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EXECUTIVE SUMMARY

During the five years since 1987, the Get Ahead Foundation (GAF) has built a large and
pioneering microenterprise program centered on the Stokvel Loan Program. Get Ahead was the first
nongovernmental organization (NGO) to introduce group lending for microenterprises into the black
townships in South Africa, which it did with financial and technical support from the United States
Agency for International Development. It was also the first NGO to carry out such a program on a
significant scale anywhere in Sub-Saharan Africa.

For most of its history, GAF has operated in an enavironment hostile to its aims. When the
Stokvel Loan Prosram began, many of its features, such as the interest rate, were illegal and brought
regular harassment from government authorities. The black enterprises that GAF hoped to promotc were
also largely illegal and the target of official harassment. The townships in which GAF operates were
highly politicized, often violent settings. GAF leadership and staff showed courage and ingenuity in
persevering to carry out the terms agreed to with USAID.

Against this background, GAF has accomplished a great deal over the past five years. Under the
Stokvel Loan Program, it has disbursed 12,658 loans in 22 areas throughout South Africa with a 90
percent recovery rate. This exceeds the performance targets established in the original grant agreement
of 7,000 loans and an 85 percent recovery rate. The loans have contributed to improvements in the
financial status of client enterprises and to increases in employment. Institutionally, GAF has
strengthened its organizational structure by separating its social and commercial activities, trained staff
in credit delivery and administration, and expanded its resource base.

As the first agreement between CAF and USAID draws to a close, the stance of government
toward black enterprise and black-directed NGOs has become more positive. Moreover, there is a
tremendous surge of interest by NGOs, development finance institutions, and banks in providing financial
services to the majority population. New entrants into the microenterprise finance field are appearing,
and many of them have learned from the example of Get Ahead that group lending can succeed in South
Africa. Similarly, Get Ahead has influenced organizations elsewhere in Africa to consider group lending.

In the context of these changes, GAF can expect to achieve even more in the future. In doing
so, however, it will face new organizational challenges. It will have to establish more ambiticus goals
and targets for portfolio quality, good management and, ultimately, financial independence. Now that
the authorities are no longer working against it, GAF has more freedom to concentrate its energies on
improving quality. It can shift into higher gear.

The evaluation team recommends that USAID continue to fund GAF to promote its future growth,
stability, and financial independence. To this end, GAF will need to introduce new performance
indicators and aim for higher standards in critical management areas and in the quality of its loan
portfolio to reduce the portion of loans currently at risk. The first and most important step is for GAF
to make some immediate changes to improve loan repayment rates. The next round of funding should
be contingent on the initial demonstration of commitment during the next few months. The new
agreement should support GAF through a consolidation phase before substantial growth funding is made
available. Movement from the consolidation phase to the growth phase should be based on GAF
achievement of performance targets in management systems, financial management, and portfolio quality.
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GAF PERFORMANCE AND CURRENT STATUS OF PROGRAMS

The cooperative agreement between USAID and GAF was designed to support commercial
services: the creation and implementation of the Stokvel Loan Program, the Business Loan Program, and
training of entrepreneurs. In addition, the agreement outlined a plan for institutional development to help
GAF develop the capacity to manage these programs.

The Stokvel Loan Program

The creation of the Stokvel Loan Program is GAF’s most important accomplishment under the
cooperative agrcement with USAID. The program offers one-year loans of from R300 to R1,000 to
borrowers who form into groups of five for mutual guarantee of loan repayment.! This program, which
did not exist at grant inception, has evolved an cffective methodology and achieved significant scale and
effective outreach within the communities it serves. It is now well established and currently operates in
21 townships. Most of the clients are women (91 percent). Since inception, GAF has disbursed 12,658
loans totaling almost R6 million, exceeding significantly the 7,000 borrower target in the agreement. It
has a portfolio of R3.6 million.

In interviews with a sample of Stokvel Loan Program clients, the evaluation team found that a
majority of loan funds have been invested directly in client businesses and have been used for working
capital. These businesses have grown considerably during the loan period in sales, gross profits, and
employment. There is less evideace that the businesses have used credit to transform themselves into
more formal enterprises. The data suggest that the Stokvel Loan Program has effectively reached a
market of clients who need the service it provides, and are willing to pay for it. Even if credit alone
cannot dramatically transform the borrower enterprises, it is clearly a valuable financial service.

The basic program methodology appears to be sound, particularly given the familiarity of nearly
all borrowers with informal, savings-oriented groups. However, whereas the program has met the targets
of the original grant agreement with respect to loan recovery rates, approximately one-third of loans in
the current portfolio are over 30 days delinquent. A substantial fraction of these loans are more than 90
days delinquent. For future growth, stability, and sustainability, it will be crucial for GAF to reduce the
proportion of the portfolio at risk.

GAF can take some specific steps to reduce delinquency rates: more timely and accurate
information would alert program managers to problems, and more immediate supervision by GAF of
borrowers from the date payments are missed could improve repayment patterns. GAF also needs to pace
its expansion rate more judiciously. In 1991, GAF tripled the size of its portfolio. This explosive growth
had two consequences: field staff spent relatively more time on loan approval and disbursement and less
on collection, and the flood of new loans still in their honeymoon stage in the portfolio obscured the
worsening status of older loans. To improve the future performance of the Stokvel Loan Program, the
evaluation team recommends that GAF institute an effective management information system (MIS),
intensify its supervision of borrowers, and ensure that its future rate of growth does not outpace its
capacity to manage the program.

' R2.75 = US$1.00 as of February 1992,




The Business Loan Program

The Business Loan Program was established with support from USAID to develop and test a
methodolngy for lending to higher-level small enterprises considered to have greater potential for growth
and employment generation, The program extends loans of R1,000 to R20,000 to individual borrowers
for up to three years. Loans are approved on the basis of client references and simple project assessment.
No collateral is taken. Loans are made by Standard Bank, based on documentation presented by GAF
and backed by a R600,000 guarantee fund on deposit by GAF. GAF receives a fixed 10 percent fee for
its services, while Standard Bank retains 22 percent in interest income.

Although there are now 276 loans outstanding totalling R834,643, the Business Loan Program
has not demonstrated that it is a viable product. Sixty percent of the portfolio is at risk (defined as the
outstanding balance of all loans with payments more than 30 days late as a percentage of principal
outstanding). The program has been unable to leverage bank funds as planned in the agreement because
Standard Bank has been unwilling to put its own funds into this portfolio. Many specific problems can
be cited, such as the inability of Standard Bank to provide timely information on loan status, and the
inappropriate distribution of credit risk (all GAF’s) and income (mostly Standard’s). However, the most
fundamental difficulty is that the methodology has not proved successful in making individual loans to
the small business sector.

The evaluation team recommends that GAF wind up the Business Loan Program. To
accommodate a substantial fraction of the kind of clients now in the Business Loan Program, GAF could
safely raise the limit of the Stokvel Loan Program to RS,000, though it should consider a special
qualification process for the larger loans. This would accommodate most current Business Loan Program
clients, as average loan size is now R4,100.

Closing the program means that the geil of leveraging bank funds and connecting clients to
formal financial institutions “vill be deferred until GAF has the staff resources to devote to further
experimentation in developing a viable lending methodology.

Training and Nonfinancial Assistance

GAF’s client training funded in part under the USAID grant agreement focuses on strengthening
basic business skills through courses on costing and pricing, business management, record keeping,
marketing, time management, and the new value added tax. GAF has trained approximately one quarter
of its loan clients and several hundred nonclients during the USAID grant period. Interviews with
participants indicate that the training is well received and that it addresses basic business management
problems experienced by most microentrepreneurs. There is less evidence that the training has
contributed to changes in client management practices. This is probably related to the training’s
generalist oricntation, the absence of specific selection criteria for screening participants, and limited
follow-up by training staff. These issues will be addressed in a major review and evaluation of the
business training program by another donor in March 1992, which is expected to result in a longer-term
strategic plan for the department and the identification of staffing and funding needs.

Given the interest and direct involvement of several other donors in supporting the business
training, major USAID support is not required in the future. However, depending on the outcome of the
March planning exercise, USAID could consider support for some training department staff salaries. The
primary rationale would be to ensure that the business training complements the Stokvel Loan Program
and that the time and attention of loan program staff are not diverted to training functions.




The USAID grant agreement also provided partial support for GAF’s marketing assistance
program. The aim of this program is to promote general market entry by black businesses, identify and
link clients to new market opportunities, and provide individual advice to clients. GAF has carried out
a wide range of activities under this program, such as promoting subcontracting relationships through
trade and matchmaker fairs, identifying franchising opportunities through study tours and seminars,
producing a black business directory, and participating in trade fairs and other promotional efforts.
GAF's social services department has complemented the marketing section by sponsoring research on new
business and employment opportunities and sponsoring several community-level business promotion and
employment generation projects.

The effect of these activities is uncertain. The program has suffered from lack of a strategic focus
and staff turnover and has placed limited emphasic on monitoring the outcomes or cost effectiveness of
its activities. To achieve greater impact in the future, the marketing program should develop a longer-
term strategic plan. Future USAID support could be directed to technical assistance in this area.

INSTITUTIONAL DEVELOPMENT

Self-sufficies:cy

GAF leadership and the original lanjuage of the cooperative agreement express the intent that
GAF’s commercial programs (loans and training) should become finarcially self-sufficient or independent.
Yet it is not yet clear that all parties have agreed upon either a definition of self-sufficiency or a path for
GAF to attain it. Today, the Stokvel Loan Program covers approximately 33 percent of its costs. It will
only reach self-sufficiency if the overhead costs are reduced and the income earned per field worker
increases. It is incumbent upon USAID to design its fir.ure assistance to GAF in a way that supports the
programs’ move to self-sufficiency, such as by helping them to establish an equity base.

Commercia! Principles iin Management

GAF is among the first NGOs in South Africa to adopt a businesslike stance toward clients rather
than dealing with them as beneficiaries. Its next challenge is to extend commercial princinles more fully
to its own operations. Areas in which GAF can improve its management include:

® Better commurication and information flow between the field offices and head office;
® More regular supervision of field staff by head office;

® Generation of basic financial and general management information needed to inform
decisions; and

@ Institutionalization of internal controls over transaction flows.

Some of the problems GAF has experienced in developing sound management can be related to
shortcomings in USAID’s criginal grant agreement. The agreement required low standards in loan
repayment (85 percent recovery rate), and did not establish performance indicators to monitor other
important aspects of portfolio performance closely enough. The cooperative agreement directed GAF to
produce large amounts of information for the benefit of USAID, most of which was not the kind of




financial information GAF needed for managerial decisions. Technical assistance in developing and using
critical operational systems was not provided or was inadequate (particularly in computer programming).
Finally, USAID allowed GAF to be isolated from exposure to programs in other countries that had faced
and solved many of the same operational challenges.

Solving the problems now facing GAF and moving toward self-sufficicii.y will require the full
energies of GAF at all levels. Specific steps that need to be taken are described in the main text.
Because of the effort required to consolidate its current program, it may be advantageous in the long run
for GAF to consider postporing offers from donors that involve the start-up of new operations, especially
if such operations might overextend the lending program or financial staff.

RECOMMENDATIONS FOR USAID

USAID should continue to be a partner to GAF as it seeks to attain higher professional standards
and ultimately to grow and become financially independent. This process should begin now, even before
the next cooperative agreement is negotiated, because the situation GAF faces with respect to delinquency
is of some urgency. Therefore, during the process of planning for the next agreement and before the next
agreement is signed, GAF should develop and implement a manual system to track delinquency and
should mobilize staff to engage in rigorous collection efforts. GAF should also begin to develop its own
strategic plan for the organization for the next 3 to 5 years of operation. Disbursement of funds under
the next agreement should be conditioned upon evidence that the manual system is being used and is
accurate, and evidence that the institutional posture toward collections is strong. The proposed strategic
plan should form the basis of the design of the next cooperative agreement between GAF und USAID.
In the meantime, GAF should continue to lend to microenterprises to maintain its image in the community
as a reliable source of finance.

The next agreement should proceed in two or more phases. The first, the consolidation phase,
should concentrate on collections, management systems, and financial management, while maintaining
a stable portfolio size. USAID should support technical assistance for GAF during this time. The team
recommends that USAID finance the services of an expert in microenterprise credit operations to advise
GAF in financial management, credit and savings methodologies, management information systems, and
evaluation. In addition, there will be a need for local technical assistance in areas such as
computerization, internal financial controis, and marketing. The first phase of the agreement should also
support significant and ongoing staff training. It is particularly important to develop internal training
capacity for the staff itself, aimed at understanding and using GAF’s own policies and procedures.

The end of the consolidation phase should be marked by GAF achievement of specific targets in
financial management, management systems, and collections. Conditional on achievement of such targets,
USAID should release additional funding for growth.

All of USAID’s funding should be guided by the principle that USAID supports the
transformation of GAF into a financially self-sufficient entity, and is not committed to indefinite operating
support. This aim translates into support for loan capital, technical assistance, and staff training, but not
support for operating costs, which should soon be covered by operating income.

The Get Ahead Foundation accomplished a great deal in difficult circumstances during its first
agreement with USAID. The evaluation team wishes GAF success in meeting its next set of challenges



with equal couraga and determination and hopes that the program outlined here will help lay the
groundwork for its success.




SECTION ONE

INTRODUCTION

This paper reports on the final evaluation of a Cooperative Agreement between the United States
Agency for Internaticnal Development and the Get Ahead Foundation (GAF). The Agreemeat (No. 674~
0303-G-SS-7080-00) spans the five-year period between September 1987 and September 1992, and
involves total funding from USAID of $3,301,345.

The evaluation is organized as follows:
® Section One summarizes the origins and objectives of the USAID grant to GAF;

® Section Two assesses the performance of GAF in each of the three major program areas:
Stokvel Loans, Business Loans, and training;

® Section Three reports on a brier’ survey of the effect of loans on clients and their enterprises;
® Section Four discusses a range of institutional developmert issues; and

® Section Five makes recommendations regarding the future of GAF’s commercial activities,
and USAID’s support for them.

THE ORIGINS OF GET AHEAD FOUNDATION
AND OBJECTIVES OF THE USAID GRANT

The Get Ahead Foundation was established as a black-directed, nonprofit company in 1985 "to
promote the communal and business interests of Blacks™ in South Africa by addressing a range of
ohstacles that have hindered the free participation of black South Africans in their nation’s economy. It
was one of the first black economic development organizations (as opposed to political or social
organirations). Its emphasis on black enterprise, including enterprises of the poor, wvas particularly
innovative, at a time in which such enterprises were generally prohibited by authorities and disregarded
by many reformers focused instead on formal employment.

Promotion of black enterprises at all levels, including the informal sector, was a top objective for
USAID when it first began to work in South Africa. USAID selected GAF as a grantee under its Black
Private Enterprise Development Project because of several of GAF's programmatic accomplishments, and
because of its potential as an organization. These accomplishments, as describe’i in the Cooperative
Agreement, were as fciiows. GAF was (and is) led by a highly regarded Board of Directors, including
Ntatho Motlana, its chairman, and Archbishop Desmond Tutu. The staff had demonstrated the ability
to gain trust in black communities and to deliver services in townships across the country. GAF had a
proven capacity to raise funds from diverse South African and foreign sources. Finally, it was one of
the only organizations with a track record, though brief, in enterprise development.

' GAF Annual Report, 1990-91, facing p. 1, March 1991.




During its early years, GAF engaged in enterprise development activities (credit, training, and
so on) and community development activities (running high school equivalency courses, building
community facilities, and providing legal assistance). The USAID grant represented a major expansion
of GAF’s budget and activities. It aiso launched a shift in GAF’s orientation, which henceforth would
be directed mainly toward commercial activities.

Some important problems facing GAF at the beginning of the grant included underdeveloped
organizational structure, insufficien: delineation of GAF activities, lack of a stable resource base, and
inadequate performance of lending programs.

In response to these problems, the Cooperative Agreement, which embodies the goals and targets
of the grant, provided support to GAF in three related areas: (1) institutional strengthening, (2)
expansion of lending and training services, and (3) leveraging of funds from commercial banks for
lending to black enterprises (see Cooperative Agreement, Attachment 2, Sections IV and V).

Institutional Development

Organizational Restructuring

‘The Cooperative Agreement required GAF to transform its staff from a loose, informal
organization, to a formal organization with clearly delineated responsibilities and procedures, in order
to support a major expansion in its services. The first action was the separation of the staff of Get
Ahead Limited, which promoted the purchase by blacks of stock in traded companies, from that of the
Get Ahead Foundation. These two related orga izations were sharing staff though their functions were
quite different.

A more far-reaching change required was the separation of GAF’s social or community
development services from its commercial services. The Agreement expressed the hope that such a
separation would be the first step toward bringing the commercial services toward self-sufficiency.
Specific requirements were adopting a new organizational chart set out in the agreement, appoitting a
Deputy Managing Director to lead the commercial activities, and establishing direct reporting from the
field workers and credit officers involved in the lending programs to loan program managers in the head
office. Previously, field operations had been managed by regional managers responsible for the entire
range of programs. The underlying purpose of the changes was to create an appropriate structure for
management of the credit operations, including lines of authority between the headquarters and the field
that would support the commercial orientation of the program.

Menagement Information |

A management information system (MIS) was required that would track the finances and
performance of the grant for reporting to USAID as well as become the operating management tool for
internal GAF purposes. This system was to operate manually at first, and then to be computerized as

the program volume increased. The system was intended to do the following:

©® Budgeting. At the time of the grant, GAF had no formal budgeting process;



® Financial management. Development of income and expense statements, balance sheets, and
cost center accounting;

® Quarterly reporting on items requested by USAID including loan volume, client information,
and recovery rates; and

® Tracking staff performance for the purpose of implementing an incentive pay system.

Staff Training

USAID also required staff training, aimed primarily at increasing the ability of credit program
staff to analyze and assist client enterprises. Much of the training, especially for senior staff, was to be
overseas. At home, GAF was directed to develop in house training on GAF policies and procedures.

Credit and Training

Stokvel Loans

The agreement mandated the creation of what is now GAF’s centerpiece activiiy, the Stokvel
Loan Program (SLP). Prior to the USAID grant, GAF had made ouly 210 enterprise loans, and had
experienced very low repayment. The grant agreement spelled out in detail a group-based credit
methodology that was expected to reach at least 7,000 borrowers during the grant period, with a recovery
rate of more than 85 percent. Interest rates were established above commercial lending rates at levels
expected to yield eventual financial self-sufficiency for the program. The agreement culied for loans in
the range of R300 to R1,000 for one-year terms.? It also specified an incentive scheme for field workers
based on loan volume and recovery rates.

Business Loans

The agreement spelled out the mechanics of an individual Business Loan Program (BLP) that
would reach the tier of enterprises between the Stokvel Loan Program and formal finance. These loans
would be based on loan appraisal rather than group guarantees. Loans would be from R1,000 to R20,000
for up to five years. This program was also expected to become self-sustaining, while disbursing a total
of R2.5 million and maintaining a recovery level of more than 85 percent.

Training and Nonfinancial Assistance

The agreement provided funding for trair.ng and other nonfinancial services for entrepreneurs,
though it set no specific tarzets in this area.

? R2.75 = US$1.00 as of February 1992.



Bank Leveraging

The bank leveraging component required GAF to use USAID loan capital as a guarantee fund for
loans made by commercial banks to business loan clients. In fact, USAID and GAF planned to use this
mechanism for the entire business loan program, but could not specify so in the cooperative agreement
because GAF had not yet negotiated an agreement with a bank. The targeted leverage factor was two
to one or more (in other words, a R1.5 million guarantee fund would lead to R3 million in loans
outstanding). The agreement anticipated that the bank would extend loans to borrowers upon
recommendation by GAF after a loan approval process. GAF would receive a fee for its services, while
the bank would keep the interest income.

Additional Concerns

USAID required that GAF address several other issues, which were incorporated as covenants
in the agreement:

® To fill staff positions at all levels with blacks wherever possible:
@ To promote the participation of women in GAF activities;
® To continue to seek funding from a broad base of sources; and

® To move its commercial activities as close to financial self-sufficiency as possible.

Funding

To carry out these tasks, USAID granted GAF $1.8 million in loan capital; $1.4 million to cover
staff salaries, training, and expenses; and $0.2 million in equipment.



SECTION TWO

ACHIEVEMENTS AND PERFORMANCE
STOKVEL LOAN PROGRAM

GAF has achieved its most important results through the Stokvel Loan Program and, in the
future, this program should constitute GAF’s primary activity in the commercial area. Flack communities
currently need this service and all indications are that the informal 3ector will continu to grow as black
business are ownership is no longer officially discouraged. As blacks increase their participation in the
economic life of South Africa, microentrepreneurs will be the first to jump in and provide many
necessary services.

GAF has overcome many unusual hardships uncommon to microenterprise programs in other
countries because of apartheid and its legacy. Blacks have been systematically barred from obtaining
technical or management skills, owning property, participation in civic life, and even an adequate
education. This discrimination has reduced the reserves of human capital and skills available to GAF and
directly affected the potential of the program to perform. Under these conditions, it is clearly more
difficult to achieve high performance levels.

Against this background, SLP has accomplished a great deal. Staff and manageinent have
responded to the directives received from USAID in the grant agreement and to recommendations of
visiting international consultants. The progiam has far exceeded the targets established in the grant
agreement. Nonetheless, GAF has remained isolated from world experience in microenterprise credit
management, much of which has in the last few years established performanc: parameters and
professional program management tools that improve on those laid out in the original USAID agreement.
This isolation may be partly responsible for some of the weaknesses in the program discussed below.
Greater exposure in the future to successful microenterprise programs in Latin America and Asia could
help GAF address some of its current shortcomings, set more ambitious goais aid targets, and establish
more appropriate performance standards.

The evaluation team examined the Stokvel Loan Program’s accomplishments and performance
in several areas: loan activity, promotion, disbursements, follow through and collection procedures, loan
administration and reporting, sustainability of the loan activity, technical assistance provided to GAF, and
the strength of GAF’s relationships with financial institutions. Finally, the evaluation team addressed the
extent to which GAF has responded to the recommendations contained in the 1989 Intermediate
Assessment.

Accomplishments to Date

GAF, through its Stckvel Loan Program, has provided over 10,000 black entrepreneurs with
financial services and a sense of belonging to a support organization. These entrepreneurs, many of them
with newly established businesses, represent a core of important private sector initiatives within the black
community and will be key in the empowerment of blacks in the future. GAF has already made a
substantial contribution to biack South African economic development under very difficult circumstancas
and general conditions of isolation from the world experience in related matters. It has successfully built



upon a pre-existing informal financial mechanism (srokvel savings schemes) to channel credit to
microenterprises and hag put tngether a dedicated black management staff to direct the program. It has
laid the basis for a far larger program in the future.

SLP has far exceeded original expectations with respect to the number of businesses reached.
It has advanced 12,658 loans totalling almost R6 million in four years, compared to the 7,000 loans
projected in the original project agreement with USAID. It extended 727 loans in 1988, 1,909 in 1989,
and 2,309 in 1990. It experienced dramatic growth in 1991 with 7,717 loans to borrowers. GAF has
expanded its presence to 22 black townships located in and arourd most of the major urban centers of
South Africa. All field offices report great unmet demand and have substantial numbers of loan
applications perding (Table C1).”

Most of the loans have gone to retail activities. Hawkers make up 51 percent of the borrowers
while other retailers make up another 20 percent. Tiny manufacturing firms received 21 percent of the
loans and service providers received about 7 percent (Table C2). These percentages approximate the
composition of the informal sector and do not reveal any strong bias oi the program to assist one group
over another. Over time, GAF should expect the service sector to grow relative to the commercial sector
as more black businesses become estaiiished in the townships.

The field workers interviewed expressed a clear bias in favor of assisting women because they
viewed 'hem to be more responsible with their credit obligations. Ninety- four percent of the businesses
financed by SLP existed prior to the loan while 6 percent were for business start-up. This again reflects
GAF's credit policy. Borrowers generally fall into the 30-49 year age bracket (64 percent). They
employ 8,733 full-time and 5,294 part-time workers (Table C3).

By December 1991, GAF had a current portfolio (loans outstanding) of R3,618,820, more than
tripling its 1990 year-end balance of R1,060,609 (Table C4). During 1990, GAF doubled the size of its
portfolio, growing from R554,000 in December of 1989 to R1,060,609 at the same point in 1990. This
expansion, especially during 1991, was achieved by opening up new areas of operation. Sixty percent
of GAF’s current portfolio is located in new areas or in areas where the rate of portfolio growth in 1991
was explosive (ranging from 445 percent to 2,387 percent). Eighty-three percent is located in both the
explosive and high-growth areas (72 percent to 115 percent), leaving only 17 percent in the slow growth
areas (14 tc 23 percent). In fact, a substantial portion of the current portfolio was generated in areas
opened or expanded between March and September of 1991 (Table C4).

Most borrowers in GAF are in their first loans. GAF has made only 1,834 repeat loans for a
total of R1,273,700 since the program’s inception in 1988 out of a total of 12,658 loans for R6,000,000
(Table C5). We could not separate the amount represented by repeat loans in the current portfolio, but
it is probably not more than R800,000, extrapolating from the quarterly disbursement tables provided by
GAF.

3 Tables are found in the annexes; the letter prefixed to the number of the table indicates which
annex the table is in. In this case, this Table 1 is in Annex C.




Current status of the Stokvel Loan Portfolio

Recovery Rates

GAF has performed within the recovery rate parameters indicated in the Project Agreeinent with
USAID. The agreement set as a goal an 85 percent recovery rate for the SLP. Through December GAF
reports a recovery rate of 90 percent (Table C6). Closer scrutiny reveals that the recovery gap between
amounts due for recovery on a quarterly basis was greater than that reported on the “since inception”
portion of the report. Adding up all of the quarterly differences produces an additional "loss" of
R155,000, which if included in the recovery rate would decrease it to 86 percent. However, this is still
above the target rate established in the initial agreement.

Future Challenges

Given the improved environment for black enterprise development, GAF can now set higher
standards for its future program. It can establish more ambitious goals and targets to ensure that it
achieves the all-important goal of sustainability. The very best programs in Asia and Latin America have
recovery rates approaching 100 percent and most good programs exceed the 95 percent level. These
levels are essential for programs to attain financial self-sufficiency in their credit operations.

Recovery rates are only one measure of the quality of the lending activity. Over- reliance on this
measure, in the absence of other loan portfolio quality indicators, can mask the actual position of a loan
portfolio. As GAF works toward the goal of sustainability, it will be important to introduce new, sharper
measures of performance.

To demonstrate the importance of such performance measures in understanding the true situation
of the SLP at any one point in time, the evaluation team carried out a standard analysis of portfolio
quality. Analysis of delinquency rates suggests that rapid growth has disguised a substantial deterioration
in the quality of the loan portfolio. Delinquent payments now represent aimost 20 parcent of the current
balance outstanding (current portfolio) (Table C7). Seventy percent of the borrowers are late with their
payments and the outstanding balance of their loans makes up 60 percent of the total loan portfolio. Even

if we adjust for payments deposited in the bank but not posted to individual accounts, and for theft of loan

payments that were not able to be credited to clients accounts, more than half of the SLP loans have some
repayment problems. Around one-third are already two payments behind (loans over 30 days late) (Table
C7). This is particularly worrisome in a program depending on a group methodology and not on real
collateral guarantees, because once the group mechanism fails, chances for loan recovery fall off
dramatically.



Stokvel Loan Program Summary
(GAF data as per December 1991)

Total loans made 12,658

| Total amount disbursed R6,000,000
Current value of lvans outstanding R3,618,820

7 Payments 30+ days late R 481,238 (13 percent
of total
payments due)

u Balance of loans with payments 30+ days late R1,288,904 (36 percent
of total
outstarding
loans)

The data on SLP show considerable variability among townships in performance, especially in
relation to delinquency (Table C7). Analyzing the proportion of the portfolio at risk across townships
shows:

® The total at risk portfolio (over one day) ranges from 7 to 95 percent;
® The over-30-day at risk portfolio ranges from Q to 77 percent; and
® The over-90-day at risk portfolio ranges from 0 to more than 50 percent.

Some tcwnships have a relatively recent problem, with high total at risk portfolios but very little
over 90 days: Bushbuckridge, Umlazi, Mambisa, Walmer, Soweto, Zwide, and Motherwell. Others
appear to have developed problems early on and are in jeopardy: Tembisa, Mamelodi, Acornhoek,
Thulamahashe, Mdantsane, and Kwamashu. Only Katlehong, Sebokeng, and Monti are performing at
a high standard of loan quality. Kwazakhele, Atteridgeville, Uitenhage, Evaton, and Garankuwa could
be brought quickly to this standard. This means that only R1,064,561 of the current portfolio of R3.6
million is (or could be) performing up to high quality international standards. The remaining portion is
performing poorly, with at risk amounts for over 30 days exceeding 30 percent (Table C9).

To attempt to understand the differences among townships the evaluation team grouped them by
different variables. First, we tried to see if the first townships to participate in the program performed
better or worse than the later entries (Table C8). We found that the oldest branches performed slightly
worse than average (39 percent at risk over 30 days) and the newest performed better than average (20
percent). The worst performers were those formed in the third year (49 percent).

Townships were also ranked by region. Since each region is generally supervised by a midlevel
manager of some sort, this is a proxy for measuring management effectiveness. The only two regions
where performance varied substantially were Port Elizabeth, which had an at risk portfolio over 30 days
of about 22 percent (average is 36 percent), and the East London/Natal regions, which had 47 and 44
percent respectively.



No matter how the townships were grouped, they showed performance variability within each
group. The conclusion is that the performance in each township depends almost exclusively on the field
worker assigned to that towaship, especially when we observe that field workers are assigned one
township each. Only Port Elizabeth showed better than average performance and smaller variability
among townships in the region. This suggests that Port Elizabeth is better managed as a unit and that
in the other regions field worker supervisors do not impose sufficient quality control on field worker
performance. This will be discusced in a later section on credit administration.

The experience of microenterprise programs in other regions suggests future performance
parameters for GAF with respect to delinquency rates. High-quality microenterprise credit programs
using the solidarity group methodology elsewhere run delinquency rates (1 day or more) of less than 5
percent. At risk portfolio (1 day or more) does not normally exceed 10 to IS percent, even in the
difficult month of December. At risk portfolio of 30 days or over would not normally exceed 5 to 7
percent. The best programs perform even better.

Currently, GAF has suspended all new loans until they improve their recovery rates. Although
GAF should be commended for recognizing its problem and taking some action to bring it under control,
this particuiar response could be counterproductive and actually worsen the situation if continued. For
example, when clients with a good repayment record do not receive a renewed and larger loan as
promised when they entered the program, the program runs the risk of discrediting itself and revealing
that it is in trouble. Word gets out, and other borrowers may decide not to repay since they believe the
program will pot keep its promise of another loan. Delays in disbursements to clients whose applications
have been approved can also lead to perceptions and circumstances that lead to eventual repayment
problems. Either way, suspending disbursements wholesale as a response to delinquency should only be
an unannounced and temporary policy accompanied by an aggressive campaign by the organization to
correct defects quickly. GAF should pursue this strategy.

Outreach Systems, Promotion, Appraisal, Selection, Disbursement, and Collection

Outreach and Prometion

GAF manages its group lending methodology well. It has good relations at the community level,
although earlier problems that arose with the dismissal of the regional managers could indicate an
overdependence on key field workers for these relationships. GAF has more demand for its services than
it can effectively handle, evidenced by the piles of pending applications in the field offices.

Appraisal and Selection

It was not possible to determine whether field workers actually visit potential clients to verify
pertinent data on their businesses since GAF has temporarily suspended disbursements. All field workers
interviewed said that they visit clients in this verification process, but it appears that little data collection
or analysis occurs in these visits.

To enhance the impact of its Stokvel loans in the future, GAF might consider introducing some
business analysis in the SLP and tying loan amounts more directly to a perceived capacity to repay. At
the moment, most Stokvel loans are very small and increases for repeat borrowers are based on
semiautomatic criteria. We observed cases where businesses could have absorbed considerably larger
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loans from the beginning without significant risk. The probiem for GAF is that it should not raise initial
loan amounts until its staff is better trained in basic loan analysis. Many successful microenterprise
programs do minimal loan analysis with each operation. In Section Two on the Business Loan Program,
we discuss the possibility of raising the Stokvel Loan Program ceiling.

Another future alternative would be to have the Stokvel Loan Program groups save during a
period of three to six months prior to receipt of the credit both to establish a savings fund to cover
emergencies during the loan to maintain a perfect repayment history, and as a demonstration of the
payment level they can safely afford. The loan payments could be based on the: savings rate. This would
also have the effect of delaying entry into the program and testing the groups before they actually receive
credit. Given the history of stokvels in South Africa, this suggestion might provide an important
alternative strategy to increased field worker credit analysis training.

Disbursement

The disbursement method currently used by GAF’s Stokvel Loan Program is adequate. One
suggestion would be for the program to bring groups of groups together in activities such as loan
disbursements to create more of a sense of belonging on the part of the borrowers. Ultimately, this could
improve repayment performance.

Collection

The recent decision to ask borrowers to repay through the bank branch offices will take payment
receipts out of the hands of individual field workers and reduce the possibility of mismanagement. Up
to this point, GAF has paid a high price for directly handling payments. Although this decision has
clearly been taken by the head office, not all field offices have implemented this change. The evaluation
team observed considerable payment activity in many branches. The head office should insist on
implementing of this policy.

One difficulty is that in some cases the branch office of the bank is not located near a GAF office.
Given the importance of transaction costs, GAF should make a concerted attempt either (o locate its
branch offices closer to the cooperating bank’s branch offices, or to change to a bank whose branch office
is closer to GAF’s branch office. For example, the GAF branch office in Port Elizabeth is 17 kilometers
from the bank branch where they would have borrowers repay. That will potentially harm payment
performance because borrowers will not wish to go to both the bank and to GAF with the receipt.
Similar, though less difficult situations were found in other branches. Ideally, the bank branch should
be located near the GAF branch.

Credit Administration

The evaluation team found shortcomings in GAF's credit administration both in the field and at
the home office. As discussed above, portfolio performance varies greatly by area, basically as a function
of the field worker in charge of that area. The team’s visits to field offices revealed an inadequate credit
administration system accompanied by a passive attitude about loan collections. Significant exceptions
were found in field offices with far better than average performance (Port Elizabeth, Garankuwa),
reconfirming the basic conclusion. Better systems and attitudes were found in offices that had higher than
average performance.
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Garankuwa, for example, has an-up -to-date regisier that tracks precisely the amounts due on a
daily basis, records the payments actually received, and could serve as the basis for calculating recovery
rates instantaneously. Only one other branch office visited by the evaluation team had such a system.
In Port Elizabeth and Garankuwa, the evalnation team found an aggressive posture on loan collections
by some field staff, which was absent in other field offices. Some field workers suggested that they did
not worry about collections until they were told to do so by the head office or until the loan was 120 days

overdue.

The evaluation team did not find consistent credit administri.ion procedures, actively enforced
and accurately reported. Such procedures did exist earlier, but thev appear to have been abandoned
during the recent rapid expansion. Interviews with field workers revealed ihat some are not fully aware
of their role and responsibility with respect to credit administration. Similarly, some supervisory staff
are not aware of the overall quality of their portfolio or their responsibility in obtaining those results.

The key to good performance in effective credit programs is a highly motivated staff, with an
aggressive collections posture and immediate access to loan performance information. These ingredients
are obtained primarily through effective and intense training processes, creation of internal competitive
spirit among productive units, effective support and supervision of field staff and a strong institutional
commitment to information systems (not necessarily computerized). GAF must seek to develop and
maintain these systems ‘nd to keep staff with these attributes.

Currently, GAF lacks adequate internal controls to detect theft and fraud. Considerable amounts
have already been lost because of this shortcoming. Effective credit administration would reduce these
opportunities. GAF seems understaffed in the admiuistrative area in tasks related to portfolio
management. A misunderstanding about where to cut costs may have led to this situation. At the end
of the day, t0o0 little administrative control leads to other types of losses that may be greater than the cost
of the controls.

GAF has moved to correct these deficiencies by asking borrowers to pay in the bank,
reorganizing the filing systems, adding one more position in the accounting department for SLP, and
closing down areas that perform badly. The evaluation process itseif spurred GAF to review its
performance in administration and undertake immediate steps to remedy its deficiencies. The program
manager, who has formal accounting training, understands and shares the evaluation team concerns and
had already undertaken to improve performance in this area. The evaluation team can only commend
GAF for its openness to these important issues and its aggressive posture towards improving its systems.
This bodes well.

At the same time, current program management will need considerable support from the Board,
international microenterprise credit management experience, and local consultants to turn the present
situation around. With its current staff, GAF can start reinstating many of the procedures with which
it started three years ago. It should go back to the basics.

Personnel and Staffing Structure

The staff structure of SLP is in transition. GAF is experimenting with a structure that more
closely resembles a traditional branch office in Port Elizabeth. The team hopes that the approach of
creating productive units whose results can be objectively measured and compared to other units will
proceed with maximum speed and serve as the basis for reorganizing GAF’s field staff. Currently, there
is disarray due to the firing of corrupt field workers, promotions of credit officers, and other



administrative changes and four or five supervisory arrangements for field workers. GAF realizes the
need for one system and is in the process of making this important change.

The evaluation team found staff appropriate for the task assigned. They seemed to have the basic
human relations skills necessary to the SLP. There appears to be an adequate number of field workers
for the current number of active groups. The average number of groups per field worker (71) falls
comfortably within the range observed internationally (50 to 120).

The weaknesses in credit administration are related to inadequate training of field workers,
supervisors, and managers in portfolio management. Better staff training in credit analysis, loan
performance and tracking, collections, and basic administrative procedures could help to improve
performance considerably.

Relationships with Financial Institntions

Unlike the Business Loan Program, the Stokvel Loan Program does not depend on sophisticated
relations with financial institutions. It disburses funds through banks and has begun requiring payments
to be made through banks. Neither of these operations require more than an administrative relationship
between the local GAF branch and the local bank branch. No funds are leveraged in SLP.

Through SLP, GAF may be missing an opportunity to take full advangage of the savings base of
the traditional stokvel concept. Although the program requires (with varying degrees) Stokvel members
to save regularly, there has been limited effort to enforce the requirement that these funds be saved in
the bank. Borrowers seemed quite willing to voluntarily save, even beyond the program’s requirements.
In the future, GAF could develop a considerable savings program that would provide GAF greater
security for its own loan portfolio and ensure better borrower selection. It could provide borrowers with
an emergency fund and leverage with banks.

GAF should define more clearly the role of savings in SLP and maximize the impact of this
component given the active involvement of its clients in informal savings systems. Many borrowers
interviewed currently participate in other stokvels or burial clubs.

Technical Assistance Provided to Program

International consultants have been active in advising GAF on program design, implementation,
and management issues. GAF has responded to their advice, which has contributed to the development
of an effective methodology for delivering group credit. Written consultant reports pointed to many of
GAF’s strengths and weaknesses. However, they did not place GAF in the context of performance
standards for these types of programs worldwide. Recommendations, while appropriate in most cases,
did not address key needs such as manual information systems, accountability of field staff, and analysis
of and attitudes about loan recovery. Most importantly, the international consultants did not successfully
break GAF’s isolation from the international experience in microenterprise credit management.

Local consultants have worked primarily in the management and information systems areas and
have undoubtecly contributed to an improvement in GAF’s administration. Nonetheless, basic systems
remain weak, both conceptually and practically. A review of documentation on the consultancy process
indicates initial success at the design stage but less success with implementation. This is particularly true
for the loan tracking computer program that seems to have failed in the programming phase.
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Input by someone who could recommend systems design based on the international microcredit
management experience could have saved a reinvention of the wheel. In any case, based on the iimited
documentation available, it is particularly difficult two or three years after the fact to determine the exact
causes of shortcomings in the management and information systems area and to what extent the local
consultants were part of the solution or part of the problem (see Section Four).

GAF’s Response to the Midterm Evaluation

The recommendations of the midterm evaluation had three major thrusts. Thc first was that GAF
needed to strengthen and clarify the organizational structure implementing the SLP. Although GAF has
taken several steps to respond to this recommendation, the program continues to suffer from supervision
problems and lack of clarity cf supervisory staff about their roles. The evaluation team found a wide
variety of supervisory arrangements in operation, but only one of them was particularly effective.

A second thrust was the need for SLP to grow to reach financial self-sufficiency. The program
grew and exceeded the necessary break-even levels. However, partly because of loan delinquencies, the
program has not achieved self-sufficiency.

The third thrust related to strengthening the natural complementarity of the Stokvel and Business
Loan Programs by promoting the graduation of SLP clients to BLP. Shortcomings in the overall
performance of the Business Loan Program (discussed below) led to a natural and appropriate reluctance
of GAF to do so.

In general, GAF tried, but not entirely successfully, to respond to the recommendations contained
in the midterm evaluation. Problems identified in 1989 related to organization, administration, and
supervision remained in 1992.

BUSINESS LOAN PROGRAM

The Business Loans Program began in January 1989 with the signing of an agreement between
GAF and Standard Bank of South Africa (SBSA). This agreement was radical when initiated and both
GAF and SBSA desesve to be commended for the good faith and gocd intentions it emhodies. GAF has
given BLP its best efforts but, unfortunately, it has not been wholly successful. GAF has managed to
disburse a significant number of loans in a very difficult market during the past three years, but the cost
and quality of this lending indicate that the program should not be continued. In the view of the
evaluation team, GAF should consider winding up BLP and concentrating its efforts on the Stokvel Loan
Program where the characteristics of the market are more clearly understood and where a more workable
methodology has been developed.

Accomplishments to Date

Under the original target, BLP was to have disbursed R4,000,000 by September 1992. However,
since BLP did not start until almost a year and a half after the USAID agreement was signed,
achievement of this target was considered unrealistic and it was revised downward to R3,000,000 (based
on a 4:1 leverage of the R600,000 collateral). Even so, the results of the BLP program have been less
than expected:



14

Business Loan Program Summary
(GAF December 1991 quarterly report)

! Loans made
Total amount disbursed R1,504,560

USAID funds advanced to guarantee R 600,000
lending

Current number of borrowers 308

| Current “alue of R 977,473
| outstanding Io portfolio

Although the results have been disappointing, this is not to say that the BLP has had no impact
on the black business community. A total of 373 borrowers have received loans since the inception of
BLP and most, if not all, lack affordable options for credit.

Current status of the Business Loan Portfolio

Based on several objective measures, the quality of lending under BLP has been poot. According
to SBSA data as of January 1992, 60 percent of the amount owed to GAF is delinquent (defined as
amount owed to GAF that is more than 30 days late as a proportion of total amount owed) (Table D1).
By the Bank’s count, 192 (70 percent) of the current 276 clients are in arrears more than 30 days:

Current status of Business Loan Program Portfolio
(Standard Bank data as of January 13, 1992)*

Current number of borrowers 276

Current value of outstanding R788,356
loan portfolio

Number of current borrowers 30+ days 192 (70% of current borrowers)
in arrears

Value of outstanding loan portfolio at risk R473,014 (60% of outstanding loan
(30+ days in arrears) portfolio)

To date, "BSA has called on GAF’s guarantee to the extent of R269,640 in payment of bad loans,
all within the last year. GAF has been able to pay these calls on their guarantee from interest earned on
the R600,000 pledged as collateral. The Bank also believes that at l=ast another R95,000 of the existing
loan portfolio is bad. The sum of the loans paid out by GAF to date and the amount that SBSA still thinks

¢ The discrepancy in the data on the number of cuzrent borrowers and the value of outstanding lcans
is explained by different sources and dates of information. Unfortunately, the evaluation team was unable
to determine which, if either, of the figures were correct.
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should be written off equals R365,000 or almost 25 percent of the funds advanced to date. The poor
repayment is likely to continue. Once loans are 30 or 60 days late it is very hard to get them back on
track. Fully 40 percent of the loans outstanding are more than 60 days in arrears.

The evaluation team recognizes several problems with respect to the accuracy of the Bank’s
records on BLP. However, the Bank’s records are still better than GAF’s. The fact that GAF does not
have its own method of keeping track of the principal amounts outstanding and the degree of late
payments is a symptom of the lending problem within GAF. There can be no doubt that the loan
portfolio is not good and getting worse.

Further analysis shows that the larger the loan portfolio and the longer the program has been
operating in an area, the poorer the quality of the loans outstanding. New loans tend to repay well at
first, but deteriorate over time. This same phenomenon is observed in the Stokvel Loan Program, but
to a lesser degree.

Quality of Business Loan Portfolio

Years of Current value of Portion of outstanding
operation outstanding loans lcans at risk (30+
(Rand) days in arrears)
Sebokeng 3 years 199,887 64%
Mamelodi 3 years 156,868 48%
Garankuwa 3 years 131,997 73%
P. Elizabeth 2 years 129,258 69%
i Soweto 2 years 94,296 55%
Uitenhage 1 year 57,441 52%
Tembisa 1 year 18,609 26%

Sustainability

The BLY is still far from covering its costs and it is unlikely to do so without further increasing
the already unacceptabiy high delinquency rate. This is discussed further in Section Four.

Leverage

The BLP has been unable to leverage its collateral past the 1:1 level. SBSA has indicated that
is not interested in increasing its exposure to this type of lending. Considering the losses to date and the
poor quality of the existing loan portfolio, this is not surprising. Through BLP, GAF has been unable
to convince SBSA or other South African formal sector banks that black-owned small businesses are good
credit risks. By running a credit program with poor repayment performance, GAF may even be running
the risk of confirming the biases of the formal financial sector toward these borzrowers.




Reasons for Poor Performance of the Business Loan Program

Lack of good dnta hindered the evaluation team’s efforts to analyze the performance of BLP. The
following comments, therefore, are not the result of rigorous analysis, but rather a summary of
conclusions based on interviews with staff and clients and team members’ own experiences with the
practical operation of small- and micro-scale credit programs.

Low Volvme

Tte first issue with respect to the low volume of lending in the BLP relates to the demand for
the product offered. It is not obvious that term loans are the kind of loans that black small businesses
need. Term loans are most often used by the manufacturing sector to purchase fixed assets. However,
only a small portion of black businesses are in manufacturing. Many of the clients interviewed during
the evaluation were using their BLP loan; to purchase inventory and they should have been able to
manage a much shorter repayment schedule. Three quarters of the BLP borrowers were engaged in retail
businesses, hawking, and service enterprises. Their inventory typically turns cver two or three times a
year and their margins should have been adequate to service the debt over a shorter term.

The second issue with respect to the BLP’s low volumes is that there may be a shortage of viable
lending opportunities. Whereas a large number of businesses may need a loan, many may need other

basic inputs even more. Considering the short time period that most blacks have been allowed to operate.

businesses, future research might show that the real demand for credit at the BLP level is lower than
commonly assumed.

Poor Loan Quality

There is usually more than one reason for the poor performance of a loan. The following factors
have contributed to the high volume of BLP loans at risk.

® Lack of rigorous credit assessment. Peer group lending is a distinct methodology that banks
know little about, but individual lending is something that banks have been doing for
centuries and some basic skills have been accumulated in the process. The type of lending
that BLP has carried out is much closer to standard banking than GAF might admit.
Unfortunately, GAF staff members were not adequately trained as credit officers in the
standard sense of lending. Assessing the credit worthiness of a client has been described as
a process of evaluating four Cs: character; capacity (the range of skills, assets, plans, staff,
and so forth in the business); capital (.~ amount of the client’s money at risk); and
collateral. In the absence of collateral, which the bLD did not require (probably a mistake
in itself), GAF should have analyzed the remaining three Cs more rigorously. This was not
done. The analysis of borrowers was often light and involved simple guesswork with respect
to important issues such as future sales.

® Too little client contact. Once a loan was made, there seems to have been little follow —up
until the loan was in arrears. As a result the BLP credit officers did not get to know the
businesses very well nor were they able to see problems coming before they became serious.

® Inadequate monitoring of the loan repayments. Both GAF and SBSA share the blame for the
poor quality of information provided to the field staff. SBSA did not consistently provide

-
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summary reports on the payments made by BLP clients, although it did provide daily
summaries of all loan account transactions. GAF could have used this information to follow
up the day after a payment was reported as missed to determine what actually happened.
Field officers lookad to GAF headquarters for information but did not receive it in a timely
fashion (delays of over a month were found). SBSA and GAF should have aldressed the
issues with respect to loan portfolio monitoring early on.

® Poor quality control. GAF staff appeared to consider late payments acceptable. One client
said that GAF did not pressure him to pay and was more understznding than another
development bunk. Although borrowers were paying directly to the Standard Bank, they
never saw tho banker responsible. When the loans became delinquent it was GAF, not bank
staff, that visited the client. Nor did Standard Bank gend out overduc payment notices, as
required. The clients, therefore, viewed the program as an initiative of GAF, which they
may have considered to be a "soft lender.”

Poor quality control also resulted from GAF’s tendency to blame the bank for its problems
rather than taking steps within its power to solve them, and from the limited involvement of
the Bank’s senior managerient in controlling the program. This limited invoivement may
have been due to the relatively low risk of the activity for Standard Bank and to the
undefined management responsibility within the Bank for the product.

Summary

In spite of the genuine efforts by everyone involved in BLP, GAF has not develoned a strategic
advantage in lending to the small business sector. To survive in this business, GAF would have to figure
out either how to offset its risks or cover its costs, preferably both.

An example of a strategy to offset risk is the peer group lending methodology that has proved
to be appropriate for lending small amounts of money without collateral in many contexts. There is
nothing that suggests that GAF has made a similar methodological breakthrough for its larger loan
product.

Other examples of strategies to offset risk are found in South Africa with the Independent
Business Enrichment Center (IBEC) in East London and Standard Bank in Cape Town which lend or plan
to lend to black entrepreneurs who have panicipated in a strong general business course or a particular
skill training. Client training will be used to preselect businesses for viability. These strategies may or
may not work, but the organizations involved realize that they must do something to improve the chances
of lending to businesses that will survive and prosper. The desire to lend to a taiget group that does not
have access to credit is not enough to ensure success.

With respect to a strategy for covering costs, GAF followed advice offered by the midterm
evaluation that suggested that larger loans with less analysis and less follow-up would improve the
prospects for self-sufficiency within BLP by reducing administrative expenses. Unfortunately, this
strategy contributed to a decline in the quality of the loan portfolio because it exposed GAF to riskier
loans even while it relaxed the controls needed to maintain good client performance. GAF did not test
any other strategy for covering its BLP lending costs.

BLP is actually somewhat closer to paying its operating costs than the Stokvel Loan Program:
38 perceant of the costs of the Business Loan Program are covered by cash income compared to 30 percent



of the costs of the Stokvel Loan Program (Table F1). It is unlikely, however, that GAF’s income from
the Business Loan Program can be increased significantly without a further deterioration in portfolio
quality. Thus, it is a long way from becoming self-sufficient.

Recommendations

The evaluation team recommends that GAF wind up the Business Loan Program, but that it do
so in a careful and controlled way. Key considerations for GAF in ending up the program include:

® How can GAF recover funds now outstanding if they do not make any more loans? One of
the strongest reasons for a borrower to repay is that he or she will likely need another loan
in the future. If the lender is going out of business there is no incentive to complete
payments on an existing loan;

® What can GAF do for its good clients who may be depending on them? GAF has some good
clients who would still have difficulty going to a bank for a loan;

® What can GAF provide to clients whose loan requirements exceed the amounts available from
the Stokvel Loan program? One of the theories of BLP was that these larger loans would
be available for Stokvel clients who graduate beyond the group lending program; and

® What will happen to the credit officers now responsible for BLP?

GAF should not let anyone realize that the F~." is being discontinued. All clients should be
pressured to repay. Those who repay well over the reinaining loan term could be offered the incentive
of becoming eligible for a new loan from GAF if they form a stokvel. This would require an increase
in the Stokvel Loan Program limit to perhaps R5,000. This new Stokvel program limit would
accommodate a good portion of the existing BLP borrowers, because the average BLP loan is R4,100.
Raising the loan size ceiling of the Stokvel Loan Program is also discussed in the later section on
sustainability.

Good borrowers with larger loan requirements could be introduced to SBSA or other formal
lenders with the BLP repayment record as a credit reference. SBSA has discussed this form of
introduction and may be amenable to such an arrangement. But to prove the credit worthiness of its BLP
borrowers, GAF will have to improve its record keeping for remaining payments. Similarly, the SBSA
will have to improve its monitoring and administration for this level of loan if it wants to take over
GAF'’s graduate clients (bank management has expressed a commitment to this kind of system redesign).
Credit refcrences are not a sure thing, but banks generally look more favorably at a potential client who
has a proven loan repayment record. There may be a rcal opportunity to get some of GAF’s clients into
the banks via this transfer concept.

If GAF recovers all or any of the R600,000 on deposit with SBSA, then these funds should be
made available for loan capital under the Stokvel Loan Program, not for operating costs.
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TRAINING AND MARKETING ASSISTANCE

The original grant agreement provided $288,500 for client and staff training and $115,000 for
marketing activities. Training ifunds included $86,500 for the training manager’s salary, $142,000 for
other program implementation costs, and $60,000 for staff study tours and travel. Marketing support
included $75,000 for staff salaries and $40,000 for program support.

Client training and marketing activities initially were carried out by ‘wo separate departments.
These departments have now been consolidated into one unit, which is staffed by a manager, a training
assistant, a technical skills trainer, and a training and donor liaison officer. The staff position for
marketing currently is vacant. The training department initially had responsibility for staff training, but
individual department heads now assume primary responsibility for this function.

Client Training

GAF's client training activities focus on three areas: business skills, technical skills, and
institutional development.

GAF’s business skills training focuses on strengthening basic skills through courses on costing
and pricing, business management, record keeping, marketing, and time management. During the past
year, GAF also conducted courses on the new value added tax. GAF also has a mentoring program that
links small business owners with large business operators who provide advice in areas such as record
keeping, identifying customers, quality control, and problem solving.

The technical skills division started in January 1992. Its first activity will be a course in auto
mechanics, which will be tested on a pilot basis in Atteridgeville. Future expansion into other sectors
and geographic areas will be based on the experience of this course.

The training department also offers training to other organizations as part of GAF’s institutional
development program, which aims to strengthen the capacity of other community-based organizations
to initiate stokvel-like programs.

USAID funds have supported the business skills training. The grant agreement does not specify
any objectives or program activities for this activity, so the evaluation team did not have express targets
or expected outcomes against which to assess the program. Nonetheless, the following sections review
the accomplishments of business skills training and identify issues for GAF to consider in the context of
future program development. It should be noted that the evaluation team gave somewhat less priority to
the training component than to credit activities because GAF has planned a major review of the business
training program in collaboration with the Konrad Adenauer Shiftung in March 1992,

Accomplishments of Business Skills Training

Between 1988 and 1991, GAF provided business skilis training to 3,672 clients (a majority of
whom are credit clients) through seminars in the 22 geographic areas where GAF provides loans. This
comprises roughly one quarter of all loan clients. Training is based on modules and materials developed
specifically by GAF’s training department. One example is a high-quality video tape and accompanying
workbooks on costing and pricing produced by GAF in cooperation with the Pretoria Rotary Club. This
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type of innovation has been well received by seminar participan‘s. GAF has also organized one-to-one
mentoring for a smaller number of clients.

The business training is valued by the clients who have participated. It addresses fundamental
management problems of microentrepreneurs and its approach is appropriate to the experience and
knowledge of the participants. Although the evaluation team was not able to attend any training courses
during the review (as none was scheduled), other GAF program staff have praised the quaiity of the
training and enthusiasm of participants. The training manager and other training staff clearly exhibit a
high degree of commitment to their work.

Assessment

Some current issues related to business training identified by the evaluation team are listed below.

® Effects: Although training participants interviewed by the evaluation team viewed the
training positively, GAF does not have baseline data on its clients, nor a system to monitor
and evaluate the quality or effectiveness of its business skills training or mentoring. In a
client survey conducted by the evaluatior: team, we interviewed 32 GAF borrowers who had
participated in the business skills training and 85 borrowers who had not. The findings did
not reveal any mzjor difference in skill levels or changes in management practices between
the two groups. Nor was there any noticeable difference in change in business performance.
However, in the absence of systematic evaluation dat> on training impacts, it is not possible
to generalize these findings. The 1989 USAID internediate assessment recommended that
GAF develop a follow-up evaluation system for the training, but this has not been done. To
improve the effectiveness of the training in the future, GAF should design and implement an
evaluation system for assessing training needs, impacts, and cost effectiveness as part of its
planning process.

® Program focus: The business training addresses basic management problems common to
microenterprises (such as bookkeeping, costing, and pricing). However, participants operate
various types of businesses and have different skill levels. Thus, while the training they
receive appears to be useful and competently delivered, its focus may be too general to solve
problems particular to certain types of businesses. GAF should consider complementing its
basic business training with more specific training courses that address the express problems
of particular client groups.

® Selection criteria: GAF clients (and nonclients) self-select themselves for the training.
Once a course is announced they sign up at GAF field offices when they come in to pay their
loan installments. This ensures that participants arc motivated, but it does not guarantee that
clients are matched to the type of training they expect or need. More specific selection
criteria together with courses that address training needs of particular client groups (as
suggested above) could improve the relevance and effectiveness of the training.

® Follow-up: GAF does not provide follow-up assistance to clients who have participated in
the training. Such assistance is important for reinforcing the principles and practices
advanced in the training, assessing training effectiveness, and improving training modules.
The 1989 intermediate assessment suggested that GAF follow up client training through an
evaluation system involving structured interviews conducted by credit program field staff,
but this has not been implemented. GAF should develop an appropriate training follow-up
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strategy in the context of the upcoming program review. However, in the view of the
evaluation team, credit field workers should not be called upon to carry out this role, since
it would divert their attention from critical credit operations.

® Cost recovery: To help to recover training costs, the midterm evaluation suggested that
GAF introduce fees for non-GAF beneficiaries and charge the costs associate] with training
loan clients to their respective credit programs. GAF did not pursue either recommendation.
The problems the credit programs have had in simply covering the costs of lending suggests
that this is not a promising strategy for recovering training costs (see Section Four).
Introduction of nominal client fees for training could help to partially offset costs. Donor
support is available and could offset the balance. In the view of the evaluation team, training
costs for GAF clients can justifiably be subsidized, at least partially, given the low income
level of clients and the limited interest income generated by the loan programs. Indeed, GAF
has been quite successful in attracting support from other donor agencies for its business
training program (for example, Mott Foundation and Konrad Adenauer Shiftung). With a
more diverse funding base, GAF is nuw less dependent on USAID support for this program
activity.

@ Staffing: During the grant period, most of the business training kas been carried out
primarily by the training manager. Not surprisingly, the midterm evaluation found the
training department stretched thin, and recommended new staff if outside funding could be
raised. GAF has successfully raised additional donor funds for training and has hired two
new business training staff — a training assistant and liaison officer (to provide reports to the
Konrad Adenauer Foundation). A highly qualified training specialist has also been hired to
oversee technical training activities. This has significantly improved the staffing position of
the department and provides a foundation for further development and refinement of the
business training (for example, systematic assessment of client training needs, evaluation of
training effectiveness, and development of new training modules that address express training
needs of particular client groups).

Recommendations

During the five years of the USAID cooperative agreement, GAF’s training program has
expanded and diversified its funding base. A majority of support for training is now provided by the
Konrad Adenauer Shiftung, the Mott Foundation, and Swiss Contact. Two of these donors (Konrad
Adenauer and Swiss Contact) also give direct technical assistance, primarily in business skills and
technical skills training. As part of its assistance, the Konrad Adenauer Shiftung has provided a planning
grant to strengthen the training department. This will involve a major review of the business skills
training in March 1992 with the aim of developing a longer-term strategic plan for the department, adding
new courses, and identifying staffing patterns and funding needs. Based on the outcome of this exercise,
Konrad Adenauer Shiftung anticipates providing follow-on support for GAF’s business training program.

Given the interest and involvement of other donors in providing funds and technical assistance
for business training, major USAID support is not necessary. Based on the outcome of the March
planning exercise, however, USAID may want to consider support for some training department staff
salaries. The primary rationale would be to ensure that the business training complements the Stokvel
Loan Program and that the time and attention of loan program staff are not diverted to training functions.
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The evaluation team further recommends that GAF address the following issues in its upcoming
review of the business training program:

® Sharpening program focus: As discussed above, GAF could strengthen the impact of its
business training by assessing the business training needs of specific client groups, designing
courses that address these needs, introducing more specific selection criteria, and providing
adequate follow-up to training participants.

® Introducing fees: Although it is unrealistic to expect the business skills training to
completely cover program costs, GAF should establish a target for at least partial cost
recovery through client fees. Fee payment would be an indicator of the exient to which
clients value training and would help to ensure that the training is relevant and that
participants are motivated. It also would enable donor resources/subsidies to be extended to
larger numbers of clients. The first step is to assess full program costs. The second is to
assess client ability and willingness to pay for different types of business training. The third
is to experiment with different fee structures. This type of financial planning exercise will
provide basic information for evaluating the cost effectiveness of the business training and
help GAF determine its longer-term donor funding needs.

¢ Evaluating program performance: Given the changing NGO funding climate in South Africa,
evaluation of program performance will be increasingly important for raising donor funds and
justifying program subsidies. To help to ensure that its programs are relevant and have an
impact, GAF should give priority to developing a practical system for monitoring and
evaluating the effectiveness of its training (and credit) programs.

Marketing Assistance Program

The USAID grant agreement also provided partial support for GAF’s marketing assistance
program. The grant agreement does not specify any objectives or activities under this component. The
following section reviews the general achievements and current status of the program.

Accomplishments of the Marketing Assistance Program

GAF’s marketing assistance program was created in response to the legacy of legal and economic
constraints that have restricted access to markets by black businesses. The objective of the program is
to promote general market entry by black businesses by identifying and linking clients to new market
opportunities and providing individual advise to clients. Program activities have included promoting
subcontracting relationships through trade and matchmaker fairs, identifying franchising opportunities
through study tours and seminars, producing a black business directory, and participating in international
trade fairs and other local promotional efforts. GAF's social services department has supported the
marketing division by sponsoring research on new business and employment opportunities and sponsoring
several community-level business promotion and employment generation projects.

Specific examples of marketing program activities include the Matchmaker Fair and several other
trade fairs organized in conjunction with the American Chamber of Commerce and the Johannesburg
Chamber of Commerce to promote subcontracting between small and large businesses. In addition, GAF
sponsors several trade fairs in townships such as Atteridgeville, Mamelodi, and Tembisa particularly
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during Small Business Week each year. GAF also facilitates linkages between small business owners and
large companies on a one-to-one basis.

Another program activity has been the publication of one of the first directories of black
entrepreneurs in South Africa. The purpose of this directory was to alert the business world to the
existence of the small entrepreneurs listed, and to encourage big businesses to give orders and support
to them. The directory was widely circulated in the business world and among embassies but there is
no available information on the number of entrepreneurs who may have benefitted. GAF has also
published 2 Business Resource Directory that lists marketing and other financial and nonfinancial
assistance resources available to small businesses. According to recent GAF reports, sales of the
directory have been iow because few small businesses can afford the price and the primary beneficiaries
have been larger businesses.

Assessment

GAF has experimented with a broad range of market promotion activities during the grant period.
The intermediate evaluation recommended that GAF consolidate and focus its activities to achieve greater
impact. Specific recommendations included better integrating the marketing unit with the loan programs;
instituting a monitoring system to track the cost and impact of activities; and developing a two- to three-
year work plan, focusing on activiiies that draw on GAF’s comparative advantage as an institution,
achieve greater impact, and generate revenue.

There is little evidence that these recommendations were acted upon. The marketing program
still does not have a strategic plan that draws on previous iessons and experience in this area. Nor has
GAF instituted a monitoring system to track the number of clients reached or the cost and impact of the
activities.

Staff capacity and turnover clearly has interfered with GAF’s learning process, which is critical
in an experimental program. One professional staff person runs the program under the supervision of
the Training and Marketing Department Manager. Two different people have held the marketing staff
position during the grant period, and it is currently vacant. Thus, it is difficult to assess the marketing
program’s past performance, current focus, or future direction. GAF plans to recruit someone with the
experience and skills to design and implement a more systematic program, but at this juncture it is not
clear what shape this program will take.

Recommendations

Without a plan for the marketing assistance program or a staff person in place, it is difficult to
recommend future support. GAF should give priority to reviewing the program’s results and lessons to
date and developing a plan for the program (as recommended in the 1989 intermediate assessment). To
this end, USAID should consider support for technical assistance to facilitate the development of a
strategy and focused set of activities for the marketing program.
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SECTION THREE

EFFECTS OF LOANS ON CLIENTS AND THEIR ENTERPRISES

This section of the report reviews the effects of GAF’s credit programs on clients participating
in the Stokvel Loan Program and the Business Loan Program. In the absence of existing baseline or
monitoring data, the evaluation team carried out a brief survey of GAF borrowers to identify changes in
their business activities before and after the loan. The findings suggest that GAF programs have had a
positive effect in enterprise growth and employment generation. The Stokvel program, in particular, has
achieved significant scalc and effective outreach within the communities it serves. These findings provide
a strong rationale for continued support for GAF’s lending activities, particularly under the Stokvel Loan
Program.

BRCAD EFFECTS OF PROGRAMS

Scale

To date, the Stokvel Loan Program has provided 12,658 loans to 10,824 borrowers in 22 urban
and peri-urban areas within South Africa. The Business Loan Program has provided 373 loans to
borrowers in eight different areas. Although the number of businesses cove. :d represents only a fraction
of all microenterprises in the country, the coverage within specific communities has been considerable.
In Mamelodi, for example, GAF has advanced loans to 1,148 businesses (1,066 under the Stokvel
program and 82 under the Business Loans Program). Given an estimated 3,987 small-scale businesses
operating in Mamelodi (Liedholm and McPherson, 1991), the program has reached more than one quarter
of all small scale businesses in this area.’ In Kwazakhele, GAF has advanced loans to 827 businesses
(722 under that Stokvel program and 105 under the Business program), or to one-fifth of an estimated
3,765 small-scale businesses cperating in the community. The methodology of the Stokvel Loan
Program, in particular, has considerable potential for achieving wide-scale coverage within its areas of
operation.

Sectoral Distribution
The sectoral distribution of the Stokvel loans (21 percent in manufacturing, 71 percent in trade,

and 8 percent in services) is roughly parallel to the sectoral composition of businesses in the areas served
by the program.® Although a majority of borrowers are retailers or hawkers, slightly more

5 Carl Liedholm and Michael A. McPherson, "Small Scale Enterprises in Mamelodi and Kwazakhele
Townships South Africa: Survey Findings,” prepared for USAID, GEMINI project, Michigan State
University, January 1991.

¢ A 1990 study of small enterprises in *amelodi and Kwazakhele shows that 17 percent are in
manufacturing, 70 percent are in trade, and 7 percent are in services (Liedholm and McPherson, 1991).
A 1991 study of informal sector activities in the same two communities found 8 percent in manufacturing,
75 percent in trade, and 17 percent in services (Levin et al., 1992).
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manufacturing businesses are represented in the program relative to their numbers in the informal sector
as a whole. This is due primarily to the large number of dressmakers among Stokvel Loan Program
clients.

Manufacturers are more prominent among borrowers in the Business Loan Program (27 percent)
than in the Stokvel Loan Program and than in the small enterprise sector as a whole (20 percent). T1he
proportion of traders is lower (56 percent) and the number of service providers is at par (17 percent)
compared to the overall sectoral composition of small enterprises reported in recent studies (Levin et al.,
19927; Liedholm and McPherson, 1991).

Gender

Both the Stokvel and Business Loan Programs have effectively reached women, who make up 91
percent of clients in the Stokvel Loan Program and 47 percent of clients in the Business Loan Program.
Given that women represent one-half to two-thirds of the smali enterprise labor force, they are actually
over-represented in the Stokvel program (Levin et al., 1992). GAF’s preference for women borrowers
in the Stokvel program is also reflected in the large number of clients working as hawkers, retailers, and
dressmakers — sectors heavily dominated by women.

Within the Stokvel program, a higher proportion of women are household heads (two-thirds)
compared to the overall population (recent studies show that about 30 percent of all households in
Mamelodi and Kwazakhele are headed by women). This reflects the importance of microenterprise
income for female household heads, their high demand for credit, and GAF’s effective cutreach to women
who are primary income earners. Ti.e proportion of female household heads in the Business Loan
Program is about average for the population overall.

PROGRAM EFFECTS ON CLIENTS

The effects of the GAF loans on client businesses are less well understood. Both the Stokvel and
Business Loan Programs are based largely on the assumption that if a client takes a loan and pays it back,
it is likely to have had a positive effect on his or her business. However, GAF does not have detailed
baseline information or a monitoring system in place to track client or business changes during the loan
period. Thus, little systematic information currently exists upon which to base this assumption that the
loans have a positive effect.

In the absence of monitoring information, a one-time survey of GAF borrowers from both
programs was conducted. In the interviews, the clients were asked questions relating to the status of their
business before and after the loan. The objective was to ascertain how clients had used their loan funds
and changes in financial performance, employment, and management practices during the loan period.

7 M. Levin, G.S. Horn, and T.N. Sofisa, "An Overview of the Informal Sector in Mamelodi
(Pretoria) and Kwazakhele (Port Elizabeth),” Research Report Number 32, Employment Research Unit,
Vista University, January 1992,



A major shortcoming of this method is that recall information on the status of the businesses
before the loan is not highly reliable, particularly data on the financial position of the enterprise.® Also,
because the survey was designed and implemented in a relatively short period of time (10 days) the
sample size was limited to 114 borrowers and did not include a control group. Thus, it was not possible
to isolate the effects of credit from other factors. The findings reported below, therefore, do not provide
a precise or statistically rigorous picture of impacts. Rather, they are intended to offer a sketch of
changes during the loan period resulting from the loan and other factors, and a basis for identifying
prominent differences (if any) among gicups of borrowers (for example, men and women; producers,
traders, and service workers; and Business and Stokvel borrowers).’

Methodology

The survey covered a stratified sample of 114 past and present borrowers approximating the
gendcr and sectoral composition of clients in each program. The client sample was selected from 7 of
the 21 areas currently covered by the Stokvel Loan Program, and 4 of the 8§ areas covercd by the
Business Loan Program. Although complete coverage of all areas would have been desirable, it was not
possible in the limited time available.

To the extent possible, the sample was selected at random from computer-generated lists.
However, if a particular client was not available for the interview, another client with similar attributes
(in gender and sector) was substituted.

The survey questionnaire was designed with input from GAF staff members. It was pretested in
Mamelodi and revised accordingly (Appendix A). GAF BLP credit officers conducted the survey with
assistance from GAF SLP field workers.'® The credit cfficers and field workers were trained in the
application of the questionnaire over a one-day period. The survey was carried out during the first half
of February 1992.

' Given the minimalist approach of the Stokvel Loan Program, the loan application forms have
limited baseline information on the clients. The Businsss Loan Program does collect basic data on the
financial status of client businesses as part of the loan appraisal process. However, this information has
never been systematically processed or analyzed and is not readily accessible. To the extent possible,
the client survey data was checked against the BLP appraisal data and adjusted accordingly.

® Comparisons among groups are possible since the shortcomings in the survey methodology are not
likely to be biased against any of these groups.

10 Adapted from a methodology in J. Sebstad and M. Walsh, "Micro Enterprise Credit and its Effects
in Kenya: An Exploratory Study," prepared for AID AFR/MDI and S&T/WID, Ernst and Young, 1991.




Survey Findings

Use of the Loan Funds

The Stokvel clients interviewed invested the major portion of their loans in their businesses.
Some diversion occurred, but less than might be expected in a minimalist program." Overall, 84
percent of the loan funds were invested directly in client businesses — 82 percent for working capital and
2 percent for fixed capital. Of the funds used outside the business, 10 percent were used for savings,
3 percent were invested in other businesses, 2 percent were diverted to household use, and 2 percent were
used for other purposes. Men, on average, used a larger proportion of their loan funds for fixed capital
than women (19 percent for men compared to 2 percent for women). They were also more likely to
divert funds for household use (Table 5).'?

A higher proportion of Business Loan Program funds were reported to be invested in client
businesses — 99 percent overall. Within these businesses, loan funds were more likely to be used for
fixed capital (45 percent) than among Stokvel borrowers. About half of all the loan funds were used for
working capital. Men used a higher proportion of their loan funds for fixed capital investments than
women (59 percent for men compared to 14 percent for women) (Table S).

Overview of Changes Before and After the Loan

The findings suggest that businesses in the survey sample have grown considerably during the
loan period, but they have not transfcrmed or graduated into more formal operations. Business growth
is indicated by increases in sales, gross profits, income, and employment. Lack of transformation is
evidenced by the limited increase in gross profit margins (the Business Loan Program clients did better
on this account) and in the structure of employment (the Stokvel borrowers did better on this account).
Moreover, few clients interviewed diversified their businesses, shifted the location of their premises,
started new businesses, or moved from one sector to another (namely from trade or services into
manufacturing). The survey results also suggest that although clients improved certain business
management practices (such as the use of bank accounts), a major transformation to more formal
management was not apparent. At the time of the survey, clients also continued to encounter restricted
access to formal sources of credit. Business stability was indicated by the fact that 99 percent of the
Stokvel clients and 87 percent of the Business clients were still operating their businesses at the time of
the survey.

Financial Performance

As reported in the survey, the financial performance of the businesses in both programs improved
considerably during the loan period (Table 10).

' The proportion of funds used outside the enterprise may actually be higher, since respondents are
likely to have ur der-reported diversion.

2 Tables are in Annex B.




The Stokvel clients interviewed reported a 136 percent increase in average sales, a 79 percent
increase in gross profits, and a 100 percent increase in cash withdrawn from the business during
the loan period. Although this magnitude of change is likely to be overestimated,” the data
indicate a positive upward trend in sales and gross profits and that increases have exceeded
inflation. Moreover, these increases were experienced by most clients: 93 percent increased
their sales and 87 percent increased their gross profits.

Although the Stokvel clients reported increases in sales and gross profits, the data indicate a
decline in gross profit margins. This finding must be interpreted with caution (because
shortcomings in the recall information), but if there is a downward trend in gross profit margins,
it is more likely to be related to increasing competition than to the loan per se. The decline in
gross profit margins was not experienced uniformly by clients — 29 percent experienced an
increase in their gross profit margins during the loan period.

The Business Loan Program clients also reported increases in the financial performance of their
businesses. Average sales increased by 81 percent, gross profits increased by 107 percent, and
cash withdrawn increased by 92 percent. Unlike the Stokvel borrowers, gross profit margins
actually increased on average by 16 percent for this group.

Although most Business Loan Program clients experienced increases in sales, gross profits, and
cash withdrawn from their businesses (96 percent, 89 percent, and 81 percent, respectively),
fewer experienced increases in gross profit margins (37 percent). This is similar to the
proportion of Stokvel borrowers with increases in these respective categories.

The sample data did not indicate any major gender or sectoral differences in the financial
performance of businesses in either program during the loan period.

Employment

Significant increases occurred in the size of employment during the loan period in the sample of

businesses. There was also some change in the structure of employment within the SLP businesses, but
not within BLP businesses.

Counting both owners and employees, the size of employment increased by 10 percent among
the 87 businesses in the sample supported under SLP (from 130 to 143) and 7 percent among the
27 businesses supported under BLP (from 54 to 58) (Table 12). This represents one new job for
every R6,0603 invested from the Stokvel program and one new job for every R28,201 invested
from the Business program.

Excluding owners, the average number of employees grew by 32 percent (from .50 to .66) i~
SLP businesses and by 28 percent (from .86 to 1.10) in BLP businesses (Table 13). Because

3 The financial data must be interpreted with caution. Figures on monthly sales and cost of goods

sold are difficult to measure given cyclical variations in business activity and the absence of records,
especially on the status of the businesses before the loans. The "before” loan figures are likely to be
underestimated. The actual magnitude of change may also be lower than represented in the data because
the "after” data have not been deflated.



most businesses existed at the time of the loan, this is probably a more meaningful measure of
employment generation.

®  The structure of employment changed within SLP businesses but remained relatively constant
within BLP businesses during the loan period. Among businesses supported by SLP, there was
an increase in the proportion of wage employees (from 4% percent to 53 percent), full-time
employees (from 42 percent to 53 percent), and women employees (from 58 percent to 66
percent). Among businesses supported by the BLP, the proportion of employees in these groups
did not change (Table 14).

] Comparing the structure of employment between the two programs, BLP businesses have a
noticeably higher proportion of employees who are full time (78 percent in BLP compared to 43
percent in SLP), wage employees (91 percent compared to 53 percent), and men (66 percent
compared to 34 percent) than SLP businesses. This suggests that the quality of employment
generated under BLP is probably better — and that men are more likely to hold these jobs (Table
14).

Management Practices

The survey data indicate limited change in client management practices during the loan period

(Table 15).

o Within SLP, the most significant change in management practices was an increase in the number
of clients who used personal bank accounts (from 68 perceat to 85 percent) and who separated
business and household cash (from 38 percent to S0 percent). There was also some increase in
the number of clients who used business bank accounts (from 13 percent to 23 percent).

®  Only about one-fifth of SLP clients recorded sales and purchases at the time of the survey and
few clients improved their bookkeeping practices «luring the loan period. As a result, a majority
of clients interviewed did not have a clear pictuic of their sales, the value of their stock, or their
profits.

®  About half of all SLP clients had problems in managing customer credit both before and after the
loan.

®  There was little difference in the business management practices of clients interviewed in the two
programs. The most notable variation was that all BLP clients had personal bank accounts after
the loan, although this was largely because it was required for participating in BLP. The only
other difference was that BLP clients were better at managing customer credit. Otherwise, BLP
clients were just as likely to have a separate business bank account, and actually l=ss likely than
SLP clients to keep complete records of sales and purchases, or to separate business and
household cash.

Participation in Training

Among the clients interviewed, 30 percent of the Stokvel and 26 percent of the Business clients
also received business skills training from GAF. Within the Stokvel program, borrowers involved in
production activities were more likely to have participated in training than those involved in other sectors.



Within the Business program, borrowers in the service sector were more likely to participate than other
sectors {Table 3). The training was viewed positively by these participants. However, the findings did
not reveal any major differences in skill levels or changes in management practices between clients who
had and those who had not participated in the training. Nor was there any noticeable difference between
the two groups with respect to changes in business performance.

Other Enterprise Characteristics

Few clients in the sample diversified their businesses, moved from one sector to another (namely
from trade to services or manufacturing), shifted the location of their premises, or started new businesses
during the loan period.

L A majority of SLP clients operated on a full-time basis both before and after the loan (93
percent). A lower proportion of BLP clients operated full time, although there was a slight
increase in the proportion operating full time during the loan period (from 78 percent to 85
percent) (Table 6).

o SLP clients were more likely than BLP clients to be operating other businesses (17 percent
compared to 7 percent). There was no change in this pattern during the loan period (Table 7).

o SLP clients were less likely than BLP clients to be engaged in wage employment in addition to
operating businesses at the time of the survey (6 percent compared with 19 percent). There was
an increase in the proportion of BLP clients involved in wage employment during the loan period
(11 percent to 19 percent) (Table 7).

®  Two-thirds of Stokvel borrowers in the sample operated home-based businesses and one-third
worked outside their homes. Among those working outside, 19 percent had secure fixed
premises, 7 percent had insecure fixed premises, and 8 percent were mobile. There were 1o
gender differences in the location of business and there was no change in business location during
the loan period (Table 8).

] Half of the BLP clients interviewed worked within their homes, and half outside. Among those
outside, 15 percent had secure fixed premises, 12 percent had insecure fixed premises, and 12
percent were mobile. Women in the BLP sample were more likely than men to be home based
(77 percent compared to 46 percent). There was no major change before and after the loan
(Table 8).

Other Sources of Finance

The sample survey indicates that client participation in the GAF loan programs has not
significantly improved their access to formal sources of credit. Prior to the loan, about one-eighth of all
SLP clients and half of all BLP clients had taken loans from formal sources, mostly in the form of hire
purchase schemes. SLP borrowers were more likely to use this credit for their businesses than BLP
borrowers. Client participation in formal borrowing systems did not increase during the loan period
(Table 16).

The survey data probably underestimates client participation in informal borrowing systems.
Recent studies (Lukhele, 1991) and informal discussions with clients by the evaluation team suggest that
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most people participate in one or more rotating savings and credit association, a burial society, or stokvel,
and may use these systems as a source of finance for their businesses. The success of GAF's Stokvel
program is in part due to the fact that it is modeled after a system that is familiar to most people.

A related issue is the importance of formal sector earnings as a source of finance for
microenterprises generated by either relatives or microenterprise owners themselves. A recent study
shows that 13 percent of microenterprise owners in Kwazakhele and 22 percent in Mamelodi are also
engaged in wage employment. Economic conditions in the formal sector will therefore have a direct
bearing on the capital available for the start-up, growth, and expansion of microenterprises.

SUMMARY

There were no major differences in the effects of the loans on the Stokvel borrowers as compared
with the Business borrowers, although a primary rationale for GAF’s initial involvement in the BLP was
the expectation that higher-end businesses would have greater potential for growth and employment
generation. The survey data suggest that the Stokvel businesses have experienced as much, and in some
cases more, growth in sales, gross profits, income, and employment during the loan period. This
supports the evaluation team’s general view that GAF’s comparative advantage is with the Stokvel Loan
Program.

The survey findings further suggest that althcugh credit has had a positive effect in promoting
enterprise growth and employment generation, it has had limited impact in transforming microenterprises
into more formal operations. Other types of interventions may be required for this, such as improving
access to outside premises (a priority issue among a majority of people in South Africa’s informal sector),
strengthening business management practices, or promoting vertical linkages within certain sectors.
GAF’s training and marketing department, whose programs address these issues, can build on these
findings in developing their future strategies.

The survey findings provide a compelling rationale for GAF to continue its microenterprise
lending activities. In this context, GAF should give top priority to consolidating its credit management
and administration systems and improving the quality of its loan portfolio to allow for future expansion
of this valuable service.
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SECTION FOUR

INSTITUTIONAL DEVELOPMENT ISSUES

A major emphasis of the USAID Cooperative Agreemeat was to strengthen the institutional
capacity of GAF to deliver commercial services by introducing a management information system,
moving towards financial self-sufficiency in its commercial activities, restructuring the organization,
training staff, and broadening the resource base. GAF’s achievements and current challenges in these
areas are discussed below.

MANAGEMENT INFORMATION SYSTEM

Purpose of the System

The MIS system to be developed with the USAID funds was to track the use of USAID funding
and to provide for efficient monitoring and management of GAF programs and personnel. It was to
inciude cost centers to separate social services from the commercial services, separate branch office
budgets, and track the performance of field workers to determine their incentive pay. The agreement
clearly states that the information system should be first developed to operate on a manual basis. When
technically feasible and necessary the GAF was to move to computerization, prior to USAID written
approval.

Relevarice to GAF

The key to excellent credit management, as discussed above, is an effective, accurate, efficient
information system. The single most important cost reduction device available to most microenterprise
credit programs is to computerize this information system. Computerization is ideal for microenterprise
programs that consist of large numbers of repetitive loan and payment operations. The added complexity
of attempting to respond to donors about the uses of their funds while at the same time providing
management with vital performance indicators and cost breakdowns and analysis makes computerization
of the information system almost a necessity.

Appropriateness of the Hardware and Software Systems

Hardware

The hardware purchased three years ago for the purpose of managing GAF’s basic information
systems was at the time an excellent choice. The Olivetti server runs at 20 mhz, it has a hard disk of
135 MG, and supports a network. It uses a UNIX based operating system that handles 14 dumb Hewlett
Packard terminals. This equipment was state of the art at the time it was purchased. It should still be
adequate to manage GAF’s information needs, especially with the new hard disk.



The 286 processor that forms the heart of the system is slow by today’s standards. The network
would perform considerably better with a 386 processor running at 35 mhz. The 286 barely supports a
network, the 386 does it very well. At some point the GAF should consider upgrading to a 386 based
server and keeping the 286 Olivetti for auxiliary functions or as a backup in case of main system failure.
We should be clear, however, that the present problems in the loan program are due to programming
deficiencies, not hardware, If the network degrades the server too much for efficient data processing,
the key long reports can be run at night when the network is down and disconnected, therefore making
maximum use of the server’s data processing speed.

Software

The software system, based on SCO Xenix 2.1, Infomix-SQL, and the Informix Rapid
Development System 4GL for the Stokvel Loan Program could not be thoroughly evaluated in the time
allotted because the system has not yet been completely implemented. The originral work done on the
systems in defining user requirements appears to be thorough and basically correct. The initial system
may have been designed to do too many tasks and that has slowed down the final implementation. But
the information to be processed and the reports to be produced all appear to be the appropriate ones.
Conceptually, the groundwork seems solid.

By contrast, the design of the fund accounting system lacks key conceptual elements and is not
wholly appropriate for the task assigned. A good fund accounting system should be able to summarize
data in management reports that are useful for tracking the financial situation of an organization. It
should also provide necessary information on a summary basis to donors about the use of their funds.
The current system does neither.

GAF does not produce standard financial reports, balance sheets, income statements, or cash
flows on a regular basis. It cannot produce a summary report on the status of a specific grant. It
currently separates the USAID grant at a subaccount level, but not a fund level, using the cost centers
to represent smail operating or administrative groups within the Foundation. In its current form, the fund
accounting system does not represent any particular advantage over the manual system.

Status of MIS Implementation

Visits to field offices and discussions with administrative staff indicate that GAF currently does
not have even the manual systems to provide the basic management information necessary to maintain
high performance standards in its credit programs. This was discussed in the earlier sections on GAF’s
credit activities. It was difficult to determine if an adequate MIS was ever in place because early
information in the administration degartment is somewhat disorganized. Remnants of a manual loan
tracking system were found in the field offices but in only one case was it up to date. In another case
it was only a month behind. In other offices the system was not functional.

GAF'’s foremost task at this time is to redevelop its manual information system for tracking loan
repayment performance and portfolio quality. Whatever system design it adopts, it must be strictly
administered and its results highly accurate and on time. This system should include the internal controls
necessary to eliminate the opportunity for fraud in the field offices. The lack of a manual information
system has cost GAF in widespread delinquency (potential direct cash loss of several 100,000 rand) and
theft by GAF staff (up to R100,000).
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Although the fund accounting system, with all of its conceptual flaws, is implemented, the more
vital loan management system is not. More importantly, the loan management system suffers from two
potentially fatal flaws. First, the system is unable to process the volume of information required in an
adequate time. Delinquency aging reports for medium-sized townships took 5-8 minutes to run per
Stokvel. At an average of six minutes per Stokvel, it would take the program 6.5 days, running 24 hours
a day, to analyze the entire portfolio. In fact, it took the system almost a week to produce the aging
reports for the entire SLP. Similar reports for the entire portfolio in most similar- sized Latin American
microenterprise programs run in anywhere between 45 minutes and 3 hours on similar hardware.

The second major flaw is that the data imputed into the computer system (data on the program
since inception) is off by 30 percent from the data in accounting. There would be no easy way to
reconcile these differences, even with an efficient program, given the way the raw data was stored in the
accounting department in the early years of the program. The poor performance of the current program
makes it impossible to expect the computer department to reconcile these differences. GAF will have to
make a decision whether to continue with the current effort.

One alternative might be to return to a test mode using a large data set composed of two or three
large townships. The programmer could be asked to respond within a 60-90-day period on smaller
portions of the system, starting with the loan tracking portion. Once the program has been thoroughly
tested and compiled, GAF could reconsider entering a complete data set. It should not re-enter ali
historical loans, however, since the information is not in good order and would never agree with
accounting. The evaluation team recommends that GAF not attempt to transfer onto a computer system
before 1993.

Use and Understanding of System by Staff

The staff managing the fund accounting system and the loan tracking system appear to be
comfortable with their use. Their role in resolving the present difficulties with the system is less clear.
The system design and programming flaws are clearly outside of their responsibility. GAF should seek
further outside assistance in redesigning the computerized system, based on the revitalized and tested
manual information system after it is implemented.

Extent to which MIS has improved GAF’s Administrative and Management Capacity

In spite of its conceptual shortcomings, the fund accounting system has improved the management
information available to the GAF Board of Directors and senior managers. The Board receives regular
reports and the Managing Director regularly reviews the entire computer printout of the financial
performance of different cost centers. This is an important achievement. Most of the iinprovements
needed in the fund accounting system are at the report level, and therefore relatively easy to program
once they are specified. The reprogramming should also contemplate more rigorous security measures.

The loan tracking system has actually been a detriment to the organization. It has distracted
management from recognizing the inadequacy of their manual systems and allowed staff to let these
systems slip in anticipation that the computer would soon be coming on line. Much staff effort has been
expended on computer-related problems. Unfortunately, the computer was viewed as the solution to a
problem that it cannot solve. Computers can improve the speed and accuracy of data processing, but they
cannot solve the problem of poor information.
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Recommendations for Future Support

Eventually, USAID should consider upgrading GAF’s computer capacity and replacing the
Olivetti 286. Nevertheless, this is not the top priority. Revamping the software is the first priority and
USAID might try to assist GAF in securing a more effective system. The program should be developed
in stages, unlike the first integrated effort. This will allow for components of the program to be
developed and tested. Finally they can all be linked. This will allow the most important parts of the
system to be up and running before less important parts are tackled. Simplicity should guide this process.

USAID should not need to provide major new funding for computer support, except if the branch
office were to be brought onto the network. This decision, however, is two years away at best.

SUSTAINABILITY

To discuss whether the credit operations are self-sufficient, it is first necessary to agree on the
following issues:

® How much income is GAF currently earning on its lending activities?
® What are the costs of providing this credit?
® How will GAF fund the growth of its loan portfolio?

Unfortunately, the answer to any of these questions in strict accounting terms is not clear because
of shortcomings in GAF’s financial reporting system. What follows is our best estimate of the income,
expense, and loan funding situation within GAF. Our emphasis is on the Stokvel program because self-
sufficiency is theoretically possible here.

Income Earned from Credit Operations

The Stokvel loans produce two sources of income that should be credited to program income and
two that probably should not be included.

Service Fee

The clients pay 10 percent per annum on the full amount of the loan advanced the clients on a
monthly basis. Because the principal amount of the loan is declining over the term of the loan, the
effective annual rate of the service fee is 18 percent for a one-year loan (1.5 percent per month). GAF’s
monthly reports for the period February 1991 to December 1991 show that cash service fee amounts
received range from 1.3 percent to 2.2 percent of the average loans outstanding for the month. This is
confusing and raises doubts as to the accuracy of the financial reporting system. GAF reports on what
they term an "accrued service fee." A summary of income and expenses for the first nine months of the
1991-1992 year shows both the accrued and the cash amounts according to GAF’s own records (Table
F1).
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Interest

GAF charges 12 percent per annum on the full amount of the loan advanced (20 percent per
annum effective or 1.7 percent per month). This income is not reported on the monthly statements. This
income is being credited to a capital account with the objective of maintaining the value of the loan funds

in terms of inflation/devaluation.

Interest on Clients’ Funds

GAF is earning interest on guarantee funds provided by the borrowers — both the initial 10
percent required up front and the 10 percent (again effective 18 percent per annum) paid as forced
savings. This interest is shown as income to GAF, which is not correct. GAF does not have the legal
right to use these funds or the interest that these funds are earning because they belong to the clients.
(There is a case to be made that GAF deserves a portion of the interest that it is earning because it is able
to consolidate the small savings and can earn a higher rate than the client.)

In summary, GAF is supposed to be earning an effective interest rate of 38 percent a year on its
Stokvel loans (18 percent which is called a service fee and 20 percent identified as interest). It is not
clear what they are actually earning, but based on the amount of delinquency in the Stokvel programs the
actual earnings must be less than the theoretical.

Costs of the Credit Activity

The two basic costs that a credit program must cover from interest or fees charged the clients are
operating costs and financial costs.

Operating Costs

Table F2 shows the costs that GAF has allocated to the operation of its Stokvel lending program
and the BLP. It can be observed that the accrued service fee income from the Stokvel program is greater
than the direct operating costs associated with this lending. This is encouraging. Unfortunately, there
are three other levels of costs in addition to the direct operating costs. The income from Stokvel loans
currently is covering only 33 percent of the total operating cost that GAF has allocated to this activity
(total costs of R1,369,000 versus accrued service fee of R449,000).

The BLP is earning 38 percent of the operating costs of providing these kinds of loans.

Financial Coste

The financial costs of lending that must be covered in order to be self-sufficient are the costs to
the organization of the funds loaned. It was not possible to determine what GAF’s opportunity cost of
funds actually is but, as discussed earlier, GAF is receiving 18 percent a year effective interest that is not
income. This 18 percent a year is sufficient in the current financial market in South Africa to cover the
real cost of capital and inflation.
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One cost element that is not included in this analysis is the cost to the institution of bad loans.
This cost can be considered either a financial or an operating cost. GAF's cost of bad loans has not been
quantified yet but once GAF's lending history has stabilized, the organization will have to build this into
its costing structure.

A key issue with respect to costs of the lending programs is first controlling and then reducing
the operating costs. GAF’s current budgeting process is effective at controlling costs, as shown by the
small variance in its budgeted and actual income and expenses. The organization now has t0 address the
issue of how to reduce expenditures. The fact that the allocated costs of the head office represents 50
percent of the cost of the operating the Stokvel program is a surprising figure and deserves attention.

Loan Portfolio Funding

Even if an organization is able to cover all of its operating and financial costs, it will not be truly
viakle if it cannot attract sufficient funds to grow. We have already concluded that GAF will not be able
to cover its costs in the short term, but that it will work toward that objective. This means that GAF will
require operating subsidies for the short to medium term. GAF will need additional capital if it plans to
grow in the meantime. As opposed to funds to cover operating or financial costs, these funds should be
used tc invest ir. ixed assets as well as loans. GAF has a limited number of options for funding asset
purchase or exp-Jing its loan portfolio because of its nonprofit status.

Grants From Donors

GAF has been successful at attracting donors. In the fiscal year ending February 1992, GAF
forecast gener-\ grants of R2,621,000 and was on target for this goal as of the end of November. Table
F3 summarizes the total sources of operating income forecast by GAF and also points out that the
organization was expecting to receive a surplus of R1,468,000 for the year, which, as of November 1991,
appeared very likely to occur. Some of this excess was used to purchase the building that GAF occupies
in Pretoria. We were unable to determine how the rest of the funds were intended to be used. If GAF
continues to be successful at raising surplus funds, they can be used to build up significant capital for
lending. This is obviously the least expensive form of funding for loan portfolio and fixed asset
purchases.

Debt From Banks or Other Sources

GAF is unlikely to attract significant debt to fund its loan portfolio in the short term because
banks will not want to take the risk. The current quality of GAF’s financial information would make any
potential lender uncomfortable. It may be possible to borrow for fixed asset purchase against the security
of the asset if GAF needs to purchase more premises or other large items. This should not be necessary
considering what seems to be a very strong fixed asset situation (vehicles and premises, at least in
Pretoria, should be more than adequate for some time).

Summary

GAF currently is far from self-sufficiency. Its credit operations are not covering the costs
associated with these activities. GAF has required grants in the past to be able to fund its loans and to
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purchase premises and vehicles and other assets necessary to the work. GAF has been successful at
raising the funds, in addition to those available from USAID, to cover these requirements. In the
foreseeable future, GAF will continue to need both operating funds and investment capital. GAF’s
emphasis over the next period must be on increasing revenues for the Stokvel Loan Program, reducing
the costs of this activity, and diversifying and making more permanent its sources of investment capital.

Recommendations

Increasing income

As pointed out earlier, the two options GAF has for increasing the income from the Stokvel
Loans Program are to increase the average loan portfolio managed by each field office or increase the
rate of interest paid by the clients.

The evaluators believe that GAF field staff can handie more clients and a higher average loan
amount per client. Currently each field staff member is handling an average of 71 Stokvels (1,570
Stokvels for 22 field workers) or 355 clients. The average loan amount advanced as of September was
R460 (GAF’s quarteriy .eport of September 1991 stated that 10,608 loans had been made totalling
R4,867,800 in disbursements). For discussion purposes, if the number of Stokvels per field worker was
100 and the average loan disbursed R600, income from the Stokvel program would have been
approximately 85 percent more for the nine-month period previously analyzed or R825,000 instead of
R443,000. This level of service fee income would have covered the first three {avels of operating costs
shown on Table 2 and would have equalled approximately 60 percent of the total costs shown on the
same table.'

The above rough calculations still indicate that the current service fee is unlikely to cover the
operating cost of providing the Stokvel loans. GAF will have to seriously address the issue of the rate
charged to clients. It may be that the service fee should be raised in the interest of the long-term viability
of the Stokvel program.

Reducing Costs

GAF clearly has to reduce its costs. The summary in Table F1 suggests that costs allocated to
the Stokvel Loan Program from the Head Office are particularly high. GAF may want to review how
Head Office costs are allocated. The basic question to be asked in carrying out this (often contentious)
exercise is whether or not the Stokvel lending could continue without the particular Head Office functions
in question. At an earlier point in the report it was suggested that GAF may want to consider a distinct
structure for its credit activities. Such a structure could more clearly identify the Head Office costs
associated with the Stokvel program and make the analysis of the costs of this lending program more
transparent, and less subject to opinion.

4 The hypothetical levels for the number of clients per field worker and average loan size used above
have been seen in other microcredit programs (for example, PRODEM\BancoSol) and are probably near
the practical limit for this methodology.



Sourcing Funds

The success of the Managing Director and the Fundraiser at increasing sources of grants to GAF
has been impressive. The market for this kind of donation is changing, however, and GAF's strategies
and techniques will have to become more competitive. A growing number of institutions in South Africa
do similar work, whereas in the past GAF had the field largely to itself. Donors, in particular corporate
ones, have fallen on hard times and are likely to be less generous ia the foreseeable future. The
organizations that still have funds for economic development in South Africa (A.L.D. and IDTFC, for
example) are more comfortable with a businesslike presentation than with a sociai- or conscience-based
proposal.

GAF should begin preparing a consolidated strategic plan and financial forecast for presentation
to donors. The plan should cover the next 3-5 years of operation and summarize clearly the total funding
requirements in both operating and investment funds. This type of plan would accomplish several goals
related to issues previously identified:

e Staff and management would have a common vision of where the institution is going;

© GAF would be on the way to directing its own destiny, rather than being donor driven as in
the past;

@ Donor inputs could be coordinated more clearly; and

® GAF would be competitive in terms of the professional financial image required by many of
the current donors in the field.

It should be possible to build into GAF’s firancial plan significant tunds for capitalization. Many
donors are recognizing that for an institution to be self-sufficient, it must have a capital base to fund loans
to clients, to invest in short term securities, and to purchase other assets.

On an operating level, the plan would build on a basic replicable operating unit. GAF is not yet
at a point where this unit of production or operation is fully developed but the Port Elizabeth structure
may be the basis on which this level of design can begin.

ORGANIZATIONAL RESTRUCTURING

GAF is a different organization than it was at the incepticn of the grant. It has more than
doubled in size, and has become a much more formal structure. Contrasted with five years ago, most
staff are engaged in operating the loan programs. Commercial services generally and loan programs in
particular have become the main focus of the organization.

During this transtormation, GAF has gone forward with the plan set out in the USAID agreement.
It quickly separated itself from Get Ahead Limited. It began separating the social and commercial
activities by hiring a Deputy Managing Director for commercial services. During the first two years of
the agreement, the head office staff for commercial services was organized.

Separation of commercial and social activities at the field level has been a longer process. In
stages, field staff originally hired as community development workers were distanced from a direct role
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in loan program management. Eventually, these positions were eliminated, so that at present all field
staff are concerned with loan program operations. The field organization at present is lean. These
changes have enabled GAF to carry out a large loan progiram.

The terms of the agrezment have been carried out, yet the organizational restructuring process
remains incomplete. The next phase of restructuring should involve the development of a systematic field
level organizational unit and its replication throughout GAF’s existing offices. Each field office should
have a similar structure to avoid confusion regarding lines of authority, reporting, and function, and to
ensure that management proczdures can be standardized. Experience elsewhere has shown that refinement
of model unit structures, particularly when they can be profit centers, form the basis of sound program
expansion.

At present, the «ffice at Port Elizabeth, consisting of a Branch Manager responsible for
supervising both credit officers and field workers, offers the most successful model, although its success
is due in part to very capable staff in that unit. This is the place to begin in developing a model.

An important observatio: regarding GAF’s organizational transformation is that while commercial
services have been separated from social services, they are not yet run on commercial principles. The
Cooperative Agreement is vague on what it means by the term commercial, and perhaps this definition
has never been an issue between USAID and GAF. However, the team believes that if self-sufficiency
is a genuine goal for the commercial operations, field operations must incorporate more commercial
principles, such as being run on a cost recovery basis.

STAFF TRAINING

GAF has provided staff members numerous opportunities to learn through outside workshops,
in-house training, and study tours. The USAID grant agreement provided partial support for staff
training, including:

® Outside formal training to prepare business program staff to identify special technical
assistance needs of borrowers and to become rnentors to borrowers;

® In-house training for new staff on the objectives of the organization and loan policies and
procedures; and

® Study tours and courses outside South Aftrica to .. xpose GAF credit program management to
the wide variety of experience in informal se:tor lending in Latin America, Asia, and
elsewhere in Africa.

The training department initially had responsibility for both staff and client training. As the

nature and content of these two types of training were not particularly compatible, GAF decided to shift
responsibility for staff training to individual department heacls.

Accomplishments

During the period of the agreement, USAID and other donors have jointly funded several outside
training courses for GAF credit program staff. WITS Business School provided training to credit



officers, managers, and field workers in loan application assessment, business planning and viability, debt
management, and loan collections. Field workers and supervisors went through similar training at the
Alpha Training Center (funded by ODA) for a short time, but this was discontinued. The computer
manager attended outside training arranged by the consultancy firm advising on the development of the
MIS system. GAF’s secretarial and administration staff have also attended outside training courses
funded directly by GAF.

The WITS Business School Training served as the basis for the design of GAF’s in-house credit
training. All credit program staff participate in the training, which covers Get Ahead’s structure,
administration, credit policies and procedures, and training program. Staff involved in the training
section are provided further training on how to teach business principles through modules and practical
experience in client training courses. Credit field staff and supervisors engage in ongoing consultation
and training in the field, in addition to participating in special training sessions during GAF’s semiannual
planning meetings for all staff. Approximately one-third of the funds for in-house training have come
from USAID.

Twenty-three GAF staff have also participated in overseas training and exchange visits in Israel
(community development training), Yapan (technical skills training), the United Kingdom (Cranfield
University’s short course on microenterprise development), the United States (USIS study tour of
community-based job creation and microcredit organizations), and Kenya (exchange visit with Kenya
Rural Enterprise Programme). The latter exchange visit was regarded as particularly useful for staff
involved in the Stokvel L.oan Program.

Scaff appreciate and benefit from these activities, most of which are oriented toward improving
their skills as credit managers and business advisors. Recalling the earlier point on GAF’s isolation from
broader world experience in microenterprise credit, future emphasis on exchange visits to successful
programs in Latin America and Asia would expose GAF staff to performance parameters and managemeiic
tools required for a more ambitious, sustainable program. Such exposure is more likely to be of value
for GAF than attendance at set-curriculum training sessions overseas, where material presented will not
be directly useful for microenterprise finance.

Recommendations

To further strengthen GAF’s credit and training programs, the evaluation team recommends
continued USAID funding for staff training and exchange activities. Ongoing staff training will play as
important role in strengthening (iAF’s organizational structure and improving its credit management and
administration systems. During the next phase, GAF should review its in-house training strategy and
develop a systematic training pian, focusing on operational issues. Further development of a course on
credit management and administration will be critical. Training for the computer and accounts sections
will be important, as will courses on goal setting, motivation, and intraorganization communication.
Exchange visits, especially to successful micro enterprise credit programs in Asia and Latin America, are
needed to expose GAF staff to the world experience in micro enterprise credit.

DONOR RELATIONS

As one of the few established organization in South Africa with experience in implementing
community-based programs, GAF is called upon to address a wide range of problems and needs by local
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community groups as well as by outside donors. This is common to many community-based NGOs,
especially at this time in South Africa.

Given its reputation and because there are 30 few organizations with similar experience, GAF has
been successful in attracting many donors for its activities. Current supporters include 16 foreign
governments (including USAID), 115 private corporations, several foundations, and many individual
contributors. In addition to the fundraising department in Pretoria, GAF has a small office in Washington
D.C. that solicits funds from U.S. donors.

GAF’s success in broadening its resource base over the past five years has enabled it to build a
core of committed staff and to expand its services to the black community. At the same time, managing
the large number and different types of donors is increcasingly demanding:

® Much time and expeise is required to prepare individual funding requesis, follow them up,
and negotiate agreements;

® Reporting requirements differ and are time-consuming to meet;
® Funding cycles do not match, making the i.lanning and budgeting process more difficult;

® Multiple agendas of donors and the number of different activities they support make it
challenging for GAF to plan and manage its programs; and

® Communication between donors is often weak, which can result in donors pulling GAF in
different directions.

The changing funding environment in South Africa is likely to create additional challenges for
GAF in the future. Up to now, GAF’s fundraising approach has been geared primarily to donors who
direct their support to social justice and social service activities. The proposal requirements of many of
these donors have been minimal — requiring a rationale for working in a particular area, but little by way
of an operational or financial plan. This approach has served GAF well in past years. However, as the
level of funding (and the number of donors) that support GAF’s expanding operations increases, this
process is becoming more difficult to manage. Moreover, the funding environment has changed:
corporate funds are more difficult to raise, while funds available from international development agencies
are increasing. These agencies often have more stringent requireinents for grantees, such as businesslike
strategic, operational, and financial plans for the activities they support and for the overall organization.

Given the changing funding environment, and because GAF has grown into a larger, more
professional organization, longer-term planning is now important. Once GAF has its own plan, there is
less chance of its being ctretched to fit different donor agendas. A plan could also provide a basis for
GAF to raise larger amounts of funding from fewer donors.

During the next phase, donor relations could be strengthened by:

® Developing a 3-S year organizational plan that includes strategic, operational, and financial
plans for the organization. In addition to providing direction for management and staff and
improving the co-ordination of donor inputs, it would provide GAF with a basis for raising
funds for its own agenda;
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® Asking major donor representatives to meet on a periodic vasis to exchange information,
This would enable donors to understand the range of progr..ins GAF is involved in and the
specific management and operational problems the organization may be facing at a particular
time. From GAF's perspective, periodic meetings could help to reduce the time and effort
currently required by management and staff to meet with ond report to individual donors, and
help to avert pressures to expand into activities that are not a priorivy for the orga.:i7ation;

and

® Exploring the pros and cons of establishing a more formal donor consortium to pool funds
to support GAF’s programs. This could be achieved through exchange visits to organizations
in other countries that are funded this way.



SECTION FIVE

RECOMNML... i DATIONS

SUMMARY OF RECOMMENDATIONS TO GET AHEAD FOUNDATION

The previous sections of the report discuss GAF's important accomplishmenis to date, identify
problem areas, and offer recommendations for consolidating its credit programs, strengthening its credit
management and administration systems, and poising Get Ahead for future growth.  These
recoramendations are summarized below.

1. To establish an efficient and effective credit management system:

Institute a competent manual loan tracking system that provides immediate information on
the performance of the loan portfolio;

Take an aggressive institutional stance in loan collections;
Revamp the software when the manual system is working and understood by all staff;

Improve convenience to clients by locating near the bank branch that is receiving the
borrowers payments;

Work on strengthening group characteristics through activities for groups of groups; and

Visit the best performing microcredit programs outside of South Africa.

2. To improve the quality of the lending portfolio:

Restart lending to the good clients in the Stokvel program;

Intensify training of field workers, supervisors, and managers in loan portfolio management;
and

Increase analysis of borrower debt capacity, perhaps through the initiation and tracking of
a more formal savings program.

3. To improve financial management:

Develop the ahility to produce basic financial information (balance sheet, and sources and
uses of cash statements and income statements) on a quarterly basis; and

Reprogram the fund accounting system to produce relevant summary reports.
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4. To maintain institutional focus:

Wind up the Business Loan Program;

® Focur on the Stokvel Loan Program where GAF has a distinc, comparative advantage;
® Increase the size of the loan ceiling in the Stokvel Loan program to R5,000 to accommodate
a portion of the Business Loan clientele (with special procedures. applying to larger loans),
® (Clarify and enhance the role of savings in the Stokvel program;
® Introduce a simple system to monitor and evaluate the effects on clients of credit and
training; and
® Revizw GAF’s role in providing marketing assistance.
5. To m 1age multiple donors:
® Develop a 3-5 year strategic plan for the overal! organization;
® Organize periodic donor meetings; and
® Learn more about the experience of other NGOs currently funded under donor consortia (for
example, Grameen Bank or BRAC in Bangladesh).
6. To move toward scif-sufficiency:
® Move toward a larger loan portfolio per field worker and review the current charges to the
clients in the context of the strategic plan; and
® Reduce, restructure, or reallocate Head Office costs.

RECOMMENDATIONS TO USAID

This section presents a set of recommendations for GAF and USAID to consider together that
could forr: ‘-~ basis for the next round of USAID support to Get Ahead.

The team recommends that the next agreement focus on the needs of the Stokvel Loan Program.
This is a more limited focus than the pcevious agreement. It is justified, however, becauvse (1) the team
recommends closing the Business Loan Program; (2) other donors are already involved in support for
training prograias, and have a comparative advantage relative to USAID in these reas; and (3) most
importantly, perfecting and then expanding the Stokvel program is an importan task.

The immediate priority for GAF is to control risk in the Stokvel portfolio and to improve
management systems. GAF should now enter a period of consolidation witli the goal of adjusting
management and administration systems to improve repayment performance before embarking on
subsequent growth. USAID should continue to be a partner to GAF as it moves through this
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consolidation phase wad into the growth phase that comes after.  The process can be discussed in three
stages.

1. Pre-Agreement Stage

Action is needed now, even before the next cooperative agreement is negotiated, because the
situation GAF faces with respect to delinquency is of some urgency. Therefore, the first critical step of
the new agreement with USAID should occur before the next agreement is signed. Prior to signing the
new agreement, GAF should:

® Develop and implement a manual system to track delinquency, based on aging of loan
balances at risk. The focus of this requirement is not to see improvement in portfolio quality
by the time the new agreement is signed, but to see that the system is in place, accurate, and
up to date; and

® Mobilize the staff to engage in aggressive collection efforts. Staff at all levels should know
exactly what their duties are in the process of ensuring collections, and should be carrying
out those duties energetically and effectively.

Before the agreement is signed, a quick assessment of these two conditions should be made. The
first condition can be verified objectively by cross-checking the inter::al consistency of the system and
its use in field offices. The second, which is equally important, will be a more qualitative assessment.

During this time, GAF should continue to lend in all areas where it wishes to maintain a future
presence, to retain the confidence of clients that GAF is a reliable source of finance. This confidence
is itself a repayment motivator. Cessation of new lending cannot solve repayment problems, and can be
detrimental to a program. However, GAF should make fewer loans per month than it did in the high-
growth months of 1991, to avoid overwhelming system and staff capacity.

Planning for the new agreement can proceed at the same time as these actions are taken, with the
expectation that both the agreement and GAF will be ready in August 1992.

As part of the planning process, the team recommends that GAF put together a five-year plan for
the organization as a whole, and that the development of such a plan be a third precondition for signing
that agreement. USAID may wish to offer some technical assistance in carrying out this recommendation.

2. New Agreement and Consolidation Phase

The consolidation phase should concentrate on strengthening management systems and collections,
and should last as long as it takes to see significant improvement in portfolio quality and the reliability
and usefulness of management information, estimated at oetween one and two years. During this period,
GAF should seek to develop an organizational "culture” in which delinquency is not acceptable. Top
leadership, including board members and top management must sustain the change in attitude initiated
during the preloan phase. Specific activities would include:

® Collections. Continue to develop patterns of strong and immediate follow-up of borrowers
among field workers, and brin;, average field worker performance up to the level of the top
performers;
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Information systems. GAF should work to perfect its manual system for financial control,
as well as maintaining the manual system for portfolio quality. Key management reports
should be developed and used regularly. After that system is operating well, work on
computerizing should begin again;

Lending methodology. Although the Stokvel group lending methodology is basically sound,
there may be adaptations GAF can make that will improve repayments. Many of these were
discussed in the section on the Stokvel program. They include greater emphasis on savings,
especially before loan approval, changes in preloan group preparation, and, possibly,
introduction of timely payment incentives.

Development of a replicable field unit with standard functions and procedures across the
organization, that can be the basis for expansion. The units should be self-sufficient in
financial terms and should have well-defined procedures and responsibilities (for reference,
read material on the structure of BKK and BRI in Indonesia and on Grameen Bank);

Stable lending levels should prevail during this period, focused on ensuring that field workers
are operating at their capacity, but not adding additional areas or staff; and

GAF should be asked to call periodic donor meetings to help coordinate its future planning.

Elements of support during this period should include:

External technical assistance. One aim of this assistance is to overcome isolation that has
kept Get Ahead from incorporating many of the techniques developed bv successful
microenterprise programs in other parts of the world. GAF could benefit from we extended
involvement of someone who knows from experience how to control delinquency and manage
operations in a microenterprise program. The team recommends that USAID finance the
services of an expert in microenterprise credit operations. That person would advise GAF
in financial management, credit and savings methodologies, and management information
systems. The advisor could among other tasks help develop the specifications for the
management system, and develop staff training programs and materials;

Local technical assistance. The agreement should also support local technical assistance in
areas such as computerization and internal financial controls. Assistance from a local audit
firm could be helpful in revising the manual management system to ensure accountability.
Assistance in computer programming should not be contracted all at once, but retained on
a contingent basis: delivery of one product leads to agreement on a second. This assistance
must be selected on the basis of the quality of the individual programmer and evidence that
this programmer wili be available over a long period of time;

Staff training. This will be an important aspect of the first phase of the agreement, which
USAID should support. It is particularly important to develop internal training capacity for
the staff itself, aimed at understanding and using GAF’s own policies and procedures. Loan
collections is another important topic. It might be appropriate to create a special position
aimed solely at staff training. After the first phase this person could provide institutional
assistance to other organizations; and

Cross-visits. As part of the attempt to have GAF learn from the experience of others,
selected staff should have the opportunity to visit successful microenterprise programs in
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other countries. This should include middle as well as top management. These visits should
be organized to focus on operational issues. They should prove more useful than traditional
study tours. USAID may have to cover the costs of translating services during these visits,
as well as a fee for the hosting institution’s time.

Reporting. GAF must minimize reporting requirements other than reports that management
needs to run the program. Reporting to USAID quarterly of audited financial statements, the management
reports being developed under the agreement (such as a sources and uses statement), and, in particular,
portfoiio quality information is essential. Other reporting, as for MEMS, should be held to the minimum.

The exd of the consolidation phase should be marked by GAF achievement of specific targets in
financial management, management systems, and collections. The team recommends that targets be set
in terms of a lcan aging analysis that treats as "at risk” the outstanding balance of loans with payments
overdue. Target levels to be reached by the end of the period should be no more than 15 percent in the
1-30 day category, 8 percent in the 30-60 day category, and 5 percent in the over 90 day category. Such
levels should be possible for borrowers to meet, provided that GAF provides the right incentives.

Conditional on achievement of such targets, USAID should release additional funding for growth.
A brief external review should be carried out to assess whether targets have been met.

Funding. In addition *o covering the cnsts of the technical assistance, training, and travel
described here, estimated at roughly $600,00(, "JSAID shouid continue to support GAF at a level that
will allow it to operate at approximately the same rate as it has in the past two years during this phase.
Only a small amount of loan capital is needed, and continued funding of operations, along same lines as
current leveis of support.

3. New Agreement, Growth Phase

T team is not prepared to specify the direction of the growth phase in the same level of detail
a4 the consolidation phase. We expect that the first areas of growth will be the addition of field workers
‘it understaffed areas, to fill in gaps in the field unit. The ability to expand in existing areas will of
course depend on demand. Thereafter, GAF will begin to expand into new locations, selected by them
on the basis of demand and other relevant conditions. During this expansion it will be important to
maintain management and quality control standards.

USAID’s funding should be guided by the principle that USAID supports the transformation of
GAF into a financially self-sufficient entity, and not the principle of indefinite operating support.
Continued support for technical assistance and staff training is appropriate. Support for loan capit?' and
operating costs is more difficult to gauge. A guiding principle during the expansion phase is that U.AID
should provide enough loan funding to capitalize each new unit planned, together with start-up operating
expenses. It should expect that the units will cover their own costs (including their shares of direct head
office costs) within one to two years. In addition, if the consolidation phase is completed successfully,
USAID and GAF should explore the possibility that b..iks will be willing to leverage loan capital.
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ANNEX A: LIST OF PERSONS INTERVIEWED
Get Ahead Foundation
Don MacRoberts, Managing Director
Daphne Motsepe, Deputy Managing Director
Thabo Makgabo, Credit Manager
Pro Molepe, Training and Marketing Manager
John Nkosi, Management Information Systems Manager
Leslie Matlaisani, Finance Manager
Jenny Williams, Public Relations Officer
James Manaka, Business Loans Administrator
Temba Mahlangu, Stokvel Loans Administrator
Leonard Tshabala, Credit Officer, Sebokeng/Evaton
M. Maloma, Field Worker, Sebokeng/Evaton
Vincent Mrwebo, Branch Manager, Port Elizabeth
Mvuyo Mda, Credit Officer, Port Elizabeth
Nomitila Ggokoma, Senior Field Worker, Port Elizabeth
Mandisa Belu, Field Worker, Port Elizabeth
Faith Musebe, Field Worker, Port Elizabeth
Dulce Xube, Secretary/Field Worker, Port Elizabeth
Joseph Jack, Credit Officer, Port Elizabeth
Nomthandazo Hote, Field Worker, Port Eiizabeth
Kumbulele Mnikina, Credit Officer, East London
Nontulhuzela Priscilla Jenefe, Field Worker, East London (Monti)
Nomsa Gladys Mali, Field Worker, East London (Mdantsane)

David Zono, Credit Officer, Ga-Rankuwa
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USAID South Africa
David Himmelfarb
Paul Neifert

Stephen P. Wade (Consultant)

Standard Bank

Roy Polkinghorne, Community Banking Services
Barry Coetzee, Community Banking Services

Alec Moreley, Community Banking Services

G Credit C
Christine Glover, Manager

Ind {ent Devel T Fi C ion Ltd
Franz Pretorious, Chief Executive

Ind {ent Busi Enrig Center

David Groom

Qther donors
Han Peters, Second Secretary, Royal Netherlands Embassy

Frank Spengler, Representative, South Africa Office,
Konrad Adenauer Stiftung

Robert Purcell, Project Administrator, Konrad Adenausr Stiftung
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APPENDIX € STOKVEL LOAN PROGRAM TABLES

TABLE C1: TOTAL DISDURSRD 1988 - 1991

TOWNBHIP
NUHBER

ATTERIDGVILLA 136
HAMRLODI 145
GARANKUWA

ACORNHOBK 245
THULAHAHASHE
BUSHOUCKRIDGE
KATLBIIONG

SOWRTO

SBOOKENG

BVATON

TENBISA

HANBLSA

CAPE TOWN 81
KWANASHU 69
UMLAZI

HDANTSANR

NONTI

KWAZAKEHLB 45
ULTENHAGE

WALNBR

KOTHBRVELL

ZWIDB

TOTAL PROGRAN 127

1988

AHOUNT

31,200
37,200

69,500

24,700
20,100

13,500

202,200

NUMBER

83
206

328
§

1
66

207
299

54

426

139

1,909

AHOUNT

21,200
1,700

112,200
16,200

13,900
17,200

65,800
91,700

15,700

131,700

40,800

604,100

HUNBKR

§
192

184
202
166
131
12
10
151
§
203
466

306
276

1990

AHOUNT

3,000
88,100

107,300
13,400
13,600
51,600

1,800
6,500
83,500
1,800
95,000
257,600

134,700
109,100

NUMBKR

Oy
103
§50
297
210
243
n
1,09
301
142
580
145

305
815
303

76
356
a

86
264
M

1991

AHOUNT

160,700
408,600
277,400
165,500
146,200
120,700
187,000
557,800
154,300

68,100
307,700

12,000

161,900
399,600
157,100

36,500
263,100
107,700

41,500
160,000
126,500

1,717 4,079,900



‘OTAL

14
4

[l
3

TRY)
o
¥
2 n
T
v

Y]

CCXRIDGE
ECNG

ga

NUMBER
8000

R3¢97

12656

RUA
BORROWER ACTIVITIES FINANCED SINCE INCEPTION
HAWKING OTHER RETAIL MANUFACTURING SERVICE OTHER SECTOR
NUMBER VALUE NUMBER VALUE NUMBER| VALUE  |NUMBER| VALUE NUMBER | VALUE
142 70400 34 . 17000 26 12800 15 7500 - -
940 397200 37 23900 62 29500 5 1500 10 3000
114 46800 278 130000 74 30200 67 16900 8 4200
34 15200 77 38000 23 11600 7 3400 1 500
163 50900 39 12700 68 22100 32 10700 2 600
549 243900 82 34500 157 63300 K¥ 13700 4 1800
629 380400 117 57800 357 177600 1&3 48000 4 2300
293 134000 786 364000 . 130 63200 45 17000 51 27800
374 176000 35 i9200 89 42700 59 28500 3 1400
291 139300 49 24100 114 55700 - 35 16700 i 400
532 248977 52 26600 101 47500 24 12500 - -
393 214C 129 63800 53 26200 14 7000 3 1500
95 4C:- 229 102700 154 69800 19 9600 h § 500
315 1572306 119 57100 563 278800 300 148000 9 4100
427 205400 53 25500 312 155500 27 13500 1 500
485 216100 23 11700 16 7200 - - 3 800
172 83100 265 133000 100 52000 12 6000 7 3300
48 24000 11 5500 16 6500 il 5500 - -
40 19000 8 3700 12 6000 16 7800 - -
226 112200 7 3500 10 5000 - - - -
95 47500 23 11500 155 77500 101 50500 - -
35 17500 90 45000 14 7000 5 2500 - -
6392 3039600 2543 1211800 2606 1247100 1009 426800 i0C 52700
51% 20% 21% 7% 1%
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TO_ALL_I.OANS SINCE

INCEPTION

GENDER BORROWER AGE GROUP NUMBER CF PEOPLE
EMPLOYED BUSINESSES FINANCED
MALE |FEMALE UP TO 30-49 |50 & OVER| FULL TIME PART TIME NEW EXISTING
29 BUSINESS BUSINESS
6 211 23 138 56 182 - - 217
103 951 S8 705 251 1117 866 90 964
107 434 90 288 163 232 304 54 487
18 124 17 104 21 136 77 6 136
62 242 41 208 55 272 346 44 260
80 744 i41 543 140 694 666 47 777
47 1243 97 722 469 1186 220 11 1277
29 461 48 325 117 746 22 - 490
135 1170 85 785 435 956 692 118 1187
28 531 79 385 96 428 139 9 551
21 6886 32 354 323 155 60 7 702
45 453 62 319 117 327 258 35 463
10 1198 189 829 288 297 115 20 1286
78 742 177 545 98 722 641 82 738
72 520 79 439 74 58 37 89 503
S5 472 63 360 104 399 353 58 469
44 512 7 442 107 517 148 - 556
ie 224 14 163 68 154 283 29 214
55 319 77 231 €6 9 - - 374
5 133 14 98 32 4 12 1 143
4 72 10 50 16 56 3% 18 58
17 69 29 47 10 86 - - 86
e
113¢ 11519 1472 8080 3106 8733 5294 718 11940
23 91% 12% 54% 24% 62% 38% 6% 94%




APPENDIX C:  STOKVEL LOAN PROGRAM TADLES

TABLE C4:  PORTPOLIO GROWTH PERPORNANCE BY TOMNSHIP, 1991

TOWNSHIP

GARANIU¥A
HANBISA
WALNER
JUSHBUCKRIDGB
HONTI
KATLBHONG
TRURLSA
ATTERIDGBVILLE
UMLAZI
ULTENHAGE
SOVET0
BVATON

HANBLODI
KWANAGRU
THULANAHASHB
ACORNHORK
SEBOKENG

A
KOTHRRVBLL
EWAZAREBLB
MDANTSANB
CAPRTOVN

TOTAL
percent growth

0

DBCENAER DECEMBER
1989

29,199

16,850

71,768

. 85,632

21,384
97,810
19,778

46,706
101,463
11,104
57,133

OUYSTANDING BALANCE STOIVBL LOAN PROGRAN
JUNB SEPTENBER DECRWBER

DECEHBER

19%0

4,752
9,11
2,118

14,781

105,716
90,392
85,588

109,152
43,212

101,803
124,092
181,119
§3,930
34,603

HARCH
1991

10,153

14,153
39,930
13,068
126,027
10,525

118,032
75,952
88,338

117,181
60,874

89,987
123,625
195,254
171,558

34,769

554,087 1,060,609 1,284,926

)|

21

1981

102,550

181,918
85,700
18,618
67,363

235,190
09,748

181,212
120,500
102,0i2
118,913

55,808

98,225
133,428
166,035
166,941

34,1769

1,909,507 3,168,397 3,618,820 Growth 1991

{9

1991

179,551
99,000
23,595
75,938
36,652
42,900

298,906
75,878

219,597
99,318

430,467
37,316

308,072
247,698
47,199
at,517

10,226

119,158
143,739
159,125
142,147

0

1991

248,675
73,950
40,690

140,291
24,182

189,780

u1,141

110,970

346,039
13,347

549,986
46,870

241,205
146,252
165,489
214,440

87,0117

114,397
140,913
219,550
133,466

4

PRRCRNT

GROWTH
1991

2,187
1,143
861
561
196
445

115
"
90
89
72

14
14
20
a3
(100)

182

Acvaulated Accumulated
Portfolio Portfolio

1991

248,675
322,625
363,115
503,606
531,988
121,138
968,879
1,139,849
1,485,888
1,869,235
2,109,221
2,156,001

2,397,296
2,543,548
2,109,037
2,923,417
3,010,494

3,124,891
3,265,804
1,485,354
3,618,820
3,818,820

Percent

1

§
10
I
15
20
21
3
{1
{1
58
§0

66
10
15
81
81

86
90
96
100
100

o



_OND OR REPEAT LOANS DISBURSED

AREA

YELITSHA (C.T)
JULAMAHASHE
SHU (DURBAN

ZAXHELE (P.E)

QUARTER

SINCE INCEPTION
NUMBER | VALUE |AVERAGE | NUMBER VALUE |AVERAGE

LOAN LOAN

5 4000 800 5 4 000 | 800

7 6100 871 275 | 173 700 | 632

- - - 66 47 800 | 724

- - -~ 26 18 000 | 666

15 11100 740 63 44 200 | 702

21 12 500 | 595

48 33900 706 84 51 700 | 615

- - 78 61 300 | 786

101 82700- 819 567 | 401 500 | 708

27 19600 726 56 44 600 | 796

35 22700 649 257 | 190 000 | 739

3C 22400 747 239 | 155 800 | 652

40 27800 695 97 A% 600 | 707

308 230300 748 1834 [1273 700 | 694

—



STOKVEI, L,OAN PROGRAM
USAID QUARTERLY REPORT

FOR _THE QUARTER OCTOBER — DECEMBER 1991

E C& . RECOVERY PERFCRMANCE AS AT 25 DECEMBER 1991 (INCLUDING LATE REPAYMENTS)
QUARTER FOR THE YEAR SINCE INCEPTION
DUE FOR AMOUNT RECOVERY| DUE FOR AMOUNT |RECGVERY |DUE FOR AMOUNT |RECOVERY

RECOVERY |RECOVERED| RATE RECOVERY |RECOVERED|RATE RECOVERY | RECOVERED | RATE
Isa 23925 15315 64% 23925 15315 64% 23925 15315 64%
NHOEK 63877 45522 71% 170463 126654 74% 465497 388290 83%
IDGEVILLE 33440 42604 127% 41184 50744 123% 120207 119796 100%
LITSHA (C.T) - - - - - - 121478 86875 72%
SHU (DURBAN]) 58146 36821 63% 153318 96019 63% 324295 243044 75%
XHELE (P.E) 88715 95226 107% 350282 346284 99% 566547 667801 100%
oDI 125521 100238 80% 280720 222012 79% 498530 402408 81%
SANE 61094 66042 108% 234861 213482 71% 284244 270613 95%
RWELL 60940 58853 97% 215032 201249 94% 330513 315236 95%
ENG 50182 58853 117% 136037 148864 109% 181148 198487 110%
0 158334 115941 73% 322553 261062 81% 362221 298252 82%
_AHASHE 55212 35822 65% 150867 99652 66% 194132 130743 67%
45859 42962 94% 166785 157731 95% 217463 208939 96%
SA 95832 79921 83% 195074 166031 85% 196658 167615 85%
z 125697 101157 81% 222486 184522 83% 223168 184720 83%
N 17600 24386 139% - 40810 48349 118% 40810 48349 119%
AGE 33308 33297 100% 68717 64476 94% 68717 64476 94%
- XUWA 77297 77838 101% 1206¢.: 121235 100% 120692 121235 101%
10736 11857 110% 12892 13485 105% 12892 13485 105%
BUCKRIDGE 31877 17882 56% 33044 21542 65% 33044 21542 65%
R 9240 7170 78% 10725 7295 75% 10725 7995 75%
HONG 33330 54400 163% 33330 54400 163% 33330 54400 163%

NSE ACCOUNT 20087 - - 26487 - - 26487 -
TOTAL R1260262 |R1142194 91% R2983798 [R2647590 89% R4530236{R4056103 90%




APPENDIX C: STOKVEL LOAN PROGRAN - TABLB C7

TABLB C7: PORTPOLLO QUALITY ANALYSIS
25 DHCENDER 1991

TOVNSHI® ' OUTSTANDING TOTAL DELINQUENT DRIINQUEN?
) BALANCE DBLINQUENT MORK THAN  MORE THAN
NORTHERN TRANSVAAL PORTPOLIO  BALANCB 30 DAYS 90 DAYS
ATTERIDGRVILLE
Delinquent payments, anmount 110,970 12,012 8,141 6,808
Delinquent payments, percent 7 5 4
At risk portfolio, amount 110,970 58,889 21,572 6,808
At rigk partfolio, percent L} 13 4
Number delinquent borrowers 11 28 17 1t
Percent delinquent borrovers 39 1] 15
KANBLODI
Delinquent payaeats, amount 241,205 101,351 17,863 47,986
Delinquent paysents, percent 42 32 i)
At risk portfolio, amount 241,205 188,067 149,030 92,467
At rigk portfolio, percent 18 62 k|
Nuaber delinquent borrowers 119 124 §1 58
Percent delinquent borrovers 69 51 2
CARANEUWA
Delinquent payments, amount 248,675 14,540 4,115 0
Delinqueat paymeats, percent ] ] 0
At risk portfolio, amount 248,675 91,487 16,830 0
At risk portfelio, percent 3 15 0
Nusber delinqueni borrowers 103 16 15 0
Percent delinqueat borrovers _ 35 15 0

BASTERN TRANSVAAL

ACOBNHOBK
Delinquent payments, amowat 14,440 12,884 56,551 45,116
Delinqueat payr-ents, percent k1] | 1
At risk portfolio, amount 24,440 188,549 85,799 60,567
At risk portfolio, percent 88 {0 28
Nusber delinquent borrowers 103 9 62 50

Percent delinqueat borrovers 91 60 49
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APPENOLX C:  STOKVEL LOAN PROGRAN - TABLR C7

OUTSTANDING TOTAL DRLINQUBNT DELINQUENT
BALANCR DBLINQUENT NORE THAN  MORE THAN
PORTPOLIO  BALANCR 30 DAYS 90 DAYS

THULANAHASHB
Delinquent paysents, amount 165,489 59,993 50,357 17,720
Delinquent paywents, percent 36 30 23
At risk portfolio, amount 165,489 125,386 81,233 53,526
At risk portfelio, percent 16 49 32
Number delinquent horrowers 94 80 64 50
Percent delinquent borrowers 85 68 5

PLETBRSBURG

BUSHBUCKRIDGB
Delinquent payments, amount 140,291 15,952 3,699 0
Delinquent payments, percent i1 k] 0
At risk portfolio, ameunt 140,291 134,219 49,917 0
At risk portfolio, percent 8 - 36 0
Number delinquent borrowers 48 “ 15 0
Percent delinquent borrovers 92 i 0

SOUTHBRN TRANSVAAL

KATLRHONG )
Delinquent paymests, amount 189,750 1,155 0 0
Delinquent payments, percent 1 0 0
At risk portfolio, ssount 189,150 12,6170 .0 0
At risk portfolio, percest 7 0 0
Nuaber delinquent borrowers 67 { 0 0
Percent delinquenat borrovers 6 0 0

SOWETO ‘

Delinquent paysents, smount 549,986 98,433 62,015 24,440
Dalinquent paymeats, percent 18 11 4
At risk portfolio, amount 549,986 366,492 223,604 55,812
At risk portfolio, percest 57 {1 10
Nuaber delinquent borrowers 25 159 102 35
Percent delinquent borrovers 68 (k] 15
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APPENDLX C: GSTOKVEL LOAN PROGRAY - TALLE C7

OUTBTANDING TOTAL DELINQUENT  DELINQUENT
BALANCE DBLINQUENT NHORB THAN  MORR THAN
PORTPOLIO  BALANCB 30 DAYS 90 DAYS

SEBOKENG
Delinquent payments, smount 87,017 1,979 934 407
Delinquent payments, percent ) 1 0
At risk portfolio, amount 87,017 9,074 1,990 407
At risk portfolio, percent 10 2 0
Nusber delinquent bhorrowers 55 10 6 2
Percent delinquent borrowers 18 11 4
BVATON
Delinquent payments, amount 16,870 4,819 2,663 419
Delinquent paywents, percent 10 ] 1
At risk portfolio, amount 46,870 14,288 11,604 1,451
At risk partfolio, percent 30 25 3
Nusber delinquent borrowers 28 8 ] 1
Percent delinquent borrovers 29 21 {
TRNBISA
Delinquent payments, amount 27,141 63,446 38,261 9,096
Delinquent payments, percent 26 15 {
At risk portfelio, amount 47,141 215,531 189,490 61,291
At risk portfalio, percent 8 1 25
Nuwber delinquent borrowers 109 89 15 22
Percent delinquenat borrovers 82 69 20
HANBISA
Delinquent payments, amount 13,950 7,125 2,860 175
Deliaqueat peyments, percent i0 { 0
At risk portfolio, amount 13,950 46,725 26,180 3,300
At risk portfolio, perceat 63 35 {
Nunber delinquent horrowers 28 11 9 1

Percent delinqueat borrovers 61 32 ]



APPRNDIX C: STOKVEL LOAN PROGRAW - TABLB CV

NATAL

KWANASHU
Delinquent payments, amount
Delinquent payuents, percent

At risk portfolio, amount
At riak portfolio, percent

Kuaber delinquent borrowers
Percent delinquent borrowers

UNLAZL
Delinquent payments, amount
Delinquent payments, percent

At risk portfolio, amount
At risk portfolio, percent

Number delinquent borrowers
Percent delinquent borrovers

BAST LONDON

HDANTSANR
Delinquent paysents, amount
Delinquent paynents, percent

At risk portfolio, amount
At risk portfalio, percent

Number delinquent borrowers
Percent delinqueat borrovers

NONTI
Delinquent payments, amount
Delinquent payneats, percent

At risk portfolio, amount
At risk portfolio, perceat

Nuaber delinquent borrowers
Percent delinquent borrovers

146,252

146,252

108

346,039

346,039

159

133,466

133,466

"

28,382 -

28,382

13

OUTSTANDING TOTAL
BALANCR
PORTFOLEO

88,939
61

ERR
128,317
88

94
87
51,148
15

43,831
10

106
§7

35,861
95,521
12

§2

10

310

2,185

C-12

DRLINJUENT HORE THAH

BALANCE 30 DAYS

15,222
51

98,127
67

69
64
33,182
10

109,701
32

{9
i

26,129
20

13,184
§5

{1
§5

DRLINQUENT DBLINQUENT
HORE THAN
90 DAYS

62,549
43

80,637
55

§5
51

15,037

28,361

11,539
38,984
2

19
%



APPENDIX C: STOKVEL LOAN PROGRAW - TABLR C7

PORT RLIZABBTH .

KWAZAKHCLE
Delinquent paymerts, amount
Delinquent paywents, percent

At risk portfalio, amount
At riak partfalio, percent

Humber delinquent borrowers
Percent delinquent borrowers

ULTENHAGB
Delinquent payments, amount
Delinquent payments, percent

At risk portfolio, amount
At riak portfaolio, percent

Number delinquent borrowers
Percent delinquent borrowers

WALNBR
Delinqueat payaents, amount
Delinquent payments, percent

At risk portfolio, amount
At risk portfolio, percent

Number delinguent borrowers
Percent delinquent borrowers

HOTHBRVBLL
Delinquent payments, amount
Delinqueat payments, percent

At risk portfolio, amount
At risk portfolio, percent

Number delinquent borravers
Percent delinquent borrovers

219,550

219,550

81

13,347

13,47

42

40,630

40,690

15

140,913

140,913

OUTSTANDING TOTAL
BALANCR
PORTFOLIO

18,787
53,695
24

36

10
5,148
4,50
32

12

29
4,105
10

26,940
66

10
47
25,098
18

10,634
50

56
66

DBLINQUENT NORE THAN

BALANCR 30 DAYS

11,496

20,474
3

1,140

15,330
38

16,299
12

41,819
30

H
50

DELINQUENT DELINQUENT
HORE THAN
90 DAYS

4,393
2

10,982
§

6,053
13,445
10

1
3
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APPENDIX C: STOKVEL LOAN PROGRAN - TABLB C1

OUTETANDLNG TOTAL DBLINQUENT  DELINQUENT
BALANCE DBLENQUENT HORE THAM  NORE THAN
PORTFOLIO  BALANCB 30 DAYS 90 DAYS

A

Delinguent payments, amount 114,347 15,098 6,953 1,843
Delinqueat payments, percent 13 6 2
At rishk portfolio, amount 114,397 69,157 32,360 2,239
At risk portfolio, percent 60 28 2
Nusber Gelinquent borrowers 60 i 29 10
Percent delinquent borrowers 13 48 17

0

0

T0TAL PROGRAM
Delinquent paynents, amount 3,618,820 698,343 481,238 273,776

Delinquent payments, percent 19 13 8
At risk portfolio, amount 3,618,820 2,165,863 1,288,904 513,47
At risk portfalio, percent £0 36 14
Nusber delinquent borrowers 1,110 1,106 34 364

Percent delinquent borrowers 62 4] 21
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APPENDIA C: STOKVEL LOAN PROGRAN TABLKS

TABLE C8: PORTPOLIO QUALLTY ANALYSIS DY AGE OF BIANCH OPFICR
25 DHCEMDER 1991

YBAR BSTABLISHED OUTSTANDING TOTAL AT AT RISK
DALANCE RISK PORTFOLIO

BSTADLISHRD 1988 PORTFOLIO PORTPOLIO  OVBR 30 DAYS

ACORNHORK 214,440.0 87.9

ATTBRIDGBVILLE 170,970.0 .4

KWANASTU 146,252.0 '

HAMBLODI 241,205.0 18.0 .

KWAZAKRBLE 219,550.0 24,5 13.0

T0TAL 1988 992,417.0 62.2 38.6

BSTABLISHED 1989

0WBT0 549,986.0 66.6 $0.7
SEBOKENG 87,017.0 ' 2.3
HOTHBRVBLL 140,913.0 50.1 28.7
HDANTSANB 133,466.0 11.6 §4.8
THULAMAHASHEB 165,489.0 15.8 4.1
T0TAL 1989 1,076,871.0 61.9 9.2
BSTABLISHED 1990

INIDB 114,397.0 60.5 8.3
TENBISA 47,141.0 87.2 16.7
UMLAZL 346,039.0 10.5 LT
TOTAL 1990 107,577.0 4.1 46.9
B5TABLISHED 1991

GARANEUVA 248,675.0 36.8 14.8
BVATON 46,870.0 30.5 .
ULTENHAGB 13,347.0 2.1 13.3
T0TAL 1991 (1ST SRMBSTER) 368,892.0 3.1 15.8
HON?I 28,382.0 9.8 9.8
BUSHBUCERLDGB 140,291.0 95.1 35.6
EATLBHONG 189,150.0 6.7 0.0
NAEBISA 73,950.0 63.2 H
VALNBR 40,690.0 §6.1 1.8

T0TAL 1991 (2ND SEMBSTER) 473,063.0 7.0 19.9

AT RISK
PORTFOLIO
OVBR 90 DATS

2
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APPENDIX G: SYOKVEL LOAN PROGRAN TADLES

TABLE C9:  PORTEOLIO QUALLTY ANALYSIS - NANKED BY AT RISK PORTROLIO OVER 30 DAYS
25 DRCENBER 1991

T0TAL AT RISK AY RISK STATRD RECOVERY
AT RISK PORTROLIO PORTPOLIO  RATE3 SINCE
PORTPOLIO  OVER 30 DAYS  OVER 90 DAYS [NCBPYION

KATLREONG 6.7 0.0 0.0 163.0
SBBOKENG 10.4 2 0.0 110.0
HONTI 9.8 9.4 0.0 105.0
ATTBRIDGRVILLE 3 12,6 4.0 100.0
KWAZAKHBLE 24.5 13.0 3.6 100.0
ULTENHAGB 2.1 13.3 0.0 94.0
GARANKUVA 36.8 14.8 0.0 101.0
BVATON 30.5 24,8 L1 119.0
LVIDB 60.5 28.3 1.5 96.0
HOTHBRVELL 50.1 29.1 6.2 95.0
UKLAZL 70.5 .7 7.0 83.0 .
HAMBISA 63.2 35.4 0.0 64.0
BUSHBUCRRIDGE 95.7 35,6 0.0 §5.0
WALNBR 66.2 .8 0.0 15.0
ACORNHORK 87.9 40,0 25.5 83.0
SOWET0 66.6 0.1 .1 82.0
THULANAHASHB 75.8 9.1 211 §7.0
F"ANT5ANB 1.6 H.8 2.5 95.0
