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FINAL EVALUATION OF THE
MICROENTERPRISE DEVELOPMENT PROJECT IN EL SALVADOR

EXECUTIVE SUMMARY

A. INTRODUCTION

This evaluation of the Microenterprise Development Project of El Salvador was conducted by
Weidemann Associates Inc. under the MicroServe Indefinite Quantity Contract, (Contract # PCE-
0406-1-00-6012-00) beginning in December 1997 and ending in February 1998. The Weidemann
MicroServe team evaluated the Cooperative Agreement (No. 519-0318-A-00-0352-00), for the
Microenterprise Development Activity, signed between FINCA International and USAID/EI
Salvador on August 30, 1990.

The evaluation has two purposes, namely to:

1 Assess and provide feedback to USAID on the progress made to achieve the
objectives of the Cooperative Agreement; and

2. Make recommendations for next steps in advancing the development of the CAM
[Centro de Apoyo ala Microempresal

The evaluators hope that the information from the evaluation will help FINCA, the CAM, and the
USAID Mission to discuss future collaboration to advance the CAM’ s continued development.*

B. PROJECT DESCRIPTION

The Cooperative Agreement between FINCA and USAID/EI Salvador wasfor $10 million. Thegoal
of this Cooperative Agreement was “to increase income and productive employment opportunities
for microenterprises, thereby enabling them to better contribute to and share in the benefits of
economic growth.” The purpose was “to establish anew, viable, sustainable Salvadoran institution
for providing microentrepreneurs with increased access to financial and non-financial services.”
Ove the past seven years, FINCA has worked with locally-hired employees, in-house and
independent experts in microenterprise lending to carry out this mandate.

In 1990, through the funds provided by USAID under the Microenterprise Development Activity,
FINCA created the Centro de Apoyo a la Microempresa (CAM), alegally registered Salvadoran

! Note: Due to various del ays, the evaluation team received USAID/E!l Salvador’s comments the week that
the final report was due. All efforts were made to incorporate these commentsinto this final report. Comments from
FINCA and CAM were also received in the days prior to the report’ s due date and reviewed by the team to the
extent possible, given the time constraints.



NGO, with four regional offices, to managethe Village Bank and the Microenterprise Lending loan
portfolios, as well asto provide training services.

In July 1994, a major embezzlement was discovered in the Regional Office of San Miguel.
Immediate remedia actionsweretaken. Asof August 31, 1997, the CAM had 17,033 activeclients,
and an outstanding loan portfolio of $1.44 million.

C. CONCLUSIONS AND LESSONSLEARNED
1 VILLAGE BANKING

Theportfolio hasbeen performing very impressively since 1996, with only 1.6% of itsloanspast due
more than 90 days as of 8/31/97 but average loan size is suspiciously low, amost at the minimum
for new loans. Portfolio past due more than 30 days had been reduced to 4.7% as of August 31, 1997.

USAID ispromoting poverty lending, thus* promoting loansunder $300.” However, theteam found
that CAM’ saveragevillage banking loan wasonly $74 asof August 31, 1997. Thislow averageloan
size? increases administrative costs per dollar of village bank |oan portfolio (diseconomies of scale).
For agiven sizeof loan portfolio, it aso reducesthe number of beneficiaries. That amember remains
with the same loan and saving activity year after year suggests that the program may not be lifting
them economically to significantly higher levels of income; that is, the vicious circle of poverty is
not being broken. If so, thiswould cast doubt on the contribution of the Village Banking Program
to the objective of increasing income of poor people. Or it may reflect that it smply takes longer
(more years) than anticipated to increase loan size (and income); or that fewer members than
anticipated are able to achieve such improvement.

Since 1996, policies are in place and reports are being generated to categorize the aging of the
portfolio correctly and reserve for loan loss in an acceptable amount relative to delinquency. An
aging report of the village bank portfolio since the Midterm Evaluation shows that |oans past due
more than 180 days are indeed being written-off, and the quality of the portfolio isimproving.

Inrecent years Village Bank growth has been slower than planned for this program over the past two
years, as it recuperated from the fraud in 1994. Five-year projections indicate that growth will
increase substantially; but without any significant changes or new initiatives, it is difficult not to
view the projections as overly optimistic.

Training is first introduced to village banks in formation. Members are required to attend four
weekly training sessions for approximately one hour each. When new membersjoin abank already

2 Average loan size was calculated by dividing outstandings by active clients, as can be seen in the report,
Section 111.A.3.b. Another method of calculating average loan sizeis to divide disbursements by number of loans
made, but unless there is an unusual trend occurring at year-end, the former method should be indicative.



formed, they must first attend two weekly meetings before they can receive aloan. In addition, the
leaders of the village banks have special training sessions geared to their responsibilities.

With the dedicated trainers gone, only some 21% of those planned to be trained actually received
training. But perhaps more disconcerting, data from 1995, 1996, and through November 1997
indicate that only 14,160, 18,183, and 20,537 village bank members and leaders participated in
training, respectively, i.e. each member had just over one formal session per year, and only about %2
sessionin 1995. Thisisalarge shortfall from the intended onetraining session per month. Although
the style is very participatory, no handouts or workbooks are available, so participants cannot refer
back to what they have learned. Nor isthelearning reinforced as much asit could be with collateral
materials.

The respondents to the 1997 Village Bank survey had generally positive views about the program.
Members of the village bank program believe that their living standards have been significantly
improved by joining the banks and will improve significantly in the coming year. Although the
results from the 1997 survey are strong and positive in regard to economic and social impacts of
membership in village banks, they are not as strong as were the results in the 1993 survey. The
region in which the 1994 fraud occurred has the same pattern of positive responses to the village
bank program asdo the other threeregions. The village bank program hasreached poor rural women
and helped them improve their income and savings possibilities. The village bank program left its
members feeling that they were empowered in terms of their ability and knowledge, their self
confidence and their resources.

In short, in spite of the difficulties encountered, CAM’s experience indicates that Village Banking
doeswork in El Salvador.

2. MICROENTERPRISE LENDING

TheMicroenterprise Lending Program does not work nearly aswell asthe Village Banking Program.
Individual microenterprise lending has been successful elsewhere, but CAM’s (and FINCA'’S)
strengthsliein thevillage banking methodol ogy, so CAM should concentrate whereitsstrengthslie.

Due to high default rates Microenterprise solidarity loans were discontinued in June 1996. The
Program continued only with individual loans, with preference to those members of the previous
solidarity groupswho were perceived to be better credit risks. Even with thisstriking policy change,
the current default rate in the recent loan portfolio of individual borrowers isworrisome.

The reduction in loan balancesin recent years has been very substantial, both because of the freeze
and because of write-offs. Despite write-offs and the shrinkage of the microenterprise portfolio, the
aging of the microenterprise portfolio as awhole has deteriorated, with loans past due more than 30
days equaling 67.7% of the portfolio at 8/31/97. However, CAM reports that the individual loans
disbursed since June 1, 1996, only have 31% past due more than 30 days. Thisis still considerably
higher than the performance of the village bank portfolio.



The elimination of solidarity groups made the Program more unlike the Village Banking Program,
wherein fellow borrowers help each other. There continues to be a lack of integration of the two
CAM Programs and few, if any, village bank graduates have become Microenterprise clients.

The Microenterprise Lending Program has had high rates of non payment and late payment in the
past and still suffers from the problem. In strong contrast to the respondents to the village bank
survey, more than half of the microenterprise borrowers had late or missing payments to their last
loans and two thirds said that it was difficult or, indeed, very difficult to pay the required amount on
time. These factors probably help explain why the views of these loan recipients reported in the
survey were not as positive as those of the Village Banking Program. Borrowers from the
microenterprise lending program were much less satisfied with it and much less likely to attribute
positive impacts on their lives and work to it. Although there is no direct proof in the survey that
negative reactions are caused by alack of training and follow up, thisisareal probability.

Themicroenterpriselending program was geared to reach poor women and in fact morewomen than
men participated in it. The income of women who had been given loans actually increased
significantly between the periods before the loan and currently.

3. FINANCIAL SUSTAINABILITY OF CAM

CAM was criticized in the past for having inadequate financial management mechanisms and
inaccurate financia information but the quality of information has vastly improved. The credit
system can now be reconciled with the accounting system, and the planning process is quite
advanced, with valuable technical assistance provided by FINCA. All information requested was
readily available, with supporting information provided to explain specific situations. The reserve
policy was changed. And many of the recommendations made by FINCA regarding financial and
credit management have been implemented, or are in the process of being implemented, some with
the assistance of FINCA.

Dueto the fraud and other delinquent loans, the balance sheet has shrunk 33% sinceitsall time high
on 12/31/93. Until profits begin to increase retained earnings, the eroding net worth will have to be
supplemented if the portfolio isto grow.

Productivity in the village bank program has deteriorated since 1995. The ratio of microenterprise
clients per credit officer has also been reduced dramatically, even though the number of credit
officers has shrunk substantially, because solidarity groups are no longer being used.

Personnel costs as a percentage of total administrative costs (not including financial costs or loan
loss provisions) have been reducing steadily, proof that CAM is making stridesin cutting costs and
working more efficiently. But since the loan volume has also been substantially reduced and the
expenses relating to managing microenterprise delinquencies are high and often with low return, the
efficiency ratios have greatly deteriorated in 1996 despite the reduction in personnel costs.



CAM has been running operating losses since 1993, which have seriously eroded its equity base.
Operating costs did not decrease even though financial income did. Interest rates have been 3% per
month since the program began, but costs are rising. Neverthel ess, increased competition mandates
that interestsrates cannot rise, so CAM is pressured to become more efficient, through reduction of
expenses as well as economies of scale. Once CAM has to borrow funds in the marketplace,
financial costs will increase substantially, causing a negative impact on operational sustainability.

Using the actual figuresfrom August 1997 and the projections from the draft strategic plan (not yet
presented to USAID/EI Salvador) for the years 1997 to 2001, CAM and FINCA appear to be
optimistic regarding balance sheet growth. Thisfast growth, if indeed it can be achieved, will have
major implications for portfolio quality aswell.

Because the projections show the portfolio growing substantially, productivity of the assetsisaso
projected to increase substantially. If the assumptionsarerealistic, thiswill greatly improve CAM’s
profitability, but to increase net portfolio to total assets from 52% to 90% is very ambitious.

CAM has not procured funding from external sources other than USAID and FINCA. The only new
source of funds that is mentioned in the draft strategic plan (now in draft and not yet presented to
USAID/EI Salvador) is accessing commercia loans beginning in 1999, using FINCA'’ s guarantee
program.

CAM isprojected to be operationally sustainable, including loan lossprovisions, in 1998; thisseems
attainable given the improvement from 1996 to 1997, of 82% to 94%. Inflation is again the “wild
card” when analyzing financial sustainability. What we do know, however, isthat CAM was unable
to reach self-sustainability by the project’ s end, no matter what definition or inflation rate is used.
The near-term future, however, should provide realistic opportunities for CAM to reach the
sustainability goal if the portfolio can grow without having delinquency problems, and if costs can
be contained to allow for reasonable profitability.

4, MANAGEMENT AND ADMINISTRATION OF CAM

Before the mid-1994 discovery of massive fraud in CAM’s regional office in San Migud,
weaknessesin CAM’ smanagement and administration had been flagged and recommendationsmade
for FINCA's technical assistance to help CAM move toward institutional sustainability. As the
project ended in August 1997, CAM’s administration was better overall though further
improvements are needed, especially to complete and to i ntegrate the computerization of operations
and accounting. CAM is now aleaner and more capabl e organization.

The number of employees has been cut from 212 as of December 31, 1994, to 148 as of August 31,
1997. In genera, the central office staff is better educated now than it was in the early 1990s.

Salary levels of CAM field staff are low; the entry level salary of promotersis barely above the
minimum wage. Some of CAM’s promoters have been hired away by other microenterprise



programs or they have |eft for better paying but unrelated employment. Incentive pay haslong been
recommended for field staff and CAM intends to institute such as system wherein compensation is
based on growth of the loan portfolio and other criteria. Incentive plans, when properly structured,
pay for themselvesin increased productivity and increased |oan portfolio quality.

One prudent reaction to the discovery of fraud was to centralize financial administration enabling
central office personnel are able to provide more oversight. At present CAM does not have an
integrated management information system. Somefunctionsof CAM are computerized (accounting)
and some are not (check-writing).

It is a sign of CAM’s strength that its technical staff is able to cooperate effectively with the
technical consultants provided by FINCA’ sregional office (or Hub) and eval uate optionsto achieve
an integrated information system. In any event, it is expected that by late 1998, CAM will have a
much better information system in operation. The current internal and external auditing activities
should prevent arecurrence of any fraud on such alarge and prolonged basis as was the case in the
San Miguel regional office. The internal controls in particular are well established and accepted
within CAM to the point that they are a part of CAM’ s corporate culture.

The project design emphasized that a sustainable Salvadoran institution would be created through
abottom-up processthat would eventually result in aclient (borrower) controlled entity. In order to
make the General Assembly more effective and to prepare active associates for potential Board
membership, the CAM statutes were amended in 1997. The statutes establish multiple steps for
becoming an active associate, providing the existing Board of Directors and General Assembly
ample opportunities to deny active associate status to anyone they did not want on the Board for
whatever reason.

The anticipated “bottoms-up” process did not happen nor did the project end with a participant-
dominated Board of Directors. Although FINCA retained substantial control at thelevel of theBoard
of Directors, CAM isfunctioning well at the operational level under the direction of the Salvadoran
Executive Director.

The following are observations that could be useful for the design and implementation of similar
microfinance projects:

1) Fromthe outset of implementation, it isimportant to balance growth of aquality loan
portfolio with institution strengthening.

2) Make allowance for contextual elementsthat could adversely affect the project; this
project had to contend with cultural practices that did not favor active participation
of women and examples of other government-subsidized loans that were eventually
forgiven.
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3) Start early to provide opportunities and training for local capacity-building and
leadership, both borrowers and staff.

4) It may be possible to reduce the conflict between bottoms-up development of
organization like CAM and the need for some control from the Board of Directors
and financing agencies. Now that moreisknown about what works and what doesn’ t
in microenterprise, it may be possible for other projectsto turn over more policy and
administrative control sooner to beneficiaries and other citizens of the country who
are committed to the purposes of microenterprise development.

5. ROLE OF FINCA INTERNATIONAL IN CAM

The scope of work of this evaluation includes examination of the compliance of FINCA with the
terms of its Cooperative Agreement and assessment of the quality of its technical assistance.

That CAM hasreasonably good prospects of attaining financial and organizational sustainability by
the year 2001 isitself an achievement. If that, it would be four years later than the year stipulated in
the project design. Most of the four-year delay can be attributed to the early unsound fast growth
which resulted in many weak village banks and the lack of controls that make the large fraud
possible. Then FINCA helped CAM correct weaknesses. Although more could have been donein
certain areas, FINCA deservescredit for CAM being much stronger organizationally now thanit was
in mid-1994.

Considering the intent of the Cooperative Agreement, FINCA may be judged as having met the
major point of that agreement by successfully introducing to El Salvador a new approach to
providing access to credit and savings schemes and training to the poor, and particularly to poor
women. Financia sustainability, while not attained by the end of the project, may well be achieved
in the next few years.

Although recognizing that much had been achieved, the Mission is concerned that the project
purpose --CAM'’ s sustainability --had not been attained upon the end of project funding on August
31, 1997. In attributing responsibility, it isimportant to distinguish between elements that were (or
should have been) under FINCA’ scontrol and those that were not. It must also be bornein mind that
during implementation, project designs are sometimes changed.

That FINCA’srelationship is so close up to and after the August 31, 1997, end of the Cooperative
Agreement is a de facto change in the project design. FINCA’ s dominance aso contributed to the
top-down governance of CAM, another design change. When the project ended, CAM did not have
aBoard of Directorsinwhich clients had adominant voice. Taking the two design changestogether,
aninstitutional model existswhichisdifferent from that anticipatedinthe project design. According
to the project design, at the end of the project CAM would be a Salvadoran organization which had
achieved financial sustainability with a Board of Directors dominated by CAM clients.
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The actual model is of a FINCA affiliate still struggling toward sustainability and still receiving
much guidance and technical assistance from FINCA along the way. Whether the existing model is
the appropriate one is depends upon a number of factors, including one’ s assessment of FINCA as
an organization. Given the existing close structural relationship with FINCA, including technical
assistance from FINCA through its Hub office, it may be best to suspend judgment for the time
being. Thisisan opportunetimeto evaluate both CAM’ s success or failure to achieve sustainability
aswell as FINCA'’s contributions to that outcome. The achievement of CAM’ s sustainability has
effectively been postponed, though still depending on USAID’s assistance abeit now through a
centrally funded project than through the Mission-sponsored Microenterprise Devel opment Project.

It was reasonable for FINCA to have modified the Village Banking Program to permit members not
to graduate and to maintain existing banks after nine cycles. This was a pioneering program and
existing members liked their banks and wanted to continue. But it would have been useful for
FINCA to have considered consequences and reexamined the design of the Village Banking
Program. Usually those implementing a project are not expected to do step back and analyze basic
issues but FINCA was and continues to be a major creative force behind Village Banking at the
international level.

A second major departure from the original design was the addition of a new Microenterprise
Program with higher lending limits. Although the Program was modified from time to time, it
continues to perform worse than the Village Banking Program. In retrospect perhaps FINCA could
have acted sooner to correct (or eliminate) the Microenterprise Program.

The term “compliance” can carry a connotation of a contractual obligation. It should be noted that
departuresfrom the path originally anticipated in the Cooperative Agreement were documented and
accepted by the Mission. For example, the Mission authorized a change in the expected counterpart
funding of FINCA from $ 4.9 million (non-AlD) to $1.5 million because of the decision to closethe
project in August 1994, instead of August 1997, (prior to the discovery of the fraud). When the
Mission issued a bill for collection to FINCA to reimburse the Mission for $117,949 in losses of
USAID funds related to the fraud in San Miguel, the bill was paid by CAM (this amount is part of
thetotal loss of $941,000 that CAM suffered). According to the Mission, although some at USAID
thought that “the bill should have been shared by both institutions, since they were both responsible,
the whole amount was paid by CAM.” The fraud was discovered at atime when FINCA day-to-day
involvement with CAM had diminished.

In this report the term ‘compliance’ is used in the sense of compliance with the intent and
expectations of the project. Using this concept of compliance, amore positive conclusionisreached
concerning FINCA International’ s satisfaction of the terms of the Cooperative Agreement.

The evaluation team reviewed FINCA'’s draft Final Report. In this report, FINCA International
justified itsrecord firmly on the basis of what was learned, contending that the learning experience
that this project provided was extremely important for projects of thiskind worldwide aswell asfor
USAID and FINCA; the lessons learned were in the areas of Credit Methodology, Financial
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Management, Administrative System, Governance System, Training, Technical Assistanceand other
areas. The Weidemann eval uation team agrees athough it al so notesthe considerable costsinvolved
for CAM and USAID/EI Salvador as this was an experimenta project. Were FINCA International
to open avillage bank program for thefirst timein El Salvador today, many, if not most, of thefaults
in administration and management would not occur because of what has been learned through the
project since 1990. CAM suffered becauseit was part of alearning experience both for USAID and
for FINCA.

If compliance is not satisfying the specific original terms and dates of the agreement, but, in fact,
successfully setting forth a new approach to providing access to credit to the poor in El Salvador
which has been widely adopted within that country and may have touched the lives of as many as
amillion people (through all CAM and other imitators' programs), then FINCA International may
have been said to have made a very positive contribution fully in line with the original intent of the
project.

D. RECOMMENDATIONS

With technical assistance from FINCA, CAM is currently undertaking and planning many actions
to improve operations and achieve sustainability. These actions, which in the main appear
worthwhile, are summarized in CAM’s draft Strategic Plan (not yet submitted to USAID/EI
Salvador) and other documents and are not repeated here. The recommendations below are those
developed in the course of the evaluation or which merited particular mention.

1 VILLAGE BANKING

The causesfor thelow average loan size ($74 as of August 31, 1997) should be investigated
further, so that CAM can benefit from economies of scale and improved efficiencies.

. Follow-up efforts should be undertaken to reconcile the write-offs with the contingent
balance. Another issue which merits close follow-up isthe extent to which collection efforts
are standardized and documented, ensuring due diligence and aggressive delinquency
management.

. It isrecommended that outside training opportunities (fully-funded) continueto be explored
(e.g., Seguros Social, which provides health training to CAM clients), so as to supplement
training at no additional cost to CAM. Also, workbooks and handouts generally enhance
training efforts and should be considered in the future.

. Manuals for both training and credit need to be updated and implemented. As changes are
approved going forward, these should beincorporated as appendices, so that the manualsare
kept current.



. The lack of graduation and the permanence of many members and village bank is a
significant departure from the design model that increases costs and reduces the number of
beneficiaries and which may mean that less impact than anticipated is being achieved on
breaking the cycle of poverty (increasing income). These consequences deserve more
investigation.

. It is noteworthy that survey respondents are positive about economic impacts while the lack
of graduation and low average loan size suggests those benefits may be limited. Further
investigation would be needed to reconcile this apparent disparity.

2.

MICROENTERPRISE LENDING

If the Microenterprise Program isto continue, a number of steps are recommended:

1)

2)

3)

4)

5)

6)

3.

Correct the system so that savings from another client are not netted out against past
due loans, and adjust reserves and write-offs accordingly.

Ensure that the methodology is appropriate to avoid continued problems in
delinquency. The changes made in 1996 have not resulted in improved portfolio
quality.

Ensure that the cost per unit lent in this program is competitive with the costsfor the
village bank program.

If the loan approval processisto be decentralized in 1998, extreme caution must be
taken to ensure delinquency problems do not reappear.

CAM should carefully examine the potential benefits of eliminating the
Microenterprise Lending Program.

Financial sensitivity analysisshould be carried out under varying assumptionsfor the
two Programs concerning operating costs, i nterest income, and loan write-offs. Some
scenarios could include the impacts of discontinuing the entire Microenterprise
Program on the funding of the Village Banking Program; that is, Microenterprise
loan repayments (or sale of the portfolio) could fund afaster growth of the Village
Bank Program. Perhaps rigorous analysis will suggest that CAM should specialize
in what it does best: Village Banking.

FINANCIAL SUSTAINABILITY OF CAM

The following recommendations will help to achieve CAM’ s financial sustainability:



1)

2)

3)

4)

5)

4.

CAM should finalizeits five-year strategic plan (now in draft and not yet presented
to USAID/EI Salvador), and use it asamanagement tool to measure performance on
aregular basis.

To become sustainable, CAM must increase its loan portfolio, while maintaining
quality. Careful assessment of the microenterprise program is needed to anayze its
profitability vis-a-vis the village bank program. CAM should carefully analyze the
cost per colén lent in each program to justify its continued efforts in the
microenterprise program, given its high delinquency rates.

Staff productivity needs to increase to industry standards. Compared to ADEMI in
the Dominican Republic, CAM hasto increase the productivity of its credit officers.

Costs must be contained, especially personnel costs. CAM should be careful not to
permit salary increasesto erode the progressit hasrecently madein thisarea. Asthe
portfolio grows, more field staff will be hired, but CAM will have to make a
concerted effort not to increase the administrative staff above its desired ratio.
Incentive plans should be properly structured so asto result inincreased productivity
and improved loan portfolio quality.

To fund the projected growth, CAM will need to obtain loans or capital, recognizing
that the former may substantially increase its expensesif it has to borrow at market
rates and pay FINCA for aguarantee. Sources of these funds remain vague, and lack
of viable options could halt CAM’ sgrowth and prevent it from becoming financially
sustainable.

MANAGEMENT AND ADMINISTRATION OF CAM

The following recommendations are targeted on strengthening CAM as an organi zation:

1)

2)

3)

Conduct an active campaign to recruit and train candidates for membership in the
General Assembly and for potential election to the Board of Directors. Identify
candidatesamong CAM borrowers and Salvadorans with experiencewith PV Osand
the private sector.

Reduce the number and influence of FINCA representatives on the Board of
Directors as more committed and capable Salvadorans are found to replace them. In
the long-run maintain the benefits of affiliation with FINCA International while
transforming CAM into a beneficiary controlled institution.

Continue effortsto improve the management and administration of CAM inavariety
of wayssuch asstaff trai ning, the computerization and integration of the management

Xi



4)

5)

6)

7)

8)

5.

information system, updating and implementation of manuals, and recruitment of
staff with appropriate education.

Establish a properly structured system of incentive pay for promoters that both
rewards efforts to increase the total loan portfolio and achieve a balance in the
portfolio between urban and rural borrowers, while maintaining portfolio quality,
with raising the administrative burden.

Now that village banking and other microenterprise lending programs have been
undertaken in many countries, lessons learned should be shared. FINCA' s affiliate
status with CAM is one way of achieving that.

Decentralize some decision-making to the regional level while retaining centralized
oversight over approvals for disbursements and internal auditing. Maintain the
separation of functionsin the flow of money to limit opportunities for fraud.

Continue to take advantage of FINCA’s technical assistance provided through the
Hub carefully and evaluate the appropriateness of the assistance to CAM before
implementation.

Control operating costsso that an effective CAM administration can contributeto the
growth of the loan portfolio and the achievement of financial sustainability

ROLE OF FINCA INTERNATIONAL IN CAM

The team’ s recommendations are as follows:

1) CAM should periodically assess its affiliate status with FINCA International,
comparing costs to benefits, such as access to technical assistance, the Village Bank
Capital Fund, and the pertinent information about microfinance in other countries.

2) At thisstage, the CAM Board of Directors should examinethe benefits of itsaffiliate
status with FINCA.

L essons L ear ned:

1) Expatriate control of a project from a base outside the project country may lead to
miscommunications and misunderstandings between local and expatriate project
partners.

2) Reliance on an expatriate (American) project team rai ses project costs and increases

the proportion of project costs used for management and administration.
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3) Reliance on and/or affiliation with an international organization connected with
numerous similar credit and/or savings projects, improvesthe quality and amount of
technical assistance availableto alocal credit/savings institution.
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6.

FUTURE MISSION ASSISTANCE TO CAM

The team’ s recommendations are as follows:

1)

2)

3)

Totheextent that USAID/EI Salvador wishesto continue promoting microenterprise
development in El Salvador in the late 1990s, it could endeavor to build a closer
relationship with the FINCA Hub regional office and improve communications and
decision-making that affect CAM.

Toavoid duplication of effort with the Hub office, theMission could directly provide
assistanceto CAM in anumber of areas. Mission assistance could strengthen CAM
as an organization without increasing CAM’s own administrative costs, thus
contributing to financial and organizational sustainability.

The Mission could consider assisting CAM with training in these areas:

a

Staff Training: A Training Needs Assessment and follow-up training would
be helpful.

Client Training: With CAM’s regional training staff eliminated and their
duties assumed by promoters and regional supervisors as cost-cutting
measures, some client training could be provided through a subcontract with
a (specialized) Salvadoran organization. The Mission may be able to fund
some of the non-staff costs of client training.

Training for the CAM General Assembly and Board of Directors: With
recent changes in its by-laws CAM must provide training and work
assignments for candidates for membership in the General Assembly. It is
suggested that the Mission cautiously consider any proposalsthat CAM may
wish to makein thisregard.
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|. INTRODUCTION

Weidemann Associates Inc. under the MicroServe Indefinite Quantity Contract, (Contract #

PCE-0406-1-00-6012-00) in December 1997 through February 1998. Thisintroductory chapter
includes the purpose of the evaluation and a project description from the scope of work, and
concludes with a description of the organization of the report.

T his evaluation of the Microenterprise Development Project of El Salvador was conducted by

A. PURPOSE OF THE EVALUATION

Thisisthefinal evaluation of Cooperative Agreement No. 519-0318-A-00-0352-00, Microenterprise
Development Activity, signed between FINCA International and USAID/EI Salvador on August 30,
1990. The evaluation has two purposes, namely to:

1 Assess and provide feedback to USAID on the progress made to achieve the
objectives of the Cooperative Agreement; and

2. Make recommendations for next steps in advancing the development of the CAM
[Centro de Apoyo ala Microempresal

The evaluators hope that the information from the evaluation will help FINCA, the CAM, and the
USAID Mission discuss future collaboration to advance the CAM’ s continued devel opment.

B. PROJECT DESCRIPTION

FINCA Internationa is an international private voluntary organization (PVO) promoting the
economic and social development of the poorest segment of society, especially women, through El
Salvador, using a methodology field tested in Latin America and more recently, in Africa, Central
Asia, and the United States. This methodology involves the creation of village banks that are peer
groups of 20-40 memberswho receivethreecritical services. 1) working capital loansto finance self
employment (typically from $ 50 to $ 300); 2) a mechanism to promote savings,; 3) a community-
based system that is based upon mutual support and seeks to encourage self-worth. Some affiliates
of FINCA, including CAM in El Salvador, also provide larger individual and solidarity group loans
($ 230 to $ 3,400) to microentrepreneurs with existing businesses and assets for guarantees.

The Cooperative Agreement between FINCA and USAID/EI Salvador wasfor US$10 million. The
goal of this Cooperative Agreement was “to increase income and productive employment
opportunities for microenterprises, thereby enabling them to better contribute to and share in the
benefits of economic growth.” The purpose was “to establish anew, viable, sustainable Salvadoran
institution for providing microentrepreneurs with increased access to financial and non-financial
services.” Over the past seven years, FINCA hasworked with locally-hired employees, in-house and
independent experts in microenterprise lending to carry out this mandate.
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In 1990, through the funds provided by USAID under the Microenterprise Development Activity,
FINCA created the Centro de Apoyo a la Microempresa (CAM), alegally registered Salvadoran
NGO, withfour regional offices, to managethe village bank and the microenterpriseloan portfolios,
aswell asto provide training services.

In July 1994, a major embezzlement was discovered in the Regional Office of San Miguel.
Immediate actions were taken to prosecute guilty parties and get CAM “back on track,” attempting
to minimize damage to its organization.

Asof August 31, 1997, the CAM had 17,033 active clients, an outstanding loan portfolio of $ 1.44
million, and had reached 58% financial self-sufficiency (using FINCA' srates of inflation).

C. ORGANIZATION OF REPORT

Following this introductory chapter, Chapter |1 presents the evaluation’s scope of work and the
methodology used in this evaluation. Then four phases are discussed which describe the evolution
of the Microenterprise Development Project. Chapter 11 concludes with a brief description of the
members of the evaluation team.

Chapter I11, entitled Project Activities, hastwo sections: thefirst coverstheVillage Banking Program
and the second, the Microenterprise Program. Each section reviews findings of the Midterm
Evaluation, examines current activities, analyzesimpacts on beneficiaries, discussestheintegration
of women, and presents lessons learned and recommendations.

Chapter 1V, entitled Institutional Sustainability of CAM, has three major sections, all of which
conclude with Lessons Learned and/or Recommendations. The first addresses CAM’s financial
sustainability, focusing on what has occurred in the last few years and the prospects for the future.
The second section similarly examines the organizational strength of CAM. The third section
addresses the role of FINCA International in CAM.

Chapter V, Conclusions and Recommendations, includes material from previous chapters as well
asrecommendations concerning waysinwhich USAID/EI Salvador could providefurther assistance
to CAM should the Mission decideto do so. Thereport’ sannexesinclude the statement of work for
this evaluation and areport on the survey of village bank and microenterprise beneficiaries.

D. ACKNOWLEDGMENTS

Theevaluation team gratefully acknowledgesthe hel p of the many peoplewho wereinterviewed for
thisevaluation; alist of intervieweesis Annex 4. Of particular importance in providing information
and clarifying issueswere Lic. Sandra L orena Duarte, the Mission official currently responsible for
thisproject, and her colleagues. Similarly, CAM Executive Director, Lic. Ingrid de Segovia, and her
staff contributed greatly to this evaluation. The team also appreciates the assistance of FINCA



International, in Washington, DC, in providing documents on a timely basis to assist in the
evaluation.

|1. APPROACH

A. ScoPE OF WORK

evaluationteam had aninitial entry interview with the Mission project officer and participated

in ameeting of the Mission’s Project Evaluation Committee. Within three days of initiating
the evaluation, the team submitted adraft detailed outline of thefinal report for the Mission review.
Subsequent comments served to identify the issues to which the Mission assigned a high priority.
These areas included the following topics:

T he scope of work (see Annex 1) covered abroad range of topics. Asrequired by the SOW, the

> Current strengths and weaknesses of the Village Banking and Microenterprise
Programs

> Current prospects for the CAM’ s administrative and financial sustainability

> Steps that can be taken to improve the programs and to contribute further to CAM’s
sustainability.

> The compliance of FINCA International with the Cooperative Agreement and the
quality of itstechnical assistance

> Recommendationsof kindsof assistancethat USAID/EI Salvador could provide now
and in the near future directly to CAM to contribute further to the achievement of
sustainability.

The outline and content of this report reflects the guidance provided to the evaluation team by the
Mission.

B. METHODOLOGY

The evaluation team obtained information from a variety of sources. Using the services of
subcontractor FUNDASALV A, two surveyswere conducted; one of 225 clients of the Village Bank
and one of 80 clients of the Microenterprise Program. The questionnaire was based on that used in
the midterm evaluation, thus permitting comparisons over time as well as those within the current
groups. Within the established budget for the evaluation, additional funds were alocated in
December 1997 to FUNDASALVA in order to attain statistically significant numbers size in key
cellsinthe stratified sampl e of respondents. These surveys provide new information pertinent to the
impacts of the project on beneficiaries.



Other topics in the evaluation were researched by using existing documents, by conducting
interviews with key informants, and by carrying out field visits. Given the breadth of the statement
of work for the evaluation, the total of eight work-weeks for the three evaluation team members
limited the time that could be devoted to any one topic. Given the time limitations, the team gave
emphasis to the issues of highest priority for the Mission.

Key informants included CAM clients, management, and staff and one of the Hub/FINCA
consultants. (Note: The Hub is FINCA'’s regional technical office in Central America.) USAID
intervieweesincluded thosewith current and previousresponsibilitiesfor theproject. Sitevisitswere
made to CAM officesin San Salvador, Cojutepeque, and Santa Ana and to village bank meetings
in Santa Ana and San Martin. Both USAID and CAM made documents readily available to the
evaluation teams, and FINCA International, in Washington, DC, also provided the documents
requested to the team.

C. PROJECT PHASES

It is useful in examining the evolution of the Microenterprise Development Project to use the four
illustrative phases shown in Exhibit 1. Phase 1 begins with the August 1990 signing of the
Cooperative Agreement and continues through June 1994. It was a period of rapid growth of
borrowers and loans but with underlying weaknesses in the village banks and microenterprise
solidarity groups and in CAM as an organization. Some of the those weaknesses were pointed out
in the November 1993 Midterm Evaluation.* Phase 1 ends with the discovery in July 1994 of
massive fraud in CAM regional office in San Miguel.

The Reaction to the Fraud, Phase 2, which lasted two years, emphasized internal controls and the
other critical organizational issues. Thebibliography listskey reportsin chronological order (Annex
6). During Phase 2 thefunctionsof internal control, external auditing, and accounting wereimproved
greatly and the CAM Board of Directors delegated effective operational control to a Salvadoran
Executive Director, Lic. Analngrid de Segovia.

Reorientation, Phase 3, began in mid-1996 with changesin the Village Bank and Microenterprise
Programs. The July 1996 financial and institutional evaluation of CAM by Hub/FINCA established
the context for the continued technical assistance by FINCA to CAM. Phase 3 ended August 31,
1997, the expiration date of the Cooperative Agreement. Phase 4, Sustainability, is the subsequent
(and current) forms drive of CAM toward achieving sustainability, which may continue through
2001.

D. EVALUATION TEAM

The evaluation team consisted of team leader Dwight Bunce from Development Associates, and

'Ganuza, M., Nash, J., and Rivarola, M.A. (Chemonics), Midterm Evaluation Microenterprise Devel opment
Project, El Salvador, November 1993



Dr. Lucy Creevey and Nancy Natilson, both from Weidemann Associates, Inc.

Dwight Bunce is an economist with extensive international experience, including service as Chief
of Party of a project in Bolivia, which provided credit, technical assistance, and training to small
agribusinesses. On numerous short-term assignments has designed and eval uated projects; he speaks
Spanish fluently. He is familiar with El Salvador from his service as a Peace Corps Volunteer,
consulting assignments in the 1980s, and long-term assignments on infrastructure and municipal
projectsin the 1990s.

Nancy Natilson is presently the Financial Advisor for a microcredit organization with programsin
Bolivia and Nicaragua. She specializes in short-term consulting to microcredit and other lender
projectsin the devel oping world. With 10 years of international banking experience, Ms. Natilson
has expertisein credit analysis, strategic planning, and management training. Shehasan M.B.A. in
international finance and is fluent in Spanish.

Lucy Creevey, who earned aPh.D. at Boston University in Political Science, is noted for her work
in survey design and evaluation of impact of microenterprise programs. Dr. Creevey played a key
role in development methodol ogies for microenterprise impact programs for UNIFEM, the World
Bank, and USAID. The results of her work are in arecently published book, “Changing Women's
Livesand Work” and in a chapter of another book “Finance Against Poverty.” She has more than
25 years of experiencein comparative politics, political development, and women in devel opment.



I1l. PROJECT ACTIVITIES

A. VILLAGE BANKING
1. Original Approach

The original objectives and approach for the Village Banking Program were set forth in the
Cooperative Agreement.? The principal objectivesincluded increasing enterprise productivity and
individual and family incomes for the poor especially women. The Village Banking approach was
designed to break the vicious circle of low income, low savings, low investment, low productivity,
and, closing the circle, low income.

In acommunal bank, friendship and mutual support would be combined with good administration
and planning to realize human potential, resulting in attainment of a broad range of economic and
socia benefits, such as better housing, education, and nutrition. Beneficiaries become empowered
asthey administer their Village Banksaswell asmanagetheir ownimprovingfinances. VillageBank
members start with small loans and pass through a number of cycles of borrowing and repaying
increasing loan amounts. At the same time they build their savings. After three years or nine cycles
members “graduate,” that is, they can withdraw their savingsto self-finance further investment. Or
graduates can obtain credit from formal sector lenders.

2. Findings of Midterm Evaluation

The Midterm Evaluation noted that the rapid growth of the Village Banking Program (Phase 1) was
accompanied by some adjustmentsin the approach taken.® Typical size of acommunal bank was 15
rather than 50 members, although some banks had more than 15. When some members dropped out,
they were replaced which made it harder to close a bank after nine cycles; that is, not all members
would be ready to graduate. | nadequate reserves were established for loan losses.

Average loan size remained small ($ 69) and there was little graduation of members into the
Microenterprise Program. Operationally, CAM’s Village Bank staff had little contact with the
Microenterprise Program staff. The evaluation recommended more collaboration between the
programs.

2U.S. Agency for International Devel opment, “ Microenterprise Development Project [Paper],” El Salvador,
August 1990, Annex D.

3Ganuza, M., Nash, J., and Rivarola, M.A. (Chemonics), Midterm Evaluation Microenterprise Devel opment
Project, El Salvador, November 1993, pp. I11-1 to I11-9.



3. Current Report on Activities
a. Changesin Objectives and M ethodol ogy

The credit policy manual written in 1992 and revised in November 1993, was the only version
availabletotheevaluationteam. (FINCA’ srevised (draft) village banking manual fromMarch 1997,
was not available to the evaluation team.) Changes have taken place since then, but do not appear
to be documented in one place. The FINCA Hub in Guatemala is evidently in the process of
preparing a new manual for CAM.

In 1996, CAM went through a reorientation period as it had recovered from the fraud; the
organization benefitted from the professional staff in place and used technical assistance effectively
to make improvements.

Accordingto Octavilade Alarcon, the new Program Manager, the most recent change occurred about
five months ago, when thelevel of loan requiring at least 50% in savings wasincreased from c2,000
to ¢3,000. This means that the village bank loans in the range from ¢2,000 to ¢3,000 now carry a
higher risk vis-a-vis savings required. For example, in the past a c2500 loan had to be backed by
savingsof c1250; now only 20%, or c500 inthiscase, isrequired. Sincethese savingsare maintained
by the village banksin their internal accounts, CAM does not liquidate them in the event of defaullt,
so the savings are not considered a formal guarantee (unlike the microenterprise loan program).

Another changein the credit policy was an increase in the penalty interest rate from 2% to 3% about
two years ago.

Planned changes in marketing for 1998 include closing the San Miguel regional office, and
converting it into a “satellite” office, or oficina departmental, of the Paracentral Region. Further
expansion geographically will be well-studied and well-planned, with growth in field staff at the
satellite offices, but not in administrative staff at the head office.

b. L oan Portfolio as of August 31, 1997

Giventhat CAM’ sprimary method of achieving itsprogrammatic objectivesand financial objectives
relieson itslending activities, an in-depth analysis of theloan portfolioiscritical. Growth statistics
will measure achievement of outreach as well as efficiency goals. Quality, as measured by various
indicators, reveals risk factors and profitability, which together impact the sustainability of CAM.

Size. The village bank portfolio has shrunk considerably since the level of outstandings at the time
of the Midterm Evaluation. This has been primarily dueto the fraud, and to other write-offs of loans
past-due more than 180 days. As one would suspect, the number of active village banks and
members has also shrunk since 1994, athough the recent trend does indicate growth. The average
size of loans has been decreasing since 1994, perhaps indicating that the progression through the
cyclesto larger loans is not occurring as it should be. Whatever the reason, the trend negatively



impacts the efficiency of the operations. In fact, the initial loan size is ¢ 600, so the August 1997
average of c640isbarely abovethat, very odd for aprogram that has beenlending for so many years.
The present upper limit is ¢ 8,000 for village bank loans, so thereisalot of room to grow!

Comparing the performance of thelast couple of yearsto projections, the village bank program has
grown more slowly than planned. Certainly the fraud, followed by stringent internal controls, harm
to CAM’simage in the market, and increased competition have contributed to the slow growth. In
the Seventh Y ear Action Plan for the period September 1996 to August 1997, prepared by CAM and
FINCA and submitted to USAID, the “recommended strategy” showed the number of village banks
to reach 930 and 1140 by year ends 1996 and 1997, respectively, with membership reaching 24,180
and 29,640. Outstandings were projected to be ¢ 12,715,000 at 12/31/96, and ¢ 17,184,000 at
12/31/97. Only 61% of that goal was achieved as of 8/31/97. A draft of the latest five year strategic
plan, discussed in more detail in Section 1V. A. 3, showsthe portfolio for village banks growing an
average of 33% per year, and the number of village banks increasing by 200 over each of the next
two years, with membersincreasing relativeto thegrowth in banks. Thisseemsvery optimistic given
the slow growth in the past year, no significant new strategies or policies, and increased competition
from other microfinance institutions.

Savings generated from the village banking program are kept in theinternal accountsof each village
bank, and not only do not appear on CAM’ sfinancial statements, but are controlled entirely by the
village bank and have not been used to guarantee defaults. The statisticsfrom CAM show, however,
that the savings have been growing as a percentage of oans outstanding, from 57.9% at 12/31/96 to
62.6% at 8/31/97. Thisisindeed encouraging, as the increase in size of subsequent loans depends
entirely on accumulated savings.

Village Bank Portfolio
12/31/94 12/31/95 12/31/96 8/31/97

Total amount disbursed € 68,134,238 | c 38,043,485 | 39,167,880 | c40,480,200*
Total loans outstanding € 25,773,253 | ¢13,534,850 | c 9,893,556 € 10,547,474

Active village banks 1,003 980 660 734
Active members 28,060 25,811 14,709 16,459
Avg. loan size c918 c 524 c673 c 641
Total savings NA NA € 5,733,017 C 6,606,409

Source: CAM interna reports and reports prepared by FINCA for AID
*Through November, 1997.

Quality. The good news isthat since 1996, policies are in place and reports are being generated to
categorize the aging of the portfolio correctly and to reserve for loan loss in an acceptable amount
relative to delinquency. Loans that are written off, net of recuperations, appear as an “off-balance



sheet item” or contingency, because it is CAM’s hope to eventually recover some of these loans,
although its expectations proved to be overly optimistic. However, it was not possible to reconcile
the write-offs with the contingent balance. Another issue which merits close follow-up is the extent
to which collection efforts are standardi zed and documented, ensuring due diligence and aggressive
delinquency management. Each regional director is responsible for collection efforts, and has a
lawyer available to help with the legal aspects.

An aging report of the village bank portfolio since the Midterm Evaluation showsthat |oans past due
more than 180 days are indeed being written-off, and the quality of the portfolio isimproving. In
fact, loans past due more than 30 days have been reduced from 6.3% of the portfolio at 12/31/96 to
only 4.7% as of August 31, 1997. (On the other hand, the microenterprise portfolio still has a
significant delinquency problem as discussed in Section I11.B.2. below.)

Treatment of the fraud, however, is not exactly as was understood from the quarterly reports. It was
not written off, but re-categorized from the loan portfolio to “ other assets’” before year end 1996. As
of August 31, 1997, its balance was ¢ 7,884,843, with reserves equaling 98.6% of itsvalue. (It is
unclear why it is not 100% reserved, meaning that an additional ¢ 110,848 should be added to the
reserve account.) Although most of the probable loss has aready flowed through the income
statement when the reserves were established, and the net asset amount on the balance sheet will not
be affected, these assets should be written off asthey represent loans past due more than two years.
If these “ other assets’ were to be considered part of the portfolio, the portfolio at risk over 30 days
becomes ridiculously high at 47.7%, and over 90 days, 45.3%. According to Mr. Burgos, Finance
Manager, and Lic. Segovia, the legal counsel has advised to keep this on the books as long as the
legal proceedings are still open.

It isimportant to note that interest past due from 31 - 180 days s reserved 100%, and then written-
off. Finally, the policy NOT to refinance or restructure loans is a prudent one and should be
continued.



Village Bank Portfolio Quality

12/31/94 12/31/95 12/31/96 8/31/97

Total portfolio c 14, 408,170 ¢ 13,534,850 € 9,893,556 ¢ 10,547,473
% current 77.3% 44.5% 71.6% 81.4%
% past-due: 0.6% 25.4% 22.1% 13.9%

1-30 days

31-60 days 2.1% 6.9% 5.0% 2.6%

61-90 days 8.3% 1.4% 0.8% 0.5%

91-180 days 10.9% 0.1% 0.1% 0.1%

> 180 days 0.7% 21.7% 0.5% 1.5%
Portfolio at risk
> 30 days 22.0% 30.1% 6.3% 4.7%
> 90 days 11.6% 21.8% 0.6% 1.6%

Source: Internal CAM reports
C. Training in the Village Bank Program

The latest document on training, dated October 1997, is entitled “Orientation of Training in the
Village Bank Program.” New procedures are outlined to meet the training needs of both CAM
personnel and village bank leaders and members are described, since there is no longer a person at
each regional office specifically hired to train. This section dealsonly with training of clients. (Staff
training is covered in Section 1VV.B.) The only training manual is dated September 1992, but many
changes have been made subsequently. (A revised training manual in draft from 1997, was not
available to the team.)

Training is first introduced to village banks in formation. Members are required to attend four
weekly training sessions for approximately one hour each. When new membersjoin abank already
formed, they must first attend two weekly meetings before they can receive aloan. In addition, the
leaders of the village banks have special training sessions geared to their responsibilities.

Once village banks enter loan cycles, the recommendation is to have four training sessions per 16
week cycle, or one per month. Each sessionisto last between 30 to 45 minutes. Since October 1997,
the regional director and supervisor are each expected to teach one of the sessions during a cycle,
and the promoters teach the other two. At the close of each month, the Training Assistant collects
data from the regions including those actually trained compared to what was planned. Results for
October and November 1997 indicate that under the previous system, about 50% of village bankers
targeted for training actually received it, but that with the dedicated trainers gone, only some 21%
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of those planned to be trained actually received training. But perhaps more disconcerting, datafrom
1995, 1996, and through November 1997 indicate that only 14,160, 18,183, and 20,537 village bank
membersand | eadersparticipated intraining, respectively, i.e. each member had just over oneformal
session per year, and only about %2 session in 1995. Thisis alarge shortfall from the intended one
training session per month.

Some 45 modules have been developed by Rosangelica Hernandez, Training Assistant. Topics
rangesfrom “How to Grow Y our Business’ to“Moral Vaues.” Thetraining notes are standardized,
but the delivery appearsto be rather informal; the sessions are referred to as “chats’ in the October
1997 document. Although the style is very participatory, no handouts or workbooks are available,
so participants cannot refer back to what they have learned. Nor is the learning reinforced as much
asit could be with collateral materials.

It was encouraging to learn from M s.Hernandez that three months ago Seguros Social began classes
inthe Central Region on health. It ishoped that these can continueto be provided, two per cycle, and
can be expanded to other regions. Other organizations will also be approached to provide training.

4, I mpacts of Village Banking on Participants
a. Background

The scope of work for thisevaluation callsfor a*“limited survey with project participants’ to assess
“changesin levels of income, and/or the level and nature of client economic well-being (housing,
education, nutrition), client self-confidence, community solidarity” among other issues.* Thissection
discusses impacts on incomes, families, and the general well-being. The time allowed and financial
resources provided did not permit a large scale survey of participants but restricted the work to a
small stratified random sample drawn with the specificintention of seeing whether current perceived
impacts of, and reactions to, the project differed in the Region of San Miguel (Oriente),where the
project suffered amajor fraud (in 1994), as opposed to the other three project regions.

Despite the limited nature of the 1997 survey, it profited greatly from the existence of the
guestionnaire and survey results used in the Midterm Evaluation. By using the same survey
instrument (see Annex 3) with afew additional questions, it became possible to contrast overall the
general participant reactions and perceived individual and family impacts midway and at the end of
the project.> However, the difference in the conditions and requirements for membership in the

‘UsAID, Scope of Work, Activity Name: Microenterprise Development Activity, Activity Number: 519-0318.
San Salvador: USAID (Received December 1997), pp. 3-4.

°It was not possible to locate information on the actual identification of the original respondents which would

have allowed are-survey to show changesin attitudes and experience over time. Computer data from the original
survey was also not available.
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village banks suggests that any comparisons between June 1993 and December 1997 must be done
very carefully. On awave of enthusiasm in the early period, when repayment of |oans or continued
savings were not always enforced, the responses were almost uniformly positive. A dlightly less
enthusi astic or optimistic response from the 1997 sample might till indicate asgreat or even greater
positive long term impacts on current members since the probabilities of bank sustainability have
increased under new project organization and regulation (see above). Furthermore, given that the
nature of the sampling procedure was perforce different (owing to restricted time and resources) --
even given continuous application of rules and requirements (which was not in fact the case) -- the
results could not be considered to be exactly paralel. In addition, the economic environment has
changed and more credit opportunities exist for the potential universe of village bank membersthan
previoudly, afactor which also could potentially depressthe overall enthusiasm of membersin 1997
as compared to 1993. Accordingly, the results of the 1997 survey are analyzed first in the current
1997 context. Thereafter some comparisonswith major findingsfrom the earlier surveysare carried
out to provide, as far as possible, aillustration of changes or continuities in impacts in the CAM
Village Bank Project.

b. Midterm Evaluation Survey

The survey included in the Midterm Report was conducted by Daniel Carr and Associatesin June
1993. A total of 386 village bank members with at least two completed |oan cycles responded to a
seven page (65 question) survey instrument. The sample was drawn from all five geographical
regions of the project. A statistically significant number of village banks (41) with at least ten
members was randomly selected. Thereafter, using an equal chance random probability sampling
technique, the individual respondents were chosen. Upon completion of the survey and analysis of
the findings, Daniel Carr & Associates prepared a full report on the survey results which was
submitted separately from the Midterm Evaluation to USAID in San Salvador.®

On the basis of findings from this survey, the Midterm Report concluded that the impact and
outreach of the FINCA-CAM project had been “within the origina project proposal.” Further
amplification pointed out:

The direct impact at home has been better nutrition and health, as a result of the extra
income. The program has also brought new expectations for potential personal and family
development, since they feel they have climbed up the ladder of expectations since they
joined the program ayear ago and expect to advance more in another year.....

...The expected impact was the generation of self employment, which the project fully
accomplished and at an implementation rate so fast that it was beyond the most ambitious

®See full descri ption of methodology and results in Chemonics International/Daniel Carr & Associates,
CAM/FINCA Mid-Term Evaluation Project; Phase 1: Survey results of CAM/FINCA Evaluation Project, Project
519-0318, San Salvador: USAID, July 1993.
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expectations of the planning stage. However, this kind of impact is not extended to
employment generation, as previous internal project, promotional, and working documents
(such as CAM’s annual plans) suggested....

The project is not creating new microenterprises, since most beneficiaries were already in
business when they joined the program. Notwithstanding, the project is highly effectivein
giving thosealready existing microenterprisesaccessto working capital not availableto these
entrepreneurs, and possibilitiesfor expansion and permanence. Thusfar, the project doesnot
provide the microentrepreneurs with the means to build up a complex or sophisticated
business beyond what they have.’

Finaly, the report concludes that the CAM Village Bank Program may have even more
wide-reaching effects than originally proposed in the project plan:

CAM’sorganization, flexibility, and training in the field can support a continued expansion
to reach 100,000 beneficiaries after seven years of operation. In reaching this goal, the
population directly benefitted may go up to 500,000. At such alevel, other indirect types of
impacts would become important, such as the formal/informal economy.?

C. Methodology of 1997 Survey

The 1997 survey was conducted December 18- 30, 1997, by Lic. Juan V. Alfaro, Director of
Research, with his two associates : Margarita Montoya and Aradenia Guevara, who acted asfield
supervisors. All three are in the research department of FUNDASALVA (Fundacion Antidrogas de
El Salvador). Ten enumerators, regularly employed for survey work by FUNDASALVA,
administered the survey instrument in the field under their supervision. Three researchers entered
the data in to SPSS files once the survey was accomplished. None of the researchers engaged in
conducting the survey or entering the data had had any previous working relationship with CAM.
Following the data entry, the survey results were analyzed in the United States in January 1998 by
amember of the Evaluation Team.’

The questionnaire included 84 questions and was almost identical to the 1993 instrument.
Differences included some changes in questions to alow for more cycles of loans. In addition,

" Mario Ganuza, Jeffrey Nash, Miguel Angel Rivarola (Chemonics International.), Midterm Evaluation
Microenterprise Development Project, No. 519-0318, 1QC Contract No. PCE-0001-1-00-2051-00, Delivery Order
No. 5. San Salvador: U.S. Agency for International Development, November 1993, pp. |11-48-49.

8bid., p. 111-49.

9See survey instrument in Annex 3.
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guestionswere added to probe the experience of those who wereno longer membersof village banks
but had been members previously. The survey wasrestricted for the reasons given above and it was
necessary to make certain adjustments to a totally random sampling procedure. Zones with fewer
banks and members which were extremely difficult to reach were excluded. In the remaining area,
banks were randomly chosen from lists provided by CAM. Thereafter, the promoters of these banks
were contacted and, from the promoters’ lists of bank members, the final selection was randomly
chosen by the field supervisors. The planned distribution of surveyswas as follows:

1 Because only avery small total number of respondents could beincluded giventime
and resources and to ensure the impacts of the 1994 defalcation were shown, an initial
selection was made to include a larger number of respondents in Oriente (59). Smaller
samples(36), but also statistically significant, wereto be administered questionnairesineach
of the other regions were : Paracentral, Occidental and Central (San Salvador).

2. The earlier survey only administered questionnaires to active bank members with at
least two cyclesof loans. The 1997 did not restrict itself to active borrowersor by the number
of cycles completed to get a broader picture of how reactions might differ. The sample
included members primarily members of “active” banks (those which have met their
obligationsto CAM and whose members have outstanding loans). However asmall number
of membersof “inactive” banks (wherethebank has not met itsobligationsto CAM and may
either be waiting for funds for the next cycle or may have more serious cash-flow problems
such as severe internal repayment problems) were also surveyed as the experience of
members who were not successful was also deemed important.

3. The 1993 survey had found over 90% of the bank members were women. Current
figuresfrom CAM show continuing dominance of women in the banks. Asaresult, the 1997
survey ensured that there was a statistically significant number of womenin all four regions
of the project. Questionnaires were also administered to men but the numbers of these were
not statistically significant in any region, athough as a whole group they could be reliably
compared to the women members.

Theactual distribution of surveysdefersdlightly from that planned before the survey team went into

the field. In fact, it was possible to administer more surveys than originally had been thought
possible. The final actual distribution is shown in shownin Tablel11.4. A below:
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Distribution of Village Bank Questionnaires

Region Total Total Women: Women: Women: Men
Respondents | Women 1-3 4+ Cycles I nactive
Cycles Banks

Oriente 88 78 53 23 12 10
Paracentral 46 33 17 13 6 13
Occidental 53 46 19 27 6 7
Central 38 30 15 15 6 8
Total 225 187 104 78 30 38

d. Characteristics of Respondents

More than half of the respondents were in the age range of 35 to 54 with dlightly lessthan a quarter
being either 19 to 24 or 55 and older. Fifty percent of the respondents had attended some or all of
primary school. Slightly more than a quarter had had no education and wereilliterate. About half of
the respondents were heads of their household and the average household size was six persons. The
average number of children per respondent was 3. Men respondents were significantly more likely
to beintheolder two groupsthan the women (significance level of .064). Men were also much more
likely to be heads of household than the women ( significant at .000). Asin the earlier survey, most
(more than 70%) were engaged in commercial activities, either in sale/resale or sales from
inventories held at home. Men, however, were dightly more likely to be in service activities or
production than were the women (32% compared to 22%). A third of the women said their income
wasthe principal support of their familiesbut malerespondentswere significantly morelikely to say
this or that their income from their business was very important to their households, while women
respondents were more likely to say their income was complementary (significant at .049).

There was no significant difference in actual net profit earned from their enterprises, however. Nor
was there a significant difference in the amount of money received as a loan from CAM or the
amount of money saved in the village bank account. The average savings was 2,746 colones'® and
the average size of thelast CAM loan was 1,478.22 colones. The overwhelming majority (69%) of
respondents were in their first to fourth cycle indicating, as earlier sections of this report have
suggested, that bank members drop out and new ones join on aregular basis. Of the respondents,
12% had had more than 10 |oans. Only 22 respondents scattered out over the four regions had loans
from any other source.

About half of the respondents said that making their loan payments to the bank was either difficult
or very difficult for them and there were no significant differences among the four regionsin this
regard. However, there was a significant difference in regard to actua repayments. Paracentral
(37%), followed by the Eastern Region (Oriente - 27%), had more respondents who had late or

193 80 colones = $1.
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missing payments on their loans ( significant at .033) than had the other two. Central (San Salvador)
had the best record with only 11% saying they had any arrears.

e. Survey Findings: Economic | mpacts

The 1993 survey found no significant employment generation resulting from the project. The 1997
data indicated similarly that most people had already been working when they joined their village
bank and had on average now, as well as before, one employee. The 1993 survey found that bank
membersreported their savings had almost doubl ed since they joined the bank and that their weekly
income (from the enterprise) had increased by 145%. In the 1997 survey, the members also reported
an increase in their weekly net income although the average increase was not as high - 38%. In
regard to savings the average increase was 144% but this finding differs sharply depending on the
region. Indeed, amount of increase in weekly net income also differed substantially by region. The
chart below illustrates the differences showing that Oriente region had the strongest improvements
in savings while members in Paracentral and Central actually decreased the amount of money they
saved and Occidental (the Western region) had only slightly increased their savings. All showed
increased net income but Paracentral had a substantially greater increase than the others.

Chart: Percentage Changesin Weekly Income and Savings

The survey aso asked bank membersto tell whether they considered their standard of living (on a
scale from 1 to 10) higher today then before joining the bank and what they predicted on the same
scale for next year. The respondents were generaly enthusiastic and optimistic. They saw their
present position as better than before they joined the bank and believed that it would improve
substantialy inthefollowing year. Thiswastruefor all regionsalthough Central (San Salvador) had
the most optimistic view of their current level of living.
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PUT CHART HERE Chart: Perception of Living Standard
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f. Survey Findings: Social | mpact

The survey explored whether the village bank members' familiesnow enjoyed abetter quality of life
than before the bank by looking at improvementsin nutrition, ability to purchase needed medicines,
more money for education and moreleisuretimefor the respondent. Most respondentsfelt that their
life was indeed better now and that they had more money for food and therefore better nutrition for
thefamily. They also saw themselves asbeing more ableto purchase medicines asneeded. However,
most did not feel they had enough extrafunds to improve their ability to educate their children and
only about athird felt they had moretimefor rest or leisure activities. A plurality felt their life went
on as before with just as much work to do as they had always had. There were no significant
differences among the regions. Comparing these results to the 1993 survey shows that the more
recent survey responsesareslightly lessenthusiasti c about theimpacts of thevillage banksthan were
the respondents in 1993. The chart below illustrates the differences.
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PUT CHART HERE Chart (2 pgs): Social | mpacts of Program
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0. Conclusions

One of the primary guestions motivating this survey was whether or not the fraud which occurred
in the Eastern Region (San Miguel) in 1994 had a lasting negative impact on the Village Bank
Program. In exploring these data, there seems to be no evidence that the Eastern Region is
significantly different than the other three regionsin most matters. In fact, the best record of current
savingsisin the Eastern region. However, indirectly anegative impact is suggested by the findings:
Oriente (San Miguel Region) has a significantly lower average among respondents of numbers of
loan cyclesinthe program (Oriente has an average of 3, Central and Paracentral of 6, and Occidental
of 7), this suggests that more members left the program than in the other regions which may be
explained by the demoralization resulting from the fraud. The survey, however, can not substantiate
thisinterpretation.

The other question was whether or not the overall reaction to the Village Bank Program would be
lessenthusiastic now than it wasin 1993. Infact, thisisthe case. Therespondentsto the 1997 survey
estimate lower income increases resulting from bank membership and, overall, less savings. Their
perception changesintheir families’ liveswere aso less strong. On the other hand, despite thefacts
that the concept of village banksisno longer new, that other community banking programsnow exist
in El Salvador, and that there was a highly publicized fraud in the program, the CAM Village Bank
Program isvery positively reviewed by its members. Most feel they have improved their businesses
productivity and their own economic situation significantly.

5. Gender and the Integration of Women into Village Banking
a. Background

End-of -project statusindicatorsincluded having at |east 50% of women asbeneficiariesover thelife
of the project. The scope of work for this evaluation asks three things:*

S Didthedesign specially includewomen as participantsand beneficiaries? Inwhich activities/
sub activities? What specific objectives and targets were set for participation by women as
compared to men? Are activity baseline and monitoring data gender-disaggregated?

- Were these planned types and levels of participation for both women and men achieved (or
exceeded)? Why or why not? How much and what kind of participation by women as
compared with men occurred? Why did this occur?

- How did participation by women, compared with men, influencethe degree of successof this
activity?

1ysalp, Scope of Work, Activity name: Microenterprise Development Activity, Activity Number: 519-0318,
San Salvador: USAID (Received December 1997), p. 4.
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The program itself was designed in away which made the participation of women extremely likely.
Poor women in El Salvador had little or no access to formal credit in 1990, when the project was
established. They had no collateral and generally no formal savings accounts. They were a'so more
likely to beilliterate and more likely to be constrained by family needs and social conventionsfrom
seeking formal loans outside their villages. The village bank lending provided a borrowing and
savings plan which depended on a group of members|ocated within avillage to guarantee payment
of each other’ sloans rather than using collateral. Given the absence of ademand for collatera, the
scarcity of loansavailableto women, and thegroup and in-village organi zation which did not require
members to deal with formal institutions, the village banks drew women members easily. Indeed,
men were not as attracted to the program probably because more and larger loanswith fewer strings
attached were in fact available to them. This tendency was increased by the promoters who sought
out women members and educated them in the desirability and feasibility of the scheme. Asaresult
women dominated the village bank program from its inception - in the Midterm Evaluation,
observers noted that 95% of the village bank members were women.

By the end of the project, the percentage of women in the village bank program had decreased (see
[11.A.5. Table 1 below). Women were now 84% of thetotal of bank members, the actual percentage
varying slightly in each of the four regions of the project. The decline in female dominance is
probably due to success rather than any declining emphasis on helping women. This trend has been
observed in village bank programsin other countries. Although initially drawing mostly women for
the reasons given, the success of the program makesit more attractive to men who begin to request
inclusion as the program grows.

Conseguently, the answersto the questions raised in the scope of work in regard to the village bank
program are clear and easy to demonstrate: The program was designed to attract poor women
particularly and, in fact, succeeded in helping primarily women thus satisfying one of its initial
objectives. Well more than 75% of the beneficiaries of the village banks were and are women.
Women were and are more than 90 % of the village bank agents or promoters. All the supervisors
are women. Almost half of the staff (not including secretaries, janitors or drivers) are women,
including the Executive Director. The Tables below contrasts the gender patterns of village bank
membership in 1997 to 1993, and present the proportion of women currently in the administration
of the program:*

effrey Nad A L0 R S IYSerL B AN, Setiyel scminist dtipn, Fhe 1903 igures omefrom Mario Ganuza
Development Project, No. 519-0318, 1QC Contract No. PCE-0001-1 00-2051 00, Delivery Order No. 5. San
Salvador: U.S. Agency for International Development, November 1993, [11-7.
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Gender Disaggregation of the Village Bank Program

Region Membersof Active Village Banks [Membersof Village Banks
(% Female) 1997 (% Female) 1993
Oriental 1,361 (81%) 8,488
Occidental 6,573 (83%) 7,529
Central 4,888 (88%) 5,407
Par acentral 3,637 (82%) 5,693
Total 16, 459 (84%) 27,117 (95%)
I11.A.5 Table2: Women in the Administration of CAM 1997
REGION Promoters Credit Officers Supervisors Administration
Total Total Total Total
(% Women) (% Women) (% Women) (% Women)
Oriental 6 (100%) 5 (80%) 0 4 (75%)
Occidental 20 (90%) 2 (50%) 3 (100%) 5 (40%)
Central 16 (94%) 2 (50%) 3(100%) 7 (29%)
Par acentral 14 (93%) 0 3(100%) 3(33%)
National Office 35 (49%)
TOTAL 56 (93%) 9 (67%) 9 (100%) 54 (46%)
b. The Midterm Assessment

The Midterm Evaluation Report included throughout referencesto the impacts on and participation
of women in thevillage bank project. Itsoverall statement on the gender impacts of the project were

asfollows:

In summary.. This project has had amajor, positive impact on women in many ways, principally as
borrowers because the vast magjority of the beneficiaries are women. Impact was measured in terms
of accessto credit and training, salesand profit increases from the enterprises, and income increases
used for the health and education needs of the family. Further, women in some of the poorest
segments of society have been reached for the first time. Also the women participating in the
program have indicated significant improvements in their self esteem and self confidence.
Secondarily, women have been theimplementors of the methodol ogy and employeesand volunteers

13 Note: The 1993 report did not include a breakdown of the percentage of female respondents of the
village banks by region.




of CAM. It seems safe to suggest that without the extensive participation as implementors, there
might not have been the same degree of impact on women. Compared to men, where the direct
benefitshave been much morelimited, the benefitsto women have been overwhelmingly significant.
To some degree, the nature and type of benefits to women was anticipated in the design and
FINCA's proposal; however, the degree realized was beyond expectations. Results are likely to
continue and they should be sustainable as long as approaches and methodol ogies used in both the
Village Banking and Microenterprise Lending Programs are not modified significantly.**

C. Findings from the 1997 Survey

In the section above, an analysis was carried out on the impacts of the village bank project on the
participants in 1997. These findings indicate that the positive reactions to the project and
self-assessed improvements in family and individual well being have continued for the majority of
participants who are - as the table above indicates - largely women. The overall findings from the
1997 survey are discussed above. It isworth noting again, however, that most village bank members
experienced an increase in their net income from their enterprise and increased their savings. As
well, amagority believe that their life is better now than it was before and that in the future it will
get even better.

In one section of the survey, five questions were addressed only to female respondents to find out
their individual reactions as to how participation in the village bank program had affected them as
women. Answers to the questions could be either “no” or “yes.”

1) “My life has not changed much over the last few years....”

2) “My husband does not like it when | go to meetings, but | do my best to go even though
afterwards he gets angry.”

3) “Now | no longer have difficulty in talking to people | don’t know and | feel more secure
in myself.”

4) “Now | understand better the needs of my family and | feel that | have the possibility of

helping to resolve them.”

5) “Now that | earn money, | make more decisions and | am contributing in a magjor way to
supplying family necessities.”

Ninety percent of the women responded that their lives had not changed much over the last few
years. However, in many ways they had experienced positive results. Eighty percent said they felt
more confident now and were more easily able to interact with people. Virtually everyone said she

% Mario Ganuza, Jeffrey Nash, Miguel Angel Rivarola,_Midterm Evaluation, p. 111-41.
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understood family needs better now and was more able to help provide them and that she now had
a larger decision making role in the family. Slightly more than a third of the women said their
husbandsresented their participation in thevillage bank meetingsand got angry asaresult. But, most
women did not havethisproblem. In sum, thevillage bank program | eft its membersfeeling that they
were empowered in terms of their ability and knowledge, their self confidence and their resources.

6. L essons L ear ned and Recommendations

Lessons Learned

1)

2)

3)

4)

5)

6)

7)

8)

9)

Members of the village bank program believe that their living standards have been
significantly improved by joining the banks and will improve significantly in the
coming year.

Village bank members believe they have more funds available to them to purchase
better food for their families and buy medicines when needed.

Although the results from the 1997 survey are strong and positive in regard to
economic and social impacts of membership in village banks, they are not as strong
aswere the resultsin the 1993 survey.

The region in which the 1994 fraud occurred has the same pattern of positive
responses to the village bank program as do the other three regions. However, there
are indirect indications that more of the old bank members |eft the program than in
other regions which may indicate (at least in part) areaction to the fraud.

The village bank program has reached poor rural women and helped them improve
their income and savings possibilities.

The program is organized so that women are able to participate and most can do so
with no opposition from their families.

More men are joining the program than in its early stages but the group format still
favors and encourages women who have little or no collateral and few other options
for credit.

The administration of the village bank program, especially at the regional levels, is
dominated by women which facilitates communication with village women.

Growth has been slower than planned for this program over the past two years, asit
recuperated from the fraud in 1994. Five-year projections indicate that growth will
increase substantially; but without any significant changes or new initiatives, it is
difficult not to view the projections as overly optimistic.
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11)  The portfolio has been performing very impressively since 1996, with only 1.6% of
its loans past due more than 90 days as of 8/31/97.

Recommendations;

1) Average loan size is suspiciously low, (with CAM’s average village banking loan
was only $74 as of August 31, 1997)," and almost at the minimum for new loans.
Thecausesfor thislow averageloan size should beinvestigated further, so that CAM
can benefit from economies of scale and improved efficiencies.

2) Without the trainers at the regional offices, and with pressure on the promoters to
increase the portfolio but maintain quality, it is anticipated that training efforts will
suffer, but operating costs will be reduced. It is recommended that outside training
opportunities (fully-funded) continue to be explored (e.g., Seguros Social); these
outside training organi zations coul d supplement existing training with no additional
cost to CAM. Also, workbooks and handouts generally enhance training efforts and
should be considered in the future.

3) Manualsfor both training and credit need to be updated and implemented. (FINCA’ s
revised (draft) village banking manual from March 1997, and adraft training manual
were not availableto the evaluation team.) Aschanges are approved over time, these
should be incorporated as appendices, so that the manuals are kept current.

B. MICROENTERPRISE L ENDING
1 Original Approach

The original project design was described in the Cooperative Agreement between FINCA and
USAID/EI Salvador, and focused on village banking.

2. Findings of Midterm Evaluation

Theinitial Microenterprise Program offered loans to individuals for working capital from $ 500 to
$ 3,000 with solidarity groups used as a guarantee mechanism. In October 1991 AID approved a
reduction in the minimum amount to $ 250; in July 1992 the lower limit wasreduced further to $ 125
for solidarity groups.

B Average loan size was calculated by dividing outstandings by active clients, as can be seen in the report,
Section 111.A.3.b. Another method of calculating average loan sizeisto divide disbursements by number of loans
made, but unless there is an unusual trend occurring at year-end, the former method should be indicative.
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The Midterm Evaluation concluded that the Microenterprise Program methodology was similar to
that of “...other agenciesin El Salvador and other countriesin Latin America...”*° It also found that,
contrary to expectations, Village Banksdid not generate clientel e for the Microenterprise Program.*’
The evaluation advocated collaboration between the two programs to achieve such linkage.*®

3. Current Report on Activities
a. Changesin Objectives and M ethodol ogy

Although the Midterm Evaluation indicatesthat pricing on the microenterpriseloanswill bereduced
to 2.75% per month, and calculated on a declining balance,” Ms. Alarcon said that was not so;
interest ischarged the same asfor the Village Bank Program, i.e. 3% per month flat. Credit approval
isstill centralized, eventhoughthe 7th Y ear Action Plan stated initsintroduction that “ centralization
of loan approval and disbursementsis too costly to maintain.” The plan also proposed to not only
limit microenterprise loans to individual borrowers, but to “require guarantees, and to base
subsequent loans on a strong repayment history.” According to Lic. Segovia, this has been done,
including documenting the right of CAM to debit the savings account if a payment is not made on
time. Initially savings of ¢ 100 wereto be added per month of outstanding loan, but in late 1996, the
requirement changed to have 20% of the outstanding loan in savings.

b. L oan Portfolio as of August 31, 1997

Size. External evaluations as well as internal annual action plans have been stating since at least
1995 that high delinquencies are a serious concern and that new loans in this program should be
stopped until collection efforts prove successful. Solidarity group loans were stopped in June 1996
in an attempt to improve the performance of this program. The reduction in loan balances has been
very substantial, both because of the freeze and because of write-offs. The projections, however, in
the 7th Year Action Plan called for year end figures for 1996 and 1997, respectively, to be ¢
8,604,000 and ¢ 11,759,000 with 1,903 and 2,359 borrowers, respectively. In redlity, the portfolio
has been reduced even more; the extremely low level has had a detrimental effect on income and
sustainability. And exhibiting asimilar trend as the loansto village bank borrows, the average size
of microenterprise loans was only ¢ 3,630, low in the range of loans permitted, and low compared
to the projected average of ¢ 4,464 in 1998.

®Ganuza, M., Nash, J., and Rivarola, M.A. (Chemonics), Midterm Evaluation Microenterprise Development
Project, El Salvador, November 1993, pp. I11-12

Ybid., pp. 111-15
8 bid.

Midterm Evaluation Microenterprise Development Project, Chemonics, November 1993, p. 1. 36 -37.
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Drafted but not-yet-approved projectionsfor 1998 - 2001 show the microenterprise portfolio to grow
by ¢924,500in 1998 and ¢ 1,122,200 in 1999, increasing the client base by 150 each year. Technical
assistance in microenterprise lending made recommendations to improve the methodology, and
changes wereimplemented including deletion of the solidarity groups, analyzing the guarantor, and
having strong legal recourse to use savings as well as property of the borrower to cancel past due
debt. If the approval processisto be decentralized in 1998, extreme caution must be taken to ensure
delinquency problems do not worsen.

Microenter prise Portfolio
12/31/94 12/31/95 12/31/96 8/31/97

Total amount disbursed € 19,748,000 | c 23,286,500 | c 9,849,000 ¢ 1,252,000*
Total loans outstanding € 10,797,430 | 15,951,197 | c4,338,151 c 2,083,546

Active borrowers 2,713 3,728 654 574

Avg. loan size € 3,980 c4,279 € 6,633 € 3,630

Tota savings, and ¢ 2,207,619 c 3,245,018 c 1,508,047 c 706,812
as % of loans outstanding 20.4% 20.3% 34.8% 33.9%

Source: CAM interna reports and reports prepared by FINCA for AID
*Through November, 1997.

Quality. Despite the fact that no new solidarity group loans were disbursed after June 1996,
delinquency problem in this portfolio persist. Individual loans, which are projected to increase next
year, have 53.4% past due more than 30 days as of 8/31/97, and 41.9% are past due more than 90
days.?° Despite write-offs and the shrinkage of the microenterprise portfolio as awhole, the aging
has deteriorated, with loans past due more than 30 days equaling 67.7% of the portfolio at 8/31/97.
L oanspast due morethan 180 days should bewritten-off, per CAM’ spolicy. However, CAM reports
that the individual loans disbursed since June 1, 1996, only have 31% past due more than 30 days.
Thisis till considerably higher than the performance of the village bank portfolio.

It is also important to note that CAM’ s Finance Manager brought up the important point that the
reserve and write-off policy still isn’t perfect for thisprogram, because the savings are netted against
the past-dues on an aggregate level, so that one borrower’ s savings erroneously reduces the past-due
balance of another borrower, as if they were in a solidarity group, but they are not. Thisisin the
process of being corrected; thereis no estimate asto the magnitude of under-reserves or insufficient
write-offs at thistime. If, on the other hand, no savings were netted from the past due balance, the
required reservesfor August 1997, calculated per CAM’ s policy according to days past due, would
have to increase by approximately ¢ 373,400. This would represent a very conservative reserve

Pnternal CAM reports
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policy, based on the assumption that no savings would be available to liquidate past due

microenterprise loans.

Microenter prise Portfolio Quality

12/31/94 12/31/95 12/31/96 8/31/97

Total portfolio ¢ 10,797,430 € 15,951,197 € 4,338,151 c 2,083,546
% current 84.5% 77.7% 18.8% 24.9%
% past-due: 1.9% 1.9% 24.1% 7.4%

1-30 days

31-60 days 2.6% 1.6% 10.5% 3.3%

61-90 days 0.9% 1.3% 16.3% 4.8%

91-180 days 2.7% 3.2% 18.5% 0.8%

> 180 days 7.5% 14.3% 11.9% 58.8%
Portfolio at risk 13.7% 20.4% 57.1% 67.7%
> 30 days 10.2% 17.5% 30.4% 59.6%
> 90 days
Source: Internal CAM reports

C. Training as part of the Microenterprise Lending Program

Training was available to solidarity groups, until that lending program was dissolved in June 1996.
Those borrowing under the individual loan program never had access to training, so presently the
training for clientsis exclusively for village bank members.

4, I mpacts of Microenterprise Loans on Recipients
a. Background

Section B above presents the reasons for the need to do a limited survey of recipients of
microenterprise loans as part of this final evaluation of FINCA-CAM to examine impacts on
incomes, families and general well-being. Again, asin the case of the survey of members of village
banks, the 1997 survey of |oan recipientsfrom the microenterprise program profited greatly fromthe
existence of the questionnaire and survey results used in the Midterm Evaluation. Again, by using
the same survey instrument (see Annex 3) with afew additional questions, it became possible to
contrast overall the genera participant reactions and perceived individual and family impacts
midway and at the end of the project. However, asin the village bank survey, the difference in the
conditionsand requirementsfor loanswereradically different than they had beenin 1993 so that any
comparisons between June 1993 responses and those from December 1997 must be done very
carefully. Accordingly, the results of the 1997 microenterprise loan survey are analyzed first in the
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current 1997 context. Thereafter some comparisonswith major findingsfromthe earlier surveysare
carried out to provide, as far as possible, aillustration of changes or continuities in impactsin the
CAM Microenterprise project.

b. Midterm Evaluation Survey

The Microenterprise Loan Recipient survey included in the Midterm Report was conducted by
Daniel Carr and Associates in June 1993. 102 loan recipients with at least four months of loan
experiences responded to a6 page (69 question) survey instrument. The sasmple was drawn from all
five geographical regions of the project. The sample of 102 respondents was determined in
proportion to the actual distribution of borrowersin each region and the final respondents chosen
using a strict probability multi stage process. CAM staff did not make any decision regarding the
selection of village banks or members. Findings from the microenterprise survey were included in
the full report on the survey results referred to above.

On the basis of findings from this survey, the Midterm Report concluded that the impact and
outreach of the FINCA -Cam microenterpriseloan project had not been asgreat asthat of theVillage
Bank Program. Positive results had been experienced by most of the respondents however:

Thedirect impact at home hasbeen lessthaninthevillage program, but nutrition and
health were reported as improved. The program also brought new expectations for
potential personal and family development. They joined the program at one step
higher than the village bank beneficiaries, and they feel they have climbed amost
three more steps on the imaginary 10-rung ladder of expectations. They expect to
advance two additional stepsin one more year.

Themotiveto join thisprogramisless social and more pragmatic thanin the village
banks. Thetypical participant .....joinsthe program to get easy and cheaper credit and
CAM does not need to spend resources, as in the village bank program, to bring in
a potential client.... The program aready reached a respected size among the
microenterpriseloan programsin the country, but itsresults are not as spectacular as
the village banks. This program component in the CAM/FINCA project was not as
clearly defined in the Cooperative Agreement and has still not been clearly defined
for implementation purposes. Strategically, this program needs full revision to find
ways to exploit the competitive advantages....

Zsee full descri ption of methodology and results in Chemonics International/Daniel Carr & Associates,
CAM/FINCA Mid-Term Evaluation Project; Phase 1: Survey results of CAM/FINCA Evaluation Project, Project
519-0318, San Salvador: USAID, July 1993.
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C. Methodology of 1997 Survey

The 1997 CAM microenterprise survey was aso conducted December 18- December 30, 1997, by
Lic. JuanV. Alfaro, Director of Research, with histwo associates: MargaritaMontoyaand Aradenia
Guevara, who acted as field supervisors (see above). Following the data entry, the survey results
were analyzed in the United States in January 1998 by a member of the Evaluation Team?

The questionnaire included 82 questions and was almost identical to the 1993 Microenterprise
Lending instrument. The universe of active microenterprise borrowersis much smaller than it was
in 1993 - currently 385 compared to an earlier total of 945. Thesearedistributed with 43%in Oriente
Region (San Miguel), 28% in the Occidental region (Santa Ana), 23% in Central Region (San
Salvador) and 6% inthe Paracentral Region (Cojutepeque). Thetargeted number of respondentswas
75. Initially adecision was made to include a statistically significant number of respondentsin San
Miguel for acomparison of theimpactsthere with al other regions because of the 1994 defal cation.
Thereafter, questionnaires were distributed as closely as possible according to the proportion of
borrowersin the project areas. The purpose of the survey was construed to be to assess the impacts
of the current program with its new rules and much tighter regulation. The old program was greatly
dissmilar and, given lack of resourcesto do afull study of the different client reactionsto the two,
only active borrowers were included in the target group for the questionnaire. There were no
restrictions in the choice of respondent according to sex or number of loans (although most
respondents were expected to be female as this program is also dominated by women, if not as
heavily asthe village bank program). Choice of respondents was made by random selection from a
list of al active borrowers provided to the research team by the CAM Executive Director’ s office.
The actual distribution of surveyswas as follows:

Distribution of Microenterprise Lending Questionnaires

Region Total Respondents/% Total Universe of Borrowers (%)
Eastern (San Miguel) 40 (50%) 167 (43%)

Western (Santa Ana) 15 (19%) 106 (28%)

Central (San Salvador) 22 (28%) 87 (23%)

Par acentral (Cojutepeque) 3(4%) 25 (6%)

Total 80 (100% ) 385 (100%)

225ee the survey instrument in Annex 3.

32



d. Characteristics of Respondents

Sixty-six or 83% of the respondents were women and all of them came from urban areas.?® Fifty-
three percent were 35 to 54 years old; the rest were divided about equally between the 19 to 34 and
over-55 categories. A plurality of respondents had been to some or all of primary school athough
agreater share had more schooling when compared to the respondents from the village bank survey.

23Ideally afull random sample survey of participants would have been done which would have resulted in a
largely rural sample because of the actual client distribution; unfortunately, there was very little time or resources to
conduct asurvey. As aresult, the team had to stratify the selection process and could not represent the proportion of
rural and opposed to urban clients that exists in the program. It was felt that the information provided by the “urban”
respondents still provided an update on what was known about the program’ s impacts over time. The team was
further reassured in its results by finding no significant difference between the urban and rural respondentsin the
key pointsinvestigated.

33



INSERT CHART
Chart : Education among Survey Respondents



Half of therespondentswere heads of their householdswhilethe other half wasnot. Again menwere
significantly more likely than women to be household heads (significant at.000). On average, the
respondents had three children each. Just asin thevillage bank survey, the microenterprise borrowers
were largely (72%) in commercia activities, either in sale/resale or sale from inventories held at
home. However, in the microenterprise sample, men were significantly more likely to be engaged
in service or production activities than were the women (significant at .05). Men were not more
likely to say their income was the sole or major source of income for their families asthey had in the
village bank survey. There was, however, a difference in the amount of income received. Men had
higher incomes (average 857.08 colones compared to 729.44 colones for women).

93% of the respondentswere still in the microenterprise loan program (on the books) of whom 48%

werein solidarity groupsand 52% were individual borrowers. Few of the respondents had had more
than three loans (34% had had only one loan, 19% 2 and 29% three). There was no difference
between men and women in this regard. In strong contrast to the respondents to the village bank
survey, more than half of the microenterprise borrowers had late or missing payments to their last
loans and two thirds said that it was difficult or, indeed, very difficult to pay the required amount on
time.

e. Economic and Social | mpacts of the Microenter prise L oans

There was no significant difference in reported levels of savings before and after getting one of the
microenterprise loans. But, despite their late or missing payments, most of the recipients of the
microenterprise loans had registered improvements in their weekly incomes derived from their
enterprises. The average increase was 42% which is higher than the increase experienced by the
village bank members. Thisimpact becomes larger when it is disaggregated between Oriente (San
Miguel) and other regions. Apparently San Miguel borrowersarenot doing aswell on average. Their
weekly net income has decreased by 61% which means the actual average increase for all othersis
121%. The chart below illustrates these findings.
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Thegreatest difference between the microenterpriseand village bank surveys, however, isregistered
inthe perception of the clientsof both programsof theimpactsontheir livesof participating. Overall
the village bank members were very positive about their experience with the program and reported
improvementsin theeconomic situation of their familiesbecause of the bankseven thoughthey were
not quite as positive as respondents in 1993. The Microenterprise loan recipients showed a
completely different perspective. In 1993 they had reported positive changesin their lives although
these changes were not perceived as strongly as village bank members. In 1997, the microenterprise
loan recipientswerefar morelikely to say things had remained the same or, even, were better before.
Especially among those from the Oriente (San Miguel), the respondents reported that they had a
better life before, were able to buy better food for their families, and had more money to purchase
medicine. They also said that they had had more money for their children’s education before and
more leisure time in that period as well. Even when the sample is disaggregated to distinguish
individual borrowers from solidarity group borrowers (on the theory that in the present list of
individual borrowers a significant number are successful repeat borrowers), the results are quite
similar. The microenterprise borrowers overall do not see participation in the program as making
their lives today better.

f. Conclusions

The negative perception of theloan recipientsisclearly colored by thefact that so many of them can
not pay their interest plus principal paymentson time, or indeed at all. Thisisnot uniqueto Oriente
(San Miguel) where the fraud occurred. In fact, Central Region has a higher percentage of reported
arrears/defaults than Oriente ( 73% compared to 69%). A larger sample might have allowed
investigation in more detail and revealed certain sub groups within the program who are positive
about the impacts of the microenterprise lending scheme. In the absence of this information,
however, and with caution because of the small survey, asignificant difference in attitude between
village bank and microenterprise members can be noted here. Again, actual incomesfrom enterprise
net profits appear to have risen. But, the participants are nonethel ess not attributing all of thisto the
microenterprise program as their compatriots in the village banking scheme seem to be doing.
Difficultiesand uncertaintiesin the microenterprise program and thelack of group businesstraining
and follow up may contribute to this result.

5. Gender and the Integration of Women into the Microenter prise Lending Program

a. Background
As Section [11 A.5 above indicates, CAM in both its programs was established to promote “the
economic and socia development of the poorest segment of society, especially women, throughout

El Salvador...”* In the design of the Microenterprise Lending Program, the needs and social
restrictions of poor women were again considered. In this program, loans were to be larger -- $500

2pid., p.1.
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to $3,000 - and were for those with businesses aready established. However, the use of solidarity
group of two or three individual s to guarantee each other’ sloans was adopted as a replacement for
collateral.® Again thisformation, asin the village bank case, was more attractive to women than to
men although a larger percentage of men participated than had in the former (as the loans were
larger). This attraction to women was increased when, in 1991, the project decreased the minimum
loan in the program to $250 and average size of loans dropped substantially.

In the most recent phase of the project, the number of borrowersis substantially reduced from the
midterm period and the solidarity groups are being phased out. Current new loans are being made
primarily to individuals and require a co-signature or collateral, thus becoming more similar to the
requirements of formal financial institutions. However, there is an effort to identify successful
participantsfrom the earlier solidarity groupsto receive the new loanswhich will ensure, sincethese
werelargely women, that theborrowersarestill predominantly womenin 1997. Nonetheless, alarger
proportion of men have entered the program than in the earlier period. This changeis probably due
to the increasing strict enforcement of on-time payments and requirement of credit worthiness to
obtain loans which have made it harder for poor women. Nonetheless, as the statistics on the
program at present indicate, there is a continuing effort to attract and keep women.

Consequently, the answers to the questions raised in the SOW in regard to the microenterprise
lending program are also clear : The program was designed to attract poor women particularly and,
in fact, succeeded in helping primarily women thus satisfying one of itsinitial objectives. Almost
three quarters of the beneficiaries of the microenterprise credit program are women. About the same
proportion of the microenterprise credit officers are also women (See Section [11.A.5 above).The
Table below contrasts the gender patterns of membership in 1997 to that when the Midterm
Evaluation was written in 1993:%

n principle, individual loans were also to be made by the program but the predominant form of loans was
through solidarity groups.

Current figures were provided by the CAM administration. The number of borrowers includes 215 individual
borrowers while the rest are in solidarity groups and are still on the books with outstanding loans. The 1993 figure
is from Mario Ganuza, Jeffrey Nash, Miguel Angel Rivarola (Chemonics International.), Midterm
Evaluation Microenterprise Development Project, No. 519-0318, 1QC Contract No. PCE-0001-1-00-2051-00,
Delivery Order No. 5. San Salvador: U.S. Agency for International Development, November 1993, 111-17.
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Gender Disaggregation of the Microenter prise L ending Program

Region Active Borrowers- Individual Active Borrowers- Solidarity &
Loans (% Female) 1997 Individual
(% Female) 1993 %
Oriental 279 (74%)
Occidental 98 (66%)
Central 134 (75%)
Par acentral 63 (76%)
Total 574 (73%) 945 ( 83%)

b. Findings from the 1997 Survey and Conclusions

In the section above, an analysis was carried out on the impacts of the microenterprise lending
project on the participants in the active program in 1997. These findings indicate rather negative
reactions. Few perceive major improvementsin family and individual well being although this had
been reported by respondents in 1993, although net income from enterprises had actually risen
among the recipients, female aswell as male. Whatever the reasons for the less positive reaction to
the program, it did not result from any gender bias. This program was geared to be appropriate to
women at least as much as men and had significantly more female than male participantsin it. One
other consideration is that the lack of attribution of impacts among microenterprise borrowers in
some way validates the positive responses among the village bank members. It isNOT the case, as
some said in USAID El Salvador during meetings in December, that a survey of participantsin this
kind of program will always find positive impacts because respondentstry to please. In the case of
the microenterprise respondentsthey did not mirror what might have been thought to be the placating
response. The village bank women, in contrast, were truly enthusiastic about their experience and
what it meant to them.

6. L essons L earned and Recommendations
L essons L ear ned:

1) Borrowers from the Microenterprise Lending Program are much less satisfied with
it and much lesslikely to attribute positive impacts on their lives and work to it.

2) Respondentsin the Eastern Region (Oriente) report asignificantly worse experience
than those in other regions both in terms of income (this decreased in Oriente where
others had a strong increase) and in terms of reactions to the program.

2" Note: The 1993 report did not include a breakdown of the percentage of female respondents of the
village banks by region.
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3)

4)

5)

6)

Although thereis no direct proof in the survey that negative reactions are caused by
alack of training and follow up, thisis areal probability.

The microenterprise lending program was geared to reach poor women and in fact more
women than men participated in it.

Because of serious problems within the microenterprise lending program, female
participants did not report major positive economic and social impacts on their lives.

The income of women who had been given loans actually increased significantly between
the periods before the loan and currently.

Recommendations:

1)

2)

3)

4)

Since the Microenterprise Program does not work nearly as well as the Village Banking
Program, CAM should carefully examine the potential benefits of eliminating it.

Ensure that the methodology is appropriate to avoid continued problems in delinquency.
The changes made in 1996 have not resulted in improved portfolio quality.

Ensurethat the cost per unit lent in thisprogram iscompetitive with the costsfor the Village
Bank Program. Otherwise, seriously consider abandoning this program.

Correct the system so that savings from another client are not netted out against past due
loans, and adjust reserves and write-offs accordingly.
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V. INSTITUTIONAL SUSTAINABILITY OF CAM

A. FINANCIAL MANAGEMENT AND SUSTAINABILITY

Much hasbeenwritten analyzing CAM’ sfinancial performance during the second half of the project,
including the Ingtitutional Review by Price Waterhouse (11/94), the Viability Study by William
Tucker (12/95), and the evaluation by the FINCA Hub in Guatemala (7/96). The latter report
analyzed ten categories and gave CAM thelowest scoreinthe*Financial Situation” category (44%)
for the following reasons:

(1) CAM has not accessed external credit.

(2) The quality of the portfolio is problematical, and the resulting reserves and write-offs
have significant negative effects on expenses, asset size and equity base.

(3) CAM’ s activities have resulted in operating losses.

(4) Lack of liquidity isa potentia problem.

Other major findingswill be categorized and commented on, leadingtoansimilar analysisof CAM’s
performance from January through August, 1997, and finally to an analysis of the draft five year
projections.

1. Past Performance - 1994 through 1996
a. Qualitative financial management

CAM has been criticized in the past for having inadequate financial management mechanisms and
inaccurate financial information®®, aswell as “alack of consolidated responsibility for budget and
planning.”? The FINCA Hub evaluation donein 1996 stated that financial statementswere accurate
and externally audited, and used, as they should be, as a management tool. The evaluation went on
to criticize CAM, however, for not making timely financial decisions.* Under the direction of Mr.
José Burgos, Finance Manager, the quality of information has vastly improved. The credit system
can now be reconciled with the accounting system, and the planning processis quite advanced, with
valuabl e technical assistance provided by FINCA. All information requested was readily available,
with supporting information provided to explain specific situations. Thereserve policy was changed
per William Tucker’s recommendation.® And many of the recommendations made by FINCA

2Midterm Evaluation, Chemonics, November 1993, p. 111-30-31.

2Evaluation, Price Waterhouse, November 1994, p. 5.

% nstitutional and Financial Evaluation of CAM, FINCA-Hub, June 1996, p. 20.

3The Institutional Viability of the CAM, William Tucker, December 1995, Annex I.
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regarding financial and credit management® have been implemented, or are in the process of being
implemented, some with the assistance of FINCA.

b. Balance Sheet structure

Dueto the fraud and other delinquent loans, the balance sheet has shrunk 33% sinceitsall time high
on 12/31/93to ¢ 23,652,933 at 12/31/96. Balance sheet ratios have changed substantially, again due
toreservesand write-offs. The net portfolio has shrunk in absolute and rel ative terms, indicating that
asset productivity must increase in order to generate more income and improve sustainability. And
until profits begin to increase retained earnings, the eroding net worth will have to be supplemented
if the portfolio isto grow.

Liquidity and leverage were not as strong in 1995 due to an increase in accounts payable, but did
improve by year-end 1996. In fact, the finding by the FINCA Hub that liquid assets to current
liabilities was dangerously low at year-end 1995* has been corrected; liquid assets to current
liabilitiesincreased from lessthan 1.0to 1.0 at 12/31/95t0 3.2t0 1.0 at 12/31/96 (and 7.1 to 1.0 at
8/31/97). But until CAM borrows funds in the market, these liquidity and leverage ratios are not
particularly meaningful.

Balance Sheet Ratios

12/31/94 12/31/95 12/31/96
Net Portfolio/Total Assets 69.6% 81.5% 56.5%
Current Assets/Current Liabilities 10.1 4.65 8.42
Total Liabilities/Net Worth 0.12 0.33 0.21

Source: CAM financial statements.

(Note: Projections were not available for the ratio of liquid assetsto current liabilities.)

FINCA, in its June 1996 evaluation, also cited as a problem the fact that CAM has not been
successful in obtaining funding from external sources. It was also stated that until the delinquency

was reduced, creditors would not consider CAM an acceptable risk.>*

C. Productivity and efficiency

2| nstitutional and Financial Evaluation of CAM, FINCA-Hub, pp. 23-24, 28.

Bhid, p. 13.

* |bid, p.12.




TheMidterm Evaluationindicated that while productivity wasincreasing and village bank promoters
were reaching their limit, the credit officers for the microenterprise program were well below
industry productivity standards. The June 1996 FINCA -Hub Report a so highlighted the high number
of staff relative to the size of the portfolio. In fact, productivity in the village bank program has
deteriorated since 1995.The ratio of microenterprise clients per credit officer has also been reduced
dramatically, even though the number of credit officers has shrunk substantially, because solidarity
groups are no longer being used.

Clients per promoter in the village bank program was 289 as of August 31, 1997. Thisrepresentsa
modest increase over the 250 per promoter at year-end 1996, but well below the high in 1995 of 380
per promoter. Thistrend reflectsthefact that the average number of membersper villagebank isalso
low: 22 compared to ahighs of 26 and 28 at year-ends 1995 and 1994, respectively. Microenterprise
clients per credit officer has been reduced dramatically since the solidarity groups are no longer
being utilized. At year-end 1995, the average client load per credit officer was 124; at 8/31/97, it was
down to only 57. Compared to ADEMI in the Dominican Republic, which lends only to individual
microentrepreneurs, CAM hasto increasethe productivity of itscredit officers. ADEMI advisersare
responsible for 90-140 individual borrowers.®

Further, it was noted in 11/93, that the labor costs represented portions too high to be sustainable;
either changesin methodologies or in salary policies would be necessary.* Personnel costs are the
largest single expenseitem, so staff productivity isacrucia variablein achieving sustainability. One
would expect that as the program matures, and in order to reach efficiency targets, economies of
scalefrom larger average loans should reduce unit costs; however, this has not been the case during
the period 1994 through 1996.

If one looks at operating costs (not including loan loss provisions) as a ratio to average gross
portfolio, asFINCA didinitsJune 1996 evaluation, thetrend isdiscouraging. FINCA stated that this
ratio should be in the order of 20%*; it had increased to 50% in 1996 (and was as high as 75% as
of 8/31/97, annualizing the expenses). Thisis due to the fact that the slight reduction in operating
expenses have not come close to keeping relative pace with the dramatic reduction in the portfolio.
Granted, some expenses are fixed, but an increasingly large percentage should vary with portfolio
size because they should be expenses of credit staff in the field.

On the positive side, personnel costs as a percentage of total administrative costs (not including
financial costs or loan loss provisions) have been reducing steadily, proof that CAM is making
strides in cutting costs and working more efficiently. But since the loan volume has also been
substantially reduced and the expenses rel ating to managing microenterprise delinquenciesare high

% The ADEMI Approach to Microenterprise Credit, A. Christopher Lewin, June, 1991, p. 89.

%Midterm Evaluation, Chemonics, November 1993, pp. I11-33, 111-35.

3"\ nstitutional and Financial Evaluation of CAM, p. 10.
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and oftenwith low return, theefficiency ratioshavegreatly deterioratedin 1996 despitethereduction
in personnel costs, as can be seen in the table below. The ratio of credit and field staff to other
personnel has been decreasing over these three years, also not indicative of atrend toward greater
productivity.

Efficiency Indicatorson a Consolidated Basis

12/31/94 12/31/95 12/31/96 8/31/97
Cost per colon lent c0.12 c0.18 c0.22 c0.23
Personnd costs/
Total admin. costs 79% 76% 74% 72%
Active borrowers
field credit staff 240 264 181 218
Active borrowerd
total staff 145 152 98 115
O/S portfolio/
field credit staff c 194,846 C 263,358 c 167,432 c 161,936

Source: CAM Internal Reports

Analysis of the costs for each separate program was not done for this report, as cost allocation
methodsare anything but scientific, especialy given thedelinquency probleminthemicroenterprise
portfolio, and its decreasing size relative to the village bank portfolio. As mentioned previously,
CAM, however, should carefully analyze the cost per coldn lent in each program to justify its
continued efforts in the microenterprise program, given its high delinquency rates.

d.  Sustainability

CAM has been running operating losses since 1993, which have seriously eroded its equity base (by
an accumul ated total of some ¢ 11.5 million®). However, in 1994 CAM’ sfinancial incomewas able
to cover itsfinancial and operating costs, excluding loan loss provision. Thisratio iswhat USAID
defines as short term operational self-sufficiency.® It was 106% as of 12/31/94, but deteriorated to
95% and 99% in the following two years. Further analysis indicates that operating costs did not
decrease even though financial incomedid. Interest rates have been 3% per month since the program
began, but costs arerising. Nevertheless, increased competition mandates that interests rates cannot
rise, so CAM is pressured to become more efficient, through reduction of expenses as well as

BCAM internal financial statement dated August 31, 1997.

*Designing for Financial Viability of Microenterprise Programs, USAID/El Salvador, p.25.
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economies of scale. Once CAM hasto borrow fundsin the marketplace, financial costswill increase
substantially, causing a negative impact on operational sustainability.

When looking at the next level of sustainability, that of long term operational self-sufficiency, loan
loss provisions are included, as well they should be when analyzing a financial institution. By far,
the most volatile component of thisratio, with the most substantial impact, isloan loss provisions.
Because of thefraud in 1994 and the high level of delinquent loans, theresulting increasein reserves
has had asubstantial negativeimpact on CAM’ sprofitability and sustainability. Thelargest reserves
weretakenin 1994 c 9,384,375), reducing operational self-sufficiency to 56%. Sincethen, theratio
has steadily improved due primarily to decreased |oan loss provisions.

Finally, financial self-sustainability, which adjusts subsidized loans and capital for inflation, has
followed the same trend as long term operational self-sufficiency. But the key variable for this
indicator istherate of inflation. The range seemsto be anywhere from an official rate of 11.4% and
7.4% in 1995 and 1996, respectively, according to the Bureau of Statistics and Census in El
Salvador, to 20% for 1996 according to the draft five year strategic plan. So the cal culations below
are based on both a constant 10%, as well as the official rates. Since CAM does not have any
subsidized loans, nor any new donated equity, the base for this adjustment is diminishing given
CAM’slosses. This aso diminishes the effect of inflation on self-sustainability.

Sustainability Indicators

12/31/94 12/31/95 12/31/96
Operational, ST 106% 95% 99%
Operational, LT 56% 64% 82%
Financial, w/ 10% inflation 50% 57% 2%
w/ official rates NA 56% 74%

Source; CAM financia statements.
2. Current Performance and Comparison to Projections (1997 to 2000)
a. Balance Sheet Growth

Using the actual figures from August, 1997 and the projections from the draft strategic plan for the
years 1997 to 2001, CAM and FINCA appear to be optimistic regarding growth. Thesefiguresimply
not only substantial increasesin the number of clients (Annual percentage increases of village bank
clients varies from 23 to 31%, and microenterprise borrowers from 38 to 67%.), but of the average
size of theloans as well. (Village bank loans presently average ¢ 641 and are projected to steadily
increase to an average of ¢ 1059 by the year 2000; microenterprise loans presently average ¢ 3,630
and are projected to be ¢ 6,394 by the year 2000.)
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Consolidated L oan Portfolio
expressed in thousands of colones or as a percentage of total portfolio

12/96 12/97 12/96 8/97 12/98 | 12/99 | 12/00
proj. proj. actual | actual proj. proj. proj.
Total clients (#) 26,083 |31,999 |15,363 |17,033 |23,167 | 29,108 | 35,999
Gross portfolio,c | 21,319 |28,843 |14,232 |12,631 |21,935 | 29,561 |41,974
Portfolio at risk:
(%) > 30 days 15.0% 6.0% 21.8% 15.1% | 6.0% 4.0% 3.0%

Sources: Projections for 1996 and 1997 - Seventh Annual Plan; projections for 1998 - 2000 -
Draft strategic plan; actuals - CAM interna reports.

Thisfast growth, if indeed it can be achieved, will have mgor implications for portfolio quality as
well. Projectionsin the draft strategic plan indicate that loans over 30 days past due will represent
only 6%, 4% and 3% of thetotal portfolio in 1998, 1999 and 2000, respectively. But sincethe level
at 8/31/97 was 15.1%, this can be achieved only by writing off the loans past due more than 180
days, which represent 11% of the 15.1%, and then not allowing the remaining loans or new loansto
ever reach that level of delinquency.

b. Balance Sheet Structure

Because the projections show the portfolio growing substantially, productivity of the assetsisaso
projected to increase substantially. If the assumptionsarerealistic, thiswill greatly improve CAM’s
profitability, but to increase net portfolio to total assets from 52% to 90% is very ambitious.
Liquidity and leverage ratios are projected to be well within acceptable levels, even with some
outside borrowing beginning in 1999. (See Section e. below.)

Balance Shest, at 12/31

97-proj. | 97-Aug | 1998 1999 2000
Net Portfolio, in colones, thousands 13,209 | 11,542 | 20,582 | 28,646 | 40,926
Net Portfolio/Total Assets 60% 52% 89% 90% 90%
Current Assets/Current Liabilities 28.3 16.5 214 17.2 16.2
Total Liabilities/Net Worth 0.00 0.2 0.1 0.4 0.9

Sources: Draft strategic plan and financial statement for August 31, 1997.

C. Productivity and Efficiency

Asisindicated in thetablein Section 1V.A.1.c. above, so far in 1997, CAM has slightly improved
its productivity as shown by active borrowersto staff and outstanding portfolio to credit staff ratios,
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aswell aspersonnel costsasapercentage of total administrative costs. Althoughtherewereno salary
increasesin 1997, projections indicate an 8% increase in 1998, and 10% annually thereafter. Some
18 administrative support positions were to be eliminated during the last trimester of 1997; as of
November 30, 1997, there were some 22 fewer employees compared to 8/31/97, including 10
administrative personnel and 4 trainers. Projectionsindicate arelationship of field to administrative
staff of 3to 1, but as of November 30, 1997 the ratio was only 2.6 to 1.0 of credit-related and field
staff to administrative staff. Thisrepresentsareduction from4.2t0 1.0 at 12/31/96. Asthe portfolio
grows, more field staff will be hired, but CAM will have to make a concerted effort not to increase
the administrative staff above its desired ratio.

d.  Sustainability

Using the same definitions for sustainability as in Section IV.A.1.d. above, and comparing these
figures to the past, it is clear that the trends continue to improve. CAM is projected to be
operationally sustainable, including loan loss provisions, in 1998; this seems attainable given the
improvement from 1996 to 1997, of 82% to 94%. Inflation isagain the “wild card” when analyzing
financial sustainability. The official rates are radically lower than the rates FINCA used in the draft
strategic plan, indicating that financial sustainability could be reached before the projected 103%in
2001 (using 6% inflation rate), IF al the portfolio and expense assumptions prove correct. What we
do know, however, isthat CAM was unabl e to reach self-sustainability by the end of the project, no
matter what definition or inflation rate is used. The near-term future, however, should provide
realistic opportunities for CAM to reach the sustainability goal if the portfolio can grow without
having delinquency problems, and if costs can be contained to allow for reasonable profitability.

Sustainability Indicators

8/31/97 1998 1999 2000 2001
Operational, ST 99% NA NA NA NA

Operational, LT 94% 102% 106% 111% 116%
Financial, w/ 10% inflation 80% NA NA NA NA
w/ official rates* 89% NA NA NA NA

w/ FINCA’srates** 57% 70% 82% 93% 103%

Sources: Draft strategic plan and CAM financial statement dated 8/31/97.

* Rounded-up for conservatism, 3% in 1997, and 5% thereafter.

** Per the draft strategic plan (p. 32), 37%in 1997, 24% in 1998, 15% in 1999, 9% in 2000, and 6%
in 2001.

e Funding Strategies
CAM has not procured funding from external sources other than USAID and FINCA. During 1995
and 1996, CAM discussed with Cooperacion TecnicaEspanola(CODESPA) and thelnter-American
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Development Bank (IDB) prospects for funding®, but to date, nothing has moved forward. Nor did
the discussions with FISJALA/EEC* in 1993 ever result in any funding. In addition, FINCA wasto
have contributed $4.9 million to CAM over the life of the project.

The only new source of funds that is mentioned in the draft strategic plan is accessing commercial
loans beginning in 1999, using FINCA'’ s guarantee program. It is estimated that ¢ 7.5 million will
be needed in 1999, increasing to ¢ 19.8 million and ¢ 30 million in 2000 and 2001, respectively.
Neither the requirements for CAM to qualify, nor the costs have been detailed. The Executive
Director indicated that funding for 1998 will come from more frequent repayment to CAM by the
village banks; instead of monthly, thevillage bankswill repay every 15 days, and by the end of 1998,
repayments will be weekly. This can provide liquidity for rapid turnover of loans, but not for the
projected growth in the portfolio.

3. Recommendations

1) CAM should finalize its five year strategic plan, and use it as a management tool to
measure performance on aregular basis.

2) In order to become sustainable, CAM must increase its loan portfolio, while
maintaining quality. Careful assessment of the microenterprise program is needed
to analyze its profitability vis-a-vis the village bank program.

3) Staff productivity needs to increase to industry standards.

4) Costs must be contained, especially personnel costs. CAM should be careful not to
permit salary increases or incentive plansto erode the progress it has recently made
in this area.

5) In order to fund the projected growth, CAM will need to obtain loans or capital,
recognizing that theformer may substantially increaseitsexpensesif it hasto borrow
at market ratesand pay FINCA for aguarantee. Sources of these fundsremain vague,
and lack of viable options could halt CAM’ s growth and prevent it from becoming
financially sustainable.

“OCAM’s Seventh Annual Plan, p. 4

“IMidterm Evaluation, Chemonics, p. 111-39
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B. MANAGEMENT AND ADMINISTRATIVE STRUCTURE AND PERFORMANCE
1 Early Institutional Weakness

In Phase 1 of the Microenterprise Development Project, that is, before the mid-1994 discovery of
massive fraud in CAM's regional office in San Miguel, weaknesses in CAM's management and
administration had been flagged and recommendations made for FINCA's technical assistance to
help CAM move toward institutional sustainability. Although lauding the * programmeatic success’
of the Village Bank Program, the May 1993 Caranaevaluation said the fast growth of the project in
the field, including its loan portfolio, was outstripping the project's “management capabilities.”*
There were communication and line-of-authority problems in the relationships among USAID/EI
Salvador, FINCA (Alexandria, Virginia, office), the Salvadoran officeof FINCA, and CAM. Carana
concluded that FINCA needed to do much more to help CAM achieve self-sufficiency, including
improving its management information system.

Six monthslater (November 1993) the Midterm Eval uation by Chemonicsalso praisedtherapidloan
growth in the field while pointing out CAM's organi zational weaknesses and stressing the need for
better technical assistance by FINCA intheinstitutional areato CAM. Rapid loan portfolio growth
was achieved through the promotional effortsof field staff, who had benefitted from CAM'sregional
trainers; regional offices effectively supported promoters. On the other hand, the Central Office,
which existed to support the field activity and to provide the information to external organizations
was ineffective. CAM as an organization was not growing pursuant to awell-conceived long-term’
development plan. Asthe Chemonics report noted:

Theinstitutional development component lags behind field operations, despitethe emphasis
on this component by FINCA the last six months....FINCA did not take a prudent approach
to build up CAM.*®

CAM was sharply criticized for itslack of internal controls. Chemonics perspicaciously noted that
inaccurate information and poor cash management provide ..." afertile ground for fraud...”*

Although both the Caranaand Chemonicsreportswere critical of CAM'sinstitutional shortcomings
and the rel ated technical assistance being provided by FINCA, the reports made these observations
and recommendationsin the context of the perceived success of the project in helping thousands of

42CaranaCorporation, Institutional Assessment of FINCA International, May (?) 1993, Executive Summary,
p.2

“Ganuza, M., Nash, J,, and Rivarola, M.A. (Chemonics), Midterm Evaluation Microenterprise Development
p. 1-2.
“Ibid., P. 111-31.
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poverty-stricken beneficiaries, mostly women, who were learning to borrow and repay loans and to
accumulate savings for thefirst timein their lives.

As discussed elsewhere in this report, the growth in CAM’s loan portfolio was overstated,
inadequate provisions had been made for loan losses and delinquency was underestimated. The
effects of the fraud, together with write-offs reduced the value of CAM’ s assets and equity. While
USAID ispromoting poverty lending and“ promoting loansunder $300,” theteam foundthat CAM’ s
average village banking loan was only $74 as of August 31, 1997. This low average loan size and
limited economies of scale resulted in operating costs which were high relative to interest income,
creating the need to hold down administrative costs in order to reduce the operating deficit and to
movetoward financial sustainability. Y et some of the needed organizational improvementsimplied
additional costs: for example, adaption and utilization of new integrated software; and increased staff
training.

In Phase 2 of the Project, beginning in the second half of 1994, FINCA/CAM had to confront the
immediate financial losses of the fraud, the need to reform both the Village Banking and
Microenterprise Programs, and the continuing need to strengthen CAM as an institution in order to
attain self-sufficiency. Although the Mission did choose to continue on with the project, it subjected
FINCA and CAM to even more scrutiny, including the following studies financed by the Mission:
Evaluacion de Control Interno by Marion International Development Services (October 1994);
Evaluation of the Center for Microenterprise Support Project (CAM) by Price Waterhouse
(November 1994); and The Institutional Viability of the Centro de Apoyo a la Microempresa by
William Tucker (December 1995). The Mission also reviewed the Informe de la Evaluacion
Administrativa Realizada en €l Centro de Apoyo alaMicroempresa (CAM) en el Periodo del 29 de
Agosto a 20 de Septiembre de 1994 prepared by Castellanos Camposy CIA directly for CAM.

2. Current Performance and Comparison to Recommendations
a. Board and Management Structure

The origina concept of the project envisioned a process from the bottom-up that would eventually
result in a client controlled entity:

The basic strategy will beto develop, from the bottom up, anew financial institution which
will service the needs of microentrepreneurs. A participatory institution is contemplated,
whichisincreasingly controlled by aboard whose directors are el ected representatives of the
client population. Thus, in thefirst stages of its devel opment, more emphasiswill be placed
on promotion of sound grassr ootsinstitutions (village banksor other formsof primary
societies) than on the “overnight” creation of a national level financial institution. It is
expected, in other words, that the grassroots and national organizationswill grow intandem,
with the latter remaining responsive to the evolving needs of its clients and resisting the
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bureaucratic sclerosis which so often affects institutions created in a “top down” manner.
[emphasis added] *

Reduction of FINCA Participation Even when the village banking and microenterprise program
appeared to be going well in Phase 1, FINCA retained much policy and operating control. Although
the Mission favored turning over more control to a Salvadoran-controlled CAM Board of Directors,
FINCA retained its influence arguing that “ ...the ownership/governance question needed to be
resolved before the organization could be independent of FINCA and USAID.”*® As FINCA and
CAM grappled withthefraud in Phase 2, it became apparent that CAM wasweak asan organization
and that the underlying grassroots organizations were not “sound.” FINCA found that as of August
1994

...CAM [was] essentially leaderless, its Executive Director having resigned, and its Board
of Directorsdivided and ineffective in its efforts to design and implement aviable recovery
plan....The strategic planning process had been placed on indefinite hold, as were the
questions of institutional governance and ownership.*’

Salvadoran representatives were elected to the Board of Directors in January 1995, including two
women members of Village Banks. But FINCA continued to retain significant influence on the
Board. FINCA argued that CAM's problems were so severe that FINCA's withdrawal from CAM's
policy-making and management had to be deferred. FINCA assumed the responsibility of
“stabilizing” CAM and was to have a*“ controlling interest” in the CAM Board of Directors.*®

Far from FINCA's role being gradually reduced, as anticipated in the project design, FINCA's
involvement continued. On March 9, 1996, the Genera Assembly of CAM voted for CAM to
become an affiliate of FINCA International. CAM pays fees to FINCA for this status, based on a
charge of 1% of the value of loans, a charge which CAM passes on to its borrowers. Some
individuals have questioned whether affiliate status is worth what CAM is paying for it. Affiliate
status, FINCA asserted, will provide CAM with FINCA support after the project ends and facilitate
its access to the Village Bank Capital Fund, which FINCA administers. This statusis intended to
facilitate a sharing of 1essons learned among the FINCA affiliates.

In 1996, FINCA's practical importance to CAM at the operational level took on new life when
FINCA received grant funds from USAID to operate aregiona office or Hub, which then provided
technical assistance to microfinance institutions in seven Latin American countries (Guatemala,

“SRFA El Salvador 90-013, Microenterprise Development Project, June 12, 1990, p. 5
“SFINCA International, Inc., CAM Fifth Y ear Workplan, [revised text], February 14, 1995, Introduction, p. 3.
A7) .

Ibid., Introduction, p. 2

“BIpid., Executive Summary
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Ecuador, El Salvador, Honduras, Mexico, Nicaragua, and Peru). The FINCA Hub receives funds
from the USAID Bureau for Humanitarian Response, Office of Private and Voluntary Cooperation
(BHR/PVC) in Washington, D.C., and operates out of Guatemala. According to FINCA
International, FINCA was also awarded World Bank funds from CGAP to cover some Hub costs.
Although there has been some communication from time to time between the BHR/PVC and
USAID/EI Salvador, the latter is not part of any USAID committee or group (virtual or otherwise)
providing oversight or feedback on the Hub. In mid-1996, the FINCA Hub conducted a
comprehensive review of CAM,* which currently provides the context for FINCA'’s continuing
technical assistanceto CAM.

In short, asthe project ended in August 1997, FINCA’srolein CAM, contrary to the project design,
continuesto bemajor: FINCA provides|eadership onthe CAM Board of Directors and through the
Hub continuesto be an important source of technical assistanceto CAM asit embarksonits current
drive (Phase 4) toward sustainabililty. The benefits to CAM from its affiliate status should be
monitored periodically, in particular to assess assistance which FINCA is providing and access to
the Village Bank Capital Fund.

Anticipated Salvadoran Operation of CAM InPhase 2 and 3increasing responsi bility wasdel egated
from the CAM Board of Directors to the Executive Director; the hierarchy is shown in the
Organization Chart (Exhibit 2). Lic. AnaIngrid de Segovia was appointed on January 12, 1995, a
position, she continues to occupy. In contrast to Phase 1, in which FINCA was directly involved in
day-to-day operations, the Executive Director does exercise decision-making power with policy
guidance and oversight from the Board of Directors. This “definition of the decision making
process’ as well as the separation of the responsibilities of the Board from those of the Executive
Director set forth in the Fifth Annua Workplan® was implemented and continued to function
through August 1997.

Providing the Executive Director with sufficient authority to manage and make decisi onscontributed
to the administrative, personnel, and internal control improvements discussed below. The staff and
management of CAM are now able to engage the FINCA Hub advisors in substantive two-way
dialogue during technical assistance activities.

Thus, athough FINCA retained substantial control at the level of the Board of Directors, CAM is
functioning well at the operational level under the direction of the Salvadoran Executive Director.

Anticipated Dominance of Borrowers on Board In Phases 2 and 3 an essentially “top-down”
process operated, as FINCA and the senior management and the Board of Directors of CAM coped
with the unsound grassroots village banks and microenterprise solidarity groups, the fraud and

“SHub Centroamericano de Asistencia Técnica, Evaluacion I nstitucional y Financieradel Centro de Apoyo ala
Microempresa, Guatemala, July 1996

*OFifth Annual Work Plan, OP.CIT., Executive Summary
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portfolio problems, and the weaknessesin CAM itself. The anticipated “ bottom-up” processdid not
happen nor did the project end with a participant-dominated Board of Directors.

The maximum authority in CAM is the General Assembly (Asamblea General). It has various
important powers including approval of CAM's statutes; election of the members of the Board of
Directors; approval of the budget, policies, and strategies; and naming of the external auditor. The
General Assembly consists of founding associates and active associates.

It isindeed arguable that there was not the latitude to engender a participant-determined process of
development for CAM. Even with the efforts of the Mission, FINCA, and the CAM Board of
Directors, it was a struggle simply to keep CAM dlive.

|deally, the Board of Directors would be controlled by Salvadorans who are personally committed
to the social purpose of CAM, operational efficiency, and institutional and financial sustainability.
Some Board memberswould be active borrowers of CAM; otherswould offer skillsand knowledge
from their private sector, PV O, or other pertinent experience. In practice CAM has had difficulty in
finding Board members outside of the program, who meet these standards.

Faced with this reality it has reasonably been suggested that expatriate FINCA representatives
continue to have a useful role. Both the original and the revised CAM statutes provide for FINCA
representation on the CAM Board of Directors due to their status as founders.

In order to make the General Assembly more effective and to prepare active associates for potential
Board membership, the CAM statutes were amended in 1997.>! To become an active associate, an
individual must be older than 18 years, be an ethical person, and have some verifiable experience
in the activities which CAM carries out. An active associate may not be a public official, be a
delinquent debtor in CAM's program, be related by blood to amember of the Board of Directors or
an Executive of CAM, or be an employee of CAM. The statutes establish amultiple-step processfor
becoming an active associate, including visitsto atraining seminar and village bank, and completion
of a six-month assignments related to CAM’ s programs.

The imposition of such a demanding and time-consuming set of requirements may reflect
dissatisfaction with the contributions made by previous members of the General Assembly and of
the Board of Directors.

The selection process appears to be “top-down” in that individuals presently at the top have more
than six monthsto train, test, and approve candidatesthat meet their standards. The existing structure
of the General Assembly and Board of Directors is much less participant-determined than that
anticipated in the original design of the project. There is the danger than CAM would become a

®IHatch, John K., Estatutos de |a Asociacion Centro de Apoyo alaMicroempresa“CAM,” El Salvador, April
27,1997.
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closed club with little infusion of new blood, which could make CAM unwilling or unable to
respond flexibly in respond to changing external conditions or to CAM's own internal weaknesses.
Thus CAM's General Assembly and Board of Directors are far from being client controlled and the
current processes for selection of active members puts much authority in the hands of current Board
members, giving current clients as a group little leverage.

b. Administration

Asthe project ended in August 1997, many of the administrative weaknesses cited in the Mid-term
Evaluation and other reportshad been addressed. Compared to mid-1994, CAM'sadministrationwas
better overall though further improvements are needed, especially to complete and to integrate the
computerization of operations and accounting.

Personnel matters are directed by an Administrative Manager, who began in February 1995 during
Phase 2. Some administrative manuals have been updated by memos and revised manuals areto be
prepared in 1998.

The number of employees has been cut from 210 to 126 at the end of November 1997--areduction
of 40%. Reductionswere madeinthefield andin the central office, keeping the proportion the same:
72% of the employees work in the field. Examples of the areas of employee cutback include the
messenger, drivers, trainers, and accounting assistants. Staff was reduced primarily to decrease
payroll costs in order to reduce the operating deficit.

In general the centra office staff is better educated now than it was in the early 1990's. Many
management positions are occupied by college graduates or by those who havefinished their course
work, many of whom areworking on their theses. Other staff members are high school graduates or
have technical diplomasin areas such as accounting or social work. Many of the promoters studied
social work.

Using written job descriptions prepared in 1996, CAM advertises central office vacancies; field
vacancies are recruited through word of mouth and contacts in the regions. For field positions the
Regional Director and staff select three finalists and forward their resumes and supporting
documents to the administrative department in the central office. Depending on the position, atest
may be administered to the finalists. In consultation with appropriate staff, the Administrative
Manager makes the final choice. In genera CAM follows a policy of promotion from within
whenever possible.

Salary levels of CAM field staff are low; the entry level salary of promotersis barely above the
minimumwage. Some of CAM's promotershave been hired away by other microenterpriseprograms
or they have left for better paying but unrelated employment. Incentive pay has long been
recommended for field staff and CAM intends to institute such as system wherein compensation is
based on growth of the loan portfolio and other criteria. The Hub office has offered technical
assistance to CAM in the design of the incentive system.
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One prudent reaction to the discovery of fraud was to centralize financial administration enabling
central office personnel to provide more oversight. Regional and central office CAM staff are
involved in every step of the credit process, culminating in final approval by a central credit
committee. The finance office issues the check and gives it to the Program Manager, who has it
delivered to the appropriate promoter in the field. The client receives and cashes the check, which
is later reconciled and monitored by the accounting department. As discussed below, the internal
audit unit separately makes surprise spot checks on loan transactions. Thus the loan administration
is much more controlled than it was prior to mid-1994.

At present CAM does not have an integrated management information system. Some functions of
CAM are computerized (accounting) and some are not (check-writing). Theloan portfolio balances,
which are computered generated, are reconciled every month manually with the values from the
computerized accounting system. Discrepancies are investigated and eliminated so that the asset
value of loans on the balance sheet is consistent, unlike earlier years, with the total from the loan
system. The accounting software permits comparisons of historical income and expenses with the
current actual period. But the budget is generated on different software, resulting in the necessity to
enter the actual datain order to generate the budget variances.

The development of such a computerized information system in past years has been delayed by
changesin software offered by FINCA itself in earlier years (taking advantage of FINCA'sadvances
in other countries) and by atragic airplane crash in August 1995 in which key FINCA consultants
lost their lives. Morerecently, CAM'sInformation Unit, whose current head waspromoted internally
into the position in May 1995, has taken initiative in the conceptual design of its own system. As
shown by the schematic (Exhibit 3), CAM would integrate accounting and loan portfolio modules
in an overall system with other modules, including the budgetary module.

At present it is not known whether CAM will develop this system itself or make use of the system
currently being developed by the Hub. FINCA has a subcontract with the Soft Corporation, which
is currently developing integrated software, called SIEM 100, for organizations (such as CAM) in
various countries. The Hub office is designing a system that includes (integrated) modules for
strategic planning, for an annual operating plan, and for monitoring CAM’s technical staff is
cooperating with Hub in order to adapt Hub’ s system to CAM’ s needs. The Hub’s system is being
modifiedtoinclude savingsof CAM borrowers; flexibility to calculateinterestin different ways; and
CAM's chart of accounts. CAM expects to make a decision in early 1998 whether to use the
(adapted) Hub system or to continue to develop its own system. Or CAM could upgrade its
accounting software (general ledger and fixed assets, for example) and interface it with the Hub’s
strategic planning and other non-accounting modul es.

It isasign of CAM's strength that its technical staff is able to cooperate effectively with Hub's

technical consultantsand eval uate optionsto achieve anintegrated information system. In any event,
it is expected that by late 1998 CAM will have a much better information system in operation.
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C. Internal Control and External Auditing

Following the discovery of the fraud, the internal control function within CAM was reorganized,
professional staff hired, and an effective system implemented. In the early years of CAM so-called
internal auditors worked under the direct supervision of the regional managers with little oversight
from CAM'scentral officeand no direct and independent line of reporting to either CAM'sExecutive
Director or its Board of Directors. In practice the internal auditors performed a variety of staff
functions but did not carry out a systematic program of independent audits.

Beginning in early 1995 the internal control unit was reorganized under its own manager (jefe de
control interno), who reports directly to the Board Directors and who keeps the Executive Director
informed of the unit's activities. The Board of Directors established an oversight committee, whose
current members are the President, Vice President, and Legal Representative; a FINCA advisor of
Hub servesasan observer onthe committee. The Board committee reviews and approvesthe annual
internal audit plansand provides periodic oversight to the unit's activities, including implementation
of the current audit plan. Recommendations arising from the internal audits are brought to the
attention of the Executive Director and other managersfor appropriateaction. ThusCAM haslargely
complied with the Chemonics recommendations concerning internal audits.

A key element in the financial administration in genera and internal control in particular is the
separation of functions. The process of |oan approval and disbursement described above indicated
that many different CAM offices are involved. The internal control unit dedicates 70% of itstime
to verifying the status and transactions of individuals who are members of village banks, members
of Microenterprise solidarity groups, or individual Microenterprise borrowers. The unit makes
surprise visits, which include checking identity cards of clients. In the first 11 months of 1997 the
unit visited 561 or 88% of the 635 village banks. The unit also makes sure that CAM personnel in
the field do not handle cash, an earlier practice that contributed to the fraud in San Miguel. Every
month the unit reviews the endorsements on every check issued to a borrower.

Asrecommended, CAM no longer uses Andersen asits external auditor, using currently the services
of the Salvadoran firm Moran Mendez. The firm makes quarterly reviews of financial transactions,
including visitsto the field.

Thecurrent internal and external auditing activities should prevent arecurrence of any fraud on such
alarge and prolonged basis as was the case in the San Miguel regional office. Theinternal controls
in particular arewell established and accepted within CAM to the point that they areapart of CAM's
corporate culture.

21hid., p. 22.
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3. Management and Administrative Strategies Planned for the Future

Thefollowing are CAM management and administrative strategies planned or under consideration
that intend to strengthen CAM as an organization:

Conduct an active campaign to recruit and train candidates for membership in the General
Assembly and for potential election to the Board of Directors. Identify candidates among
CAM borrowers and Salvadorans with experience with PV Os and the private sector.

Reduce the number and influence of FINCA representatives on the Board of Directors as
morecommitted and capabl e Sal vadoransarefound to replacethem. Inthelong-run maintain
the benefits of affiliation with FINCA International while transforming CAM into a
beneficiary controlled institution.

Continue effortstoimprovethe management and administration of CAM in avariety of ways
such as staff training, the computerization and integration of the management information
system, updating and implementation of manuals, and recruitment of staff with appropriate
education.

Establish a system of incentive pay for promoters that both rewards efforts to increase the
total loan portfolio and to achieve a balance in the porfolio between urban and rural
borrowers, while maintaining portfolio quality.

Decentralize somedecision-makingtotheregional level while retaining centralized oversight
over approvalsfor disbursementsand internal auditing. Maintain the separation of functions
in the flow of money to limit opportunities for fraud.

Continue to take advantage of FINCA'’s technical assistance provided through the Hub
carefully and eval uate the appropriateness of the assistanceto CAM before implementation.

Control operating costs so that an effective CAM administration can contribute to the growth
of the loan portfolio and the achievement of financial sustainability

In short, while maintaining its commitment to the social purpose of uplifting the poor, especially
poor women, CAM wants in the long-run to be a self-sufficient financial institution controlled by
Salvadorans, mostly borrowers, which learnsfrom the microenterprise experiencesin other countries
through its affiliation with FINCA International.

4, Conclusion
After assessing current management and administrative performance, the conclusion isthat in late

1997, having withstood the blows of the fraud (Phase 2) and having reoriented its program and
organization (Phase 3), CAM is aleaner and more capabl e organization.
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A key challenge for the current drive toward sustainability (Phase 4) is controlling administrative
costs while engendering sound growth of the loan portfolio and strengthening CAM as an

organization.

5.

C.

1.

L essons L ear ned and Recommendations

L essons L ear ned:

1.

From the outset of implementation, it isimportant to balance growth of aquality loan
portfolio with institution strengthening. Indeed the pace of desirable growth depends
on ingtitutional factors such as efficiency, its governance, and its “...ability to
maintain firm control over a decentralized, growing network of branch offices...”*

Recommendations:

1.

When devel oping village banking and other microenterprise lending programs, start
early to provide opportunities and training for Salvadoran capacity-building and
leadership, both borrowers and staff.

Now that village banking and other microenterprise lending programs have been
undertaken in many countries, lessons learned should be shared. FINCA' s affiliate
status for CAM is one way of achieving that.

It may be possible to reduce the conflict between bottoms-up development of
organization like CAM and the need for control from the Board of Directors and
financing agencies. Now that more is known about what works and what doesn't in
microfinace, it may be possible for other projects to turn over more policy and
administrative control sooner to beneficiaries and other citizens of the country who
are committed to the purposes of microenterprise devel opment.

THE ROLE OF FINCA INTERNATIONAL IN CAM

Thelssue

One of the most controversial topics in regard to the microenterprise development project under
consideration here isthe role of FINCA International. Although most observes agree that FINCA
International introduced a valuable concept which has allowed an effective outreach to the poor in
El Salvador, FINCA' s performance has been repeatedly critical regaining four major themes.

1.

Inadequate devel opment of the program model leading to costly mistakes

30

®us. Agency for International Development, [draft] Microenterprise Development [Policy Paper], op.cit., p.
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2. Long distance management without proper supervision of the newly growing
institution (CAM) andinadequate management/ institutional devel opment techniques

3. Micro management which did not alow CAM to develop and take responsibility
whichwas symbolized by thefact that three members of the CAM Board of Directors
are FINCA personnel and North American (two of whom hold the highest offices as
president and treasurer)

4, Over spending on American and other expatriate costs rather than devoting fundsto
the specific needs of CAM and its borrowers.

2. The Structure of FINCA’srelationsto CAM

FINCA'’s relationship to CAM has been governed by three basic documents. The first is the
Cooperative Agreement™ signed by USAID/El Salvador and FINCA. This Agreement authorized
FINCA to develop aSalvadoreaninstitution to provideloansto the poorest segment of society, based
on aUS$10 million grant from USAID. A Project Support Office (PSO), headed by John Hatch (the
FINCA president) together with an administrative assistant, provided the base to which were added
American and other expatriate technical assistants, and other consultants who worked for various
periods of time with Salvadorean consultants and direct-hire employees to establish the project.

The second document was the Convenio, signed March 26, 1992, indicating the establishment of a
Salvadorean enterprise, when the CAM® was set up asaseparateinstitution entering into agreements
for funding/approval from FINCA (which received externa funding as part of the aforementioned
grant from USAID/EI Salvador). In this period, two sources of authority existed: the PSO and the
Director of CAM. Merging the two was the Board of Directors presided over by John Hatch in his
two rolesashead of FINCA and resident advisor to CAM. Inthisperiod, the Board met monthly and
frequently participated in actual administrative and financial decision making.

In early 1994, under pressure from USAID to allow CAM to begin to take charge of its own
development, the then resident advisor, Andy Krefft, left El Salvador and the PSO was closed. His
departure, however, was shortly followed by the discovery of amajor fraud in San Miguel. During
the period after the fraud, FINCA sent numerous observers and evaluatorsto assess the situation for
CAM. Later a financial advisor from FINCA, Lic. Hilda Menjivar, resided in El Salvador and
worked inthe CAM officeto help get the financial situation under control. She remained until May
1997.

Mus. Agency for International Development, Microenterprise Development Project [Paper], El Salvador,
August 1990

*In the Cooperative Agreement the Salvadorean institution is referred to as the Microenterprise Support

Center or MSC but the Spanish title given is the one cited in the text here and its abbreviation is the one used in this
discussion.
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The third document governing FINCA' s relationship to CAM was the Convenio de Afiliacion of
March 9, 1996. The Convenio was a document signed between FINCA and CAM. (USAID was not
asignatory on the Convenio.) CAM became a FINCA éffiliate. The latter relationship was voted on
by the General Assembly of village bank members whereby CAM, as an affiliate, agreed to pay 1%
of al money loaned annually as a fee to receive technical services and support from FINCA
International through its regional office in Guatemala. The latter had recently been funded by
USAID/Washington to provide technical support to FINCA affiliates in the Central and South
American area.

In December 1997, the Board of Directors continued to have three North American Board members
from FINCA International (board members are chosen by the General Assembly). The chair and
treasurer’ s positions continued to be occupied by two of the latter three. The Board, however, met
only tri-monthly. Day-to-day decisionswere now completely left to the Salvadorean administration
of CAM and its Executive Director, Lic. Ingrid de Segovia FINCA International, through its
Guatemala office, provided important technical assistance including an institutional and financial
evaluation of CAM in July 1996, which led to the new strategic plan now indraft. Thisnew plan sets
forth the new directionsin both financial management and administration which CAM proposesto
pursuein the next few years. FINCA technical advisorsare also introducing anew MISand are said
tovisit CAM at least one week out of every month.
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Tablel

De Facto Changesin Project Design Made During mplementation

Microenter prise Development Project of El Salvador

FEATURE ORIGINAL DESIGN REVISED DESIGN COMMENT

1 FINCA rolein Asof August 31, 1997, FINCA role | Asof August 31, 1997: FINCA represented on CAM | The revision changes the nature CAM as an
CAM at end of in CAM minimal Board of Directors; the President of CAM isfrom organization.

Cooperative FINCA; CAM continues to be an affiliate of FINCA,;

Agreement CAM will continue to receive technical assistance
from FINCA through the Hub office; and CAM may
one day qualify for FINCA'’ s village bank 1oan
guarantee program.

2. Growing According to the Cooperative FINCA retained much control after fraud was CAM is governed mostly in atop-down
participation of | Agreement, by the end of project, discovered in July 1994 and continues to have three | fashion with FINCA continuing to have a
borrowersin borrowers were to dominate seats, including Presidency, on Board of Directors. major say-so.

CAM's General Assembly and Board of Borrower participation delayed by procedural
governance Directors requirements.

3. FINCA's According to the Cooperative During implementation USAID provided its $10 With an additional $ 4.9 million CAM
contribution of Agreement, over the life of the million; FINCA counted CAM’ s earnings as would be much stronger.
counterpart project USAID was to contribute counterpart funds; the Mission authorized a change
fundsto the $10 million and counterpart funds in the expected counterpart funding of FINCA from
project of $4.9 million were expected. $ 4.9 million (non-AlD) to $1.5 million because of

the decision to close the project in August 1994,
instead of August 1997, (prior to the discovery of
the fraud).

4, “Graduation” Village Bank members would Village Bank Program modified to allow the many The conseguences of this design change

progressin cyclesto larger loans members who wanted to remain members to do so. have not been fully explored.
and increase their incomes and

savings. They would graduate after

9 cycles or approximately 3 years.

63




5.

Village Banking
methodol ogy

No mention in design of
Microenterprise Lending Program.

Early in implementation a Microenterprise Lending
Program was added with loan amounts which were
larger than those of the Village Banking Program.

Lackluster resultsin Microenterprise
Lending Program, in spite various
modifications. Program elimination merits
serious consideration.




3. Past Findings on Contributions of FINCA to CAM

The Midterm Evaluation identified two major departuresfrom the original design of the project and
enumerated areas for improvement in the FINCA-CAM operation. The first of the departures
concerned progression to graduation of thevillage banks(see Table 1). Project documents, according
to the Midterm Report, were confusing - in one place proposing that village bankswould close after
the 9th cycle and in another that banks would never close (at least not in any particular cycle or
stage). The second major departure from the origina design was the addition of a new
Microenterprise Program with higher lending limits. This program was not described in the
Cooperative Agreement nor was there a strategy for developing it, which meant that project
organizers were forced to develop a strategy as the project went along.>®

Project financial management also came under criticism in the Midterm Report. It was noted that
FINCA'’stota expenditures over thefirst three yearswere $6.8 million which wasfivetimes greater
than what the Project Document projected. This money was consistent with the rapid expansion of
the village bank program. It was not, however, accompanied by an equally fast development of “a
viable, sustainable, self-sufficient and strong financial institution to provide microentrepreneurswith
increased accessto financial and non-financial services.”* The Midterm Report also did not find that
interest ratelevelscovered inflation, administrative costs of credit delivery and recuperation, capital
costs, and reserves for non-performing loans. FINCA was also criticized for inadequate technical
assistance. The report stated, “The project still needs technical assistance to complete the village
banking model, to strengthen the microenterprise division programmatically and operationally, and
to strengthen the central office institutionally and managerially.”*

TheMidterm Report al so endorsed an earlier report by the Carana Corporation from 1992 which had
stated that although therewaslittle question that the FINCA project had had aprogrammeatic success,
there “is an urgent need, to help the MSC develop institutionally and managerially.”* It called on
the PSO to withdraw from program administration and for the PSO office to be phased out so that
costs could be reduced and CAM could consolidate and develop its own management.

In addition, the Midterm Report supported the critique made by the Interdisciplinary Project Consult
which had used rigid financial methodology to analyse the Salvadorean Microenterprise Support
Center and another FINCA project, the Honduran International Foundation for Community
Assistance. This report suggested that satisfaction of social goals, such as spreading further the
number of village banksto growing numbers of members, needed to be put on hold until economic

*|bid., p. 111-59
*Ibid, pp. I11-60-61
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and financial goals have been achieved, in other words, until CAM became aviable and sustainable
financial organization®

The criticisms and recommendations in the Midterm and earlier reports had stimulated a response
by FINCA International including the closure of the PSO in 1994 and an effort to improve the
managerial capacity of CAM by a variety of techniques including the use of qualified technical
advisors such as Arelis Gomez (see her report cited in the Midterm Evaluation, 111-62). Other
critiques, such asoneinthe Midterm Report, had suggested that USAID/ El Salvador wasnot closely
monitoring the recommended changes in “administration, finance, and institutional strengthening
of the MSC.”*® This led to additional efforts by USAID/El Salvador to get FINCA International to
follow through on its reporting and implementation promises. According to USAID, the PSO was
“never meant to beinthe CAM until the PACD.” The entire progression of changes, however, were
brought to a halt by the discovery of the fraud in San Miguel.

During 1994, FINCA International sent teams in to review the situation and provide technical
assistance to CAM as it tried to re-group following the severe financial loss and blow to its
reputation and integrity. USAID aso engaged the firm of Price Waterhouse to evaluate CAM’s
“Internal control structure, financial capacity, and administrative capacity to successfully implement
the village banking and microenterprise lending project in El Salvador...”*® The Price Waterhouse
report included many findingswhich werecritical of FINCA/CAM. Intheir comments, incorporated
in the same report, FINCA/CAM accepted the validity of some of the criticisms and pointed out the
corrective steps that were underway or planned. As concluded in Chapter 11, CAM was much
stronger financially and organizationally when the project ended in August 1997 than it wasin 1993
and 1994.

4, Assessment of FINCA International from the Per spective of 1997

By the end of 1994 when the Price Waterhouse report was written, FINCA had not yet been ableto
make the reforms necessary to satisfy the criticisms and suggestions made in the earlier reports.
Indeed, Price Waterhouse found many of the same problems earlier identified and was far less
optimistic than the authors of the Midterm Evaluation in its prognosis for the future of CAM.
Nonetheless, over the next three years to the ending of the project on August 31, 1997, FINCA
International continued its effortsto help CAM introduce proper management techniques, adequate
financial procedures and safeguardsinits central and regional administration, and to place both the
village banking and microenterprise lending schemes on a better and more financially sustainable
footing.

*Ibid., pp. 111-63-64. See “Foundation for International Community Assistance and the Microenterprise Support
Center. “Third Year Action Plan.” (Sept 1992-Aug 1993). San Salvador.

*Price Waterhouse, Evaluation of the Center for Microenterprise Support (CAM), Washington DC
(November 23, 1994). (USAID El Salvador document)
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Alternatively, however, a different interpretation of compliance is possible and would lead to a
radically different and a more positive conclusion is reached concerning FINCA International’s
satisfaction of the terms of the Cooperative Agreement. Thismay be more clearly seen by taking the
four points of criticism raised above and examining each in light of the project history. This first
criticism held that the project had not been adequately developed resulting in costly mistakes. The
Midterm Report refers to this especially with reference to lack of resolution of the issue of
“graduation” by the village banks and the lack of any clear planning for the microenterprise lending
program. Both of these matters were undeveloped in the original plan and, as a result, conflict in
policies and procedures did emerge and did lead to revisions in policies. Thus banks are no longer
expected to graduate and may exist permanently because, in fact, their membership does not remain
constant and women at earlier cycles of borrowing need the village bank institution. Procedures for
microenterprise loans have only recently been completely overhauled reducing the numbers of
clients, eliminating solidarity groups and requiring more stringent guarantees and compliance with
|oan repayment schedules.

But FINCA International in 1990 was introducing something new. Village bank type schemes had
existed elsewhere but not in El Salvador. El Salvador was, moreover, struggling back on its feet
following itsown civil war. The emphasisin USAID at the time as to reach as many of the poor as
possibleto draw theminto apeaceful income generating asquickly aspossible. Thefact that thiswas
not a perfect scheme with all details accounted for seemed less important than in succeeding years
FINCA-International was also asmall and informal organization at the time, dedicated to bringing
financial solutions to needy people and working, as their project progressed, on getting the bundle
of components right for the country. Moreover, the country had its own challenges for this kind of
project, not the least of which isthat in the post war era many programs opened up offering credit
with no requirement of payback at all. Inthis climate, establishing village bank and microenterprise
schemes on afinancially sound footing was bound to be extremely difficult and required atrial and
error methodology, at least in the beginning.

The second set of criticisms cites the flaws of long-distance management leading to improper or
inadequate supervision of the newly-growing institution (CAM) and the introduction of inadequate
management/ institutional development techniques. Certainly there were some grounds for this
criticism as repeated outside reports highlighted management inadequacies and faulty financial
procedures even up to the present. Nonethel ess, thisisapeculiar criticism. FINCA International was
based in Washington when the project started and never intended to change that base, probably
becauseit could reach more countries with its projectsto offer financial assistanceto the very poor.
FINCA International could work with donors to support such efforts from a Washington, DC base
moreeasily thanif it werelocated outsidethe USA. The original project was accepted knowing that
FINCA would remain in Washington and that there would be a project office (the PSO) run by
FINCA people in El Salvador, as indeed there was until 1994. One result of this was poor
communication between FINCA headquarters, the PSO, USAID and CAM, at timeswith one group
not seeming to know what the other was doing. Thus, CAM did not always know what FINCA had
agreed to change, or even what was in the Cooperative Agreement. USAID did not follow up
adequately to make sure changes were implemented. And FINCA did not seem to know that CAM
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was not implementing arevision in policy agreed upon to USAID. However, the very nature of the
project established with ultimate oversight basically from Washington, made it highly likely that
some kinds of misunderstandings and miscommunications would occur, since the decision-makers
were in different locations. This design feature was accepted in 1990 both by USAID and FINCA
because of the overriding good perceived from introducing this kind of program, based on the
experience of FINCA International in Washington, to El Salvador. FINCA did in fact introduce a
far-reaching scheme for providing access to credit to the very poor and especially to poor women,
who had not been reached before—Dby its own account, it succeeded in reaching 38,500 clients over
thelife of the project. Had there been only one project team in El Salvador without the international
experienceor connectionswhich FINCA provided, itisnot clear that the samewide-reaching effects
would have been achieved. Some—even considerable—inefficienciesresulted from having thehome
officefor the project in Washington. However, USAID had meant FINCA to “phase-out” of the PSO
over the life of the project; the PSO was not meant to be in CAM until the Project Activity
Completion Date (PACD), according to USAID/EI Salvador.

Some USAID staff in El Salvador, frustrated by the inadequate contacts and information their long
distance relation with the project management team provided them, feel that FINCA did whatever
it wanted and justified it later. But all this has to be weighed against the value which the experience
and contacts of FINCA international staff provided to the El Salvador project. The organization of
CAM management and the financial techniquesintroduced certainly were not without seriousfaults
and FINCA International is certainly responsible to some degree for this matter, but here again the
trial and error approach to developing CAM and the village bank and microenterprise lending
programs has much to do with the continuing management and financial problems. Initsown (draft)
final report, FINCA International justifies its record firmly on the basis of what was learned. It
directly contends that the learning experience which this project provided was extremely important
for projects of thiskind world-wide aswell asfor USAID and FINCA and that the lessons |earned
were in the areas of Credit Methodology, Financia Management, Administrative System,
Governance System, Training, Technical Assistance among others. This Evaluation Team agrees
although it aso notes the considerable costsinvolved for CAM and USAID/EI Salvador from this
being an experimental project. Were FINCA International to open avillagebank programfor thefirst
timein El Salvador today, many, if not most, of the faultsin administration and management would
not occur because of what has been learned through the project since 1990. CAM suffered because
it was part of alearning experience both for USAID and for FINCA.

The associated complaint, that FINCA micro-managed CAM and prevented it from taking on
responsibility for itself (and so devel oping better management and financial practices) seems much
less valid and also contradicts the prior point. In fact, under pressure from USAID and outside
evauations, the PSO was closed in 1994 and CAM was asked to take on more complete
responsibility for itself. This, given hindsight provided by the fraud in San Miguel, was a mistake.
Management principlesand financial procedures had not been worked out to the degree where close
outside oversight was not necessary. CAM management was not ready to take charge. Evenin 1997,
CAM isrelying quite heavily on the experience and technical assistance provided by FINCA through
the affiliation arrangement. Since 1994, when the fraud was discovered, there has been a heavy
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turnover among CAM staff. Discouraged and lacking confidence, earlier managers who had never
been implicated in the fraud, nonetheless |ooked for other jobs. Field staff such as promoters were
also discouraged and many left, although in many cases the actual reason was not the fraud but
because the base salaries were so low that the promoters could not afford to stay with the program.
CAM isstill working on creating an effective management team capable of implementing efficient
and sustainable financia policies. Under the dynamic and committed leadership of Lic. Ingrid de
Segoviathe future prospects for CAM’ s viability look better than in the period prior to her taking
office.

Would thisimprovement have come about more quickly if FINCA International had completely left
management to CAM? The answer is quite probably no. Creating a new organization and giving it
the experience to handle the conflicting pressures of El Salvador can not be done over night. The
seven years of FINCA involvement were probably not too long. Indeed, thereisarea question if
CAM, in the absence of the considerable technical assistance currently received from FINCA
through the affiliation mechanism, would be able to survive and develop even now. The FINCA
(draft) final report firmly supports this position pointing out the on-going difficulties of thiskind of
project and stating that, since FINCA had the responsibility for managing the large donation
involved, it had to have “an adeguate presence at the governance level (the board of directors)...”
This evaluation team cautiously agrees with the FINCA position given the structure of the project
from the outset.

Thefina maor theme of criticism of FINCA International, which has emerged repeatedly in earlier
reports, isthat far too much money has been spent on American and other expatriate costsrather than
devoting fundsto the specific needs of CAM and its borrowers. The best illustration of the casein
point comes from the two-part Table below illustrating the use of project funds over the life of the
project. These tables need to be used with caution because of differencesin how items were coded
and/or included in the reports. Over the life of the project there were 12 amendments which
permitted FINCA to make various changes in how project monies were spent and recorded. Thus
earlier reports may not have exactly the same definitions of project categories. Others, where for
example a negative figure appears, may be misleading in that the shifting of expenses to another
category leavesthat category artificially high or low. Onthe other hand, thesetabl es show someclear
evidence of overall project expenditures throughout the life of the project. In regard to the issue
raised here, moreover, out of approximately $10,000,000 expended, slightly more than a million
went to the FINCA Washington Expense (Category |: A. US). Another almost three million was
spent on Category 1V (Administrative Services) which was the PSO and other in-country expenses
for FINCA personnel and other FINCA administrative costs. This makes a total of more than
$4,000,000 or about 40% of the total project funds expended on FINCA personnel or other costs.
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FINCA REPORTED EXPENDITURES 1990-1993

Components 90/91 91/92 92/93 TOTALS
1. Ingtitutional
Development
A.US. $162,036 $200,264 $523,612 $ 885,912
B. MSC $ 84,339 $865,519 $804,284 $1,754,142
Sub-totals =~ | —-memmememeem | s | e
$246,375 $1,065,783 $1,327,896 $2,640,054
2.Financia
Services $99,859 $895,833 $1,839,936 $2,835,628
3.Non-Financial
Services $413 $21,572 $93,452 $115,437
4,
Administrative
Expenses $277,943 $559,940 $407,540 $1,245,423
A.USFINCA |- | ||
B.PSO W |- | e e e
$624,590 -- $3,668,824 $6,836,542
FincaTotal $2,543,128
5. USAID
Project $25,136 $57,469 $ 46,876 $129,481
M anagement
$30,000 $51,581 $81,581
6. Evaluation
and Audit
PROJECT $649,726 $2,630,597 $3,767,281 $7,047,604
TOTAL
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FINCA REPORTED EXPENDITURES 1994-1997%

Components 11/30/93- 11/30/94 - 11/30/95- 11/30/96 - TOTALS

11/30/94 11/30/95 11/30/96 7/30/97 Expended in Project

(July 30,1997)
1. Ingtitutional
Development
AUS $87,303.37 $15,062.88 $13.725 (1,002,003.35)
B. MSC/CAM $91,353.68 $83,079.65 ’ (1,956,501.59)
$33,394.08

Sub-totals | e | e |
(including
overheads) $2,958,504.84
2.Financial $657,908.94 $29,409.93 $182,058.88 | -$329,418.50 | $3,482,002.12
Services
3.Non-Financial $10,131.28 -$10,199.26 0 $9,442.54 $99,731.98
Services

$345,644.19 $16,151.04 $67,077.86 | 1,803,588.74 $2,708,285.73
4. Administrative
Expenses
5. USAID Project
Management $0 $0 0 0 $512,000
6. Evaluation and $111,030 $830 $4,000 $33,870 $236,700
Audit
PROJECT $1,455,476.07 | $40,058.76 $309,679.64 $9,996,098.22
TOTAL

When is a project expense too much and when is it justified? The large sums spent on FINCA
International costsraisethisquestion rather sharply. Criticsof FINCA International contend that had
more of this money gone into CAM management, and the financial and non financial services
offered, the project would today be much more likely to be self sustaining However, despite the
evidently high costs of FINCA project management, this evaluation team finds this perspective
somewhat skewed. Projects which successfully reach the very poor and introduce new types of
financing and savings schemes, AND offer some level of training and follow up, have often been
very expensiveto start and maintain. Moreover similar projectsin other countries with larger sums
available - which have been considered successful by most observers - have certainly spent forty to

6()Thefigur% cited here are drawn from FINCA International Financial reports submitted to USAID El
Salvador for 8/97,12/96,12/95,12/94,12/93. The figures are based on reportsin which FINCA had not yet allowed
for disallowed sums (where USAID would not pay particular expenses). Compared to the totals, however, these
disallowances are very small. The figuresin partentheses are created by adding expendituresin the earlier table with
those cited in this table because the final report does not include these totals. They are therefore approximates only.
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sixty percent on initial administrative costs including those for expatriate expenses. What may be
more important is not the initial expense - or the expatriate proportion thereof - but the long term
impactswhichthe project generates. Theseimpactsmay take several forms- growing and expanding
sustainable financial institution (s) serving the poor, increasing amounts of funds available for
lending to the poor, a new pattern of credit management and increased habits of savings among an
increasing and substantial group of poor, anew level of self confidence and business acumen among
the same, improved incomes and better living conditions etc. Imitations of the project, including
thoseinstituted or subsidized by the government,which produce the same effects need to be counted
in the assessment of impact as well.

Thisreport can not undertake afull study of impacts (although some trends are noted above) and it
can not project the value of these positive impacts versus the costs which went into FINCA
International management. It can, however, suggest that compliance should perhaps be better
measured in the spirit rather than the letter of an agreement. FINCA International did not meet the
specific terms of the Cooperative Agreement in regard to establishing an institution which was self
sustaining by theend of 1997 and it did make alot of mistakesin terms of management and financial
schemeswhich, under itsoversight, the M SC (later CAM), adopted. These mistakeswere costly and
hindered the progress to sustainability of the new credit institution. But, starting with the handicap
of working from outside the country, and meeting each challenge as it arose ( including the
devastating results of the major fraud in 1994), FINCA International sought to use each event and
each criticism as a base for learning. FINCA itself changed over the seven years just as its
relationship with CAM evolved. In the end, CAM and its programs have been judged here to have
good prospects of becoming self-sustaining in the next few years.

Numerouschangesinfinancial and management practicesarestill suggested but the current structure
of affiliationto FINCA International and the technical assistance which the latter provides seemsto
be an excellent framework for sustainability to be achieved. If compliance is not satisfying the
specific terms and dates of the agreement, but, in fact, successfully setting forth anew approach to
providing access to credit to the poor in El Salvador which has been widely adopted within that
country and may have touched the lives of as many asamillion people (through all CAM and other
imititators’ programs), then FINCA International may have been said to have made avery positive
contribution fully in line with the original intent of the project.

5. L essons L ear ned and Recommendations

L essons L ear ned:

1. FINCA International may bejudged as having failed to comply with the Cooperative
Agreement because it is not self-sustaining, and oher arrangements were also not
met.
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2. Considering the intent of the Cooperative Agreement, FINCA may be judged as
having met the major point of that agreement by successfully introducing to El
Salvador a new approach to providing access to credit and savings schemes and
training to the poor, and particularly to poor women. Financia sustainability, while
not attained by the end of the project, may well be achieved in the next few years.

3. Expatriate control of a project from a base outside the project country may lead to
poor communications and misunderstandings between local and expatriate project
partners.

4, Reliance on an expatriate (American) project team rai ses project costs and increases

the proportion of project costs used for management and administration.

5. Reliance on and/or affiliation with an international organization connected with
numerous similar credit and/or savings projects, improvesthe quality and amount of
technical assistance available to alocal credit/savings institution.

Recommendations;

Although progress has been made sincethe criticismsof reportsin 1993 and 1994, CAM still
needs to improve its management techniques and financial procedures. Many of these
inadequacies may be resolved if the current draft strategic plan is adopted.
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V. CONCLUSIONSAND RECOMMENDATIONS

A. VILLAGE BANK PROGRAM
Overview

The principal objectives of village banking are increased benefits of economic growth for the poor,
especially women, by meansof increased income and microenterprise productive opportunities. The
Village Banking approach was designed to break the vicious circle of low income (bajos ingresos),
low savings (bajosahorros), low investment (bgjainversion), low productivity (bajaproductividad),
and, closing thecircle, low income (bajosingresos). Inacommunal bank, love and solidarity would
be combined with good administration and planning to realize human potential, resulting in
attainment of a broad range of economic and social benefits, such as better housing, education, and
nutrition. Beneficiariesbecomeempowered asthey administer their Village Banksaswell asmanage
their own improving finances. Village Bank members start with small loans and pass through a
number of cyclesof borrowing and repaying increasing loan amounts. At the sametimethey increase
their savings.

Lessons Learned

1 Thevillage bank portfolio has shrunk considerably sincethelevel of outstandingsat thetime
of the Midterm Evaluation. The average size of loans has been decreasing since 1994,
perhaps indicating that the progression through the cyclesto larger loansis not occurring as
it should be. Whatever the reason, the trend negatively impacts the efficiency of the
operations.

2. Comparing the performance of the last couple of years to projections, the village bank
program has grown more slowly than planned. Certainly the fraud, followed by stringent
internal controls, harm to CAM’s image in the market, and increased competition have
contributed to the slow growth. A draft of the latest five year strategic plan, discussed in
more detail in Section IV. A. 3, shows the portfolio for village banks growing an average of
33% per year, and the number of village banks increasing by 200 over each of the next two
years, with membersincreasing relative to the growth in banks. This seems very optimistic
given the slow growth in the past year, no significant new strategies or policies, and
increased competition from other microfinance institutions.

3. The good news is that since 1996, policies are in place and reports are being generated to
categorize the aging of the portfolio correctly, to reserve for loan loss in an acceptable
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amount relative to delinquency, and to write off loans that are past due more than 180 days.
It was not possible to reconcile the write-offs with the contingent balance. Another issue
which merits close follow-up is the extent to which collection efforts are standardized and
documented, ensuring due diligence and aggressive delinquency management. An aging
report of the village bank portfolio since the Midterm Evaluation shows that |oans past due
more than 180 days are indeed being written-off, and the quality of the portfolio is
improving.

Limited training received: Trainingisfirst introduced to village banksin formation. With
the dedicated trainers gone, only some 21% of those planned to be trained actually received
training. But perhaps more disconcerting, data from 1995, 1996, and through November
1997 indicate that only 14,160, 18,183, and 20,537 village bank members and leaders
participated in training, respectively, i.e. each member had just over one formal session per
year, and only about %2 session in 1995. This is a large shortfall from the intended one
training session per month. Although the style is very participatory, no handouts or
workbooks are available, so participants cannot refer back to what they have learned. Nor is
the learning reinforced as much as it could be with collateral materials.

Despite the limited nature of the 1997 survey, it profited greatly from the existence of the
guestionnaire and survey results used in the Midterm Evaluation. By using the same survey
instrument with afew additional questions, it became possibleto contrast overall the genera
participant reactions and perceived individual and family impacts midway and at the end of
the project.

Nolastingimpact from thefraud: Oneof the primary questions motivating thissurvey was
whether or not the fraud which occurred in the Eastern Region (San Miguel) in 1994 had a
lasting negative impact on the Village Bank Program. In exploring these data, there seems
to be no evidence that the Eastern Region is significantly different than the other three
regionsin most matters.

Different reactions of participantsin 1997 vs. 1993 survey: The respondents to the 1997
survey estimate lower income increases resulting from bank membership and, overall, less
savings. Most feel they haveimproved their businesses productivity and their own economic
situation significantly.

Success in helping women:The program was designed to attract poor women particularly
and, in fact, succeeded in helping primarily women thus satisfying one of its initial
objectives. Well more than 75% of the beneficiaries of the village banks were and are
women. Ninety percent of the women responded that their lives had not changed much over
the last few years. However, in many ways they had experienced positive results. Eighty
percent said they felt more confident now and were more easily able to interact with people.
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Virtually everyone said she understood family needs better now and was more able to help
provide them and that she now had a larger decision making role in the family. In sum, the
village bank program left its members feeling that they were empowered in terms of their
ability and knowledge, their self confidence and their resources.

B. MICROENTERPRISE L ENDING PROGRAM

Theinitial Microenterprise Program offered loans to individuals for working capital from $ 500 to
$ 3,000 with solidarity groups used as a guarantee mechanism. External evaluations as well as
internal annual action planshave been stating sinceat least 1995 that high delinquenciesareaserious
concern and that new loans in this program should be stopped until collection efforts prove
successful. Solidarity group loans were stopped in June 1996 in an attempt to improve the
performance of this program. Thereduction in loan balances has been very substantial, both because
of the freeze and because of write-offs. Exhibiting asimilar trend astheloansto village bankers, the
average size of microenterpriseloanswasonly ¢ 3,630, low in the range of loans permitted, and low
compared to the projected average of ¢ 4,464 in 1998.

In strong contrast to the respondentsto the village bank survey, morethan half of the microenterprise
borrowers had late or missing payments to their last |oans and two-thirds said that it was difficult
or, indeed, very difficult to pay the required amount on time.

L essons L earned:
¢ Despite their late or missing payments, most of the recipients of the microenterprise
loans had registered improvements in their weekly incomes derived from their
enterprises.
¢ The greatest difference between the microenterprise and village bank surveys,

however, isregisteredinthe perception of the clientsof both programsof theimpacts
on their lives of participating. Overal the village bank members were very positive
about their experience with the program and reported improvementsin the economic
situation of their families because of the banks even though they were not quite as
positive as respondentsin 1993.

¢ The Microenterprise loan recipients showed a completely different perspective. In
1993 they had reported positive changesin their lives although these changes were
not perceived as strongly asvillage bank members. In 1997, the microenterpriseloan
recipients were far more likely to say things had remained the same or, even, were
better before.
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The negative perception of the loan recipientsis clearly colored by the fact that so
many of them can not pay their interest plus principal payments on time, or indeed
at all. A significant difference in attitude between village bank and microenterprise
members can be noted here. Again, actual incomesfrom enterprise net profits appear
to have risen. But, the participants are nonetheless not attributing all of this to the
microenterprise program astheir compatriotsin the village banking scheme seem to
be doing. Difficulties and uncertainties in the microenterprise program and the lack
of group business training and follow up may contribute to this result.

The program was designed to attract poor women particularly and, infact, succeeded
in helping primarily women thus satisfying oneof itsinitial objectives. Almost three-
quarters of the beneficiaries of the microenterprise credit program are women.

Recommendations:

If the loan approval processisto be decentralized in 1998, extreme caution must be
taken to ensure delinquency problems do not reappear. Despite write-offs and the
shrinkage of the microenterprise portfolio, the aging of the microenterprise portfolio
as awhole has deteriorated, with loans past due more than 30 days equaling 67.7%
of theportfolioat 8/31/97. However, CAM reportsthat theindividual loansdisbursed
since June 1, 1996, only have 31% past due more than 30 days. This is till
considerably higher than the performance of the village bank portfolio.

C. FINANCIAL SUSTAINABILITY OF CAM

Results:

CAM was criticized in the past for having inadequate financial management
mechanisms and inaccurate financial information but the quality of information has
vastly improved.

The CAMcredit system can now be reconciled with the accounting system, and the
planning process is quite advanced, with valuable technical assistance provided by
FINCA. All information requested wasreadily avail able, with supporting information
provided to explain specific situations. The reserve policy was changed.

Many of the recommendations made by FINCA regarding financial and credit
management have been implemented, or are in the process of being implemented,
some with the assistance of FINCA.
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L essons L ear ned:

¢ Dueto thefraud and other delinquent loans, the balance sheet has shrunk 33% since
its al time high on 12/31/93. Until profits begin to increase retained earnings, the
eroding net worth will have to be supplemented if the portfolio isto grow.

¢ Productivity in the village bank program has deteriorated since 1995. Clients per
promoter inthevillage bank program was 289 as of August 31, 1997. Thisrepresents
amodest increase over the 250 per promoter at year-end 1996, but well below the
high in 1995 of 380 per promoter.

¢ This trend reflects the fact that the average number of members per village bank is
also low: 22 compared to a highs of 26 and 28 at year-ends 1995 and 1994,
respectively.

¢ Personnel costs as a percentage of total administrative costs (not including financial

costsor loan loss provisions) have been reducing steadily, proof that CAM ismaking
strides in cutting costs and working more efficiently.

¢ Becausethe projections show the portfolio growing substantially, productivity of the
assetsisalso projected to increase substantially. If the assumptions arerealistic, this
will greatly improve CAM’ s profitability, but to increase net portfolio to total assets
from 52% to 90% is very ambitious.

Recommendations;

¢ I ncrease the production of the credit officers: Microenterprise clients per credit
officer has been reduced dramatically since the solidarity groups are no longer being
used. CAM needs to increase the productivity of its credit officers.

¢ Analyze costs: Since the loan volume has aso been substantially reduced and the
expensesrelating to managing microenterprise delinquencies are high and often with
low return, the efficiency ratios have greatly deteriorated in 1996 despite the
reduction in personnel costs. CAM should carefully analyze the cost per colon lent
in each programto justify its continued effortsin the microenterprise program, given
its high delinquency rates.
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I ncreaseefficiency: CAM hasbeen running operating lossessince 1993, which have
seriously eroded its equity base (by an accumulated total of some ¢ 11.5 million).
Operating costs did not decrease even though financial income did. Interest rates
have been 3% per month since the program began, but costsarerising. Nevertheless,
increased competition mandatesthat interestsrates cannot rise, so CAM ispressured
to become more efficient, through reduction of expenses as well as economies of
scale. Once CAM has to borrow funds in the marketplace, financial costs will
increase substantially, causing a negative impact on operational sustainability.

Write off delinquent loans: Using the actual figures from August, 1997 and the
projectionsfrom thedraft strategic plan for theyears 1997 to 2001, CAM and FINCA
appear to be optimistic regarding balance sheet growth. This fast growth, if indeed
it can be achieved, will have major implications for portfolio quality as well.
Projections in the draft strategic plan indicate that |oans over 30 days past due will
represent only 6%, 4% and 3% of the total portfolio in 1998, 1999 and 2000,
respectively. But since the level at 8/31/97 was 15.1%, this can be achieved only by
writing off the loans past due more than 180 days, which represent 11% of the
15.1%, and then not alowing the remaining loans or new loans to ever reach that
level of delinquency.

Keep administrative costs low: As the portfolio grows, more field staff will be
hired, but CAM will have to make a concerted effort not to increase the
administrative staff above its desired ratio.

Growth without delinquency problems and with cost containment: CAM is
projected to be operationally sustainable, including loanlossprovisions, in 1998; this
seemsattainablegiven theimprovement from 1996 to 1997, of 82%to0 94%. Inflation
isagain the“wild card” when analyzing financial sustainability. What we do know,
however, is that CAM was unable to reach self-sustainability by the end of the
project, no matter what definition or inflation rate is used. The near-term future,
however, should provide realistic opportunities for CAM to reach the sustainability
godl if the portfolio can grow without having delinquency problems, and if costs can
be contained to allow for reasonable profitability.

Need to procur efundsfrom exter nal sour ces: CAM hasnot procured funding from
external sources other than USAID and FINCA. The only new source of funds that
is mentioned in the draft strategic plan is accessing commercial loans beginning in
1999, using FINCA'’ s guarantee program.
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D. MANAGEMENT AND ADMINISTRATION OF CAM

L essons L ear ned:

In Phase 1 of the Microenterprise Development Project, that is, before the mid-1994 discovery of
massive fraud in CAM'’s regional office in San Miguel, weaknesses in CAM’s management and
administration had been flagged and recommendations made for FINCA’s technical assistance to
help CAM movetoward institutional sustainability. The project design emphasi zed that asustainable
Salvadoran institution would be created through a bottom-up process that would eventually result
in aclient controlled entity.

Even when the village banking and microenterprise lending program appeared to be going well in
Phase 1, FINCA retained much policy and operating control. Sal vadoran representativeswere el ected
to the Board of Directors in January 1995, including two women members of Village Banks. But
FINCA continued to retain significant influence onthe Board. FINCA argued that CAM’ s problems
were so severe that FINCA’s withdrawal from CAM’ s policy-making and management had to be
deferred. FINCA assumed the responsibility of “stabilizing” CAM and was to have a“ controlling
interest” in the CAM Board of Directors.

As the project ended in August 1997, FINCA’s role in CAM, contrary to the project design,
continuesto be major: FINCA provides |eadership on the CAM Board of Directors and through the
Hub office continues to be an important source of technical assistanceto CAM asit embarkson its
current drive (Phase 4) toward sustainability.

In Phase 2 and 3 increasing responsibility was delegated from the CAM Board of Directors (Junta
Directiva) to the Executive Director. Although FINCA retained substantial control at thelevel of the
Board of Directors, CAM is functioning well at the operational level under the direction of the
Salvadoran Executive Director.

In Phases 2 and 3 an essentially “top-down” process operated, as FINCA and the CAM senior
management and Board of Directors coped with the unsound grassroots village banks and
microenterprise solidarity groups, the fraud and portfolio problems, and the weaknesses in CAM
itself. Theanticipated “ bottom-up” processdid not happen nor did the project end with aparticipant-
dominated Board of Directors.

To make the General Assembly more effective and to prepare active associates for potential Board
membership, the CAM statutes were amended in 1997. The statutes establish multiple steps for
becoming an active associate. The processes will require a notable investment of CAM energies,
both administratively and to create and then to evaluate the performance of the applicant
assignments. An individual of good will who wishesto serve CAM may view the requirements as
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obstaclesthat must be overcome before he/she can even have avote in the General Assembly; more
than half ayear isalong timefor avolunteer to persist while others consider his/her worthiness. This
isin contrast to other volunteer organizations that minimize barriers to participation.

Asthe project ended in August 1997, many of the administrative weaknesses cited in the Mid-term
Evaluation and other reports had been addressed. Compared to mid-1994, CAM’ sadministrationwas
better overall though further improvements are needed, especially to complete and to integrate the
computerization of operations and accounting.

The number of employees has been cut from 210 to 126 at the end of November 1997—areduction
of 40%. In general the central office staff is better educated now than it was in the early 1990s.

One prudent reaction to the discovery of fraud was to centralize financial administration enabling
central office personnel are able to provide more oversight.

Recommendations:

1 The benefitsto CAM from its effiliate status should be monitored periodically, in particular
to assesstheassistancethat FINCA isproviding aswell asaccesstotheVillage Bank Capital
Fund.

2. To the extent that the USAID Mission in El Salvador wishes to continue promoting
microenterprise development in El Salvador in the late 1990s, it could endeavor to interact
morewith the Hub officeand FINCA communi cation and decision-making that affect CAM.

3. The CAM Board of Directors should examine its affiliate status with FINCA.

4, Continueto assessCAM’ srequirements. The CAM requirementswould providetheexisting
Board of Directorsand General Assembly ampleopportunitiesto deny activeassociate status
to anyonethey did not want on the Board for whatever reason. Thereisthe danger than CAM
would become a closed club with little infusion of new blood, which could make CAM
unwilling or unable to respond flexibly in respond to changing external conditions or to
CAM'’sown internal weaknesses. Thus CAM’s General Assembly and Board of Directors
arefar from being client controlled and the current processesfor selection of active members
puts much authority in the hands of current Board members, giving current clientsasagroup
little leverage.

5. Re-evaluate salary levels and incentive plans:Salary levels of CAM field staff are low; the
entry level salary of promoters is barely above the minimum wage. Some of CAM’s
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promoters have been hired away by other microenterprise programs or they have left for
better paying but unrelated employment. I ncentive pay haslong been recommended for field
staff and CAM intendsto institute such as system wherein compensation is based on growth
of the loan portfolio and other criteria

6. Recommend instituting an integrated management information system at CAM. Some
functions of CAM are computerized (accounting) and some are not (check writing). The
accounting software permits comparisons of historical income and expenseswith the current
actual period. But the budget is generated on different software, resulting in the necessity to
enter the actual data to generate budget variances.

It isasign of CAM’s strength that its technical staff is able to cooperate effectively with Hub’'s
technical consultants and eval uate optionsto achieve anintegrated information system. In any event,
it isexpected that by late 1998, CAM will have amuch better information system in operation. The
current internal and external auditing activities should prevent arecurrence of any fraud on such a
large and prolonged basis as was the case in the San Miguel regional office. The internal controls
in particular arewell established and accepted within CAM to the point that they areapart of CAM’ s
corporate culture.

The following CAM management and administrative strategies are planned or under consideration
and are intended to strengthen CAM as an organization:

1 Conduct an active campaign to recruit and train candidates for membership in the
General Assembly and for potential election to the Board of Directors. Identify
candidatesamong CAM borrowers and Salvadorans with experiencewith PV Osand
the private sector.

2. Reduce the number and influence of FINCA representatives on the Board of
Directors as more committed and capable Salvadorans are found to replace them. In
the long-run maintain the benefits of affiliation with FINCA International while
transforming CAM into a beneficiary controlled institution.

3. Continue effortsto improve the management and administration of CAM in avariety
of wayssuch asstaff training, the computerization and integrati on of the management
information system, updating and implementation of manuals, and recruitment of
staff with appropriate education.

4, Establish a system of incentive pay for promoters that both rewards efforts to
increase the total loan portfolio and to achieve a balance in the portfolio between
urban and rural borrowers, while maintaining portfolio quality.
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5. Decentralize some decision-making to the regional level while retaining centralized
oversight over approvals for disbursements and interna auditing. Maintain the
separation of functionsin the flow of money to limit opportunities for fraud.

6. Continue to take advantage of FINCA’s technical assistance provided through the
Hub office carefully and evaluate the appropriateness of the assistance to CAM
before implementation.

7. Control operating costs so that an effective CAM administration can contribute to the
growth of the loan portfolio and the achievement of financial sustainability

In short, while maintaining its commitment to the social purpose of uplifting the poor, especially
poor women, CAM wants in the long-run to be a self-sufficient financial institution controlled by
Salvadorans, mostly borrowers, whichlearnsfrom the microenterprise experiencesin other countries
through its affiliation with FINCA International.

Results: After assessing current management and administrative performance is assessed, the
conclusion is that in late 1997, having withstood the blows of the fraud (Phase 2) and having
reoriented its program and organization (Phase 3), CAM isaleaner and more capable organi zation.
There was an inherent conflict between the philosophy of building a bottoms-up organization in
which borrowers would eventually dominate the Board of Directors and the chain of command in
whichthe AID Mission held FINCA responsiblefor CAM’ sdevelopment. That conflict wasdefacto
dealt with in different ways during the course of this project; in the last years of the project FINCA
maintain much control in order to make the necessary controls.

E. RoLE oF FINCA IN CAM

The scope of work of this evaluation includes examination of the compliance of FINCA with the
terms of its Cooperative Agreement and assessment of the quality of its technical assistance.
Although recognizing that much had been achieved, the Mission is concerned that the project
purpose —the sustainability of CAM—had not been attained upon the end of project funding on
August 31, 1997. In attributing responsibility, it isimportant to distinguish between elements that
were (or should have been) under FINCA'’s control and those that were not. It must also be borne
in mind that during implementation, project designs are often changed.

In December 1997, the Board of Directors continued to have three North American Board members
from FINCA International (board members are chosen by the General Assembly). The chair and
treasurer’ s positions continued to be occupied by two of the latter three. The Board, however, met
only tri-monthly. Day to day decisionswere now completely left to the Salvadorean administration
of CAM and its Executive Director, Lic. Ingrid de Segovia. FINCA International, through its
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Guatemala office, provided important technical assistance including an institutional and financial
evauation of CAM in July 1996 which led to the new strategic plan which, as of December 1997,
was in draft. This new plan sets forth the new directions in both financial management and
administration which CAM proposes to pursue in the next few years. FINCA technical advisorsare
also introducing anew MIS and are said to visit CAM at least one week out of every month.

Since FINCA has had and continuesto have an exceptionally closerelationship with CAM. Because
of the unusually close relationship between FINCA and CAM, FINCA must take more credit or
blame that a (typical USAID) contractor who exercises little control over the client institution and
islimited its ability to alter policies, management, or administration.

That FINCA’srelationship is so close up to and after the August 31, 1997, end of the Cooperative
Agreement is a de facto change in the project design. FINCA’ s dominance aso contributed to the
top-down governance of CAM, another design change. When the project ended, CAM did not have
aBoard of Directorsinwhich clients had adominant voice. Taking the two design changestogether,
aninstitutional model existswhichisdifferent from that anticipatedinthe project design. According
to the project design, at the end of the project CAM would be a Salvadoran organization which had
achieved financial sustainability with a Board of Directors dominated by CAM clients.

The actual model is of a FINCA affiliate still struggling toward sustainability and still receiving
much guidance and technical assistance from FINCA along the way. Whether the existing model is
the appropriate one is depends upon a number of factors, including one’ s assessment of FINCA as
an organization. Given the existing close structural relationship with FINCA, including technical
assistancefrom FINCA through the Hub, it may be best to suspend judgment for thetimebeing. This
IS an opportune moment to eval uate both CAM’ s success or failure to achieve sustainability aswell
asFINCA'’ scontributionsto that outcome. The achievement of CAM’ ssustainability haseffectively
been postponed, though still depending on USAID’ sassistancea beit now through acentrally funded
project than through the Mission-sponsored Microenterprise Development Project.

The Midterm Evaluation of 1993 identified two major departures from the original design of the
project and enumerated areas for improvement in the FINCA-CAM operation. The first of the
departures concerned progression to graduation of the village banks. As concluded in the preceding
chapter (111.A.6), these village bank program changes are mgjor and deserve more investigation. It
wasreasonablefor FINCA to have made these changes. Thiswas apioneering program and existing
membersliked their banks and wanted to continue. But it would have been useful for FINCA to have
considered consequences and reexamined the design of the Village Banking Program. Usually those
implementing a project are not expected to do step back and analyze basic issues but FINCA was
and continues to be amajor creative force behind Village Banking at the international level.

The second major departure from the original design was the addition of a new Microenterprise
Program with higher lending limits. This program was not described in the Cooperative Agreement
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nor was there a strategy for developing it, which meant that project organizers were forced to
develop a strategy as the project went along. As discussed in Chapter [11.B, although the Program
was modified from timeto time, it continues to perform worse than the Village Banking Program.
In retrospect perhaps FINCA could have acted sooner to correct (or eliminate) the Microenterprise
Program.

The term *“compliance” can carry a connotation of a contractual obligation. It should be noted that
departuresfrom the path originally anticipated in the Cooperative Agreement were documented and
accepted by the Mission. The plethora of annual plans, quarterly reports, monthly vouchers, and
correspondence makes it clear that FINCA communicated frequently with the Mission during the
project, although sometimes the Mission took exception to FINCA'’s past activities or proposed
actions. FINCA generally complied with its contractual obligations under the Cooperative
Aqgreement.

In this report the term ‘compliance’ is used in the sense of compliance with the intent and
expectations of the project. Using this concept of compliance, amore positive conclusionisreached
concerning FINCA International’ s satisfaction of the terms of the Cooperative Agreement.

In its (draft) final report, FINCA Internationa justifies its record firmly on the basis of what was
learned, contending that the learning experience which this project provided was extremely
important for projects of thiskind world-wide aswell asfor USAID and FINCA and that the lessons
learned were in the areas of Credit Methodology, Financial Management, Administrative System,
Governance System, Training, Technical Assistance among others. This Evaluation Team agrees
although it also notes the considerable costsinvolved for CAM and USAID/EI Salvador from this
being an experimental project. Were FINCA International to openavillagebank programfor thefirst
timein El Salvador today, many, if not most, of the faultsin administration and management would
not occur because of what has been learned through the project since 1990. CAM suffered because
it was part of alearning experience both for USAID and for FINCA.

Under the dynamic and committed leadership of Lic. Ingrid de Segovia, the future prospects for
CAM’sviability haveimproved. Would thisimprovement have come about more quickly if FINCA
International had completely left management to CAM? The answer is quite probably no. Creating
anew organization and giving it the experience to handle the conflicting pressures of El Salvador
cannot be done quickly. The seven yearsof FINCA involvement were probably not too long. Indeed,
there is areal question if CAM, in the absence of the considerable technical assistance currently
received from FINCA through the affiliation mechanism, would be ableto survive and develop even
now.

When is a project expense too much and when is it justified? The large sums spent on FINCA
International costsraisethisquestionrather sharply. Itisnoteworthy that projectswhich successfully
reach the very poor and introduce new types of financing and savings schemes, and offer somelevel
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of training and follow up, have often been very expensive to start and maintain. Moreover similar
projects in other countries with larger sums available - which have been considered successful by
most observers - have certainly spent forty to sixty percent on initial administrative costs including
those for expatriate expenses. What may be more important is not the initial expense - or the
expatriate proportion thereof - but the long term impacts which the project generates.

If compliance is not satisfying the specific origina terms and dates of the agreement, but, in fact,
successfully setting forth a new approach to providing access to credit to the poor in El Salvador
which has been widely adopted within that country and may have touched the lives of as many as
amillion people (through all CAM and other imitators' programs), then FINCA International may
have been said to have made avery positive contribution fully in line with the original intent of the
project.
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Annex 1

SCOPE OF WORK

Activity Name: MICROENTERPRISE DEVELOPMENT ACTIVITY
Activity Number:  519-0318
Strategic Objective No.1 (SO1): Expanded Access and Economic
Opportunity for El Salvador's Rural Poor. Results Package No.3A:
Rural Financial Services
Recipient: Foundation for International Community Assistance (FINCA International).

I. PROGRAM TO BE EVALUATED: Thisevaluation will serve asthe final evaluation of Cooperative
Agreement No. 519-0318-A-00-0352-00, Microenterprise Development Activity, signed between FINCA
International and USAID El Salvador on 8/30/90 with a PACD of 8/31/97 (Extended PACD to perform final
evaluation: 2/28/98). This activity falls under Results Package No.3A: Rura Financia Services.

1. SUMMARY OF THE PROJECT: FINCA International isan international PV O promoting the economic
and socia development of the poorest segment of society, especially women, throughout El Salvador, using a
methodology field tested in Latin America and, more recently, in Africa, Central Asia, and the United States.
This methodology involves the creation of village banks that are peer groups of 20-40 members who receive
three critical services: 1) working capital loans to finance self employment (typically from $50 to $300); 2) a
mechanism to promote savings; 3) a community-based system that is based up on mutual support and seeks to
encourage self-worth. Some affiliates, including the program to be reviewed in the present evaluation, also
provide larger individual loans ($230-$3,400) to microentreprenuers with existing businesses and assets for
guarantees.

On August 30, 1990, FINCA International signed a Cooperative Agreement with USAID/EIl Salvador for
US$10,000,000. The goal of this Cooperative Agreement was "to increase income and productive employment
opportunities for microenterprises, thereby enabling them to better contribute to and share in the benefits of
economic growth". The purpose was "to establish a new, viable, sustainable Salvadoran institution for
providing microentrepreneurs with increased access to financial and non-financial services'. Over the past
seven years, FINCA has worked with locally-hired employees, in-house and independent expertsin
microenterprise lending to carry out this mandate.

In 1991, through the funds provided under the Microenterprise Development Activity, FINCA International
created the Centro de Apoyo a la Microempresa (CAM), alegally registered Salvadoran NGO, with four regional
offices, to manage the village bank and the microenterprise portfolio, as well asto provide training services.

In July 1994, amajor embezzlement was discovered in the Regional Office of San Miguel. Immediate actions
were taken.

Asof July 1997, the CAM had 16,636 active clients, assets of US$2.56 million, an outstanding portfolio of
$1.43 million, and US$971,428 in cash.

1. STATEMENT OF WORK: The purpose of this evaluation is twofold: 1) to assess and provide feedback to
USAID on the progress made to achieve the objectives of the Cooperative Agreement; and 2) to make
recommendations for next steps in advancing the development of the CAM. Thisinformation will alow
FINCA, the CAM, and the USAID Mission to discuss possible future collaboration to advance the CAM's




continued devel opment.
The evaluation should be organized to assess levels of success in the following areas:

Institutional Development (progress made in creating a viable and sustainable local institution, CAM);
Financial Services (an assessment of the quality and outreach of financial services provided);

Non Financial Services (an assessment of the quality and outreach of training services provided);
Administrative Services (an assessment of the technical assistance and support services provided by
FINCA. Alsoincludes FINCA's compliance with the terms of the agreement);

5. Next Steps (an assessment of CAM's immediate and long term challenges, concrete recommendations
for action to meet those challenges, an assessment of the viability of the CAM becoming afinancially
sustainable institution and aformal financial intermediary, and specific stepsto follow).
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In evaluating project success in these areas, the evaluators will include the following elements:

a Comparison of Goalsto Actual Results:

The consultants will assess whether the project purpose was achieved and describe the factors that led to the
success or failure to achieve the project purpose. As part of this assessment, the consultant will compare actual
outputs

accomplished vrs. projected outputs as described in the original project proposal. Results should be organized
by objective for each of the project's activities. Indicators for each result should be listed for the base year and
every subsequent year for which data are available. Among others, the following questions should be
addressed in the above analysis:

.. Were the targets and indicators used appropriate?

.. Were the targets reached?

.. What were the factors with positive or negative impact on the end result? To what extent did the
embezzlement occurring in 1994 impede FINCA and the CAM's ability to achieve project goals?

The evaluation will include analyses and judgements from the eval uation team related to current and potential
risks that limit or threaten the CAM' sustainability; 4) achievement and maintenance of a good quality
portfolio; 5) quality of the financial servicesto the village banks; 6) focus on the current market segment; 7)
ability to access local funding to ensure its long range growth; and 8) possibility to become aformal bank or
financia institution.

The team will aso review CAM's progressin hiring and developing local staff to manage the organization,
including the quality of internal program, operational, and financial management systems and the ability of
staff to implement them, as well as the readiness of the staff to take on the challenges of potentialy becoming
aformal bank or financia institution (vision and leadership of senior management, adequacy of current
policies and procedures to meet regulatory standards, etc.). The team should also identify critical gapsin
competencies and training needs of staff. Particular attention should be given to the target of financia
self-sufficiency. Conclusions should include an assessment of CAM's interest in formalizing itself and both
the nature and the level of effort that would be required to

assist the CAM to attain the goal of becoming aformal financial institution, assuming other factors
(macroeconomic, regulatory, etc.) are favorable. Pending or actual regulation affecting CAM operations
should it become formalized should also be discussed.

b. Assessment of Overall Approach:
The evaluation should also assess the overall approach taken concerning the provision of servicesto the
targeted client group. Has the methodology proven to be sufficiently durable yet flexible to overcome the




challenges encountered? Are the economies of scale present in lending progressively larger sums of money
sufficient to attain CAM's target of full financial sustainability?

C. Assessment of Activity Results:

The evaluation team will carry out a key informant survey to determine project results. Thiswill involvein-
depth interviews with personnel who are knowledgeabl e about the market conditions of the microbusinesses
and how particular businesses have been affected by project activities. Thiswould be followed by limited
survey work with project participants and correlating the data to information in CAM's MIS system. Among
others, the questions to be addressed are the following: Have there been changesin levels of income, and/or
the level and nature of client economic activity (expansion, diversification), client family well being (housing,
education, nutrition), client self-confidence, community solidarity?

d. Assets

Arethe physical assets currently available appropriate and adequate to meet the operational needs of the
CAM? Arethey adequate for the longer-term needs of aformal financial institution if that is the future
direction? The team should include justification for any recommended additional equipment, software, or
other physical assets.

e. Gender:

- Didthe design specialy include women as participants and beneficiaries? In which activities/sub-
activities? What specific objectives and targets were set for participation by women as compared to men?
Are activity baseline and monitoring data gender-disaggregated?

- Werethese planned types and levels of participation for both women and men achieved (or exceeded)?
Why or why not? How much and what kind of participation by women as compared with men occurred?
Why did this occur?

- How did participation by women, compared with men, influence the degree of success of the activity?

- How successful was the project with women beneficiaries?

f. Sudtainability:

What activitiesif any, would need to be continued to ensure sustainability? What revenues would be needed
to sustain these activities? Are any other donors/organizations interested in supporting those activities? If
CAM isnot a self-sustainable institution, why did it fail? Isit worth it for USAID to continue to support the
CAM? Are management systems in place that are appropriate for the mix and level of resources likely to be
available over thelong term? Are activity sub-activities being conducted in a cost-effective manner?

g. Grant Agreement Regulatory Requirements:

The team must assess among others, whether FINCA has complied with al program and financial reporting
requirements for this grant throughout the grant period; and determine the extent of follow up
recommendations from the mid-term evaluation. Did FINCA fulfill the purpose of the Cooperative
Agreement? Isthe level of governance of the Board of Directors appropriate?

h. Conclusions and Recommendations:

The recommendations produced in this evaluation are perhaps the most critical aspect of the work to be
performed. Whileit isimportant for USAID, the CAM, and FINCA to assess the successes and shortcomings
of the past seven years, the CAM must maintain an orientation towards continued growth and overcoming
present and future obstacles. For this reason, the evaluation must provide detailed, specific recommendations




for strategies for the CAM to achieve its mission, with specific attention to the stated goa of becoming a
financially sustainable institution and formal financial intermediary.

V. TEAM COMPOSITION, SKILLSAND LEVEL OF EFFORT

The Evaluation Team shall be composed of three (3) individuals -- two (2) international and one (1) local. The
Contractor may propose an otherwise appropriately qualified candidate for a position if he/she does not meet
all of the requirements listed below, aslong as the deficient skill isfilled by one of the other team members.
The members of the Team and skill areas to be provided by the Contractor are as follows:

International Consultants

1. Organizational Development and Evaluation Expert/Team |eader:

USAID would expect that this person hasa Ph.D./MBA/Advanced Degree in Business, Economics or related
field. Atleast five (5) years of experience in managing and/or evauating financial intermediaries providing
micro-credit to the poor in developing countries, preferably El Salvador or any other Latin American country;
familiarity with and understanding of poverty reduction programsin the world, particularly as these pertain to
and impact on the lives of poor women; experience with MI1S, loan administration, performance planning and
budgeting of microenterprise projects, and how these activities influence on the sustainability of microfinance
institutions. Preference will be given to Salvadoran experience. Must have excellent writing skills. Relevant
senior level experience may be substituted for an advanced degree. Prior experience for USAID project
evaluation is highly recommended.

He/she shall be responsible for coordinating and managing the evaluation team, and shall be responsible for
producing the final evaluation report. In addition to the qualifications noted above, he/she must have
significant experience in conducting evaluations, and must possess excellent interpersona and manageria
skills. (LOE: 4 weeks).

2. Financia Services Expert:

Desirableis an MBA/Advanced Degree in Finance, Business, Economics or related field. At least five (5)
years experience working with microenterprise programs in Latin American countries, such as El Salvador;
extensive experience with microenterprise development, NGOs, evaluation and research; demonstrated
understanding of gender issues; familiarity with issues and options pertaining to the sustainability of
microenterprise intermediaries; experience with MIS, loan administration, and performance planning and
budgeting of microenterprise projects. Experience in evaluating microenterprise programsis essential. Must
have excellent writing skills. Preference will be given to Salvadoran experience. Extensive microenterprise
experience may be substituted for an advanced degree.

The financial services expert will assess the CAM's current financial health and make recommendations about
strategies for moving towards a financially sustainable institution,ial institution for the future. The review
should cover ingtitutional strengths (e.g. efficiency of operating systems, staff capacity, strategic vision, useful
management information systems and reporting systems, etc.); quality of services and outreach; and financia
performance, with particular attention to the potential for movement towards financial independence. (LOE:
two weeks).

National Consultants




3. Economist/Evaluation Specialist:

Preferably, this person should have an Advanced Degree in Economics or related field. At least five (5) years
of experience as an economist/social scientist in El Salvador. Experience in designing, implementing and/or
evaluating microenterprise programsis preferred. Proficiency in both written and spoken Englishis
necessary. (LOE: four weeks).

Genera Notes:

This evaluation requires interaction at various levels of the project. Therefore, it isimperative that al the
consultants be able to communicate with and function effectively both among the poor at grass-roots level,
junior and mid-level field staff, women and with senior donor and NGO representatives in El Salvador. To
ensure objectivity, it is preferred that the consultants have not had prior involvement in design or evaluation of
the CAM.

Additional local staff may be hired to perform the survey.

V. PROCEDURE
The evaluation process will evolve as follows:

1. The evauation team meets with the Mission Evaluation Team (MET) and FINCA representative in an
entry interview. Within three days from the day of arrival, the team will submit a detailed workplan, including
intended site visits, for USAID approval.

2. Theteam carries out field work. Reporting or meetings during this time will occur as agreed in the entry
interview. The Team Leader and other team members, as appropriate, shall meet weekly with representatives
of the Mission Evaluation Team and with the FINCA representatives to provide verbal reporting on the
progress of the evaluation.

3. Seven (7) work days before departure from the country the team submits five hard copies of a draft
evaluation report. The Activity Manager (AM) distributes it immediately to the MET and FINCA, alows at
least three days for reading the document and sets the final review, if necessary, for the third day--which
should leave the team time to make required changes.

4. USAID/EIl Savador and FINCA's representative shall discuss and comment on the draft report in the
consultants' exit debriefing no less than three work days prior to the departure of the team leader.

5. The Team Leader shall have up to three (3) daysin San Salvador to make initia corrections based on
feedback from USAID and FINCA. Prior to his’her departure, the Team Leader shall provide the Mission with
six (6) hard copies of the final draft report. All associated data collected as background to the report and not
presented in the report shall also be submitted to USAID/EI Salvador prior to the Team Leader's departure.

6. The AM distributes the final draft to MET members for their comments and, within ten days of receipt of
the report, provides these comments to the evaluation team.

7. Within two weeks of receipt of Mission comments, the team submits its final report. The Contractor shall
submit via courier service twenty (20) hard copies (Ten in English and ten in Spanish) and two copiesin Word
Perfect Version 5.2.



VI. REPORTING REQUIREMENTSDELIVERABLES

A. Within three days from the day of arrival, the team will submit a detailed workplan, including intended site
visits, for USAID approval.

B. The evaluation team will participate in entrance and exit briefings for the Mission Evaluation Team
(MET).

C. Draft Report. Seven working days before leaving El Salvador, the chief of party shall give USAID six
copies of adraft report in English (The Executive Summary and conclusions and recommendations should be
submitted in Spanish too). The contractor will participate in aMET review of this draft three days after the
date of submission of the draft. The evaluator will use comments, both written and oral, from this meeting to
revise thisdraft. The contractor shall incorporate the suggested comments and recommendatioto review this
fina draft before returning it to the Contractor.

D. Final Report. Within two weeks of receipt of USAID comments, the contractor shall incorporate drafting
and substantive changes and send to the USAID 20 copies of the final report: 10 in English and 10 in Spanish.
The evaluation report will include the following sections:

1) Executive Summary. Including purpose of the evaluation, methodology used, findings, conclusions and
recommendations. It will also include comments on development impact and lessons learned. It should be
complete enough so that the reader can understand the evaluation without having to read the entire document.
The summary should be a self-contained document.

2) Scope of Work and Methodology. A copy of theinitial scope of work and a detailed outline of
methodology used will be included. Any deviation from the scope will be explained.

3) Evaluation Team. A complete list of evaluation team members, including host country personnel, their
field of expertise and the role they played on the team.

4) Statement of Findings, Conclusions and Recommendations:

Findings and conclusions shall be succinct, with the topic identified by a short sub-heading related to the
area(s) of investigation identified in the Statement of Work (Section I11). Recommendations shall correspond
to major findings, be prioritized and put in atime-frame and specify who or which agency should take
recommended action.

The report shall provide the evidence and analysis to support the findings and conclusions. Data presented in
the report shall be desegregated by gender to the extend possible.

5) Previous Evaluations. Thiswill include abrief description of conclusions and recommendations made in
the Project Evaluation performed by Chemonics International on November 1993. The evaluator will discuss
briefly what use was made of previous evaluation in the present review of the activity.

6) LessonsLearned. This section should describe the casual relationship factors that proved critical to
activity success or failure, including political, policy, economic, social and bureaucratic preconditions within
the host country and USAID. These should also include a discussion of the techniques or approaches which
proved most effective or had to be changed and why. Lessonsrelating to replicability and sustainability will
also be discussed.



7) Annexes. Thissection shall include, but not be limited to the following:

Case Studies of ten FINCA borrowers;

Survey Questionnaire;

Bibliography of documents reviewed;

List of individuals/agency representatives interviewed;
Selective tabular presentations of quantitative data.

8) Paginated Table of Contents.

E. USAID Evaluation Summary (AES) and PACR: The Team shall complete Section H, "Evaluation Abstract”
and Section J"Summary of Findings Conclusions and Recommendations® of the AID Evaluation Summary
form, and submit thisto USAID/EI Salvador with the final Evaluation Report and the Project Assistance
Completion Report.

*Note to CO Local professional salary shall consider, anong other things,
salary history over last 3 years.
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Annex 4

LIST OF PEOPLE INTERVIEWED

USAID/EIl Salvador Mission

. Roxana Blanco, Microfinance Manager

. Tully Cormick

. Lic. Sandra Lorena Duarte, Project Officer, Microenterprise Development Project
. Martin Schulz, Controller's Office

CENTRO DE APOYO A LA MICROEMPRESA

. Lic. Ingrid de Segovia, Executive Director

. AnaOctavila C. de Alarcén, Gerente de Programas

. Rolando Alas, Jefe de Informética

. Evelyn de Argumedo, Gerente Administrativa

. José Burgos, Gerente Financiero

. Esmir Hernandez Gonzélez, Gerente de Regién Paracentral

. Jorge Adalberto Aldan Luna, Jefe de Control Interno

. Sonia Marinel Molina, Promotora de laZona de Comalapa

. Fernando Murga, Jefe de Contabilidad

. Morena Fuentes, formerly promoter for CAM in San Miguel Region

[ promoters from the Paracentral Region were interviewed as a group; members of a
village banks were interviewed separately]

. Mario Guity, FINCA/Hub Advisor
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ANNEX 5

CAM FINANCIAL DATA

Using the“Format for Appraisal of Micro-Finance Institutions’ published by the CGAP Secretariat
on February 25, 1997, the following tables for CAM are presented below:

a. Balance Sheets

b. Income Statements

c. Portfolio-At-Risk Worksheet

Using an Excel spreadsheet format, an additional table follows:

d. Reconciliation of Loan Loss Reserves
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ANNEX 6

SELECTED BIBLIOGRAPHY
(in chronological order)

Bossert, Thomas, T. Dwight Bunce, Carol Dabbs, Michael Favin, Lois Godiksen, and John Massey,
“The Sustainability of U.S.-Supported Health, Population, and Nutrition Programs in
Honduras: 1942-1986, A.l.D. Evaluation Specia Study No. 58,” U.S. Agency for
International Devel opment, December 1988.

U.S. Agency for International Development, “Microenterprise Development Project [Paper],” El
Salvador, August 1990.

“Cooperative Agreement to the Foundation for International Community Assistance [from the
Agency for International Development],” El Salvador, August 1990.

Diario Oficial, Tomo No. 311, “ Estatutos de la Asociacion Centro de Apoyo alaMicro Empresa,”
San Salvador, El Salvador, May 14, 1991.

Agreement between the Foundation for International Community Assistance, (FINCA) and The
Centro de Apoyo alaMicroempresa (CAM), El Salvador, March 26, 1992.

Centrode Apoyo alaMicroempresa, “ Summary of the Second Impact Evaluationfor VillageBank,”
El Salvador, May 1992.

Carana Corporation, “Institutional Assessment of FINCA International,” 1993.

Ganuza, M., J. Nash, and M.A. Rivarola, (Chemonics), “Midterm Evaluation Microenterprise
Development Project,” El Salvador, November 1993.

Castellanos Campos y CIA, “Informe de la Evaluacion Administrativa Realizada en el Centro de
Apoyo alaMicroempresa (CAM) en € Periodo del 29 de Agosto a 20 de Septiembre de
1994,” El Salvador, September 1994.

Marion International Development Services, Inc., “ Evaluacion de Control Interno del CAM [ayuda
memoria],” Wisconsin, October 29, 1994.
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Price Waterhouse L.L.P., “Evaluation of the Center for Microenterprise Support Project (CAM),”
USAID/El Salvador, November 23, 1994.

FINCA International, Inc., Microenterprise Devel opment Project, “ Cooperative Agreement No. 519-
2318, Fifth Year Action Plan,” Sept. 1994-Aug.1995, [revised text], February 14, 1995.

Tucker, William R., “The Institutional Viability of the Centro de Apoyo ala Microempresa,” El
Salvador, December 1995.

Castellanos Campos y Cia and the Centro de Apoyo ala Microempresa, Organigrama Propuesto
[Organization Chart], December 1995.

FINCA International, Inc., and CAM, Microenterprise Development Project, “Cooperative
Agreement No. 519-2318, Sixth Y ear Action Plan, Sept.1995-Aug.1996,” March 30, 1996.

Hub Centroamericano de Asistencia Técnica, “Evaluacion Institucional y Financieradel Centro de
Apoyo alaMicroempresa,” Guatemala, July 1996.

FINCA International, Inc., Microenterprise Devel opment Project, “ Cooperative Agreement No. 519-
2318, Seventh Y ear Action Plan, Sept.1996-Aug.1997,” August 30, 1996.

Hatch, John K., Estatutos de la Asociacién Centro de Apoyo a la Microempresa “CAM,” El
Salvador, April 27, 1997.

U.S. Agency for International Devel opment, [draft] “ Microenterprise Development [Policy Paper],”
1997.

[Hub Centroamericano de Asistencia Técnica], “ draft Plan Estratégico 1997-2000 [para el Centro
de Apoyo ala Microempresa],” 1997.

Centro de Apoyo a la Microempresa, “[draft] Sistema de Bancos Comunales,” El Salvador,
December 1997.

FINCA International, “Final Report, Cooperative Agreement N0.519-0318-A-00-0352-00,”
USAID/EI Salvador - FINCA International, (Draft), January 16, 1998.
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