
ODEFIKATALY SIS 
MIP IGP PROJECT FIRST YEAR EVALUATION 

March 1,1998 
(REVISED JULY 9,1998) 

Denn~s Macray 
Microcredit Specialist 

Katalys~s NorthISouth Development Partnersh~p 
1331 N Commerce St1 eel 

Stockton, CA 95202 



ODEFIKATALYSIS 
MIP IGP PROJECT FIRST YEAR EVALUATION 

I Executive Summary Page 1 

11 Institutional Overview 
Background 
Key Indicators 

111 Management Information System 2 

IV Financial Statements and First Year Results 3 
A Balance Sheet 

1 Assets 3 
Liquidity 
Loan Portfolio 

Credit Service 
Loan Products 
Loan Administration 
Loan Monitonng 
Delmquency 
Loan Loss Rates and Provisions 

Flxed Assets 

2 L~abll~ties 
Savings 
External financing 
Restricted donations 
Other liabil~tles 

B Income Statement 
Revenue from Operations 
Expenses 
Financial Expenses 

V Inst~tut~onal Issues 10 

VI Reasonableness of Table 1 Targets 12 

VII Recommendations 14 

ATTACHMENTS Table 1 and Flnanclal Statements 



ODEFIKATALY SIS 
MIP IGP PROJECT FIRST YEAR EVALUATION 

Dennis Macray, M~crocredit Spec~al~st 
March 1,1998 

I EXECUTIVE SUMMARY 
This report includes the findlngs encountered at the Organizaclon de Desarrollo 
Empresarial Femenino (ODEF), in San Pedro Sula, Honduras at the end of the first year of 
the ODEFKatalysls MIP IGP project An evaluation of operations, admlnlstration, 
financial status and portfolio performance was completed dunng a field vlslt to ODEF 
from January 22 - February 1, 1998 

ODEF has progressed s~gn~ficantly durmg the first year of this project The credit 
portfolio has grown to more than $1 5 mdlion with over 7,500 chents, while operatmg 
costs have remained low and return on operations (MIP table 1) has ~ncreased from 64% 
in December 1996 to 78% in December 1997 Of the 7 key indicators assessed by AID, 
all but one are either on target or exceeding the expected output While this evaluation 
focused on the progress and activities of the first year ending September 30, 1997, 
progress was also evaluated through the end of the year, December 3 1, 1997 in order to 
compare ODEF's progress slnce the AIDBarry Lennon assessment which examined the 
program as of December 3 1, 1996 

ODEF Continues to face several challenges however These include Installing and 
utilizing an automated loan portfolio management system, Maintaining operatmg costs at 
20% or below total assets, Mainta~nmg adequate loan loss reserves, Keeping fixed assets 
at or below 18% of total assets, Developing products and services to maintain market 
posit~on among cl~ents, and accessmg adequate sources of financing for 1999 to meet the 
projected loan volume 

n INSTITUTIONAL OVERVIEW 
BACKGROUND 
Founded in 1985, the Organizaclon de Desarrollo Empresarlal Femenino (ODEF) joined 
the Katalysis Partnership in 1989 Prior to 1989, ODEF had managed several commun~ty 
development programs and microenterprise development act~vtt~es includtng providing 
several individual unsecured loans In 1989, Katalys~s supported ODEF in developing a 
new microlending program using the community banking methodology Since then, 
ODEF has become the lead agency for microenterprise lendlng programs within the 
Partnership and has set many of the standards for program performance and orgaruzational 
development for the Katalys~s Partnership 

In October 1996, Katalys~s received a three-year $900,000 Implementation Grant Program 
(IGP) grant from the M~croenterprlse Innovat~on Project (MIP) to strengthen ODEF 
Approximately $189,000 of the grant finances techn~cal assistance and tralnlng by 
Katalysis $651,291 IS to capital~ze ODEF's credit fund and $58,841 to finance a portion 

AIDMIP IGP Year 1 Evaluation 



of ODEF's operatmg costs In January, 1997, an mstitut~onal assessment of ODEF was 
completed by Barry Lennon and Oscar Oswaldo Oliva for USAIDIMP 

KEY INDICATORS 
According to the financ~al statements and Table 1 indicators, ODEF has met or exceeded 
their first year projected outputs, except the decrease In Ind~v~dual Loans which is 
explained in section V and VI The IGP Agreement specifically examines the following 
key lnd~cators taken from Table 1 Fa~lure to complete at least 75% of the requ~red 
outputs for each mdlcator could, at the dlscretlon of AID, limit the hture access to 
financmg according to the grant agreement ' 

1 y o  I Goal 
Year 1 

Outstanding EOY 
CB 
Indlvidual 
Soltdanty 

TOTAL 

Number of Loans 

Outstanding EOY (Lps ) 

Indlvidual 
Solidarity 

TOTAL I I8 500 670 1 17 255.627 

12131196 

Delinquency Rate & I l 0 7 % &  130% 

1997 

Portfolio at Rsk 1 14 1% 
Long Run Loss Rate 143% 125% 
Return on Operations 1 64% 1 63% 

Actual 
Year 1 
1213 1/97 

Goal 
Year 2 
1998 

8 737 
294 

9,03 1 

8 820,340 
6,02 1,848 

14 842 188 
3 0% 

3 0% 
82% 

Goal 
Year 3 
1999 

12,408 
23 1 

12,639 

14,192,096 
5,163,754 

19 355,850 
3 0% 

3 4% 
100% 

111 MANAGEMENT INFORMATION SYSTEM 
Portfoho Management 
ODEF's major inst~tut~onal weakness cont~nues to be the lack of an automated mtegrated 
accountmg and portfolio management system, w~th the capaclty to calculate and track 
delmquency and key portfol~o mformation The marn problems th~s causes are Hlnders 
abhty to collect payments in a tlmely manner, Allows delinquency to remain high and 
unchecked, Takes at least three days for transact~ons to be posted and updated, Prevents 
client records from being accessed by cycle or length of t~me In program, and as such does 
not allow for accurate and t~mely revlew of the credlt portfol~o ODEF cannot rap~dly 
determine the quality of the portfoho and spec~fic loans without an automated mformat~on 
system 

ODEF has taken the first steps to introducing and installmg a new comprehensive financ~al 
management system for administration and portfol~o management I was able to spend 

' This IS stated clearly in the MIMGP Grant Agreement dated 30 September 1996 
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several hours w~th the software developer to better understand the steps ODEF w~ll be 
taking in installmg this system ODEF has had several problems with systems in the past 
and is proceeding caut~ously with this new package They have evaluated the system and 
established a workplan for ~ t s  ~nstallation, according to the 10-step process Katalysis has 
recommended ODEF has specifically started with the following steps 

Hirmg a MIS expert and two data entry clerks, 
Conductmg a d~agnost~c of mternal systems and preparmg chart of accounts, 
Runnmg a parallel installat~on of the new system to ver~fy accuracy, 
Retrainmg ex~stmg staff ~n the new system and contractmg for software ma~ntenance 

It ss essentzal that ODEF complete the steps recottzmendecl by Katalyszs to ensure the 
systenz ss rnstallerl and tested durzng parallel operations thzs fiscal year 

IV FINANCIAL STATEMENTS AND FIRST YEAR RESULTS 

A BALANCE SHEET 

1 ASSETS 
LIQUIDITY OF ASSETS 
According to Barry Lennon's report, ODEF had cash and bank deposits of 1 2% of total 
assets m 1996 Following the aud~t by Price Waterhouse, th~s was reported as 3 16% 
However ODEF continues to record ~t as 0 48%, much lower than previously assumed 
ODEF stands by th~s  calculation and notes the d~screpancies in fbnd accounting and 
accrual method used by the account~ng firm to enhance the organ~zation's liquid~ty In 
1997, the rate strengthened Accordmg to ODEF, the I~quid~ty had mcreased to 9 5%' by 
December 3 lst, 1997 ODEF expects ~ t s  cash and depos~ts to reach 14 4% by the end of 
1998 

LOAN PORTFOLIO 

The cash and bank depos~ts as a percentage of total assets has been growing since its low 
rate In 1996 ODEF has improved ~ t s  asset composition and projects contmued 
strengthening Th~s measure of l~qu~d~ty  is Important for meetmg cash flow needs and is 
NOT the same as the current ratlo 

Credrt Servrce (Loan Portfolro Ratlo or Performmg Assets Ratro) 
To measure the percentage of assets that are allocated to the cred~t program, and are 
therefore considered performmg assets, ODEF uses the followmg formula Outstandmg 

Liquldlty Fonnula=cash & depos~tsltotal assets Thls is not the same as Current Ratlo which measures abrl~ty to 
meet debts, Fonnula = current assetslcurrent l~ablllties = 4 14% by December 1997 

Liquidity 
(Cash&deposits/total 
assets) 
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5 6 1% 

1996 

1 2% 

Sep 97 

17 96% 

Dec 97 

9 55% 

1998 
(proj ) 
14 44% 



Loan Portfolio/Total Assets = 70% for 1997 A more accurate measure of thls 
rndrcator would be to take the Average Loan Portfol~o/Total Assets for the perrod = 

66 5% Thrs allows ODEF to cons~der the fluctuatron that may occur dur~ng the 
period, and IS a more realrstrc ratro, rather than slmply usrng the end of period 
amounts For example, the loan portfollo may be hlgh at the end of the year due to the 
Christmas rush on loans By looking at the average loan portfolio from the start to end of 
year, the organization has a better sense of what percentage of its assets are truly allocated 
to the credit program over time 

Loan Products 
ODEF has h~storically offered Community Bank loans and Individual Credlt Loans to its 
chents Targets for the AIDIMP project were set for these two programs In 1997, 
ODEF added a new product to its loan portfollo, Solidarity Group loans, which gave them 
a total of 7,612 actlve cllents by December 3 1, 1997 78% of the total clients are women 
The terms and rates for these loan programs are as follows 

Loan Portfolro Ratro 
Average Loan 
Portfolio/ Total Assets 

1995 

69% 

Communrty Banks 

Indrv~dual Loans 

Total number of banla 
Actwe Cl~ents 
Percent Women 
Total Cred~t D~sbursed 
Total number of loans disbursed 
Average Loan S ~ z e  
Mln /Max Loan Amount 
Interest & Fees Charged 

1996 

75% 

1995 
98 
2,413 
87% 
$418 666 
3 454 
$121 

Total number of cl~ents 
Percent Women 
Total Cred~t D~sbursed 

, Total number loans d~sbursed 
Average Loan S ~ z e  
Mln /Max Loan Amount 
Interest & Fees Charged 
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Sep 97 

60% 

Solrdilrrty Groups 

1996 
175 
4 068 
73% 
$871 223 
6 857 
$127 

1995 
72 1 
72% 
$1,161,904 

$ 1  612 

Total number of Sol~dar~ty Groups 
Active Cl~ents 
Percent Women 

Dec 97 

66 5% 

1997 
274 
6 268 
85% 
$1 017,270 
8 244 
$123 
$60-800 
36% & 3% 

1998 
(proj ) 
72% 

1996 
456 
54% 
$682 850 

$ 1  498 

1995 

1997 
839 
55% 
$793,650 
379 
$2 094 
$220-7 500 
30% & 3% 

1996 1997 
125 
505 
65% 



While ODEF has expressed an interest in increasing its Solidarity Group lending, the lack 
of information on the performance of these loans and on the quality of the portfolio 
prevents Katalysis from endorsing this move ODEF has found the Solrdarrty Groups to 
be a preferred loan mechan~sm for women in need of larger caprtal amounts, and/or chents 
who do not want to partrcipate In community banks or who have "graduated" from such 
groups However, it IS unclear whether this IS a qualrty control (client satisfaction) matter 
or financral performance decrs~on Katalysrs IS unable to evaluate nor comment on the 
performance of these loans and the quality of the portfolio (delinquency and losses) 
without an automated portfol~o management system 

Total Cred~t D~sbursed 
Total number of loans d~sbursed 
Average Loan S ~ z e  
Min /Max Loan Amount 
Interest & Fees Charged 

ODEF shouldfirst develop the capacity to nzeasure portfolio quality on a darly basis 
through the use of an automated system, before further apantlrng thrs loan product 

Loan Administrat~on 
ODEF has not revrsed rts cred~t pol~cy srnce 1993, although the document is strrctly 
adhered to, it should be updated to reflect new policies in the areas of collections, payment 
process, and credrt products ODEF has adopted a separate polrcy document concerning 
Solidanty Group loans, whch needs to be integrated wlth the overall credrt pollcy The 
C r d t  Policy rlocunzent should be uy(later1 to reflect all loan products and ratrfierl by 
the Board ratlz er than misting as separate policy clocunzents 

- 

Loan Monitormg 
Whrle ODEF faces some of the obstacles that were reported in the assessment of January 
1997, primanly the lack of an automated system to track payments and delrnquency, rt has 
made adjustments to compensate An elaborate manual trackrng system has been 
estabhshed to match the payments at commercial banks with the accounts reconcrliation at 
ODEF The record keeping is extremely labor intensive and requrres drligent revrew by 
the credrt analysts and staff The rate of error under this system is unknown 

While Katalysis has secured finding to identr@ and install a suitable automated system for 
portfol~o management, ODEF had expressed doubts about the system's capac~ty and was 
waltmg to see successfbl results at other MFIs As of December 31, 1997, ODEF had 
evaluated the software and agreed that it would be an appropnate system to Install The 
system has been tested at several organizations and ODEF has had the opportun~ty to 
assess rt Katalys~s will facilitate the preparation, traintng, and mstallation of the system 
ODEF will assume responsrbilrty for maintenance and follow up wrth Katalysrs monrtorrng 
thew progress 

- 

- 
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Delmquency (portfol~o at rlsk method) 
ODEF reports a steady declme in delinquency smce the Inception of this project The 
initial proposal was prepared wlth targets for delinquency of 3% based on payments In 
arrears not portfolio at rlsk However, ODEF has adopted Katalysls' Portfolio at h s k  -, 
method to calculate delinquency based on total loans wlth payments in arrears, and ths  IS 

declining as follows 

ODEF reports its quarterly delinquency based on random sampling of ~ t s  loan portfolio, 
since it does not have a hnctloning automated system to generate an aging of portfol~o 
report at this time This is a major weakness and could mask the true delinquency rates of 
the entire portfoho The reductlon in delmquency IS attributed to the reductlon in 
unsecured loans to ~ndivlduals (who had not participated in community banks) whch have 
histoncally carrled high rates of dellnquency (Please see footnote 3) 

December 1996 
14 1% 

Long Run Loss Rates 
ODEF has enforced ~ t s  pohcy of writmg off loans that are more than 180 days past due, 

April 1997 
10 6% 

Loan Loss Provls~on~ng 
ODEF has not adopted a process of prov~sionlng agalnst losses on a monthly basis, but 
instead calculates the provlslon sporad~cally, sometimes as infrequently as every four 
months Following the AID assessment in January 1997, ODEF began provisioning 

monthly at a rate of 10% of the outstanding loans, but stopped in June, 1997 and reverted 
to a lower rate The current level IS about 2 9%, and is adequate to cover the wnte off of 
loans more than 180 days past due ODEF reports that it now provisions 3% of its 
portfolio on a monthly basis according to the recommendat~on of Barry Lennon The use 
of an automated system will facilitate thls process ODEF nzust also update and 
document rts polzcy for loan loss provzsionzng to protect zts financral structure tlzrough 
systenz fltzc provrsronzng 

and has been able to control its loan losses 

FEED-ASSETS 
ODEF's fixed assets remained solld in 1997, although as a proportion of total assets they 
are stdl h~gh for a financial lnstitut~on at 20% ODEF intends to adjust their accountmg to 
reflect proper depreciation of equ~pment and computers, and to liqu~date veh~cles whlch 
are no longer finctionrng They are also constructtng a second floor to the office budding 
In order to house the new computer systems and staff whlch will add approx~mately 
450,000 Lps to their fixed assets ODEF has determined that a larger storage facility IS 

September 1997 
8 2% 

' In January 1998 ODEF manually calculated the dellnquency on ~ t s  entire portfolio exarnlning all Community Bank 
accounts and Inhdual Loan accounts for 1997 to arrlve at an accurate rate 
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December 1997 
7 1%' 

Long Run Loss Rate 
1995 
1 35% 

1996 
4 3% 

Sep 97 
1 72% 

Dec 97 
141% 

98 (P~OJ)  

3 5% 



needed for collateral and a larger accounttng/MIS ofice Although th~s increase IS 

planned, they have estimated their fixed assets to be no more than 16 2% of total assets by 
the end of 1998 

ODEF should manage thzs carefully and avord arklrtronal rnvestnzents zn fmed assets 
until they have resolved tlzerr rlepreciatzon rlrscrepancres and are able to bring down 
their frxed asset rafio 

2 LIABILITIES 
ODEF had a total of L 15'65 1,000 In habillt~es at the end of 1997, which represented 
55% of total assets Thls has improved smce 1996 when l~abilltles represented 80% of 
total assets 

Savmgs 
The Commun~ty Bank cllents are required to save 20% of their loan amount durlng each 
cycle ODEF requires that 70% of thls be deposited into the Guarantee Fund, a fixed 
deposlt account which serves as a loan guarantee and generates above-commercial savings 
rates of mterest for the clients, and 30% of the bank's savings In a commercial bank 
savlngs account ODEF has estabhshed relat~ons wlth SIX commerc~al banks to allow such 
accounts to be establ~shed In banks access~ble to cl~ents, and In inst~tutions whlch provide 
transact~on services and statements for ODEF Up to 50% of thls "mternal account" can 
be used for loans within the group or to other cllents However, to date ODEF's 
community banks have generally avoided such lnternal loans and have preferred to keep 
the savmgs on depos~t 

By December 3 1, 1997 the Guarantee Fund held by ODEF was 2'6 15,000 Lemplras in 
tlme deposit accounts, of which 1,000,000 was held as community bank guarantees and 
the remainder used to finance loans ODEF slzoukd adopt the reconzmentlntrons made zn 
1997 to halt use of these cleposzts for loan financrng untrl legal authorzzntron zs 
provrrled by the government of Hontluras 

External F~nancing 
Currently ODEF has establ~shed and maintained lmes of credlt and loans at both 
concess~onary and commerc~al rates from mstltutions includmg COVELO, 
PROCATMER, FHIS, lDB, and CHF According to ODEF the loans from these sources 
are as follows 
SOURCE I BALANCE as of 12/31/97 1 Annual Interest Rate 

FOPRIDEH I L 533-333 I 1 8OA I 

COVELO 
PROCATMER 
IDB 
C H F  

I - 
TOTAL 1 L 13,358,614 1 
Percentage of Total Assets I 46%% 

L 2,581,500 
L 4 402 561 
L 4,459 105 
L 1,382,115 
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The weighted cost of hnds to ODEF was 22% in 1997, whrch IS slightly h~gher than the 
18 9% m 1996 However, this is still below the commercial rates of 26-34%, and also 
reflects a much lower amount of external financmg than In 1996, when the total amount of 
loans was L 17,345,062 In 1996 debt capital accounted for 72 2% of total assets, much 
higher than the 1997 level of 46% 

ODEF is currently exploring new sources of financing at rates that are close to or at 
cornrnerc~al levels in order to finance their projected growth ODEF should continue to 
use caution in accepting more expensive external financmg until their equity posit~on is 
stronger and thelr return on operations is ~mproved 

Restr~cted Donat~ons 
In 1997, ODEF had L 3,990,000 In donations for operations and the Herenc~a Verde 
agr~culture training center Katalysis has recommended that ODEF account for Herencla 
Verde separately, and develop a business plan to achieve self-suffic~ency of this center 
Herencia Verde operating costs were L 2,648,000 In 1997, with only L 461,000 In 
business revenue generated The grants which have provided th~s  hnding will be 
termmated In early 1998, and ODEF will have to implement a separate operating plan for 
Herencia Verde 

Other Liab~lit~es 
By the end of 1997, ODEF reported L 1,351,000 in other habillties ofwh~ch over L 1 
milhon was from the guarantee fund which are deposlts from community banks that serve 
as loan securlty These other liablllties represent 4 7% of total assets, an increase from 
3 8% in 1996 ODEF should nzonztor tlzzs carefully and revzav these accounts to 
ensure lmbdtttes are kept nt n nzmznzunz 

3 INSTITUTIONAL CAPITAL 
ODEF had inst~tutional capital of L 12,843,000 at the end of 1997 This was 45% of 
total assets and shows an increase since 1996 when it was only 21% of total assets 

The compos~tion of this capital IS pr~marily donations at L 9,098,000 (70 8% of equ~ty) 
and retained earnings and other reserves totaling L 3,745,000 (29 2% of total equity) 
This demonstrates ODEF's shlfl from relying on borrowed capital in 1996 to greater use 
of donat~ons to finance the loan portfolio The use of A I D m  resources for credit funds 
have proven beneficla1 to ODEF under this grant Client revenues and income from credit 
operations are now resulting In 78% kll financial self-suficiency of ODEF, applying an 
estimated cost of cap~tal at commerc~al rates for these donations 

B INCOME STATEMENT 

1 REVENUE FROM OPERATIONS 
In 1997 ODEF generated L 7,926,000 In Income from cred~t operations, which represents 
90% of all revenue from operations 
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I Comm~ss~ons and Fees 1 542.000 1 6 1% I 

% of Total Income 
76 3% Interest on Loans 

It IS important to note that the Interest on loans accounted for 80% of ODEF's income 
before donations in 1996 The Increase In fee Income and other financ~al lncome seems to 
be due to sale of collateral of loans written off, del~nquency fees, and other sources that 
were lower in 1996 Katalysis should mon~tor thls carefilly to ensure that ODEF's 
income from operat~ons does not contmue to declme In relat~on to fee lncome 

Lempiras 
6.722.000 

Other Financ~al Income 
Total Finnnczal Income 

Non-Financial Income 
Total Income before Donat~ons 

2 EXPENSES 
In 1997 ODEF had L 6,365,728 In operatrng costs wh~ch ~ncluded salaries and 
adm~nistration, fees, deprec~atlon and loan loss provlslons 

I Lemp~ra I % of Total Costs 

662,000 
7,926,000 

894,000 
8,820,000 

7 5% 
89 9% 

10 1% 
100% 

1 TOTAL 1 6,365,728 1 100% 

Salar~es and Adm~n~stration 
Loan Loss Prov~s~ons 
Deprec~at~on 
Other Costs 

I O~eratlne CostsIAveraee Assets 1 38 4% 1 23 7% 1 16 1% 1 24 2% 1 

Operatmg costs as a percentage of average assets has increased in 1997 to 24 2% after a 
steady declme over the prevlous three years ODEF has explained that this IS due to 
higher costs of loan losses, construct~on and extraordmary costs result~ng from changes In 
the cred~t operat~ons Since salarres and adm~n~strat~on has remained constant at 61%, ~t IS 

hkely that the extraordmary expenses are takmg their toll on ODEF ODEF should 
attempt to keep operatmg costs at levels below 20% of average assets eaclz year 

3,890,000 
1,348,000 
280,728 
847.000 

Flnanclal Expenses 
ODEF reported L 2,364,000 in financ~al expenses for 1997 Th~s  1s only a 10% increase 
slnce 1996, when financ~al expenses had increased 100 5% from 1995 As such, the actual 
financ~al expenses and operating expenses of the cred~t program were completely covered 
in 1997 by lncome from operat~ons at 10 1% However, using the cost of hnds calculation 
recommended by Katalysis, ODEF would have financ~al expenses of L 4,930,835 
applying the preferred interbank lending rate of 26%, ~f they were to borrow these hnds in 

61 1% 
21 1% 
4 5% 
13 3% 
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the market Thus, usmg the Table 1 method of estimating financ~al expenses, ODEF has 
financ~al self-sufficiency of 78% (See Table 1 attached) 

V INSTITUTIONAL ISSUES 

Products and Serv~ces 
ODEF has not reached ~ t s  projected goals for the decrease in Individual Loans under th~s  
grant They are unlikely to reduce these numbers as former community bank members 
become elig~ble for individual loans A reduction In the number of loans may not be 
necessary as long as ~t does not impact the abillty to increase group loans and if the qual~ty 
of the loans are h~gh and do not threaten the overall quahty of the loan portfolio 

ODEF has instituted two changes in its credit program that directly relate to clrents 

Solrdarlty Group Loans - In order to serve smaller groups of women who have e~ther 
exceeded the workmg capital capac~ty of the cominunlty banking program, or who are 
located in remote areas, ODEF introduced Sol~dar~ty Group lending In the second half of 
1997 Th~s  program expanded rapldly and had 505 active cllents by the end of 1997 
ODEF cltes numerous advantages to this program such as decreased service costs, lower 
delinquency, and more profitable loans The organizatron IS also planning to expand th~s  
program and has requested AID'S approval in this area Katalyszs should work wzth 
ODEF to rletermzne the real costs of thzs loan program and the actualproftabzlrty 
(Includzng portfolio performance ant1 qualrty) of these loans, zn atltlitron to measurzng 
the scale of outreach projected before requesting any nzorlrficatzons from AID 

Trarnrg - In November, 1997, ODEF developed new tralnrng materials to accompany 
their cred~t tramng modules, including new handbooks for promoters and fl~pcharts for 
use in Commumty Bank classes Promoters and trainers report positwe results and a more 
unified curriculum throughout ODEF now 

Security & Safety 
Smce the mception of t h~s  program, secur~ty has become an increasingly important Issue 
ODEF has had increasing numbers of secur~ty problems threaten~ng the safety and welfare 
of cl~ents and promoters alike On October 15, the ODEF ofice was robbed result~ng In 
several losses and personal threats upon staff members A staff member was also forced 
to relocate her family and change homes for her own protection In addit~on, gangs pose 
an increasmg threat to credit promoters, one of whom was assaulted at gunpomt and 
robbed of all possessions in 1997 To address these problems, ODEF has taken the 
following measures 
1) Installation of gates and an alarm system at ODEF l~nked to a secur~ty agency 
2) firing of two secunty guards at ODEF 
3) Changes in loan payments and collect~ons processes to prevent cash transactions at 
ODEF (Clients must depos~t in commerc~al banks rather than at ODEF, and promoters 
do not carry cash, but rather checks to clients for d~sbursements) 
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4) Promoters are trained in how to deal w~th gang "tolls" and other barriers in certain 
areas where credit servlces are extended 

Fortunately, many of these changes are possible because ODEF and its clients do have 
access to commercial banks in the region This has also facrlltated moving clients toward 
the commerctal banking sector and exposing them to formal institut~ons None the less, 
ODEF should articulate these pol~cies and evaluate any areas wh~ch remain at r~sk The 
collection and storage of collateral cont~nues to be a security threat at ODEF, and 
alternatives should be explored to prevent th~s collateral from being stored on the 
premises ODEF may want to cons~der renting a guarded storage space off-s~te for such 
collateral, ~f the loan program is going to continue prov~ding collateralized loans 

Report~ng 
ODEF has shown capacity to report accurately and timely according to requirements set 
by donor institutions and lendlng institutions They currently complete quarterly reports 
for Covelo, CARE, AID, IDB, and Katalys~s All of these require the compilat~on of 
financtal statements and cred~t portfolio reports However, each report IS completed 
independently and contains lengthy narratives for each donor 

In order to keep operating costs and administrative costs down, ODEF should ut~lize a 
standardized reporting format that enables all key staff to produce and understand the 
information generated For example, key indicators for Covelo should be generated 
automat~cally by the system, and used for all reports to donor inst~tut~ons ODEF should 
engage in d~alogue with those donors who require unusual reports to negotiate a 
standardized reportmg document 

Katalys~s currently requires ~ t s  Partners to complete a standardized reportmg document 
that contains both key ~ndicators, ratlos, and financial statements ODEF has suggested 
adding a brlef section to explain the key indicators and changes in Table 1 outputs for the 
penod This should be lncluded in the next reporting cycle 

Competit~on 
ODEF is facing increased compet~tion from local NGOs and also commercial banks In the 
region However, they have continued to offer a h~gh quality product and service to their 
market and have easily maintained the~r position whde adding new chents at a rate of 44% 
monthly, without tampering with ~nterest rates or engaging in a price war In order to 
continue this level of growth, ODEF should Integrate processes to mon~tor their market 
needs and clients' demands so that the products and services remaln popular By 
instituting a Total Quality Management approach as ODEF has done, all promoters are 
both technic~ans and marketers for the organization However, ODEF's compet~t~ve 
advantage as a high-qual~ty retaller can only be maintained by monitoring the market and 
clients' requirements on a continual bas~s Stud~es that focus on impact, chent satisfact~on, 
or needs for new products should contmue to be used to enable ODEF to learn more 
about their changing market 
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Impact Analys~s 
In October, 1997 ODEF and Katalysis completed a full Impact assessment uslng a survey 
tool des~gned by the SEEP Network under the AIMS program As a follow up to the 
ATMS Impact Evaluat~on conducted, ODEF should establ~sh a schedule for the next phase 
of this project The Impact Analys~s provided ODEF w~th informat~on about thew cl~ents 
and potentla1 market that has already proven to be valuable New products, such as 
Solidanty Group Loans, have been developed to serve addltlonal clients The Impact 
Analys~s also provided ODEF with ~nformat~on about the tralning modules' effect~veness 
and the overall program efficiency If ODEF IS to ach~eve the level of growth stated In the 
AIDNIP goals, then they must contlnue to monitor their chents' progress and satisfact~on 
in order to adjust thelr programs appropriately 

F~nanc~ng  
ODEF projects a higher growth rate than previously forecast for 1998 Accordmg to the 
MIP proposal, by the end of Year 2, ODEF would have an actlve loan portfolio of 
14,842,188 Lps among 9,03 1 clients However based on the achievements in 1996 and 
1997, ODEF has rev~sed its operational plan In order to serve 10,000 clients with a loan 
portfolio of 25,6O2,OOO Lps However, ODEF w~ll have to access new sources of 
financing to reach ~ t s  larger project~ons for 1999 ODEF does have the optlon of 
accessmg commercial sources, but thls will Increase the financmg costs and lower the rate 
at wh~ch equ~ty IS increased for the organlzatlon 

Governance 
ODEF has adopted the AID recommendation from 1997 and strengthened its Board of 
Directors Employees no longer sit on the Board, w~th the exception of the Execut~ve 
Director ODEF has added a lawyer and a financial audltor to the~r board to br~ng 
addttional expertise In legal poltcy and financ~al management to the organtzatton 

Whle a formal Incentwe program has not been Implemented, ODEF has adopted a Total 
Quality Management approach and promotes professional~sm and hlgh-quality service 
throughout the organization Staff members are evaluated annually with a bonus for 
exceptional performance All staff members are provided life Insurance, medical coverage, 
and cont~nu~ng educat~on opportunities courtesy of ODEF 

Pol~cy and Regulatory Framework 
Pendmg leg~slatron in Honduras w~ll subject ODEF to regulation by the Central Bank, 
whlch will enable them to capture savlngs legally ODEF has been act~vely ~nvolved in 
pol~cy Issues and IS the only financ~al servlce NGO to s ~ t  on two major assoclatlons 
Although Katalysis does not currently facilitate such activities, the two organ~zations 
should in~t~ate discuss~ons to determme the appropriate role for the Katalysis Reg~onal 
Field Ofice In this area 

VI REASONABLENESS OF TABLE 1 TARGETS 
As shown earher In sect~on 11, ODEF has achleved its first year goals In fact, ~t had 
achieved some of these goals 7 months prlor to the end of the fiscal year However, the 
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progress so far In th~s second year IS not as dramat~c and Katalys~s wdl need to monitor 
ODEF's first semester (October 97 - March 98) progress carefblly to determme wh~ch 
areas are In need of fbrther development during 1998 

Katalysls and ODEF have noted that the MIPIIGP loan project~ons w~ll be exceeded th~s  
year The Barry Lennon assessment correctly ~dent~fied several constramts to the 
projectlons for ODEF ~ncludmg low exchange rate estimates and inadequate average loan 
srze projectlons Although thls reduces the leveragmg ~mpact of the IGP finds to ODEF, 
these resources will still be v~tal to ODEF's growth 

ODEF has revlsed ~ t s  annual operatmg plan to reflect h~gher performance objectives than 
onglnally set under the MIP grant In fact, ODEF projects servlng 10,000 chents by 
December 1998 wth L 25,602,000 In outstanding loans under their revlsed plan Whlle 
t h~s  IS a 10 7% Increase in cllents beyond or~ginal project~ons, the total loan amount IS a 
more significant project~on w~th a 72% Increase Th~s revision IS likely due to 

1 Farlure to reduce ~ndrvld~ml loan5 adequately ODEF has not met t h~s  MIP goal as 
antmpated, and in fact, IS reluctant to reduce the number of lnd~v~dual cl~ents below ~ t s  
current level Although the total number has decreased since the start of the project, ~t IS 

not progressmg as rap~dly as projected As time passes, Commun~ty Bank members w~ll 
be attracted to the Individual Loan program Raislng the ind~v~dual loan projections may 
be necessary as long as there IS no net reduction In loans to groups and the low-income 
clrents as a result 

2 Introduct~on of Solzdanty Groups Because ODEF IS now introducmg a new loan 
product, the orlginal project~ons based on commun~ty bank loans are too low for the 
organnatton Sohdanty group loans are usually much higher than those offered by the 
community banking program 

ODEF has requested a revislon of the Table 1 targets In order to reflect Increases In thelr 
new loan products (Sol~dar~ty Groups) and Indlv~dual Loan program goals They are 
confident that financ~al self-sufficiency and other indicators wdl be met under such 
revisions Untd ODEF has completed a SWOT anrlfinanczal analysls of thzs program, 
projectzng future growth In tlzrs nzanner nzay not be prudent 

Katalysls should explam the process of rev~sing the goals and remind ODEF of the~r 
responsibil~ty to achieve at least 75% of each output as projected in this AID/MIP grant 
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VII RECOMMENDATIONS 

MIS 
Katalys~s should conttnue its current plan for assisting ODEF with the installation of 
the SoftCorporacion management system It is essent~al that the system IS installed 
and tested during parallel operations this fiscal year 

FINANCIAL INDICA TORS 
To measure loan portfolio ratto, ODEF should cons~der using the Average Loan 
Portfoho/Total Assets for the perlod Th~s allows ODEF to consider the fluctuation 
that may occur during the per~od, and IS a more reallst~c ratlo, rather than simply using 
the end of per~od portfolio amounts 

ODEF must also revlse ~ t s  pol~cy for loan loss provisioning to protect ~ t s  financ~al 
structure 

ODEF should avoid add~tlonal mvestments In fixed assets unttl they have resolved thetr 
depreciation d~screpancies and are able to bring down their fixed asset ratlo 

ODEF should mon~tor their I~ab~llt~es and review these accounts monthly to ensure 
llabil~ties are kept at a minlmum 

ODEF should attempt to keep operatmg costs at levels below 20% of average assets 
each year 

SOLIDARITY GROUP LOANS 
ODEF should first develop the capaclty to measure portfolio quahty on a daily basis 
through the use of an automated system, before further expand~ng this loan product 

Katalysls should work w~th ODEF to determ~ne the real costs of this loan program and 
the actual profitabihty (~ncluding portfolio performance and quahty) of these loans, In 
addttion to measuring the scale of outreach projected 

The Sol~danty Group lending polictes should be ratified by the Board and Integrated 
w~th the organization's loan policies rather than exlsting as a separate document 

CLIENT SA VINGS 
ODEF should adopt the recommendat~ons made In 1997 to halt use of these deposits 
for loan financing untll legal authorization is provlded by the government of Honduras 

hXFANSION 
Until ODEF has completed a SWOT and financ~al analysls of the Sohdarity Group 
loan program, projecting fbture growth and revlslng annual targets in thls manner may 
not be prudent 
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CONCLUSION 
ODEF has successfblly Implemented nearly all recommendat~ons made durmg the ~ n ~ t ~ a l  
AID/MIP Assessment In 1997 Katalys~s has encouraged ODEF In its advancement and 
has provided appropriate technical assistance to successfidly manage the IGP Project In 
1997 Noteworthy ach~evements by ODEF in 1997 include 

Serving 7,612 low-income m~croenterpnse cl~ents w~th over $1 5 mlll~on In 
loans, 
Declme In portfolio at r~sk rate from 14 1% to 7 1%, 
Changes In llquldlty from 5 6% to 9 5%, 
Reachmg 78% return on operat~ons includlng adjusted financ~al expenses, 
Removal of staff members from Board of Directors, 
Complet~on of the first round Impact evaluation assessment 

However, ODEF stdl has not ach~eved 
Complet~on of at least 75% of each output as set by AIDIMIP agreeement, 
Installation of an automated portfolio MIS, 
Ach~evement of all mdicators and financial ratlos as recommended by AID in 1997 

Ths  evaluat~on and ~ t s  recommendat~ons will be shared w~th ODEF and the Katalysls 
Reglonal F~eld Ofice Further analys~s, conclus~ons and recommendat~ons from th~s  
evaluat~on w~ll be d~scussed w~th ODEF as necessary 
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ATTACHMENTS 

Table 1 

Flnanclal Statements 
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ODEF 

Table 1 

Slmpllfied Actlv~ty and Flnanclal Statement 
(Lemp~ras) 

Year f beg~ns Oct 1996 Sept 1997-ODEF 

Actual Actual Actual Projec Yr 2 Year 2 
Dec 96 Sep 97 Dec 97 Sep-98 Variance 

ACTIVITIES 
1 Amt of loans start of year 

2 a Amt of loan end of year Groups 
2 b Amtof Loans end of year ILP 
2 c TOTAL Loans Outstanding (sum of Lnes 2s and 2 b) 

3 Avg amt d bans wtstand~ng (average of knes 1 and 2 c) 
4 a No loans outstand~ng end year CBs 
4 b No loans outstand~ng end year ILP 

4 TOTAL No loans outstanding end of year ( sum of bnes 4 a and 4 b) 
5 a Avg loan size (CB program)-(Line 2 a divlded by line 4 a) 
5 b Avg loan slze (IL program)-(Line 2 b d~vided by hne 4 b) 

5 Avg loan sue (Ilne 2 c diwded by line 4) 
6 Del~nquency @ortrfd~o at nsk) 
7 Long run loss rate (Loan bsses diwded by bne 3) 

INTEREST RATES 
8a a Nominal Interest rate chareglCB s 
8a b Normal Interest rate chagedllLP 
8b a Annual Effedtve RatelGroups gne 11 a d~vlded by lme 21) 
8b b Annual Effedtve RatellLP (Ime 11 b dlv~ded by line 22) 

Annual Effectwe Ratetrotal (Ime 11 d~v~ded by llne 3) 
9 Local Interbank Lendlng Rate 

10 Inflatcon Rate 
CLIENT REVENUES 

I I a Interest mome (CB s) 

'fl* ~ J @ A - ' "  
&a a Cr* .eL? %*&* a 
lnes 11 aand 11 b) 

12 Fee income from d~ents 
13 Total d~ent revenues (sum of bnes 11 c and 12) 

NON FINANCIAL EXPENSES 
14 Adrmnistrahon mcl salanes 
15 Depreclahon of fixed assets 
16 Loan bss prowslons 
17 Total Non finanaal expenses (Sum hnes 14 15 and 16) 

ADJUSTED FINANCIAL EXPENSES 
18 Adjusted finaual expenses ( bne 3 (Irnes Ule Mer  of h e  S or Cne 10) 

T0TAl.S 

24 Amt of loans start of year lLP 
25 TOTAL Loans Outstandrng start of year (sum of lines 23 and 24) 
26 Other Operatton mome " 

Per AID MIP assessment by Bany Lennon for year endlng December 1996 
** If no Interest Income ~nformatlon IS glven by loan product zeros w~ll not affect the formula 

Other operatton Income Includes fees mlleded rental of storage space and sale of collateral from bans wr~tten off 
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BALANCE SHEET 
ODEF 

For the Year ended December 31 

All figures n Lemprras (Honduras) 

ASSETS 
Cash 
Depos~ts and Investments 
Loans Outstandmg 

Less Allowance for Bad Debt 
Loans Outstandmg (Net) 
Accounts Rece~vable 
Other Assets 
F~xed Assets 

TOTAL ASSETS 

LIABILITIES 
Guarantee Deposits 
Accounts Payable 
Notes Payable 
Other L~abll~ties 

TOTAL LIABILITIES 

INSTITUTIONAL CAPITAL (EQUITY) 
Donat~ons 
Retamed Earn~ngs and other Reserves 

TOTAL INSTITUTIONAL CAPITAL 

TOTAL LIABILITIES AND CAPITAL 



INCOME STATEMENT 
ODEF 

For the Year ended December 31 

All figures In Lemp~ras (Honduras) 

INCOME 
lnterest on Loans 
Fee Income 

Net Income on Loans 
lnterest on Deposits 
Other Income 
TOTAL INCOME 

EXPENSES 
Fmanclal expenses 

Interest on Notes Payable 
Other Fmanclal Costs 
TOTAL FINANCIAL EXPENSES 

Operatmg Expenses 

TOTAL OPERATING EXPENSES 

Bad Debt Prov~s~ons 

NET INCOME FROM OPERATIONS 

Other lncomelExpenses 
Donat~ons 

NET INCOME -1 12,568 1,391,448 1,963,000 
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KATALY SIS 
N O R T H I S O U T H  
DEVELOPMENT 
P A R T N E R S H I P  
- 

a non-profit organlzatlon 
seSvzng lo~u-lncome groups 

In developing countrzes 

BOARD OF DIRECTORS 

Founder 
Robert E Graham 
Namaste Foundat~on 
Carmel CA 

Cha~r  
Davld A Brown 
Reynolds & Brown 
Concord CA 

Blanca Flor Bon~lla 
Corporation for Community 
Projects of El Salvador (PROCOMES) 
San Salvador El Salvador 

Dmo Cortopassi 
San Tomo Group 
StocPton CA 

Alexander M Counts 
Grameen Foundat~on USA 
Washington DC 

Santa de Euceda 
Organnat~on for Women s 
Enterpr~se Development (ODEF) 
San Pedro Sola Honduras 

Gerald B Hlldebrand 
Katalys~s Partnersh~p 
Stockton CA 

Cam~la Elvir 
Famdy and the Env~ronment (FAMA) 
Jut~calpa Honduras 

Catarina Mendoza Sllvestre 
Assoc~at~on for Women 
In Development (MUDE) 
Villa Nueva Guatemala 

Devorah M~l le r  
M~crocred~t Spec~al~st  
Washington DC 

Llnda A Orr~ck  SNJM 
F~nanc~al  Consultant 
Sun Francisco CA 

D a v ~ d  M Pollock 
Kassbohrer GMBH 
Portland ORIGermany 

Sylvla J Rosales F ~ k e  
Spanlsh Speakmg Umty Councd 
Oakland CA 

James H Small 
Harvest Development Group LLC 
Washington DC 

Gregor~o Tzoc Norato 
Cooperatwe Assoclat~on for 
Western Rural Development (CDRO) 
Totonlcapan Guatemala 

Luz Vega Marquis 
Narlonal Econom~c 
Development & Law Center 
Oaklahd CA 

July 9, 1998 

Santa de Euceda 
Executive D~rector 
ODEF 

Dear Santa 

Thank you for your response to the First Year Evaluation of the 
USAID MIP Project at ODEF As I mentioned previously, it was a 
sincere pleasure to visit and observe ODEF's Cred~t Program and to 
learn more about your successfid organlzatlon 

I have made correct~ons to the translations and added information that 
your staff submitted to me as you wII note in the REVISED evaluation 
dated July 9, 1998 

In addition to the revisions, I have addressed the following concerns 
below 

1) lnsfallafron and rmplemenfafron of MIS I was extremely pleased 
to find your willingness to identifjr and install the SoRCorporacion 
system and the significant progress taken to date Thank you for 
polntlng out that the delay was because you had not witnessed a 
successfid use of the system by December 3 1, 1997 This observation 
was tncluded because the AID MIP ofice had recommended that a 
system be installed and used at ODEF Please continue to let'us know 
how we can be of assstance as you advance in this area 

2 )  Solldarrty Groups at ODEF The report notes that although ODEF 
has integrated thts program Into its credit operatrons, Katalys~s wdl 
have to wait untd the program has been in operation for several months 
before assessing ~t This IS In response to your request that AID 
consider allowing MIP credit fbnds to be used for Solldar~ty Groups 
In addttion, AID MIP OEce considers all lending activ~ties to be part 
of the credit program and vlews the Solidartty Group loans as part of 
ODEF's entlre portfolio We have menttoned this program In the 
evaluation because it IS an Important part of ODEF's strategy and 
operating plan Katalysis strongly endorses the Solidarity Group model 
and would llke to assist ODEF through appropriate support to ensure 
the success of the program 
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3) Mmocredrt Portfolio Pohcres and Admrnrstratlon It was my 
understandmg based on conversations with Gladys and Tesla and the 
document presented to me (Reglamento de Credito y Cobro) that the 
polic~es were wrltten In 1993 Although changes to the policies may 
have been made since 1993, I was not aware that these procedures are 
documented and used widely In ODEF If a current policy document is 
In use, please feel free to send me a copy so that I can reflect th~s  in the 
report and our records 

4 )  Loan Loss Reserves Accordmg to the Barry Lennon report, ODEF 
should establish a process of provisioning on a monthly basls uslng up 
to date portfol~o information Although ODEF has maintamed th~s  at 
an adequate level of 3% of the portfol~o, it IS difficult to calculate 
w~thout current automated portfolio reports As of December 3 1, 1997 
there was no evidence of a Board approved loan loss policy document 
wtth established levels for provlsloning Again, ~f this IS incorrect, 
please send me a copy to update my records 

I hope you will find my revwons and notations to the report 
satisfactory Please contact me if you have any hrther quest~ons or 
comments 

As always, we are very pleased with ODEF's progress and would like 
to know how Katalys~s and the Reg~onal Field Ofice can be of service 
to your inst~tution 

cc Daniel Martinez RFO 


