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I. INTRODUCTION AND BACKGROUND: THE
HAITIAN DEVELOPMENT FOUNDATION

This .evaluétion was carried out from September .
22 to October 17, 1986 by a two~persbn team from Robert R.
Nathan Associates, Inc. (RRNA). The scope of work of the
evaluation effort is presented in Appendix A.

The purpose of this evaluation was to:

. Assess the strengths, weaknesses, and
accomplishments of thes HDF du;fng the fourth
phase of assistance from USAID

. Consider HDF's future prospects and make
recommendations to improve HDF's organizational
- structure, -operating procedures, and credit
programs

History of the Haitian Development Foundation

Haiti is one of the poorest countries in the Western
Hemisphere, with an average annual per capita income of
$300. The actual income levels for both urban and rural

poor are even lower because of skewed income distribution.

l. AID's assistance during the three previous phases
covered tihe period from the creation of HDF (1979) until
August 1984. Phase IV covers the.period from September 1,
1984 to Deccmber 31, 1986, the first four months of which
were defined as pre-operational and the subsequent 24 months
as operational. The previous phases have already been
evaluated, and will be considered here only as background.
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Nevertheless, micro enterprises and micro ent;ppreneurs
generate substantial economic activity. These}businesses
are numerous, active, and frequgntly managed %Eth great
creativity, particularly in craftsmanship, artistry, and
flexibility. In Port-au-Prince alone, there are at least
8,000 micro enterprises. The growth, or even the survival,
of these entrepreneurs is frequently hampered by factors
such as limited or no access to credit and limited knowledge
of rudimentary business techniques, i.e., simple accounting,

buying raw materials advantageously, and marketing.
‘

)
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HDF was created to help these entrepreneurs. The
Haitian business community and the Pan American Development
Foundation (PADF) were the originators. AID has been
heavily involved in the funding of HDF from start-up and has
disbursgd‘cr allocated to HDF a total of nearly $3.7 million .
since 1979. Table 1 summarizes HDF's sources of funding.

~ During Phases I;III; loans worth approximately
$1,200,000 were granted to micro enterprises by HDF. Due to
‘poor management and administrative K problems, only $300,000
was repaid. A further $300,000 may eventually be collected,
but at least half, if not more, of this debt is uncollect-
able.

Phase IV saw a very different, vitually new HDF. A new
board and management team were mandated by AID as a prere-
quisite to continued support in Phase IV.

Other significant changes included:

. Reduction in the technical assistance component

. Tightening of procedures



Table 1. HDF Funding Sources, 1979-Pr
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Disbursed

-$4,534 on loans funded@ by USAID

Phases Allocated
I-111 (1979 to miad~1984)
Operations $ 749,523
Loan funds 325,000
Technical assistance 390,477
. IV (p4d-1984 to end of 1986) $1,465,000
Operations $_ 484,000, $ 484,000
Loan funds 1,431,000 866,000
_ Technical assistance 285,000 : 285,000
$2,200,000 $1,635,000
Other Sources (1979 to 1983)
Interamerican Development Foundation
Loan funds $ 500,000
Technical assistance 46,000
$ 546,000
PADF ) 8C,000
Fonds de Development Incdustriel (FDI) 200,000
a. $69,000 transferred to operations.
. Upgrading of personnel at all levels
. Upgrading of loan quality
o Increase in average size from $3,442 to

Today, the HDF staff comprises approximately 15 people.

Total assets as of June 30, 1986 were $1.3 million.
July 1985 and September 1986, 120 loans worth $500,440 were
.extended, as compared to 272 loans, worth $1,200,000,

- disbursed during Phases I-III.

Between



II. EVALUATION OF CURRENT PROGRAM:
OVERALL MANAGEMENT

This chapter presents and discusses th% evaluation
team's findings with respect to HDF's Phasey IV goals,
policies, and strategies and analyses HDF's management and
operations in this phase of the project. |

Goals and Policies

. The Project Paper for Phase IV states a number of goals
and policies. Originally, the overall goal of HDF was to
increase per capita income and employment in Haiti by
improving the economic productivity of the micro business
‘sector. The Chairman's address at the Annual General
Meeting of the Foundation in August 1986 reflects this focus
on medium-sized businesses as well as small: the Founda-

" tion's objectives are "to stimulate the economic and social
development of the nation primarily by participating direct-
ly, and actively, in the financing of small and medium size
enterprises.” 1In light of these remarks, it is worth noting
.that RID-financed loans averaged $3,400 during Phases I~-III
(1979 to 1984) and $4,500 during Phase IV (since mid-1985).
‘The current upper loan size limit is $50,000. Only three
loans, however, in the Phase IV portfolio are in excess of
$15,000.



Five very specific strategies for HDF were set forth in
the Policy Paper. They were agreed to by AID, its consul-
tant Trade Development Institute (TDI), and HDF prior to
launching Phase IV. Each strategy is discussed below.

Strategy 1: Establish a Successful Base in
Those Market Segments that Will Not
Dissipate -HDF's Limited Resources

This strategy has been fully honored by HDF. Loan
applications in Phase IV have been restricted to Port-au-:
Prince. The training activities of HDF's own animateurs
have been .abolished. The animateurs themselves were re-
placed by a smaller number of loan officers. The restric-
tion on HDF's activities to the  Port-au-Prince area will
probably have to be eased as the program and its staff
develop.

Formal technical assistance to borrowers has been
turned over to another AID-sponsored group, the Management
and Productivity Center (MPC). HDF borrowers have tﬁe'right
to accept or refusé MPC training. There have been some
misunderstandings between HDF and MPC about numbers of
people who should attend the courses and the level of
charges. Stronger linkages must be built between HDF and
MPC to ensure that the MPC program meets the needs of HDF
clients.

Strategy 2: Progress Toward Viability by
Strict Cost Control and Aggressive
Collection Action, Including Legal Remedies

Collections, mostly with respect to old loans, were
turned over to a capable lawyer. During the first seven
months of CY 1986, she has collected over $16,0000 -- 17
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percent higher than projected. When appropriate, she has
turned her efforts to Phase IV loan delinquents.

Operating expenses during the first seven months of CY
1986 were $151 thousand, or 15 percent less than budgeted.
HDF Management and Board support this progress toward
financial viability. |

A word of caution: the evaluators feel that full
financial 'viability, even in the limited sense of full
recovery of all costs, including bad debt losses, is a
distant objective for a financial institution carrying out
the difficult task of providing credit to small and micro
entrepreneurs. These small loans at subsidized interest
rates result in high administration and collection costs.
KNevertheless, viability is not only a reasonable objective,
but an essential objective.

Strateqy 3: Use of Other Haitian Institutions,
Rather than HDF Resources, to Provide
Technical Assistance to Borrowers

HDF has followed this strategy €fully. Technical
assistance to borrowers consists solely of "hand holding"
for problem loans to improve collection probability.

Strategy 4: Find Funds From Donors
Outside USAID

HDF's principal response to this strategic objective
during Phase IV has been re-establishing communications with
its principal donors of the Phase I-III period. HDF is now A
.ending comprehensive progress reports to IDB, FDI, and
PADF, and is honoring interest and principal repayment
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obligations to these organizations. The evalua!brs believe
that HDF has been unable to obtain specific comn itments from
these and other potential donors because HDF's/management

has given greater priority to other goals and sﬁrategies;

Strategy 5: Set Measurable Targets for
Achievement of Short-Term and
Long-Term Objectives

HDF has a budget of expenses for the current year and
has prepared the first draft of a five-year gberating and
financial plan (see ‘Chapter III, "The Way Ahead", for our
commentary on the five-year plan).: The Position Paper
specifically mentioned "a data processing system to
computerize the Foundation's accounts and to assist in-
measuring ' baseline data for progress reports." The
equipmght is being delivered as this report is being
written. Staff training is underway, and some system design
has already been carried out by the computer consultant.
The initial applications are accounting, loan administra-
tion, record maintenance, and word processing. Reporting on
a variety of accounting and non-accounting applications is
envisaged (see Appendix B, Specifications for the HDF
" Information System). At this time, report formats have not
been designed. HDF will have to work closely with the data
processing consultant to produce meaningful report formats.

' We believe that the goals and strategies formulated for
and by HDF for Phase 1V are realistic. HDF's Board and
.management are committed to these goals and strategies and
are working toward them. Obviously, goals such as
increasing Haitian per capita income have no completion
dute. But even some of the specific strategies stretch into



the future. In some cases, therefore, progress can best be
measured in terms of steps taken toward accomplishment of a
goal. We strongly feel that HDF is moving ahead toward

its goals.

Mahagement and Operations

Since the last evaluation, and particularly in the last
year, HDF management and overall operation has strengthened
considerably. The Executive Director who joined HDF in
March 1986 has taken firm control. Progress in developihg a
management system within the HDF is well within reasonable
expectations for an organization that is virtually new.
Although the Board is now less involved in overseeing
cperations, further adjustments in the relatioﬁships,
authorities, and responsibilities of the Executive Director,
the Board, and AID are necessary to allow management to
assume more responsibility for the day-to-day operation of
the Foundation. We also believe that the Board should
concentrate on pdlicy, planning, and market development and

divorce itself from operations.

Loan policies and procedures are now adequate, though
significant changes in loan procedures will be needed to
meet future loan objectives. Financial procedures stiil
need work, particularly the management information system.
With the new computer system an improved MIS should include
financial reporting, loan analysis and processing, and

market analysis.

The organizational structure of HDF looks good on paper
but is weak in practice. Delegation of authority and
responsibility, setting of objectives for key executives,



and monitoring of progress should be emphasized. The
computer system should permit more effective monitoring of

operations and key officer performance.

Staff skills and competence levels are good, consider-
ing the newness of the reconstituted HDF. The "team" has
worked together for no more than a year in most cases.
Senior officers, particularly in the Credit Unit, are
actively training staff in loan processing through
day-to-day interaction. Greater use of formal training is
needed to position HDF for its anticipated enhanced role as

lender to the micro and small enterprise sector.

Role of the Board of Directors

There are nine 3oard members, plus the non-voting
Executive Director. Three Board members are most active --
the Chairman, Daniel Godefroy, Philippe Allien, and Charles
Clermont. The Board is harmonious, conscientious, and
dedicated to proﬁoting the goals and objectives of HDF.

The Board, particularly the more active and influential
members, also promotes HDF's image. This can be done in a
more structured way by including in the Five-~Year Plan those
Haitian companies which could bhe "targeted" by <the

appropriate Board member to promote cooperation with HDF.

We recommend that the Executive Director's job de-
scription be revised to shift responsibility for operations
from the Board to the Executive Director. Increasing the
Executive Director's loan approval limit to $15,000 would be
-a key change. The rewritten description should be submitted
to the Board for consideration.
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AID should evaluate its relationship to gée Board,
particularly the HDF Chairman and the Executiv: Director.
AID should reduce the current fhands on" app¥oach and
monitor HDF activity through comprehensive reports produced
by HDF. This change can take place only when AID perceives
HDF as an effective organization, one that meets its goals
and objectives. The objectives also need to be reconciled,
particularly concerning client group characteristics, number
apd type of new loans to be processed per month, and average

loan size.
‘
‘
Management Structure’

The organizational structure of 'HDF is appropriate for
its current needs. Within the next month, two significant
changes will strengthen the organization: there will be a
new,Heaﬁ of the Finance Division, and a computer system will
be installed. The latter will permit an improved management

information system.

With the availability of current, comprehensive
operations reports, the Executive Director should begin
hclding weekly meetings with senior staff to evaluate
progress and coordinate the activity of HDF units. Whereas
the current style of management is ocontroller-oriented,
management tasks should be delegated as Unit Heads demon-
strate the competence to handle increased authority and
_responsibility. It is strongly recommended that this
process be given priority. Overall, this shift in authority
-and responsibility should "descend" from AID to the HDF
Board to the Executive Director, thence to the Unit Heads.
Loan approval would be a good area in which to begin this

process.
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Staff

With the installation of the new Finance Di?ision Head,
HDF staff should be adequate for'current needs.; In the next
year, an additional Collection Agent and two Loan Officers
will be needed. Planning should begin now to define the
scope and nature of technical assistanée requirements after

the Senior Advisor departs at the end of 1987.

The current AID Project Officer has made a major

contribution to the renaissance of HDF. AID:should now
consider the appropriate background-and timing of arrival of
the replacement AID/HDF Project Officer. The departure of
the current Project Officer, followed.by the departure of
the Advisor, could hamper HDF's progress. '

_Thé Senior Advisor has provided very valuable support

to the Executive Director in planning and policy and as &
conduit to AID. He contributed greatly to staff training,
pafticularly of Loan Officers. Soon he should be more

Madvisor" than "doer," and shift some of his functions to
appropriate Unit Heads. It is difficult to determine the
nature of technical assistance that will be needed when the
" Advisor departs, but part-time, rather than full-time,

assistance appears appropriate.

The Executive Director arrived in March 1986 and has

concentrated on loan operations and planning. We recommend
he shift his loan operations activity to the Credit Division
Head as the latter's credit skills improve. The Executive
Director now. spends about 50 percent of his time on loan
operations. He should increase his administrative activity,
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particularly in coordinating anad direéting Seni”r Officers.
A market development plan to complement the Fi(é—Year Plan
is also needed, and he should take the lead.

)
i

1'

}
Although the Credit Division Head does not have a

credit/banking background, he is improving his credit skills
under the guidance of the Executive Director, who has a

sound credit background from his years with Citibank. The

Senior Credit Officer has strong administrative skills.

Two of the four Loan Officers are experienced.- The

other two have been with HDF less than six mo;ths, but have
appropriate backgrounds for HDF loan operations. All four
Loan Officers need more formal training. Two new Loan
Officers will join HDF within a year. Two years of formal
and informal training are needed to train new Loan Officers.
Future part-time technical assistance is needed here,
parficﬁlarly as the size and number of loans increase.
Without skilled Loan Officers, HDF will not progress. All
other HDF operations support the loan function.

The present Finance Division Head is not adequatzs for

this position. The Financial Consultarnt, who is well

- qualified, will replace him, and the incumbent Finance
Division head will become the Accountant -- the level of his

competence.

The Collection Supervisor needs direction from senior

management. He provided the evaluation team with no
_meaningful reports. The new Finance Division Head should
devote time to reorganizing the procedures and reports of

this unit. N
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Finally, the PR and Fundraising Officer is now doing

significant work in attracting new members. This cctivity
may have peaked. We recommend she now devote time to
marketing and identifying new loan outlets. $he is well
connected with the younger, progressive enfrepreneurs in
fashion and handicrafts (for example, a dressmaker who is
selling high faéhion to the affluent black U.35. market),
where export markets exist or have gool potential.

The annual advertising budget is presently $2,000. We
suggest a year-round program rather than a one-time-only |
campaign on radio, TV, and newspaper, such as that
undertaken in January 1986. Advertising should be adapted
to the specific market HDF seeks. More work is needed in
defining this market; AID could likely help with its

existing studies.

HDF has an employee evaluation system. The Advisor
should evaluate its effectiveness, particularly in how
training needs are identified. He also needs to consider
HDF's capability to expand loan operations with existing

staff.

Monitoring/Information

Detailed commentary on HDF's existing reporting system
is not appropriate, since HDF is just getting started with
the installation of a small computer. This will facilitate
financial and accounting reports, loan reports, payroll
reports, membership roles, and further applications. New
reporting techniques will be made possible by the computer.
The existing reports (shown in Table 2) are characterized by
the following:
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. Annual reports are sometimes handwritten.

. Most monthly reports are produced with delays
of two to three weeks after the end of the
month.

. As with manual systems, errors are intro-
duced, and standards of neatness and pre-

sentation are low.

records, in some cases

‘'records of repayment,
signed and not neatly maintained.

cards,
are poorly de-

Underlying accounting
(ledger,
etc.)

loan

Table 2. Repcrts Generated Within HDF

Name of Report Contents and Use Frequency Prepared by Seen by
Financial Balance Sheet, Profit and Monthly Accounting Management
Statements Loss Statement, Cash Flows Board
Budget vs. Actual First 6 months, Budget vs. Six Mbnths Senior Advisor Management
P&L CY 1986 Actual; Last 6 Months, Bud-

get Only
Annusal Report Financial Anaual Accounting Members

Statements, with notes; Chair~ Exec. Dir. Directors

man's remarks; Executive Di- Chairman Public

rector's remarks AID
Portfolio Loans broken down by donors; Monthly Accounting Collection
Situation breakdown by principal and

interest; overdues (0-30

days, 30-60, 90 days); re-

coveries .
Repayment Repayments due, repayments Monthly Collections Credit
Situation received, breakdown of inter-

est and principal
Cash Receipts Broken down by operation Monthly Accounting Management
and Disbursements funds and loan funds
Management Narrative with emphasis on on Demand Executive AID
Report AID fucds (similar narrative Director

reports to BID, FDI, and
PADF) .
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The computer will inevitably help solve some of the
problems. But the computer by itself is not going to design
reports and report formats tailored to management's and
AID's requirsments. The users of reports, actual and
potential, must make their requirements and their criticisms
of existing reports known to the deéigners of those reports.
The choice of reports is wide (refer to Appendix B, Specifi-
cations for the Data Processing and Information System).
Reports, both periodic and special, should be designed not
only for tﬁe managers and donors, but for the staff of HDF.

Funding

The Chairman of the Board remarked, on the occasion of
the Annual General Meeting of the Members on August 1, 1986,
"... the operation of HDF is made possible approximately
0.01 percent by membership dues, 29.99 percent by interest
in loans, and 70 percent by USAID." These percentages apply
throughout the Phase IV period. During this time, organi-
zations that previously supported HDF held back: the
Inter-American Development Bank (IDB), the Fonds de Develop-
ment Industriel (FDI), and the Pan American Development
Foundation (PADF).

HDF is still suffering from its negative image of two
years ago. The clean-up process is Jjust beginning to
recreate interest among donors. IDB, some time during the
coming year, may consider funding. Members' dues make no
significant contribution to funding at this time, nor can
this source realistically be expected to become significant.
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In Haiti, an annual subscription of $120 seems too high,
even for members of the established business community. We
believe the primary membership objective should not be
funding for the Foundation, but encouraging participation in
events or programs that will promote and widen interest in
the HDF and its activities. HDF should seriously consider
lowering subscription rates and developing participatory
programs for the members in addition to the Annual General

Meeting.

Policies and Procedures

Written policies and procedures as reflected in the
Loan and Operations Manuals are adequate for loan opera-
tions, but changes are needed in their application. This is
covered in detail in our analysis of the Loan Manual.

Financial and other policies and procedures covered in
the Operations Manual are also analyzed later in this

chapter.

Following are the evaluators' observations relating to
policies, procedures, and practices with recommendations for

change:

. Staff meetings are rarely held by the Execu-
tive Director with senior staff. Staff
members are frequently tardy, arriving up to
20 minutes late.

. HDF should actively identify and work with
other development programs and organizations
that are capable of providing technical
assistance to its client base; MPC, SOFHIDES
and CARE have good potential.

. HDF should provide AID with a quarterly
status report on operations.
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. A structured policy and approach to market
development is needed to identify client
group by size business, and loan amount.

. A policy is needed to cooperate with SOFHIDES
on HDF upstream and SOFHIDES downstream
borrowers, possibly in joint £financing;
ventures of particular potential are SOFHIDES
borrowers who could subcontract with HDF
borrowers.

. Policies and training are needed to emphasize
the importance of good loan appraisal for
determining loan viability. Security should
be secondary because of the high legal cost
in realizing security if a loan goes bad.
For example, second-hand machinery is
frequently the security for a loan, a
practice which the evaluators seriously
question.

. A write-off policy is needed for Phase I-III
loans (and, later, for Phase IV loans).

. A loan review scheme, including a quality
rating system, is needed to expand the
"Suivie" program.

. A copy of the loan collection record should .
be included in each loan file.

. Procedures are needed to establish close
cooperation between loan officers and
collection officers.

. The loan approval process should include a
comprehensive and detailed okjective assess-
ment by the loan officer supporting the loan
decision.

The Loan Manual .

L}
In this section we appraise the strengths and
weaknesses of the Loan Manual and recommend changes to make

it more effective. v
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Credit policy should have an objective ofjﬁaintaining

loan repayment rates of 85 percent (or whatevei rate is

agreed upon by AID and HDF).

e e -

Strategy to achieve loan objectives. HDF needs to

define its market by amount, mix, and type of loan. For

example, it could include group lendihg, joint financing,

and loans to high risk but high opportunity business (such
as high fashion women's clothing for the U.S. market).

Eligibility Requirements. "Very small *loans" and
3

"major portion of income" should be.-quantified.

Guarantee requirements. Adequate collateral should be

identified by type and margin.

.Chénges to policy. This section of the manual should
read: "major changes may be needed to accommodate antici-
pated extensive shifts in ecounomic conditions."”™ The state-
ment "Major credit policy changes should be infrequent" is
.not in keeping with current political/economic conditions in
Haiti. The Board of Directors and Executive Director should
monitor the political/economic environment to allow HDF to
" react promptly to new conditions with changes in credit
policy. The person responsible for testing "pilot credit
programs” should be identified.

Credit program. HDF needs a clearly defined marketing

program to attract new borrowers.

Loan processing. The section on good client criteria,

which reads, "can pledg« collateral which, if called, would
close down enterprise®™ should be reworded to say "... which,
if called, would have significant impact on income.," If HDF
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realizes security to the extent of closing down the
enterprise, the loan repayment capacity of the borrower is
eliminated.

Preparing files for submission to credit committee.

There should be greater detail in defining procedures for
the Loan foicér to gather and analyze all appropriate
information on the borrower, i.e., completion of the section
on "justification du credit." A credit handbook would be

particularly useful for new Loan Officers.

Internal credit committee. The function of this

committee and the steps it follows in approving loan appli-
cations should be defined.

Approving loan applications. The time limits for the

Loan Officer, Executive Director, Loan Committee, and Board
of Directors to approve loans should be indicated.

Application for loans. Given HDF's clientele, the Loan
Officer should be able to determine the eligibility of a

borrower by questioning him or her. Businesses of typical
applicants are not complex. Using the interview process
effectively would eliminate the need for the 1lengthy
questionnaire (seven pages) now completed by the applicant.
The computer will permit "profile analysis" of borrowers by
business, size, and experience. This analysis will permit
Loan Officers to ask appropriate questions at interviews and
gather key information,needed for making the loan decision.

The credit and financial information required by HDF is
adequate, but its scope should vary with size of loan, type
of business, and experience of borrower. The financial and
credit information presently required for many borrowers is
more appropriate to loans of $15,000 and above.
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Loan agreement. The loan agreement is comprehensive,

but the evaluators are not in a position to comment on its
adequacy vis-a-vis Haitian law and practice. This also

applies to promissory notes and guarantees. We recommend
that legal advice be sought regarding the loan contract and

guarantee forms. The HDF loan program should emphasize the

analysis of loan viability and the implementation of a loan

follow-up system. Security in the form of a lien on fixed

assets and/or co-signers should be a very secondary consid-

eration in the loan decision.

The loan portfolio management strategy as stated is
good: "gain experience with a wide variety of loans (by
size, term, enterprise); approve loans expeditiously but
prudently, with a good loan size mix, and stabilize workload
of credit officers." The loan portfolio should be analyzed
quarterly to compare performance to objectives and amend HDF
loan strategy as appropriate.

Loan approvél, disbursement,and follow-up. The Head of

the Credit Division,” not the Executive Director, should be
responsib}e for determining that a dossier is complete and
its analysis sound, and that no major errors exist in the
financial projectioﬂs. The "justification of credit" aspect
of loan file processing should be the Executive Director's
primary concern. If this section is properly completed, the
Executive Director has sufficient information to make an
approval decision. The Credit Division Head should have an
approval limit of $5,000, the Executive Director $15,000,
and the HDF Board up to $30,00C with AID approval for higher
amounts. Loan officers should be given approval limits as
their experience and skills justify.
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i
In summary, the work load for approvals fhould be
shifted downward, except for larger loans, wher# the Execu-
tive Director and Board should be more heavily' involved.
The Executive Director should rarely visit borréwers, as at
present, except for larger, more complex loansfwhere there
may be questions of loan viability needing more in-depth
appraisal. Time frames on approval of loans at all levels
are good, with 21 days as the target and 30 days as actual
turn-around. Follow-up needs to be better coordinated
between the Loan Unit and Loan Collection Unit; there are
no collection records in the loan files at prz=sent. This
should be included to permit the Loan Offic;;s periodic
review -- preferably monthly -- of.borrowers' repayment

performance.

The loan follow-up program should now go beyond a
"watph'list“ concept to requiring Loan Officers to rate
loans as acceptable, problem, or a loss, with established
criteria for each category. This will provide a better
assessment of (1) the quality of the loan portfolio, (2)
.the need for loss reserves, and (3) the need for changes in

loan policies and procedures.

Advice and counsel to borrowers. It is recommended

that HDF obtain part-time, technical.assistance to aid
borrowers with production problems, quality control, design,
and marketing. This can be done on a contractual basis
using local professionals, which could have the additional
benefit of building HDF's pool of resources and increasing

.the demand for local consulting expertise.

__Conclusion. The loan manual is comprehensive and

current, and its procedures are being followed by the Credit
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Division. The changes recommended above, howeﬁer, should

———.

improve its effectiveness.

The Operations Manual

,?
;

Board of Directors. The Executive Director, not the

President of the Board, should, in practice, be finally
accountable for all acts of the Foundation. At present, and
certainly in the future as HDF expands, it is unreasonable
to expect the President of the Board to have a full know-
ledge "of all acts of the Foundation," given donstraints on
his time. .

We recommend that the Board's rsle be to reQiew and
approve policy, plan market development, approve loans above
$15,000, and promote the image of HDF. HDF's Board could
include the Executive Director of SO?HIDES; the Executive
Director of HDF could act on SOFHIDES' Board to further

cooperation between the two organizations.

Space. HDF should move to a better location when
income permits. This will improve borrower access. Mean-
~while, HDF should acquire the ground floor premises of its

present location, if available.

Team management. The management team needs better

coordination. We recommend that the Executive Director hold
weekly management meetings with senior staff to facilitate
better staff interaction.

Staff development. A more formal approach is needed to
use staff evaluations fcr determining individual and unit
(e.g., Loan Officer) training needs. The scope of future
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operations must be evaluated to determine what skill levels
are needed when larger, more complex loans are added to the

portfolio.

Management style. Though the Operations Manual claims

a team approach to management, the management style is
hierarchical in practice. We recommend that the Executive
Director strive for a team approach. The size of HDF is
conducive to this style of management, though cultural

traditions favor a hierarchical approach.

Personnel policy should be evaluated to determine

whether it compares favorably with similar organizations
(e.g., banks) to attract the best talent to HDF. Competent
staff with the right background is difficult to find in
Haiti. ' '

Working hours. Evaluators observed that most employees

arrived late by up to one half hour-

Job descriptions, in general, are complete and accu-

rate. The Loan Officer's job description should include his
or her most important functions -- the analysis of loan

applications, recommendations supported by facts developed
from the applications, financial statements, and individual

observations concerning loan viability.

Credit committee. The function of the credit committee

should be to develop and recommend loan policies and proce-
dures to the Executive Director. The committee should also
consider broad questions such as economic and other environ-
mental conditions, HDF market, and overall loan quality.
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A}

Accounting. With the computer now being ins:alled, the

manual should be revised to address new account;ng proce-
dures. A number of journals and. other accounti#g records
will be maintained on the computer. The system will include
payroll, loan administration, cash management, general
accounting and budgeting, preparation of financial state-
ments; and other reports. The Statement and Report Produc-.
tion section will have to be rewritten to accommodate the
computer installation. This will be an excellent opportﬁ-
nity to redesign the MIS, ensuring that report users'
requirements are built into the system. (This was more
fully discussed in the earlier sub-section on
Monitoring/Information in this chaptér.)

Public relations and fundraising. As spelled out iﬁ

the sub-section on funding in this chapter, members' fees
should be reduced below the current $120 per year level in
order to broaden support. The activities mentioned under
"in the near future" in the manual ére exactly what we had

in mind for "participating programs."



III. FINANCIAL AND ECONOMIC EVALUATION

This chapter presents the evaluation team's analysis of
HDF's Phase IV loan portfolio and its assessn#nt of HDF's

current financial situation.

Loan Portfolio Analysis

This 'section compares AID Phase I-III and AID Phase IV .
by loan type, analyzes HDF's old portfolio of loans and the
quality of its new loan portfolio, and reviews the Phase IV
loans. ‘

Price Waterhouse/COGESA reviewed HDF's administrative,
accounting, and financial systems and submitted its written
report in March 1986. The review included the portfolio of
" old loans. At Pricée Waterhouse's request, the Collection
Supervisor reviewed the old loans and. classified them as
follows:

Returned to lawyer for collection 44%
Borrower cannot be found 29
Borrower destitute 7
. Borrower dead 2
Subtotal, non-performing loans 82
Performing loans 18

Total 100%
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On the basis of this analysis, it was recommended that
a bad debt reserve of $53,000, or nearly 60 percent, be
constituted (compared with $192,000 the present reserve).

Table 3 presents the breakdown of old portfolio loans

by donor.
Table 3. 01d Portfolio of Loans
No. of Original Balance Balance
Funding source loans value 6/30/85 6/3G/86
-------- $000s
AID Phase I-III 106 365 284 267
Interamerican Development Bank 139 585 471 447
Industrial Development Fund _27 262 192 178
Total 272 1,212 947 892
Reserve for bad debts - - 192 192

The Foundation and its lawyer continue their efforts to
collect as much as possible of these old repaymehts, total-
led at $55,000. The lawyer takes 60 percent of amounts she
recovers, which ensures an energetic effort. Assuming that
the recommended increa§e in the bad debt reserve correctly
assesses eventual lossgs, further recoveries of the old

loans might reach $330,000. This is an optimistic figure.
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New Portfolio Quality Analysis

e .
Judging the quality of the loans made by’ the new -

management and the new Board of Directors (AI@ Phase iV-'
»oans) is made difficult because of the newness of these
loans. The first so-called new loan was disbursed in July
1985. From July 1985 to September 1996, 120 loans were
disbursed, with a total value of $500,440. ‘

Obviously, repayment difficulties are much less evident
during the early days of any loan. To obtain:a reasonably
valid measure of quality, we decided to examine in detail
the loans disbursed during the first .six months of AID Phase
IV. On average, these loans have been.on the books about 12

months (as of October 1986).

.Thé findings are as follows:

. Average loan size: $3,847

. Principal repayments through September 9,
1986: 5
- Total due $41,436 (100 percent)

-  Total received .$38,402 ( 93 percent)
- Total overdue $ 3,035 ( 7 perdent)

. Of the loans disbursed, nine had overdue
amounts outstanding at the end of September
1986, four were overdue by only 30 days, and
one is currently being resolved. The four
remaining must be classified as problem
loans.

- . Paul Damien, $5,819 loan, has arrearages
of five months totaling $1,021.

T -
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- Emanuel Aristil, $2,400 1loan, has
arrearages of two months. Subsequently
disbursed loans to this borrower are
also not current.

- Noel Milot, $2,300 loan, has- arrearages
of two months for $140.

- Paul Seide, $2,000 loan, has arrearages
- of eight months; for $880 has made
repayments; collection has been turned
over to the lawyer. '

The loans analyzed fall into the following categories:-

. Thirteen borrowers are meeting their loan
obligations on schedule.

. Five borrowers present minor overdue
problems; one of these only falls into this
category because of the client's death.

. Four clients can be classified as problem
loans.

These results, compared to loans granted during July-
Decembex 1985, are .more satisfactory. The problem loans
represent 25 percent of the total originally disbursed.
Only time will tell whether the rest of the AID Phase IV
portfolio is equally satisfactory. 1In any case, close and
continuing surveillance must be maintained.

Our conclusion, on the basis of this very limited
sample, is that the quality of the AID Phase IV loans is
vastly improved over that of AID Phase I-III loans. Of
particular importance in Phase IV lending is the diversity
of the poftfolio. This is summarized in Tables 4 and 5.



Table 4. Number of AID Phase IV Loans by Type and Sector
July 1985 - September 1986

N Type
. - Small Agri- Percentage Jobs
Bector - . industry Services Commerce business Total of total created
Small modern 5 . 4 1 1 11 9.1 107
Small traditional 19 9 13 6 47 39.2 69
Semi-modern traditional 13 15 3 1 32 26.7 74
Micro traditional . 14 . 9 5 2 30 25.0 36
Total 51. 37 22 10 120 100.0 286
Percentage of total 42.5 30.8 18.4 8.3 100.0
Jobs created ' 177 68 . 27 - 14 286 j

*6¢C



Table 5.

Value of AID Phase IV Loans by Type and Sector
July 1985 - September 1586

($000°'s)
Type
Saall . Agri- Percentage Jobs
Sector Industry Services Commerce . Business Total Average of total- created
Ssall modern 70.0 50.0 15.0 20.0 155.0 14.1 31.0 - 107
Small traditional 61.1 23.9 47.5 8.1 140.6 3.0 28.1 69
Semi-modern traditional 75.0 63.8 18.0 5.0 161.8 5.1 32.2 74
Micro traditional 21.8 15.0 3.7 2.5 43.0 1.4 8.6 _36
Total 227.9 152.7 84.2 35.6 500.4 4.2 100.0 286
Average 4.5 4.1 3.8 3.6 4.2
Percentage of total 45.6 30.5 16.8 7.1 100.0
Jobs created 177 68 27 14 286
Note: Average loan amounts are derived by using number of loans presented in Table 4
above. -

*0€
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Phase IV Loan Sample

A random sample of 10 Phase.IV’loans was m%he from the
98 Phase IV loans outstanding as of the end of Auqust 1986.
The sample was taken from both fixed 1loans and line-of-
credit loans. All 10 loans were desk reviewed; nine were
reviewed in the field as well. The tenth client, M. Legal,
was too distant to reach near the end of the day. Following
are the findings of the evaluation team; both evaluators
pérticipated in loan reviews.

¢
L

Aubourg Biginy

M. Bigny, a jeweler, received a-loan of $5,300 in
December 1985 to buy safe and stock (old gold) for repro-
cessing into jewelry. His repayments are current, and his
annual,éales are at $18,000. He has a well-run operation
with three employees, one of whom was added as a result of

' the loan.

Elie Durand

M. Durand, a tailor, received a loan of $10,000 to buy
' 25 sewing machines ih December 1985. He manufactures work
clothes, shirts, and trousers with material brought in by
clients. His loan was past due for 30 days in August and is
now on the HDF monthly follow-up program. There were 10
employees before the loan; there are 22 at present. Because
M. Durand was not there, it was not possible to discuss his
operations; his sales volume is approximately $36,000 per

year.
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Emmanuel Aristil

A poultry grower, M. Aristil is .also a baker and dealer
in bric-a-brac and coat hangers. His loan is for $27,000,
with $2,000 drawn down in a line of credit énd $2,000 in a
fixed loan for purchase of freezer, chicks, and feed; a
second loan was for medicine and feed. The line of credit
was not drawn down because no checks were available until
November. The fixed loan was made in October 1985. He has
small arrears that he anticipates repaying in October 1986-.
His poultry sales are $30,000 per year; bakery sales are |
$7,500 per'year. Four employees were added as a result of
the loan.

Gerard Legal

M. Legal received a leather products loan of $1,700 in
April 1986. He wants another loan of $1,000 for expansion.
This business was not visited because of distance and time

constraints.

Jules Gay

M. Gay, a pottery maker, received a loan of $13,000 in
May 1986 to build a low fire oven, a 24-meter .storage
facility, and metal storage shelves. His sales are approxi=-
mately $80,000 per year, primarily to two Florida importers.
This is a father-son operation; the father, in his late
fifties, is handing over day-to-day operations to the son.
Under the father's direction, products were primarily
decorated flower pots and vases. The son is now adding more
decorative items, such as painted masks and papier mache
items. He had 25 workers before the loan and 27 after.
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With the drop in sales to the U.S. and in the Haiti
market, he has had to lay off potters; this could have
negative repercussions in the longer term because it is
difficult to rehire potters. Normal sales in the U.S. have
been $6,000 per month, but are now $2,000 bécause of a drop
in the number of 1986 tourists to southern Florida.

Sergé Gay, the sdn, attended the MPC course and did
well. He would benefit from technical assistance from CARE"
on what to produce for the U.S. market. He is experiencing
difficulty in producing certain items like oversized urns,v
which crack at the bottom because the clay at the base of
the urn is too soft (low heat process) to take weight. Gay
Jr. also needs yuidance on expanding his market efforts
after technical and product mix problems are solved. We
‘were told there are only two major pottery producers in
Haiti. Perhaps HDF could guide Gay Jr. to sources of
technical and marketing assistance, without which this loan

will probably become a problem or loss loan.

Willy Dorval

M.. Dorval, a tailor, received a loan of $6,000 in
December 1985 to purchase a second-hand pressing machine.
His wares include pants, shirts, and suits for adults and
children. Three additional em loyees were hired, increasing
the total work force to 22. The 15 sewing machines were in
full operation in very crowded conditions. M. Dorval will
shift half of his workers to a secoad floor space now used

.

as a living area.

Following the loan, sales volume increased from $69,000
to $85,000. However, September 1986 sales volume was 25
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. , )
percent lower than September 1985, even though f;e number of
customers has increased. Customers are buying'iess due to

economic conditions. School uniform sales are550 percent

off from last year, as many former buyers are?waiting for
developments on reopening of schools. A sign &as hung in

the shop stating that M. Dorval has an HDF loan.

Seide Beaubrun

M. Beaubrun owns a grocery convenience store, which
received a line of credit for $9,500 for stocks. He sells
milk, bread, soda, and other necessities. fhe loan is
current. Sales are $30,000 per annum; the cost of goods is
$22,000, with a gross profit of $8,000. This is a small
premises in an out-of-the way area, providing a service at
the village level. The store was neat, and appeared to be

well run.

Isaac Blanc

M. Blanc is a furniture manufacturer with a small work
space in Petion-Ville. He received a $8,000 loan in Septem-
ber 1986, which contained a line-of-credit compunent for
$3,000. He has a small showroom on John Brown Avenue, and
produces highly stylized furniture, fake-~fur-covered chairs,
and antiﬁue—style furniture. He is in the Loan Follow-up
Program because HDF Credit Unit thinks he is expanding too
fast. He is undercapitalized and understaffed, virtually a

one-man operation.

M. Blanc, vho has had three months of training in
furniture making in the U.S, now needs further training; the
CARE program may be of assistance. He should also attend
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‘)
MPC covrses. Following both of these, HDF may %211l urge him
to make quality furniture of a simpler design tcfappeal to a
broader market. Repayment of his fixed loan oﬁ'$5,000 was

one month in arrears in August. ' |

Wouverill Naissance

M. Naissance, who rebuilds car batteries, received
$3,300 in a line-of-credit 'and fixed loan to buy used
batteries, purchase material for rebuilding b?tteries, and
purchase stock of new batteries for resale. ,fhe loan was
made in February 1986. He repairs '20 batteries per month,

with quick turnover.

This is a smail, well-run operation in a central:
location, earning about $10,000 per annum; it employs three
men,. including owner. The business provides a much needed
commodity at less than one-half cost of a new (imported)

battery:
New 60 amp New 45 amp
0ld battery battery battery
Cost: $ 2.00 $ 72.00 $ 70.00
Repair material: 15.00
Labor: 5.00
Total cost: $ 22.00
Sale Price: $ 45.00 $100.00 $ 95.00
Profit: $ 23.00 $ 28.00 $ 25.00
. Monthly volume: 20 units 7 units 8 units

Monthly profit: $460.00 $196.00 $200.00
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Availability of old batteries is the only constraint
which prevents M. Naissance from shifting more productive
resources into this part of his business.

Joseph Altes

M. Altes is a refrigerator rebuilder, who received a
line of credit of $4,000 for material to rebuild refrige-
rators and to purchase used refrigerators. He maintains
good "cash books" and income and expense reports. He has an
excellent location at a former corner petrol station. The
business has sales of $2,000 per month with net profit of
$7,000 per annum. It employs seven men, four of whom are in

training.

After the loan, business doubled.. M. Alter is now re-
questing $3,000 to expand further, and has just imported
$1,800 in refrigerator parts from the U.S. The loan is
"watch listed" by HDF because the credit department thinks
the borrower is expanding too fast for his working capital

and net worth.

Conclusion

There are four HDF Loan Officers. They are conscien-
tious in their work and motivated to improve borrower
operations where possible. The loan files we reviewed were
comprehensive and contained information essential for loan
approval and follow-up®! The skill levels of the two Loan
Officers, Jean Claude balixte and Yves Robert Jean, who

accompanied the evaluators to the field, are good.

The section of loan files titled "Justification du
Credit," however, is toc general. It does not show a high
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skill level in terms of the analysis used to quantify and
qualify the loan decision. This section should indicate the
strengths and weaknesses of the loan ‘and what specific
aspects of borrowers' operations need future monitoring.
Formal training for Loan Officers in credit analysis should
be considered. Their'approach to loan making is now mechan-
ical.

HDF is reaching its target group. A number of the
loans need good evaluation and frequent monitoring because
of the inexperience of borrowers. Although this follow;up
is costly and time consuming, HDF Loan Officers are gaining
good credit experience as they interact with borrowers on
follow-up visits. Monitoring will continue to be important,
but the overall cost of follow-up might be reduced.by impro-

ving initial loan analysis.

Financial Analysis of HDF

Table 6 showé HDF's Comparative Balance Sheets for the
past three years. Cash balances are seemingly large and
have been growing during ‘he past two years. However, the
deposits in banks are largely funds from donors, earmarked
for loans, but not yet disbursed. HDF cannot touch these
funds except for loan disbursement unless special permission
is obtained. Both sides of the most recent balance sheet
make clear the importance of AID. 1In the moribund Phase
I-III portfolio, AID represented 30 percent of the total,
whereas the new Phase IV portfolio is 95 percent AID-

financed.

e HDF-is clearly behind the financial targets originally
set by AID for Phase IV. 1In terms of loan disbursements,
- ~the single most important indicator, $1.5 million was



Table 6. HDF Comparative Balance Sheet
(Thousands of dollars) -

|
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TOTAL LIABILITI:EIS

30 June '86 30 June "i 30 June 'S4
Cash : 11 . 7 1 14
Deposits in bank 278 lo1 , 59
Subtotal 289 108 73
Loans:
Phase IV
AID 237 - -
Reflow 12 7 _-
249 17 ‘ -
¢
Phases I-III
AID 267 284 300
BID 447 4 495
IDF 178 192 244
1141 964 1039
Bad debt .reserve (192) (192) (192)
949 772 847
- Fixed assets 25 15 24
Other assets 30 _83 80
TOTAL ASSETS 1293 978 1024
Loans payable
BID ' 500 500 500
PADF 81 81 81
IDF 180 194 232
761 775 813
Other liabilities 107 171 148
Fund balance
Outstanding in loan 608 325 325
Cum. deficit at year end (229) (354) (282)
Excess of revenue over _46 _61 _20
expenses
Sub~Total 425 32 _63
1293 978 1024




allocated through the end of 1986. Through September 1986
actual disbursements were $500,440, and by the end of 1986
this figure will probably reach no more than $800,000. The
explanation is that the restructuring at the beginning of
Phase IV continued much longer than expected. Originally,
AID expected a pre-operational period of four months ending
in December 1984. This period was to be followed by a

24-month period of loan evaluation and disbursement.

The first AID Phase IV loan was not disbursed until’
July 1985, which implies that the pre-operational phase
really lasted nearly 10 months. Some of the reasons for

this are:

. There were delays putting a new management
team in place. The Executive Director who
started in January 1985 died 'in January 1986.
The present Executive Director started in
March 1986. Other key positions have been
difficult to staff, including the Credit
Division Head, the Fund Raising Officer, and
the Finance Division Head. :

o During the early days of Phase IV loans, the
Board of Directors investigated and approved
each loan, no matter how small.

. The Foundation policy at first precluded
aggressive loan promotion and depended on the
initiative of loan seekers to produce busi-
ness.

Table 7, HDF's Profit and Loss Statements for the last
two years (during Phase IV), again show AID's importance in
terms of covering defidits. In FY 1985, AID contributions
($162,000) covered 66 percent of total expenses($247,000);
in FY 1986, AID covered 87 percent ($218,000 of $250,000
total). This seeming lack of progress toward self-
sufficiency was caused largely by a decrease in interest
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Table 7. HDF Comparative Profit and Loss Statements
(Thousands of dollars)

12 months ending

30 June '86 30 June '85

Revenues
Interest on loans 66 129
Miscellaneous income 12 17
AID contribution (operating expenses) 218 162
Total 296 308

Expenses
Salaries and related expenses 160 125
Operating expenses 62 50
Interest . 24 27
Other 4 6
Bad debts - 39
250 27
Excess of Revenue 46 61
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income in the most recent year, from $129,000 to 866,000.
This is due in part to a distortion caused by a change in
accounting treatment: old portfolio loans were based on
interest charged in advance, whereas new portfolio (Phase

IV) loans are based on interest charged as earned.

Most of FY 1985 was spent in retraining and regrouping

not in aggressively seeking new loans.
Table 8, HDF Cash Flow, once again shows AID as the.
biggest single participant in HDF's financial picture in

terms both of additions to cash and deductions from cash.

Bad Debt Write~Off Policy

The Comparative Balance Sheets (Table 6) show the same
figure of $192 thousand for the end of FYs 1984, 1985, and
1986. This figure, which when it was established related_
only to the Phases I-III portfolio, is inadequate. Further-
more, no reserve for bad debts has been created with‘réspect
to the Phase IV porffolio loans. The Price Waterhouse audit
at the end of FY 1985 recommended a Phase 1-III bad debt
reserve of $562,845, based on a suggestion from the Collect-

ions Supervisor.

The Phase IV portfolio is clearly of a better quality
than the previous loans. Nevertheless, there is a portion
of bad debts, and an adequate reserve must be set up. If
realistic reserves are:not in place, Balance Sheet values
will be overstated. .

The auditors, Peat Marwich, are carrying out their ex-
amination of the FY 1986 accounts at this time. A realistic



Table 8. HDF Cash Flow
(Thousands oi dollars)

12 months ending

30 June '86 30 June '85
Cash at begiﬁning 108 . 73
Additions to' cash

Loan grants - AID - 283 -

Operating and T/A grants - AID 218 162

Interest income 66 129

Loan repayments 55 92

Miscellaneous _4é6 . (84)

Subtotal 668 299
Deductions from cash

Operational expenses 250 247

Loans to clients - AID-sponsored 237 -

_ = Others . - 17

Subtotal . 487 264

Cash at end 289 108
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reserve for bad debts based on an examination )f the old
portfolio must be put in place. Likewise, a bad debt
reserve policy, probably based on a percentage Rf the loans
coming onto the books, must be set up promptly for Phase IV

loans.

Interest Rates

Currently, loans have an interest rate of 18 percent
pér annum. This is the same rate charged by SOFHIDES for
larger loans to more creditworthy borrowers.: The micro
entrepreneurs' only ‘alternatives are the informal money-
lenders. The moneylenders' interest rates could be called
the market rate, and this rate is as ‘high as 18 percent per

month.

.We'do not advocate that HDF charge at these levels, but
it seems to us that HDF, faced with the high administrative
cost of lending to small unsophisticated borrowers, should
af least consider increasing the price of its product. If
-increasing the interest rate is undesirable, HDF could
increase its income by charging separately for items such as
processing. of applications or collection charges when HDF
" has to send its driver to pick up cash.

Economic Assessment

‘ Because of their newness, it is difficult to measure
the effect of HDF's portfolio of loans on the Haitian
-economy, except in approximate terms. Between July 1985 and
September 1986, 120 loans with a total value of $500,440
have been made by HDF with funds provided by AID Phase IV.
The following observations can be made: -



. GDP contribution is approximately equal to
1.5 times the loan amount, or $750,000.

. In terms of primary job creation, AID esti-
mates the investment cost at $2,000 per job.
Thus, AID Phase IV-sponsored loans through
HDF should have created 272 jobs. Secondary
job creation is probably minimal because of
the small scale of the enterprises.

The evaluation team called on a random selection of 10
HDF Phase IV borrowers. Reported employment creation is

presented in Table 9.

We believe that the HDF Phase IV program has had
limited effect in terms of technology transfers. These
micro and small enterprises are characterized by such activ-
ities as equipment repair, clothing manufacture, and agro-

business.

A&M Industries, a larger than average borrower, is ‘
probably more advanced technologically than any other HDF
borrower. 1Its principal product is household electrical
distribution equipment, i.e., switches, circuit breakers,
and timers. Technology transfers at a level of any signifi-
cance are much more likely with respect to SOFIHDES clients

because of their larger loans.
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Table 9. Sample of Jobs Created through Phase 1V Loans

Employees
Nape of Amount Cost of added
borrowers of loans Before After Change job creation
Bigny 5,300 3 4 1 5,300
Durand 10,600 10 22. 12 800
Aristel (2 loams) 27,000 NA NA 4 6,800
Gray Pottery . 13,300 25 27 2 6,600
Dorval 6,000 19 22 3 2,900
Beaubrun 9,400 2 r - * -
Blanc 8,000 3 3 - -
Naissance 3,300 3 3 - -
Altes 4,000 4 7 3 1,300
Legal 1,700 NA NA A 1,700
88,000 26

34,400




IV. THE WAY AHEAD

At the time of the evaluation team's visit in October
1986, the Executive Director and the Senior Acdvisor wére in
the process of developing a "Five Year Plan"'%or the HDF.
Although the plan was still in draft and had not yet been
approved by the Board of Directors, the Executive .Director
and the Senior Advisor gave the evaluation team the oppor-
tunity to review the plan informally. '

The draft plan recognizes three scenarios. In the
first, USAID continues to provide financial support to HDF
beyond Phase IV, which ends December 31, 1986. In the
.second scenario, USAID discontinues support beyond Phase 1V,
but permits HDF to use Phase TV funds remaining undisbursed
as of December 31, 1986. In the third scenario, USAID
" terminates all financial support as of December 31, 1986.

The'second and third scenarios ultimately result in the
demise of HDF. The first scenario, however, presents a
_favorable outcome for HDF. It is, moreover, a viable
alternative since, during Phase IV, HDf' was able to record
.an improvement in loan quality and an upgrading of its
Board, management, personnel, and reputation.
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With respect to the first scenario, the plan covers
three essential points: the optimum size of the HDF loan
portfolio over the next five years, the expenses associated
with building such a portfolio, and the level of AID funding

necessary to support the expansion in the HDF's operations.

To achieve viability, the five-yéar plan's goal is to
have a loan portfolio of $4.0 million by 1991. Cash ex-
penses in 1991 would be approximately $550,000, and the loan
portfolio's interest income would céver cash expenses as
well as bad debt expense. The replacement of firxed assets
from interest income would also be possible.

The plan estimates that additional funding of $1.8
million would allow for the development of a $4 million loan

portfolio on a break-even basis.

Since the evaluation team believes that the need for
AID support is understated in the plan, these points need to
be examined in greater depth. The team's principal

assumption are as follows:

(1) Cash. No increase is anticipated in cash
balances during the forecast period.

(2) Interest income. The portfolio at present
is approximately $1.0 million. At the end
of the period, it reaches $4.5 mi.lion.
Five years' interest income at 18 percent on
an average portfolio of $2.75 million totals
$2.5 million.

(3) Grants from AID. This is a residual figure. No
- effort has been made to discriminate between
AID funding and operations or technical
assistance support.
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(4) ° Operating expenses. The year just end :d showed
250,000 for this item. We have allow:d an in-
crease of $50,000 each year, which we selieve
should be more than adequate. Total tor the five
years equals $2 million. ;

(5) Net increase in loan portfolio. The portfolio
increases $3.5 million in five years. We ignore
repayments and reflow lending.

. (6) Bad debts. The loan portfolio will be diminished
by bad debts. The current reserve is only ’
$0.2 million. We believe at least an addltlonal
$0.5 million will be required.

(7) Capital asset replacements. Capital assets.
currently on the books total $65,000'. We
believe $100,000 is adequate for replacement
in the next five years.

(8) Contributions from other donors. We antici-
pate that HDF will receive funds from other
donors during the next five years. We assume
that these funds will be earmarked for specific.
loan objectives of the donors, and will supple-
ment the AID funds, rather than replace the AID
funds.

On the basis of these assumptions, the following cash flow
was projected:

Table 10. HDF Projected Cash Flow,
Next Five Years (7/1/86-6/30/91)

($000,000)
Cash at beginning 0.3
Additions to Cash
Interest Income a 2.5
Grants from USAID 3.6
6.1
Deductions from Cash
Operations Expenses 2.0
Net Increase in Loan Portfolio - 3.5
Bad Debts 0.5
Capitol Asset Replacements 0.1
6.1
Cash at End - 0.3

a. The grants from USAID include $0.6 million for
Phase IV, as yet unallocated.
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The new requirement for AID support to the HDF through
1991 is $3 million. This figure does include funding, up to
a portfolio level of $4.5 million, whereas the HDF's manage-
ment's estimate of $1.8 million support only took the
portfolio to $4.0 million. Hence, the evaluation team's
estimate of new.AID support required is 1.2 million higher
than the draft estimate of HDF's management.

The difference between the evaluation team's and the
management's estimates of USAID support required over the .
next five years illustrates the need to review the assump-
tions of the five-year plan. Management should undertake a
careful and detailed planning exercise, including preparing
projected profit and loss statements, balance sheets, and
source and application of funds statements and using the new
computer to facilitate changes and adjustments in underlying
assumptions. With this approach, a well substantiated and -
well documented estimate of AID support required will be.

obtained.

There is every‘reason for HDF and USAID to work closely
in this planning exercise. USAID will be preparing a
Project Paper at almost the same time as HDF is developing
its Five-Year Plan. While cooperation and full exchange of
information are certainly required, HDF will have to take
the initiative in developing and preparing the programs that

will underlie the financial figures.
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V. CONCLUSIONS AND RECOMMENDATIONS

As a ‘result of our evaluation, we have reached five

principal conclusions witl, respect to HDF:

(1)

(2)

(3)

(4)

(5)

¥

HDF, with assistance from AID, has success-
fully moved froan a state of near collapse to
a level of sat%sfactory performance during
Phase IV (9/1/84 to 12/31/86).

The Foundation is capable of expansion, but
the pace should not be forced so that loan
quality suffers.

There is a big gap between AID's two
development finance institutions, HDF and
SOFHIDES, i~ size of loans and size of
clients.

.HDF's internal operating procedures need

strengthening.

The small entrepreneurs who are HDF's borrow-
ers would benefit from technical assistance
in areas such as bookkeeping and simple
management techniques. Few HDF clients are
getting this help.

Phase 1V

BDF} at the end of previous phases, was near collapse.

The Board, management, and key personnel were seriously

compromised by incompetence and accusations of dishonesty.
Loan making had halted, and the Foundation's reputation was

weak.
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Two years later, the Board is composed of almost
entirely new people;.the current Executive Director is
firmly in control; capable‘key personnel are largely in
place; new loans are being processed and granted; old loans,
even some considered uncollectible, are being repaid. HDF's
reputation, among both borrowers and the financial commu-
nity, is much improved. HDF is making a social and
developmental impact. Among the 8,000 Haitian micro

entrepreneurs, HDF is almost a unique source of funds.

AID should continue to support HDF. The specifics'of
its support should include:

. . Financial support of $3 million over a
five-year period to cover loan funding,
operating income shortfalls, and technical
assistance :

. Continued presence of a Senior Advisor
- through 1987. His duties should include
strengthening the performance of key managers
assisting with implementation of the Data
Processing program, long-term planning, and
relations with AID.

. Technical assistance in terms of data
processing, credit training, and loan devel-
opment

. Other AID help, e.g., surplus vehicles on

advantageous terms

Expanding HDF

As already mentioned, AID should help HDF to expand.
HDF believes that a loan portfolio of $4.5 million in the
next five years is an attainable goal, starting from today's
$1.0 million portfolio. During July of this year, HDF
reached a monthly loan disbursement of over $100,000 for the
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of loan portfolio targets. Cooperation betweef;these two
financial iunstitutions should be increased. Fir example,

the two operating heads could sit on each other's Board of

Directors.

!
{

Internal Operating Systems

The Management Information System is inadequate;
accounting and record keeping needs strengthening; loan
processing is slow, and not suited to a small loan size,
large volume operation. These weaknesses are well récog-
nized by HDF, and it. is currently attacking thé problem with
installation of a DP system based on a personal computer.
The equipment has recently been delivered and training has

already started.

HDF should concentrate management time and effort on
installation of the data processing system. Report design
requirements must be stated by HDF management, not the
consultant. Use of the data processing system for loan
processing should introduce standardization, forms, ratio
analysis, etc. to streamline and increase productivity of

the Credit.Division.

Technical Assistance to Clients

Prior to Phase 1V, HDF provided technical assistance
directly to entrepreneurs/borrowers through its own staff
‘members or "animateurs." When the animateurs were replaced
by Credit Officers, the provision of technical assistance
was turned over to the Management and Productivity Centre,
another recipient of AID support. MPC has been offering a
basic management course to entrepreneurs/borrowers for $300,

£ S a1 e,
FravwiOus YO T Al
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which has been added to the loan amount, obviating any
immediate .cash paymeht by the entrepreneur. MPC has, at the
time of this evaluation, cut the cost of the course to $150.
In general, cooperation . between HDF and MPC has been
lacking, and this resource has been little used. Haitian
micro entrepreneurs Certainly could benefit from a course in
basic management techniques. The fieid review of loans made
clear that business management training is essential to the .

viability of many borrowers' enterprises.

HDF should ensure that its requirements for technical
assistance to the entrepreneurs/borrowers are developed and
stated to MPC. MPC should continue to deliver the technical
assistance. (HDF did not demonstrate satisfactory TA abili-
ties when it had this mandate previously. Furthermore, HDF
is fully occupied with making loans.) HDF should strongly
encourage its borrowers to take advantage of the course,
Lowering- the cost is an encouragemeni:. The course should
not be compulsory or a condition of. obtaining a loan.
MPC'should ensure that the course is "self-selling."” That
means, in addition to teaching fundamentals of management,
there should be built into the course some immediate pay-

back ideas which the entrepreneurs can use and appreciate.

Other Recommendations

The new Executive Director has demonstrated his capabi-
lities. Adjustments in relationships, authorities, and
responsibilities among the Executive Director, Board, and
AID are now needed. Responsibility and authority should be
delegated, particularly by the Executive Director, to divi-
sion heads. The Executiva Director should revise his
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position description to reflect increased operating respon-
sibility.. The Executive Director should be the person
finally accountable for all acts of the Foundation.

The Executive Director should coordinate the work of
the management team by holding weekly staff meetings. This

will promote team style management.

The Executive Director should decrease time spent on
loan appréval and increase time spent on administrative

activity.

A major revision of financial procedures is necessary

following the installation of the computer.

The Board should concentrate on policy, planning, and -
market development, and less on operations. Board members
should "target" Haitian companies and organizations to

promote cooperation with HDF. .

A policy is needed stating that the Board and Executive
Director should monitor economic and political conditions to

permit quick change in lending strategy.

AID should reduce its "hands-on" approach to HDF op-

erations.

Credit policy should include maintaining loan repayment

rate at a specified level.

The HDF's market should be defined by size of 1loan,
type, and percentage of portfolio in small and large loans.

The person or group responsible for "testing credit
programs" should be identified.
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Greater detail supporting the loan decision is needed
in the "justification du credit" section of "Decision de

Credit" form.
The applicant questionnaire should be eliminated.

Legal advice should be given on loan contract and

guarantee forms.

The Head of the Credit Division should be responsible
for determining "loan dossier complete, analysis sound, no

major errors in financial projections."

Responsibility for approval of loan should be shifted

downward in organization.

The loan follow-up program should go beyond a "watch
list" concept to a loan quality rating system.

¢

HDF should move to a more central location; meanwhile,

it should acquire grbund floor premises.

Personnel policy should be evaluated to determine
whether it compares favorably with similar organizations.

Staff attendance should be monitored, perhéps by
timesheets. '

The Loan Officers' job description should include their
responsibility for analysis of loan information and support
with facts of loan decision.
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Loan Officers should be given formal training in
credit. AID should provide technical assistance for this.

Revise Accounting section of Operations Manual to
reflect major changes in reports, accounting forms with
computer installation.

Reduce $120 per annum membership fee to increase
membership. ‘ '

Plan now for replacement of the Advisor and the AID
Project Officer. The Advisor should now be less a "doer"
and more an "advisor." The Advisor should appraise HDF's
employee evaluating system.

The Public Relations Officer shculd éoncentrate on
market development, particularly for new types of loans.
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' APPENDIX A

DUTIES OF THE CONTRACTORY

'Project background

HDF has been the beneficiary of three phases of USAID
assistance administered between HDF's creation in 1979
and ghe beginning of a fourth phase on Sept. 1, 1984.
The evaluation to be conducted as specified herein, is
of phase IV of USAID's assistance to HDF. Previous
phases, I, II, and III have been evaluated and wiil be
considered in the phase IV evaluation only as
background, and only where background has significant
bearing on HDF's operation during phase IV (i.e. after
Sept. .1, 84).

For example, one duty of the contractor, specified
hereinafter, is to assess HDF's loan portfolio. The
contractor will be expected to assess the total
portfolio in general terms, but will be expected to
provide a detailed assessment of HDF's phase IV
portfolio (i.e. loans disbursed after Sept. 1, 1984).

In summary, HDF does not want the evaluation specified
in this contract to incorporate re-evaluation of HDF

operations prior to Sept. 1, 1984.

Project objective

The purpose of the phase IV project to be evaluated by
the Contractor is to strengthen the Haitian Development

1.

Taken from HDF/RRNA Cooperative Agreement No.

521-0181-A-00-4083-00, pgs 3-6.
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Fountation's institutional and financial capability to
meet - the credit needs of the small-scale enterprise
sector in the Port-au-Prince area.

Scope of Work

The Contractor will provide consultants to conduct
on-site evaluation of HDF's progress present situation
and future prospects, and to prepare and present a
draft report of their major findings and
recommendations to HDF's Executive Director and Board
of Directors, and to USAID/Haiti. Recommendations Qill
be for improvement in HDF's organization structure,
operating procedures, and credit program. Consultants
provided by the Contractor will work in close
coordination with HDF and USAID and will: '

Review HDF's Management in order to:

determine whether there is clear understanding of
policy and goals by HDF staff;

analyze the organization structure to determine its
effectiveness in facilitating administration and
decision making;

assess the capability of HDF's staff members to fulfill
respcnsibilities delegated to them and carry out
assigned duties;

determine the appropriateness of HDF's policies and
procedures for attracting and screening applicants,
approving applications, disbursing loans, collecting
principal and interest, and following-up to assure the
business success of clients;
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i
assess the effectiveness of policy estallishment,
program planning, and performance evaluatidon by HDF's

!
!
assess the adequacy of accounting, budgeting,

Board of Directors;

monitoring, and reporting systems for tracking income

- and expenses, loan disbursement and repayment, and for

identifying problems and maintaining overall financial

control;

evaluate programs for attracting dues p#ying members,
locl contributions, and funding from international

agencies, foundations, and lending institutions; and

assess the financial success of HDF in terms of 1)
return on the investment of interest and other
sélf-generated income, 2) adequacy of cash flow to meet
present and future lending objectives, operating
expenses, and reserve account funding, and 3) progress
of HDF toward sustainability and auto-sufficiency.

Review HDF's Loan Portfolio in Order to:

Assess repayment performance;

Based on available information estimate the
developmental impact of credit extended by HDF to
various target beneficiary sectors (i.e. manufacture,
service, commerce) in terms of employment creation,
productivity, and client income;

(W
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s
'

assess the degree to which HDF has implemer :ed intended
credit policy; ]
' . ' ’ '

measure HDF's rate of lending and assess what it means

in terms of progress toward auto-sufficiency;

‘determine the effectiveness of HDF's loan guarantee .

policy, and its implementation;

determine the adequacy of HDF's loan guagantee policy,

and its implementation; ¢

compare the amount and number of loans disbursed to the
total investment in phase IV operation of HDF in order
to assess the cost of providing credit to HDF's target

beneficiaries.

Review the effectiveness of HDF's lending and follow-up

consustation in order to:

determine whether the Foundation's policies,
procedures, and financial controls have acted as
barriers to providing developmental credit to intended
beneficiaries, or as effective guidelines incorporating
constructive limitations and ocntrols;

assess the efficiency of HDF's application processing
and loan disbursement procedures; and

assess the Credit Division's client follow-up
effectiveness in helping clients to identify, and
solve, business problems.
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Methddology for performing the evaluation will include:

review of documents: ' Project Paper, HDF by-laws,
statements of policy and procedures, Board minutes,

advisors reports, manuals, program implementation

- documents, progress reports, training materials etc.;

review of records: 1loan dossiers, collection files,
client account ledgers etc.;

interviews: with USAID/Haiti staff personnel managing
the Project, and staff within HDF from Board members to
operating personnel; and

interviews with selected loan recipients.

Upon completion of the review of documents and the

conduct of interviews, the findings of the Contractor's

field team, along with recommendations, will be presented

in the form of 'a draft evaluation report to HDF and

USATD/Haiti and discussed before being put in the form of a

final evaluation report.

A-si

4%
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APPENDIX B. 1

CONMEMJ DETAILLE CAHIER DE. CHARGES '
INFORMATISATION SYSTEME ADMINISTRATIF FHD

INTRODUCTION

1.1

1.2
1.3

Situation actuelle de la FHD

1.1.1. Background de la FHD
1.1.2. Relevé des principales tiches
1.1.3. Limites et insuffisances du systeme actuel

Objectifs generaux a atteindre .

Principaux domaines d'application et ordre de priorité

1.3.1. Principaux domaines d'applications et ordre de priorité
de mise en oeuvre

1.3.2. Politique d'acquisition des moyens
1.3.3. Degré de concentration des moyens

DESCRIPTION DES BESOINS (PAR APPLICATION)

2.1
2.2
2.3

Identification des Applications
Caractéristiques Fonctionnelles
Bilan'Quantitatif

«+  sorties (charge d'édition)

.« entrées (charge de saisie)
.« fichiers ( volume)



ANNEXE
(suite)

CONTENU DETAILLE CAHIER DE CHARGES
INFORMATISATION SYSTEME ADMINISTRATIF FHD

3. DESCRIPTION DES -MOYENS

3.1 Matériel
.+ unité centrale
e memoire auxiliaire
<+ unités périphériques
.. alimentation

3.2 logiciel

«» logiciel de base
- logiciel d'application

3.3 Personnel Requis
3.3.1. Catégorie

3.3.2. Formation requise
3.3.3. Condition d'acquisition

4. BUDGET ESTIMATIF
4.1 Budget Investissement
4.1.1 Matériel |
%« configuration de base

«» périphériques
«« environnement (appareils et mobilier)

4.1.2 Logiciel

.+ logiciel de base
.+ logiciel d'application



CONTEIW DETAILLE CAHIER DE CHAKGES
INFORMATISATION . SYSTEME ADMINISTRATIF FHD

4. BUDGET ESTIMATIF (suite)
4.2 Budget de Fonctionnement Annuel
4.2.}. Entretien Matériel
4.2.2. Foufnitures
4.2.3. Assistance Technique
4.2.4. Divers

5. CALENDRIER DE MISE.EN OSUVRE
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