 8% on $52,340 of loans rediscounted by FDI (assuming
 

roll-over) 
- 5% on $43,000 PADF loan (until 1985 only) 
- 5% on $37,500 PADF loan (due 1990) 
- 1% on the $800,000 IDB and Solidarios loans starting 
mid-FY' 1985
 

8. 	Yearly contributions estimated at $25,000 from local
 
sources, $25,000 from international sources, and
 
$50,000 from special projects.
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(Continuation of notes to 'l'able 4.1)

4. Interest payments are assumed to be 14% of the aV9rage
portfolio during the year (see line 6) multiplied
by a collection factor of 80%. This collection factor
is obtained by assuming that interest (or the first 24
months of an average loan is collected at 100%, as it is
discounted at the time the loan i3 made, while for the
last 16 months (assuming present average loan terms of 40
months) \'Jill only be collected up to 50%, ,.... hicl1 is the
current repayment rate.

The collection factor is therefore:

24 x 100% + 16 x 50% = 80%
40

5. Represents 2% of loans extended during the year; loans
extended are assumed to be the sum of all fresh loan
capital (lines 2. & 3.) plus loans maturing during the
year multiplied by a repayment Eactor of 50%. In view
of tl1e fact that average loan terms are 40 months, loans
maturing during the year are equal to:

Beginni~g Portfolio (line 1.) x 12
40

and total fees for the year are therefore:

2% x lines 2 & 3 + 2% x line 1. x 12 x 50%
40

6. Assumes 10% yearly compounded increases in salaries and
other operating expenses plus a $26,OuO increase starting
mid-FY' 19U5 to cover cost of Deputy Director recommended
for recruitment.

7. Assumes AID contributions will be grant money and not
loan money. Other interest expenses are the following:

- 1% on $489,330 lOB debt
- 8% on $65,248 FOI loan
- B% on $52,340 of loans rediscounted by FDI (assuming

roll-over)
- 5% all $43,UOO PADF loan (until 1985 only)
- 5% all $37,500 PADF loan (due 1990)
- 1% on the $800,000 lOB and Solidarios loans starting

mid-PY' 1985

8. Yearly contributions estimated at $25,000 from local
sources, $25,000 from international sources, and
$50,000 froIn special projects.
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highly unsatisfactory. Closer analysis leads to the 
conclusion that the factor that impacts viability most 
negatively but that also leaves room for Substantial 
improvement, is the bad-debt rate. 

Additional five-year projections have consequently been
 
prepared based on a decreasing bad-debt-reserve figure, 
assumed to fall 1% yearly from 10% of the year-end portfolio
 
in FYI 1983 to 5% in FY' 1988.
 

As shown in Table 4.2, operating losses then remain
 
remarkably constant over the entire period, varying from
 
$424,723 in FY' 1984 to $446,671 in FY' 1988. Of course,
 
viability improves greatly in relative terms, with losses
 
falling from 58.9% of the average portfolio in FY' 1984 to
 
16.5% in FY' 1988.
 

• Conclusion:
 

Based on the above, it is the opinion of this evaluation
 
team that the only long-term viable solution for HDF is to
 
aim at financial self-sufficiency. Substantial progress
 
could ho achieved in the coming years through a
 
of large infusions of loan capital (if such infusions are
 
forthcoming from major donors) and of drastic improvements
 
in repayment rates. 

It should be noted that additional, albeit modest, 
progress towards self-sufficiency may be achieved through 
higher levels of injected loan capital. For instance, if 
USAID chose to inject $750,000 of loan capital a year from 
FY' 1985 to FY' 1988, the operating loss in FY' 1988 would 
be slightly reduced, to $388,575. However, the question 
then is that of HDF's absorption capacity, as $750,000 
represents more than the Foundation's net loan portfolio as 
of FY' 1983 year-end; also, there is substantially higihel 
risk that collection performance would be negatively 
impacted. In view of the only modest gains that could be 
achieved, the injection of higher levels of capital during 
the early years should be looked at with caution. 

Graph 4.1 gives a visual representation of the various
 
alternatives reviewed above. 

* Recommendation # 4.2: financial
 
viability should be set as a major
 
objective of any future project, even
 
though true viability cannot be 
realistically achieved within five
 
years; major emphasis should be put on
 
improvement in repayment rates, which 
represents a necessary pre-condition to
 
self-suf Eiciency. 
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TABLE 4.2 - PROJqECrED FIVE-YEAR INCOM:IE STATDIENTS 

(ASSUMING FALLING BAD DEBT LEVEL)
 

FY' 1984 FY' 1985 F;Y' 1986 FY' 1987 FY' 1988 

Loan Portfolio 

1. eginning of year 712,701 730,458 1,868,021 2,202,260 2,540,124 
(net) 

2. AID Loan capital 90,000 500,000 500,000 500,000 500,000 
3. Other contributions - 800,000 - - -
4. Bad debt reserve 72,243 162,437 165,761 162,136 152,006 

for FY(1) 
5. End of year (1+2+3-4) 730,458 1,868,021 2,202,260 2,540,124 2,888,118 
6. Average portfolio 721,579 1,299,240 2,035,140 2,371,192 2,714,121 

(1+4):2 

TNCvE 

Interest(2) 82,837 152,791 245,031 292,131 341,979 
Technical assistance 

fees (3)
Total incoar 

4,152 

86,989 

28,630 

181,421 

17,285 

262,316 

19,249 

311,380 

21,431 

363,410 

EXPENSES 

Salaries 255,779 294,357 323,793 356,172 391,789 
General/administrative 165,365 181,902 200,092 220,101 242,111 
Bad debt reserve 72,243 162,437 165,761 162,136 152,006 

(line 4) 
Interest due 1j,325 22f325 24,175 24,175 24175 
Total expenses 511,712 661,021 713,821 762,584 810,061 

EXCESS INCDIE (EXPENSES) (424,723) (479,600) (451,505) (451,204) (446,671)
 

(1)reserves of 9% of year-end portfolio in 1984, 8% in 1985, 7% in 1986, 6% in 1987 and
 
5% in 1988
 
(2) the collection factor as calculated in note #4 to Table 4.1 increases to 62%, 84%,

86%, 88 and 90% based on assumed repayment rates of respectively 55%, 60%, 65%, 70% and
 
75% 
(3)according to note #5 to Table 4.1, equals 2% x lines 2 and 3 + 2% x line 1 x 12 x 
repayment of 55% to 75% (see note #2 above) 
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TABLE 4.2 - PROJECTED PlVE-YEAR INCX)'IE sr.rr"\TEH2~";TS

(ASSU~lING fALLPi;G E,l\D DEBT LE.VEL)

FY' 1984 FY' 1985 l'Y' 1986 FY' 1987 FY' 1988

Loan Portfolio

l. 8e<]inning of yec"'lr 712,701 730,458 1,868,021 2,202,260 2,540,124
(net)

2. AID Loan capi tal 90,000 500,000 500,000 500,000 500,000
3. Other contributions 800,000
" Bad debt reserve 72,243 162,437 165,761 162,136 152,006...

for IT(l)
5. End of year (1+2+3-4) 730,458 1,868,021 2,202,260 2,540,124 2,888,118
6. Average portfolio 721,579 1,299,240 2,035,140 2,371,192 2,714,121

(1+4) :2

I);COVLS

Intecest(2) 82,837 152,791 245,031 292,131 341,979
'Technical aSBi 5 tance 4,152 28,630 17,285 19,249 21,431

fees (3 )

Total incar.e 86,989 181,421 262,316 311,380 363,410

EXP8l'lSES

Salaries 255,779 294,357 323,793 356,172 391,789
General/administrative 165,365 181,902 200,092 220,101 242,111
Bad debt reserve 72,243 162,437 165,761 162,136 152,006

(line 4)
Interest due 18,325 22,325 24,175 24,175 24,175
Total p.xpenses 511,712 561,021 713,821 762,584 810,081

EXCESS I~C(NE (EXPENSES) (424,723) (479,600) (451,505) (451,204) (446,671)

(1) reserves of 9% of year-end portfolio in 1984, 8% in 1985, 7% in 1986, 6% in 1987 and
5% in 1988
(2) the collection factor as calculated in note #4 to Table 4.1 increases to ~2%, 64%,
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GRAPH 4.1. Effect of various strategic
 
Alternatives on DF's viability.
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4.3 Donor Strategy 

In view of the fact that true viability, as defined in
 
this report, cannot be fully achieved in the foreseeable
 
future within the above assumptions, two courses of action
 
appear to be available to USAID:
 

(1) 	eventually phase cut its assistance to RDF
 

(2) 	accept this state of fact and provide continuing
 
financial support both in terms of operating costs
 
and loan capital. In order to avoid symrptoms of 
HDF's early-on under-capitalization (which is at
 
least partially responsible for HDF's present
 
financial condition), infusions of loan capital
 
should be of at least $500,000 a year to improve
 
relative viability.
 

However, there remains four critical areas that USAID
 
should further investigate if this second course of action
 
is to be adopted:
 

(a) 	is HDF's poor repayment performance a result of the
 
marginal nature of its clients or of HDF's lax
 
policies with respect to loan extension and
 
collection?
 

(b) 	is technical assistance essential to the client's
 
econoric success, or can it be disposed of to
 
further improve viability?
 

(c) 	 does 11DF have the development impact (economic 
value added, jobs, creation of viable enterprises) 
which was originally sought? 

(d) 	is the existing and/or contemplated market
 
sufficient to absorb the resulting availability of
 
new loan funds?
 

These four issues require the completion of an impact
 
evaluation at beneficiary enterprise level, eventually
 
followed by a market survey if the former showed a strong
 
correlation between client's marginality and low repayment
 
performance. In addition, HDF's possible involvement in
 
non-lending, money-making ventures (see Alternative 04 in
 
sub-Chapter 4.2), which could make the Foundation more
 
attractive, should also be looked at.
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AiQ'ENX A: PROPOSED OlSCOU:TED IE[idOD
TO ESTABLISH LOA REPAYL4E:T SCriEDULE 

Loan terms: 4 years

Interest rate: 14% 
per year

Interest payment: 2 years in advance, interest amount beingthe amount of interest ,ihich would be payable during thefirst two years under the equal-monthly-payment (principal
plus interest) metlhod.

Technical assistance 
 fee: 2%, payable in 	 advanceLife inSurance fee: 	 1.118%, payable in advance (varies with 
borrower's age) 

1. Loan amount used for calculation purposes 
 $1,000

2. Discounted interest for first 
two years:


$1,000 x 22.5%(l) 
 (225)
3. Technical assistance fee: 
 = (20)
4. Life insurance: $1,000 
x 1.118% 

- (11.18)
5. Niet amount disbursed (l.-2.-3.-4.) 7
 

Cash to loan ratio = 	 743.82 = 74.382% 
1 , '300 

If 
 net amount to be disbursed
rhe 	 (the "project" amount)
is $0,000, 
 one will then obtain 	the loan amount to be
approved by dividing 	this amount by the cash to loan ratio,
 
as follows:
 

Loan amount = $10,OOO = $13,444.11 
0.74382
 

(1) total interest paid during the first
loan 	 two years of a four-yearunder the equal-monthly-payment method is 22.5% 

Al\NEX i\: PROPOSED OISCOU~:"l'C;[) r-IE'i'dOD
'ro Es'r/\BLISti LOf~1\ HEP.i\YL"'lt::~T ::;CriEDUL£S

Loan te rms: 4 year s
Interest rate: 14% per year
Interest payment: 2 years in advance, interest amount beingthe aLlOunt of incer2st '.Jhich \vould be payable Juring thefirst t,.... o ~'ears under the equal-monthly-payment (Qrincipalplus interest) method.
Technical assistance fee: 2%, ?ayable in advanceLife insurance fee: 1.118%, payable in advance (varies withi::)Q r r 0'0'1e r 's age)

1. Loan amount used for calculation purposes = $1,0002 • Discounted interest for first two years:
$1,000 x 22.5%(1) = (225)3 . T(-~chnical assistance fee: = ( 20)4 • Life insul.:'ance: $1,000 x 1.118% = CI1.18)5 . ~~et amount disbursed 0.-2.-3.-4. ) = 743.82

Cash to loan ratio = 743.82 = 74.382%
1,000

IE Lo.he ne t amoun t to be di sbur sed (the "project" amoun t)is $10,000, one Hill tllen obtain the loan amount to beapproved by dividing this amount by the cash to loan ratio,as follo~...s:

Loan amount = $10,000 = $13,444.11
0.74382

(1) total interest paid during the fir9t two ~/l~ar!-; oE a Eour-yearloan under the cgual-monthly-payment method is 22.5%

http:13,444.11
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HDF'S CCWIPARATIVE BALANCE I1EES 

% Of 
Total

(U.S. dollars) 6/30/ 6/30/ 9/30/1983 1(9/30
 
1982 1983 (interim, 1983)
 

adjus ted 
after
 
audit)
 

ASSELTS 
Cash and deposits 46,135 73,869 152,454 13.1% 
Loans to aployees 4,255 16,660 15,529 1.3% 
Inter-account adjustmients 45,543 62,567 58,213 5.0% 
Prepaid exqpenses 222 237 4,668 0.4% 
Lcan portF olio 498,634 801,C55 953,097 81.6% 
(-) Reserve for bad debts (14,350) (88,354) (68,354) (7.6%) 
c.et lean portfolio 484,284 712,701 864,743 74.0% 
Overdue interest laTnents 6,394 23,741 36,247 3.1% 
F7ixed assets 25,647 57,868 57,867 5.0% 
(-) Accuvulated depreciation (9,815 (18,990) (22,008) (1.9%) 
tet fi;d assets 15,832 38,878 35,359 3.1% 
Other 7,050 799 227 -

Total assets 609,715 929,452 1,167,940 100.0% 

LIABILIIji AZD FUND 3ALAOES 

Accounts Exivable 35,606 46,669 e4,140 7.2%
 
Accrued ,xpenses 7,601 
Inter-account adjusirents 45,543 62,567 58,213 5.0%
 
Loans payable 502,529 716,418 o'27,775 70.9%
 
Trust account 3,700 3,700 3,700 6.3% 
Oeferred contributions 26,000 18,334 36,801 3.1%
 
Prepaid interest - 17,886 40,320 
 3.5% 
rotal debt 620,979 865,574 1,U50,949 90.0% 

:'et worth (11,264) 63,878 116,991 10.0%
 

Total debt and networth 609,715 929,452 1,167,940 100.0%
 

W.3. dollars)

';SSf:.'TS
cash and deposits
Loans to EIT'.ployees
Inter-account adjustments
Prepaid eX[.lC!nses
Lean porti:olio
(-) aeserve for bad debts
~\et lc<1f1 [XJrtfolio
Overdue interest [~jm2nts

fixed assets
(-) Accumulated Jepreciaticn
l,et fi>:cd ass~ts

Other

'l'otal asset:3

j\CCOIJI1 ts [xT/able
l\cc rue d (~[)Cnses

Inter-account adjusbT,cmts
Loans rayablr;
Trust account
Ocferred contributions
Prepaid interest
rotal debt

6/30/
1982

46,135
4,255

45,543
222

498,634
(It;, 350)
484,284

6,394
25,647

(9,815)
15,832

7,05!)

(j09,715

35,606
7,601

45,543
502,529

3,700
26,000

620,979

6/30/ 1

1983

73,869
16,660
62,567

237
801,055

(88,354)
712,701

23,741
57,8G8

(I8,S90)
38,878

799

929,452

46,1J69

62,567
716,418

3,700
18,334
17,886

865,574

9/30/1983
(interim,
adjusted

after
audi t)

152,454
15,529
56,213

':,668
953,097

(138,354)
86£i,743

36,247
57,8G7

(22,008)
35,859

227

1,167,940

~4,140

58,213
027,775

3,700
36,801
40,320

1,1J50,949

% Of
Total

I (9/30
'19H3)

13.Hi
1.3%
5.0%
0.4!

81.6%
(7.6%)
7";.1)%

3.1%
5.G%

(1.9%)
3.1%

7.2%

5.0%
70.9%

lI.3%
3.1%
3.5%

90.lit ,

:'Jet worth

Total debt and networth

(11,264)

609,715

63,878 116,991

929,452 1,167,940

lu.O~

100.0%



ANNEX C 

HDF'S COMPARATIVE STATEt1ECTS OF REVE;UES AND EXPENSES 

(1st 
Quarter)


(U.S. DOLLARS) FY' 1982 
 FY' 1983 1 FY' 1984
 

INCOM4E 
Interest income on loans 34,039 
 79,361 26,545 
Technical assistance fees 7,944 6,094 5,093 
Other 488 - 7 
Total revenues 42,471 85,455 31,645 

E~XPELNSES
 
Salaries and personnel 158,735 220,708 59,338
 
Vehicle expenses 13,536 21,829 6,543

Travel expenses 19,595 23,779 6,837
 
Rent 12,000 12,000 3,000
 
Office supplies 7,567 9,708 2,989
 
Utilities 6,438 10,428 3,022
 
Training  19,196 6,914
 
Promotion expenses 12,281 18,128 2,842
Professional expenses 11,790 9,800 2,700 
Depreciation 5,101 9,174 3,020 
Reserve for bad debts 11,583 74,004 -
Interest 11,284 7,48l 5,417 
Other 24,093 16,290 Ir702 
Total ex:penses 29,1,(,053 452,525 105,354 

EXCESS I.'XCOME (EXPEISES) (251,582) (367,070) (73,709) 

AID contributions to 102,971 206,166
 
expenses 

AID loan lund 50,000 145,000 106,614
 
Other international 51,G00 38,271
 

contributions
 
Local contributions 67,306 52,775 29,210
 

EXCESS REVE,\UES (EXPENSES) 16i695 751.42 53,115 
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(U. 3. DOLLARS)

I ~COr-1E

Intere~t income on loans
Technical assistance fec3
Other
'fotal revenues
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7,944

.: (3 8
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