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SUBJECT AudIt Report No B-168-99-004-P, AudIt of USAIDlBosma-Herzegovma's 
Bosruan ReconstruCTIon Fmance FacIlIty Program for the PerIod Apnl 1 through 
September 30, 1998 

Attached IS the subject report 

DIstnbutIOn 

MISSIOn DIrector, USAIDlBosma-Herzegovma 
Controller, USAIDlBosrua-Herzegovma 
RegIOnal Servlces Center DirectorlBudapest 
RegIonal Contractmg OfficelBudapest 
SEED Coordmator 
AAJENI 
DAAlENI 
InformatIOn DIVlSlon Chief, ENIIOIMIID 
Seruor Desk Officer, ENIIECAIB 
LPA 
GC 
MlFM 
PPC/CDIEIDI 
MlMPI 

U S ADDRESS REGIONA\... INSPECTOR GENERA\... USAID AMERICAN EMBASSY BUDAPEST WASHINGTON D C 

20521 5270 



• 

• 

• 

• 

• 

• 

• 

• 

• 

AudIt ofUSAIDlBosnIa-Herzegovina's 
BosnIan ReconstructIon FInance FacilIty Program 

for the PerIod 
AprIl 1 through September 30, 1998 

AudIt Report No. B-168-99-004-P 
August 18, 1999 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

'*"'**' 'l·IIIII' 

Umted States Agency for InternatIOnal Development 
Office of the RegIonal Inspector General 

Nyar Utca 32, Budapest, Hungary 1071 
Telephone 36-1-352-8551/8553 

Facsrrmle 36-1-352-8539 

August 18, 1999 

MEMORANDUM 

TO USAIDlBosma-HerzegovIna cr~g G u 

,...l~~, 
RIGlBudapest, Jam.v R Bonnel FROM 

SUBJECT AudIt of USAIDlBosrna-Herzegovma's Bosman ReconstructIOn Fmance FacIhty 
Program for the Penod Apnl1 through September 30, 1998 

ThIS IS our final report on the subJ ect audIt In prepanng the report, we consIdered your comments 
on the draft and mcluded them m AppendIx II Based on the results of our audIt, we found that the 
loan volume dunng thIs SIX month penod-$33 8 mIllIon m loans recommended-represented only 
56 percent of the targeted amount In addItIOn, the $149 5 mIllIon m recommended loans from the 
InCeptIOn of the program was also short of the targeted amount of$255 mIllIon due to a slow start 
as dIscussed m our earher audIt reports Durmg the penod covered by the audIt, we noted that there 
were varIOUS reasons for loan actIVIty not meetmg targets such as an mcreased emphasIs on lendmg 
smaller amounts to smaller enterpnses and the dIsruptIon caused by the contract expIratIOn of the 
pnmary contractor Development Alternatives, Inc was replaced by the Barents Group who 
assumed responsIbIlIty for BUSIness FInance on October 1, 1998 

One prelImmary audIt findmg was Issued for thIS reportmg penod on whIch the MISSIOn took 
correctIve actIon ThIs report makes no new recommendatIOns, therefore, no actIOn on the report 
IS reqUIred by USAID/Bosrna-Herzegovma 

We apprecIate the cooperatIOn and aSSIstance prOVIded to the audItors on thIS aSSIgnment 

U S ADDRESS REGIONAL INSPECTOR GENERAL - USAID AMERICAN EMBASSY BUDAPEST WASHINGTON D C 
20521 5270 
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Background 

Bosma-Herzegovma declared Its mdependence from the former SocIalIst RepublIc of YugoslavIa 
In March 1992, followmg the lead of Slovema and CroatIa whIch declared theIr Independence In 
1991 The move to mdependence precIpItated a war m Bosma-Herzegovma that lasted from 1992 
untIl the sIgmng of the Dayton cease-fire agreement on October 10, 1995 Followmg the cease-fire, 
Bosma-Herzegovma was faced WIth keepmg the peace and restructunng Its war-tom economy The 
Dayton Agreement VIewed economIC rehabIlItatIOn and reconstructIOn as an essentIal element In 
achIevmg peace The Agreement negotIators belIeved that the people must have an economIC stake 
In the process, therefore, economIC reconstructIOn, economIc InstItutIOn bUIldIng, and promotIOn of 
a market economy were deemed to be major factors In ensunng lastIng peace 

In 1996, there were SIgnS of economIC recovery such as reparrs to baSIC Infrastructure However, 
many key economIC mstItutIOns and bUSInesses were not fully functIOnmg The country's bankIng 
system was technIcally Insolvent and burdened WIth non-performIng loans On March 29, 1996, the 
House JOInt ResolutIOn 170 (PublIc Law 104-122) appropnated $198 mIllIon for aSSIstance to 
Bosma-Herzegovma to address some ofthese concerns These funds were to be used for economIC 
revItalIzatIOn ($145 mIllIon), polIce tralmng and momtors ($45 mIllIon), demlmng ($5 mIllIon), and 
operatmg expenses ($3 mIllIon) 

USAID became mvo1ved In May 1996 when the ASSIstant Admmlstlator for the Bureau of Europe 
and the New Independent States authOrIzed the five-year $278 mIllIon Bosman ReconstructIOn 
Fmance FaCIlIty (BRFF) program These funds were to be used for financIal support of post war 
reconstructIOn and economIC reVItalIzatIOn, as well as for mcreasmg employment of the general 
populatIOn, refugees, and demobIlIzed soldIers On May 7, 1996, a grant agreement was SIgned 
between the Umted States and Bosma-Herzegovma to oblIgate the program's mltIal $27 5 mIllIon 
ThIS amount was transferred by USAID to Bosma-Herzegovma m July 1996 As shown In the 
followmg table, USAID has transferred a total of$194 9 mIllIon to Bosma-HerzegovIna 
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SUMMARY OF OBLIGATIONS AND FUNDS TRANSFERS 
AS OF SEPTEMBER 30, 1998 

OBLIGATING AMOUNT DATE OF 
DOCUMENT (mIllIons) FUNDS TRANSFER 

Grant Agreement $275 July 1996 

Amendment # 1 125 November 1996 

Amendment #2 195 May 1997 

Amendment #3 400 September 1997 

Amendment #4 300 Apnl1998 

Amendment #5 654 September 1998 

Total OblIgated and Transferred $1949 

AudIt Objective 

The ObjectIve of tIns concurrent audIt was to determme whether USAID/Bosma-Herzegovma and 
the Implementmg contractors used economIC revItalIzatIOn assIstance funds desIgnated for the 
Bosman ReconstructIOn Fmance FacIlIty Program for the purposes authonzed under the Grant 
Agreement and PublIc Law 104-122 

The Office of the Inspector General has Issued penodic reports on the Bosman ReconstructIOn 
Fmance FaCIlIty Program ThIS report IS the seventh such report on the program I AppendIX I 
contams a dIScussIon of the scope and methodology for the audIt 

See Audit Report Nos B-168-97-002-P dated March 26 1997 B-168-97-006-P, dated June 27 1997 
B-168-98-001-P, dated October 10, 1997, B-168-98-004-P, dated March 26 1998, and B-168-99-001-P dated 
October 30 1998 Also, see Memorandum Report No B-168-98-003-S, dated July 21 1998 
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AudIt Fmdmgs 

DId USAIDlBosma-Herzegovma and the Implementmg Contractors Use 
EconomIc RevItalIzatIOn ASSIstance Funds DesIgnated for the Bosman 
ReconstructIOn Fmance FacIlIty Program for the Purposes AuthorIZed Under the 
Grant Agreement and PublIc Law l04-122? 

For the Items tested, USAIDlBosma-Herzegovma and the Implementmg contractors were usmg the 
economIC revItalIzatIOn aSSIstance funds desIgnated for the Bosman ReconstructIOn Fmance FaCIlIty 
(BRFF) program for the purposes authonzed under the grant agreement and PublIc Law 104-122 

BRFF Program-What can funds be used for? 

Bosma-Herzegovma's phYSICal mfrastructure sustamed extensIve damage dunng the war 
ReconstructIOn reqUIres financIal resources and long-term credIt for the rehabIlItatIOn and 
revItalIzatIOn of Bosman busmesses, WhICh could then offer sustamable employment opporturnties 
for the general populatIOn, especIally demobIlIzed soldIers and refugees In response to thIS 
reqUIrement, USAID deSIgned the BRFF program, a $278 mIllIon balance-of-payments InItIatIve 
Illtended to "Jump-start economIC growth and generate employment opportumtIes for the general 
populatIOn" The program was offiCially IllitIated WIth the sIgnmg of the grant agreement on May 
7, 1996 Of the planned $278 mIllIon avrulable for the BRFF program through fiscal year 1998, 
$256 mIllIon was allocated for the loan program and $22 mIllIon for techmcal aSSIstance, trrumng, 
and support costs 

Loan Program To Implement the BRFF program, USAID SIgned a task order WIth Development 
AlternatIves, Inc, (hereafter referred to as Development AlternatIves) on May 16, 1996, to establIsh 
and operate Busmess Fmance 2 

As the pnmary Implementor of the BRFF loan program, Busmess Fmance, WIth offices m Sarajevo, 
Tuzla, BanJa Luka, and Brcko, recommends loans to USAIDlBosma-Herzegovma for approval The 
task order set targets of $45 mIllIon m loan recommendatIOns wmch were expected to create 6,750 
Jobs through December 31, 1996 After that tIme, USAID/Bosma-Herzegovma expected Busmess 
Fmance to recommend $10 mIllIon m loans per month, wmch would generate 1,500 Jobs per month 
These targets were formalIzed WIth Development AlternatIves III a task order modIficatIOn that 
became effectIve on May 1, 1997, and were contmued m a subsequent contract WIth Development 
AlternatIves that expIred on September 30, 1998 Through the contract's expIratIOn date, USAID 
expected a cumulative total of $255 mIllIon m Busmess Fmance loan recommendatIOns~ resultmg 

2 Fonnerly known as the On-Lendmg Management Umt 
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m 38,250 new jobs The Barents Group, the new contractor, assumed responsIbIlIty for Busmess 
Fmance on October 1, 1998 

Techmcal Assistance Development AlternatIves' task order also provIdes for trammg of Bosman 
commerCial bankers to help strengthen the Bosman banks' abIlIty to meet the credIt reqUIrements 
of the emergmg pnvate commerCIal sector 

In addItIOn to creaTIng Busmess Fmance, USAID also SIgned a task order on June 28, 1996, With The 
Recovery Group to proVIde aSSIstance to busmesses seekIng loans from the BRFF and W orId Bank 
credIt programs and to aSSIst enterpnses m achIevmg long-term VIabIlIty To meet ItS ObjectIves, 
The Recovery Group establIshed Busmess Consultmg3 whIch now has offices m Sarajevo, Tuzla, 
BanJa Luka, and Brcko 

BRFF Status-What were funds used for? 

Loan Program Generally, borrowers are financmg bUIldmg reconstructIOn, eqUIpment purchases, 
raw matenal acqUISItIOns, and some operatIOnal expenses WIth the loan proceeds Smce the 
program's mceptIOn through September 30, 1998, USAIDlBosma-Herzegovma approved 377 loans 
(totalmg $138 1 mIllIon) of the 396 loans (amountmg to $1495 mIllIon) that Busmess Fmance 
recommended USAID/Bosma-Herzegovma oblIgated and dIsbursed $194 9 mIllIon to the 
Government of Bosma-Herzegovma to aSSIst With theIr balance of payment needs (See AppendIX 
V for detaIls on budgeted, oblIgated and dIsbursed amounts) The Government of Bosma­
Herzegovma dIsbursed $101 mIllIon for 264 of the 377 approved loans 

The $149 5 mIllIon m loans that Busmess Fmance recommended to USAIDlBosma-Herzegovma 
smce the begmmng of the program fell short of the targeted amount of$255 mIllIon, whIch resulted 
m approxImately 19,000 fewer estImated loan-generated Jobs than expected 

Durmg thIS SIX month penod, Busmess Fmance recommended 136 loans totalmg $33 8 mIllIon, 
whIch was expected to create about 2,800 jobs Busmess Fmance fell short of the targets by 
approxImately $26 mIllIon and 6,000 Jobs 

In prevIOUS reportmg penods, shortfalls were attnbuted to a systems and personnel restructurmg 
mtended to streamlme loan productIOn and a shortage of lendmg officers aVailable to analyze and 
process applIcatIOns Durmg thIS reportmg perIod, Busmess Fmance was unable to mamtam the 
momentum of the prIor SIX month penod Loan volume was sIgrnficantly short of the SIX month 

Formerly known as the Bosma Busmess ASSIstance Center 
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target and, m fact, decreased from about $54 5 mIllIon m the prevIOus SIX months to $33 8 mIllIon 
for thIS SIX month penod Accordmg to program personnel, thIs shortfall was the result of factors 
such as 

• Contract eXpIratIOn and assocIated close-out actIVItIes that dIsrupted loan actIVItIes 

• ReorganIzatIOn of the Busmess Fmance lendmg structure 

• Increased emphaSIS on loan restructures and foreclosures 

• Increased emphaSIS on lendmg smaller amounts to smaller enterpnses 

Techmcal ASSIstance Accordmg to Busmess Fmance's September 30, 1998 trammg report, ItS 
trammg dIVISIOn sponsored 35 semmars and work shops m Tuzla, Sarajevo, and BanJa Luka for 610 
bankers, prospectIve borrowers, consultants and Busmess Fmance staff dunng thIs SIX month penod 
Smce the program began, Busmess Fmance has sponsored 124 events for a total of 2,992 

partICIpants The semmars mcluded such courses as "Countmg on Your Banker", "Managmg the 
Loan PortfolIo", and "Fmancmg the Small Busmess" The Trammg Urnt also presented workshops 
on loan morntormg to representatIves of the agent banks and contmued the "Semor Lendmg 
ASSOCIate Program" covenng advanced credIt analYSIS and loan structunng for m-house staff 

Busmess Consultmg reported that smce the mceptIOn of the program through September 30, 1998, 
It had prepared 517 dIagnostIcs, formerly referred to as loan applIcatIon supportmg documentatIOn 
The orgamzatIOn also completed 519 performance Improvement projects deSIgned to help enterpnses 
restart and strengthen operatIOns and establIsh mitIal VIabIlIty and dIrectIOn Busmess Consultmg 
was achlevmg ItS targets for dIagnostIcs and projects 

At the end of the last reportmg penod, Busmess ConsuItmg also launched a turnaround consultmg 
practIce, deSIgned to turnaround certam borrowers who were havmg problems m speCIfic areas, e g 
marketmg Through September 30, 1998, Busmess Consultmg reported that It completed 29 
tunlaround actIOns Busmess Consultmg closely coordmates Its turnaround efforts With Busmess 
Fmance 

As of September 30, 1998, Busmess Consultmg completed ItS ongmal contract penod for the 
program For the next SIX months, Busmess Consultmg WIll operate under a "no-cost" extenSIon 
penod granted by USAID 

(See AppendIX III for detaIled mformatIOn on the status ofthe BRFF program) 
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Results of AudIt Tests 

Our audIt tlus reportmg penod focused on the status of loan activIties and assessed the adequacy of 
loan morntonng efforts A sample of agent banks and borrowers m the Sarajevo, Tuzla, and BanJa 
Luka areas were VISIted In performmg our audIt, we also revIewed and tested the audIt results of 
Busmess Fmance's Internal AudIt Urnt SatIsfied With the audItors' qualIficatIOns and mdependence, 
we concluded that we could rely on the results of the audItors' work The audIt urnt, conslstmg of 
an Amencan audIt manager and two Bosman auditors, performs SIte VISitS to agent banks and 
borrowers, and reVIews operatIOns wlthm the Busmess Fmance orgamzatIOn We belIeve that thIS 
urnt IS playmg an Important role m ensunng accountabIhty for thIs USAID-funded program 
(AppendIX I contams a more detaIled descnptIOn of our audIt scope and methodology) 

Durmg thIS reportmg penod, Busmess Fmance's Internal AudIt Urnt vlSlted a Judgmental sample 
of 46 borrowers, we VISIted 3 addItIOnal borrowers Smce the program began, 109 of the 254 
borrowers have been VISIted, the Busmess Fmance Internal AudIt Urnt conducted 60 VISItS and 
RlGlBudapest audItors made 49 VISItS When appropnate, reconstructIOn work and eqUIpment 
purchases funded by the loan proceeds at the borrowers' place of bus mess were mspected Also 
durmg thIS penod, the Busmess Fmance Internal AudIt Urnt VISIted two agent banks whIle 
RlGlBudapest VISIted one agent bank These three banks handled 77 loans totalmg $21 3 mIlhon 4 

Smce the mceptIOn of the program, we have VISited 19 of the 23 agent banks Where appropnate, 
comphance With the loan procedures and the agreements With agent banks was tested (AppendIX 
IV contams more detaIl on the results of our SIte VISitS) 

Although some of the 49 borrowers VISIted were prospenng m thIS hIgh-nsk emergency lendmg 
enVIronment, others were expenencmg problems AntICIpated market demand had not matenahzed 
or productIOn actIVIty was delayed or reduced for 16 of those borrowers Other problems were also 
noted For mstance, 

• 3 borrowers dId not respect loan agreement covenants about addItIonal debts 

• 3 borrowers dId not use loan funds accordmg to agreed-upon plans 

4 In additIOn, Busmess Fmance formed a team to conduct agent bank evaluatlOns Team members VISited 30 
banks (21 actlve, 6 mactlve, 3 new) durmg the penod While notmg numerous problems With the capablhttes of the 
banks, the team recommended that most banks contmue to partICIpate m the program 
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• 7 borrowers dId not document loan fund usage as reqUIred 

• 19 borrowers dId not repay loan mdebtedness on tIme 

The Busmess Fmance Internal AudIt Dmt noted that more aggreSSIve momtonng by Busmess 
Fmance and the agent banks would have prevented or lessened some of these problems 

At the completIOn of our field work, we Issued Report of AudIt Fmdmg No 9 on March 5, 1999 
whIch addressed the madequate loan momtonng by Busmess Fmance staff and the agent banks 
participatmg m the BRFF Program Due to the sIgmficance of our prehmmary findmg, we have 
mc1uded the detalls m thIS sectIOn, along With a summary of the MISSIOn's response as to the 
correctIve actIOns bemg taken 

Loan Momtormg Problems Although cruCIal momtonng tasks have been carrIed out by the 
Busmess Fmance field aSSOCIates and agent bank personnel, problems WIth loan momtonng m the 
BRFF Program contmue A Busmess Fmance credIt audIt conducted m the summer of 1998 found 
that earlIer loans receIved VIrtually no momtonng for up to a year after approval Over the past year, 
efforts to address thIS problem have been madequate 

In early 1998, Busmess Fmance began hmng field aSSOCIates to momtor agent banks and borrowers 
SpeCIfically, the field aSSOCiates were to track the borrowers' use ofloan proceeds by vIsltmg SItes, 
collectmg from delmquent borrowers, and, workmg With agent banks through the reVIew and gradmg 
of agent bank quarterly momtonng reports In practIce, however, the field aSSOCIates' role shIfted 
to mc1ude assIstmg the lendmg aSSOCiates m generatmg loans As of February 1999, Busmess 
Fmance had 12 field aSSOCiates operatmg under the gUIdance of lendmg teams 

The agreements between Busmess Fmance and the participatmg agent banks aSSIgn bank personnel 
the task of loan ongmatIOn and servIcmg An Important component of servIcmg IS momtormg the 
loan to ensure that loan proceeds are used for the agreed-upon purposes and are repaid m accordance 
WIth the terms of the loan agreement In practIce, however, these momtonng efforts have been 
mconsistent and often meffective For example, a member of a Busmess Fmance lendmg team 
noted that the role of the agent banks IS to mform Busmess Fmance about early warmng SIgnals of 
potentIal borrower problems, but m many cases banks chose not to--or even refused to--say 
anythmg about a mIsuse of funds 

An external evaluatIOn conducted dunng the summer of 1998 reported that loan momtonng was 
ambIguous, and that there was a need for Busmess Fmance and agent banks to generate more 
effectIve loan momtormg, follow-up, and mterventIOn procedures withm the lImItatIOns of aVailable 
resources 
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A December 1998 Busmess Fmance monthly report noted the need to work better wIth the agent 
banks to Improve dIsbursement procedures and quarterly morutonng For example, the report 
referred to the case of a borrower where problems With mVOIce venficatIOn could have been aVOIded 
WIth better momtonng by both the agent bank and Busmess Fmance staff 

The 1998 Busmess Fmance credIt audIt found that sIte VIsItatIOn reports by field assocIates were not 
Widely read or analyzed by Busmess Fmance staff A February 1999 Busmess Fmance mternal audIt 
memo noted that the qualIty and quantIty of momtormg efforts needed consIderable Improvement 
m order to provIde any real benefit to Busmess Fmance For mstance, the memo stated that there 
were more VISItS to a partIcular borrower m the past few months, but the qualIty of the work was so 
poor that the VISItS provIded lIttle, Ifany, added value or benefit to Busmess Fmance 

A June 1998 Busmess Fmance memo noted that It was eVIdent that many agent banks needed 
addItIOnal trammg m momtormg borrowers and completmg morutormg reports The Busmess 
Fmance 1998 credIt audIt noted that the relIabIlIty of financIal data vaned m quarterly morutormg 
reports For example, the credIt audIt report found that the quarterly momtonng reports neIther 
mitIated actIOns to correct the defiCIenCIes noted, nor provIded for follow-up The credIt audItors 
felt that the lack of early momtormg m the program and conSIstency m report mformatIOn were the 
most senous defiCIenCIes The external consultants who evaluated the agent banks m the summer 
of 1998 also noted weaknesses m the qUalIty of these reports In February 1999, mternal audIt 
reports noted that the momtonng reports of Tuzlanska and IKB Banks were not tImely and dId not 
contam adequate analYSIS andlor useful mformatIOn Through our dIscussIOns and reVIew of 
documents, we confirmed these observatIOns 

Lack of EffectIve SupervIsIOn and TraInIng In Loan MomtorIng Accordmg to program 
personnel, a sIgmficant cause of the madequate momtonng m the BRFF program IS the lack of 
effectIve supervIsIOn and trammg of the field aSSOCIates and agent bank personnel In contrast, the 
Busmess Fmance Internal AudIt Umt has performed 79 mitIal and repeat SIte VISItS usmg standard 
methodologIes TheIr knowledge and expenence should be fully utIlIzed to Improve loan 
momtonng 

Program's Success At RISk As shown below, we belIeve that a combmatIOn of more loans, m 
smaller amounts, and madequate momtonng could lead to the collapse of the program unless these 
defiCIenCIes are addressed Immediately For example, we observed a sIgmficant trend toward 
making smaller loans than earlIer m the program We found that the average amount recommended 
for approval from the start of the program untIl September 30, 1998, was $425,000 However, the 

• average SIze m the fourth quarter of 1998 was $187,000 We also noted that delmquent loans have 
mcreased substantIally smce the program began The delmquency rate was about 18 percent as of 
September 30, 1997, and mcreased to 35 percent a year later The rate rose to 47 percent as of 
January 31, 1999, and grew to 50 percent by February 28,1999 

• 
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Inadequate momtonng IS hkely to be a major contnbutmg factor m the lugh delmquency rate At 
a conference of mICro lendmg mstitutIOns held m Sarajevo m February 1999, conference presenters 
stressed that most delmquenCles are caused-not by bad borrowers-but by credIt mstitutIOns that 
have not Implemented an effective methodology (e g , strmgent momtormg of borrowers) Busmess 
Fmance also noted m ItS 1998 fourth quarter progress report that constant momtormg of the borrower 
IS VItal to loan collectIOn 

A group of external consultants VISIted and evaluated most of the agent banks m the summer of 
1998 TheIr report noted that none ofthe banks they evaluated had the short-tenn capaCIty to double 
or tnple Its current Busmess Fmance portfolIo RapId portfolIo growth would lIkely be accomparued 
by a detenoratlOn m asset qualIty, as loans recommended to Busmess Fmance are supported by less 
thorough analyses, and are momtored m an mcreasmg1y cursory manner In addItIOn, If the average 
loan SIze contmues to fall, as expected With the mtroductlOn of the small loan program, agent bank 
responsIbIlItIeS Will mcrease substantIally The consultants' report concluded that none of the agent 
banks are prepared for such an expanSlOn of responsIbIhtIes-especially momtonng More loans 
m Busmess Fmance's portfolIo, under current condItIOns, would lIkely produce a greater nsk level 
than that presently faced 

Our PrelImmary RecommendatIOns In our prelImInary findmg, we recommended that 
USAIDlBosma-Herzegovma ensure that BUSIness Fmance Improves loan momtonng by rotatmg 
Its field aSSOCIates through the Busmess FInance Internal AudIt Umt for supervIsIon and traImng m 
momtonng, and by enhancmg the qualIty and quantIty of the agent bank momtonng efforts through 
mtensive mentonng and traImng We also recommended that USAIDlBosma-Herzegovma suspends 
or drastIcally curtaIls approval of new loans untIl loan momtormg Improves sIgmficantly 

MISSIOn's Response The MisslOn responded to our prehmmary audIt findmgs and 
recommendatlOns by clanfymg and tightenmg momtonng and nsk management reqmrements 
SpeCIfically, the MISSIOn adVIsed us, m a memo dated March 19, 1999 that they were takmg the 
followmg actlOns 

• WIth substantIal mput from Busmess Fmance, the MISSIOn developed a plan to 
ImmedIately Improve loan momtonng The momtormg role of field aSSOCIates Will 
be upgraded and clanfied All field asSOCIates Will undergo traIlUllg, supervISIon, and 
penodic testmg by the Busmess Fmance Internal AudIt Umt In addItion, Busmess 
Fmance IS coordmatmg a new monthly borrower contact momtormg program WIth 
Busmess Consultmg 

• The new agent bank coordmator Will prepare and Implement a detaIled plan for 
upgradmg the momtormg efforts ofthe agent banks 

• WIth respect to our recommendatlOn that the MisslOn suspends or drastIcally curtails 
the approval of new loans untIl loan momtormg slgmficantly l1llproves, the MlSSlOn 
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advIsed us that It would not be rn the best rnterests of the program to cease new loan 
actIvIty However, new loan productIOn has been reduced, and wIll contrnue untIl the 
delInquency rate decreases Accordrng to the MISSIon, the focus Will be more on loan 
quallty rather than quantity Busrness Frnance Will keep the credIt standards of new 
loan recommendatIOns tight They Will lImIt proposals to a nsk ratrng of five or 
better, and be very cautIOUS about recornmendrng startups In addItIOn, Busmess 
Fmance seeks to Improve the qUalIty of eXIstmg loans by workmg on speclfic 
strategles for dealmg WIth each of the 119 problem and potentlal problem loans rn 
the portfolIo 

As the MISSIOn lS takmg appropnate correctlve actIOn rn response to our prelImmary 
recommendatIOns, we have not rncluded these recommendatIOns m our formal recommendatIOn 
trackrng system However, we WIll contmue to reVIew the adequacy of loan momtonng dunng our 
future audIt work on thIs program 

Management Comments and Our EvaluatIOn 

USAIDlBosma-Herzegovma offiCials agreed With the content of the report and theIr comments are 
mcluded as AppendIX II to thIs report In ltS response, USAID/Bosma-Herzegovma noted the 
speCIfic actIOns bemg taken to sIgmficantly 1Illprove the momtonng of loans m thIS program The 
MISSIOn IS clarlfyrng and tIghtenmg momtonng and nsk management reqmrements 

The new reqmrements mclude upgradmg the momtonng role ofthe FIeld ASSOCIates as well as theIr 
trammg, supervISIon, and penodlc testrng by the Busmess Frnance AudIt Umt Also rncluded IS an 
mtenslfied focus on enhancmg the qUalIty and quantIty of agent bank momtonng efforts through 
Busmess Frnance targeted traImng and mentormg The rate of new loan productIOn has been 
reduced and sIgmficant program changes have been made to focus more on loan qualIty than 
quantity 

11 
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Methodology 
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The Office of the RegIOnal Inspector General/Budapest IS conductmg a concurrent audIt of US AID's 
Bosman ReconstructIOn Fmance FacIlIty (BRFF) program actIVItIes m Bosrna-Herzegovma m 
accordance WIth generally accepted government audItmg standards We conducted the audIt from 
June 1, 1998, through February 27, 1999, at the USAID office m Sarajevo, and at the Busmess 
Fmance and Busmess Consultmg offices m Sarajevo and BanJa Luka Dunng tills reportmg penod 
there were VISIts to 49 borrowers and 3 agent banks m areas around Sarajevo, BanJa Luka, and Tuzla 
Several were VISIted more than once We VISIted three borrowers and one bank, whIle the Busmess 
Fmance Internal AudIt Urnt conducted the balance 

In conductmg our audIt, we substantIally utIlIzed the work of the Busmess Fmance Internal AudIt 
Urnt In order to rely on theIr work, we revIewed the generally accepted government audItmg 
standards pertarmng to an audItor's relIance on the work of other audItors In accordance WIth those 
standards, we were satIsfied as to the audItors' competence and ObjectIVIty We also evaluated and 
tested theIr work through mqumes and reVIews of mternal audIt reports, workmg papers and audIt 
methodologIes 

We dId not audIt the three BRFF program bank accounts mamtamed by the Central Bank ofBosrna­
Herzegovma (formerly the Natronal Bank) durmg tills penod Also, we dId not audIt the program's 
finanCIal statements shown m AppendIX V We dId perform lImIted work on The Recovery Group's 
Busmess Consultmg actrvItIes 

Methodology 

AudIt methodology mcluded file reVIews, mtervIews, field VISItS and data analYSIS We reVIewed 
amendments to the Grant Agreement Between Bosrna-Herzegovma and the Uruted States of Amenca 
for ReconstructIOn Fmance FaCIlIty, program documents, and contracts to determme BRFF program 
ObjectIves and restrIctIOns We reVIewed accountmg records and tested complIance WIth the loan 
procedures and the agent bank agreements to assess whether mternal control procedures were 
adequate and bemg followed We mtervIewed USAID, contractor, and agent bank offiCIals, as well 
as borrowers, about problems they expenenced m the program, and the adequacy of actIOns taken 
to address these problems 



AppendIX I 
Page 2 of2 

In the current reportmg penod, there was aJudgmental selectIOn of 49 first VISItS to borrowers and 
one repeat VISIt We conducted three first VISItS Of the 254 borrowers who have receIved loan 
dIsbursements smce the mceptIOn of the program, 109 borrowers have been ViSIted once and 24 have 
had repeat VISItS We conducted 49 first VISItS and 5 repeat VlSlts (See table below) The VISItS were 
conducted to venfy the eXIstence of the borrowers' busmesses and theIr use of the loan proceeds 
EqUipment and raw matenal purchases and reconstructIOn efforts that were funded by the loan 
proceeds were observed durmg these VISItS 

Current PerIod CumulatIve 

First Repeat Total FIrst Repeat Total 
VISIts VISItS VISitS VISIts 

RlG/ 3 0 3 49 5 54 
Budapest 
audItors 

BF 46 1 47 60 19 79 
mternal 
audItors 

Total 49 1 50 109 24 133 

Smce the program began, we have vISIted 19 of the 23 agent banks that dIsbursed loans When 
appropnate, documentatIOn was reVIewed to determme how the banks were momtonng the use of 
the proceeds, as well as the agent banks' mternal records of receIpt and dIsbursement of loan 
proceeds There was also a selectIve reVIew of mVOIces submItted by the borrowers for purchases 
made usmg loan proceeds 
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United States Agency for International Development 
Sarajevo, Bosnia and Herzegovina 

July 26, 1999 

MEMORANDUM 

TO 

FROM 

SUBJECT 

James R Bonnell, RlGlBudapest 

Craig G Buck, MISSIOn DIrector /s/ 

AudIt ofUSAIDlBosma-Herzegovma Bosman ReconstructIOn Fmance 
FaCIlIty Program (BRFF) for the penod Apnl 1, 1998 through September 
30, 1998 

Thank you for bnngmg to our attentIOn your prelImmary findmg on the momtonng of loans m 
our BRFF program It has proVIded us WIth an OPPOrtunIty to scrutImze mtensIvely the related 
momtonng aCItivitIes of both our Busmess Fmance (BF) and Busmess Consultmg (BC) 
contractors 

Based on your findmgs we have clarIfied and tIghtened momtonng and nsk management 
reqUIrements, effectIve Immediately, as summarIzed below The new reqUIrements mclude 
upgradmg the momtormg role of the FIeld ASSOCiates as well as theIr trammg, supervISIOn, and 
penodic testmg by the BF AudIt Umt And they mclude an mtensified focus on enhancmg the 
qualIty and quantIty of agent bank momtonng efforts through BF targeted trammg and 
mentormg Targets Will be based on speCIfic needs IdentIfied by the AudIt Umt and actIve 
relatlOnsrup management by expatrIate Team Leaders AddItIOnally, at ItS own ImtIatIve over the 
past several months, the BF has prepared speCIfic strategIes for each of the problem or potentIal 
problem loans Thus we belIeve the range of momtormg actIVItIes to whIch the BF IS commItted 
WIll be adequate and covers every reasonable means aVailable 

WIth respect to your prelIm mary recommendatIOns, we had already reduced the rate of new loan 
productIOn, and WIll contmue at tills reduced pace We have also made sIgmficant program 
changes to focus more on loan quahty rather than quantIty There IS stIll room for Improvement, 
but curtaIlmg lendmg any further at thIS pomt could not only create program problems but mIght 
pose contractual problems as well 
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SpecIfically, the MISSIOn has mformed the BF we wIll be holdmg them accountable for the 
prImary momtorIng actIvItIes summarIzed below as well as all others elaborated m a separate 
memorandum 

1 The momtormg role ofFIeld Associates has been upgraded and clarIfied m detaIled pOSItIOn 
deSCrIptIOns along With separate pOSItIOn deSCrIptIOns for Lendmg ASSOCIates that also mclude 
explICIt momtonng responSIbIhtIes All field ASSOCIates are bemg tramed by the BF AudIt Umt 
WhICh also tests them perIOdIcally 

2 A detailed plan for upgradmg the momtonng efforts of the agent banks was submItted by 
3/31/99 and IS bemg Implemented 

3 UntIl further notIce, the BF WIll keep the credIt standards of new loan recommendatIOns 
tIght by lImItmg proposals to a rIsk ratmg of 5 or better whIle bemg very cautIOus about 
submIttmg any greenfield or startup recommendatIOns 

4 WIth respect to the problem or potentIal problem loans for WhICh strategIes had been 
reVIewed and estabhshed by 3/31199, the BF has IdentIfied the most problematIc cases not 
already under foreclosure/htIgatIOn for Immediate actIOn and related publICIty 

5 The BF's new monthly borrower contact momtorIng program IS bemg closely coordmated 
WIth Busmess Consultmg and reVIewed weekly m aJomt BF and BC meetmg WIth MISSIOn staff 
SpeCIfic types of momtormg contacts by varIOUS levels of staff are now summarIzed and 

mdicated m the BF's monthly reports 

6 The BF ChIef of Party and AudItor now meet monthly WIth MISSIOn staff to reVIew 
momtonng efforts as well the status of BF audIt findmgs 

We look forward to your contmued reVIew of our momtonng efforts 
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The Bosman Reconstruc1J.on Fmance FacIhty (BRFF) program, a five-year, $278 mIllIon balance-of­
payments ImtIa1J.ve, approved by the AssIstant AdmImstrator for the Bureau of Europe and the New 
Independent States on May 3, 1996, IS mtended to 'jump-start economIC growth and generate 
employment opporturu1J.es for the general populatIOn, mcludmg refugees and demobIlIzed soldIers" 
The BRFF grant agreement, SIgned on May 7, 1996, prOVIdes balance-of-payments assIstance to 
Bosma-Herzegovma to aId postwar reconstructIOn, proVIde credIt to the mdustnal and commercIal 
sectors, and generate employment 

On May 16, 1996, USAID SIgned a task order With Development AlternatIves to establIsh and 
operate Busmess Fmances and prOVIde mtenslve, m-country commercIal banker trammg 
Development AlternatIves' team arrIved m Sarajevo on June 13, 1996, to begm Implementmg the 
program TheIr final contract expIred September 30, 1998 The new contractor, The Barents Group, 
assumed responsIbIlIty for Busmess Fmance on October 1, 1998 

Busmess Fmance, composed of a team of expenenced U S bankers, accountants, and Bosman staff 
has ItS headquarters at the Central Bank ofBosma-Herzegovma, and IS the pnmary admInIstrator of 
the BRFF program Some of Busmess Fmance's responsIbIlItIes mclude revIewmg and 
recommendmg loan applIcatIOns for approval, managmg BRFF's lendmg opera1J.ons, and momtonng 
and managmg the flow of funds between the BRFF program, the borroWing enterpnses, and the 
agent Bosman commerCIal banks, wluch are lIcensed by the Central Bank Agreements between the 
two allow the commerCIal banks to functIOn as agents for Busmess Fmance, and submIt clIent loan 
applIcatIons Busmess Fmance also works With the Bosman commerCIal banks to help educate them 
m market-onented lendmg polICIes and credIt evaluatIOn techmques to asSIst m developmg a capable 
finanCIal sector 

In addItIOn to creatmg Busmess Fmance, USAID SIgned a task order on June 28, 1996, wIth The 
Recovery Group to help Bosman busmesses prepare and present proposals to Busmess Fmance and 

Formerly known as the On-Lendmg Management Umt 
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to assIst enterpnses m restartmg and strengthenmg theIr operatIOns To Implement ItS obJectIves, 
The Recovery Group establIshed Busmess Consultmg6 WIth headquarters m Sarajevo 

BRFF Program Plan 

Although the BRFF program IS a five-year program, ItS planned $278 mIllIon budget covers only 
a three-year penod Accordmg to the BRFF program authOrIZatIOn document, $278 mIllIon was 
budgeted through fiscal year 1998, WIth $256 mIllIon allocated for the lendmg program and $22 
mIllIon for techmcal aSSIstance and ImplementatIOn costs 

The BRFF program also provIdes trammg for Bosman commercIal bankers concentratmg on loan 
structurmg and rIsk assessment ThIS trammg IS mtended to strengthen the Bosman commercIal 
banks' abIlIty to meet the credIt reqmrements of the emergmg pnvate commercIal sector 

BRFF Program Status 

Smce the program's mceptIOn, $228 mIllIon of the $278 mIllIon budget has been oblIgated, and 
$224 3 mIllIon has been dIsbursed Of the $228 mIllIon oblIgated, $194 9 mIllIon went toward 
loans, whIle the remammg $33 1 mIllIon was allocated for techmcal aSSIstance and program 
ImplementatIOn (See AppendIx V ) 

Loan Program Busmess Fmance IS responsIble for revlewmg and assessmg credIt risk on all loan 
applIcatIOns and recommendmg VIable loans to USAID/Bosma-Herzegovma for approval After 
USAIDlBosma-Herzegovma approves the loan, It can be dIsbursed by the Central Bank of Bosma­
Herzegovma WIth USAID's approval Durmg the SIX month penod ended September 30, 1998, 
Busmess Fmance recommended 136 loans valued at $338 mIllIon to USAIDlBosma-Herzegovma 
These recommendatIOns antICIpated an mcrease of apprOXImately 2,800 new Jobs The Central Bank 
dIsbursed funds for 103 loans, whIch totaled $31 4 mIllIon 

Smce the BRFF program began, USAID/Bosma-Herzegovma approved 377 loans totalmg $138 1 
mIllIon The Central Bank dIsbursed $101 mIllIon for 264 of the approved loans Loan proposals 
classIfied as "prospectIve" can potentIally be recommended to USAID/Bosma-Herzegovma for 
approval Busmess Fmance's cumulatIve lendmg actIVIty IS shown as follows 

Formerly known as the Bosma Busmess ASSIstance Center 
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BRFF LOAN SUMMARY AS OF SEPTEMBER 30, 1998 

Status of Loans Number Amoune 
of Loans (mIllIons) 

ApplIcatIOns 
Recommended by Busmess Fmance8 424 $1654 
ProspectlVe9 55 260 
Rejected9 400 1422 

TOTAL 879 $3336 

Recommended by Busmess Fmance8 

Approved by USAIDIB-H 377 $138 1 
AWaItmg approval by USAID/B-H 19 114 

396 $1495 

Not Approved by USAIDIB-H 28 159 
TOTAL 424 $1654 

Approved by USAIDIB-H 
DIsbursed 264 $101 0 
Not Yet DIsbursed 113 371 

TOTAL 377 $138 1 

Loan amounts are recorded and dIsbursed m Deutsche Marks, a medIUm of exchange m Bosma­
Herzegovma Loan totals were converted usmg a weIghted average exchange rate of 1 6894 Deutsche Marks to $1 

For dIscussIon purposes m our report, we have conSIdered loan recommendatIOns by Busmess Fmance 
to consIst of those recommended loans whIch were approved or are awaItmg approval We have presented the loans 
not approved for mformatIOn purposes only 

InformatIOn obtamed from Busmess Fmance's September 30, 1998, report 
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Development Alternatives' task order set targets of $45 lTIllhon m loan recommendations wluch were 
expected to create 6,750 Jobs through December 31, 1996 After that tIme, USAID/Bosma­
Herzegovma expected Busmess Fmance to recommend $10 mIlhon m loans per month, wluch would 
generate 1,500 Jobs per month These targets were formalIzed WIth Development Alternatives m a 
task order modIficatIOn that became effectIve on May 1, 1997, and were contmued m a subsequent 
contract WIth Development AlternatIves that expIred on September 30, 1998 Through the contract's 
expIratIOn date, USAlD expected a cumulatlVe total of $255 mIllIon In Busmess Fmance loan 
recommendatIOns, resultmg m 38,250 new Jobs The Barents Group, the new contractor, assumed 
responsIblhty for BUSIness FInance on October 1, 1998 

A comparIson of the targets to actual results from InCeptIOn through September 30, 1998 IS shown 
In the follOWIng table 

Targeted Actual Shortfall 

Recommended Loans $255 mIllIon $149 5 mIllIon $105 5 mIllIon 

ASSOCIated Jobs 38,250 19,216 19,034 

Busmess Fmance recommended the approval of $149 5 mIlhon m loans, acluevIng only 59 percent 
of the targeted amount of $255 mIlhon, or fallmg short by 41 percent The dIsbursed loans were 
expected to generate 19,216 Jobs, or 50 percent of the targeted 38,250 Jobs, leavmg a shortfall of 50 
percent 

In prevIOUS reportmg penods, shortfalls were attnbuted to a systems and personnel restructurmg 
mtended to streamlme loan productIOn and a shortage of lendmg officers avaIlable to analyze and 
process applIcatIOns Durmg thIS reportmg penod, Busmess Fmance was unable to maIntam the 
momentum of the prIor SIX month penod Loan volume was sIgmficantly short of the SIX month 
target and, m fact, decreased from about $54 5 mIlhon m the prevIOUS SIX months to $33 8 mIllIon 
for thIS SIX month penod Accordmg to program personnel, tlus shortfall was the result of factors 
such as 

• Contract expIratIOn and associated close-out actIVIties that dIsrupted loan actIVItIes 

• A ReorganIzatIOn of the Busmess Fmance lendmg structure 

• An Increased emphaSIS on loan restructures and foreclosures 

• An Increased emphaSIS on lendmg smaller amounts to smaller enterpnses 
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Busmess Fmance sends monthly bIlls to both the borrowers and the agent banks Borrowers make 
mterest and/or pnncIpal payments to theIr agent bank whIch then WIres the money to the Central 
Bank's Bank of Amenca repayment account The funds m the repayment account have been used 
for future lendmg The mterest andlor prmclpal repayments are tracked and recorded by Busmess 
Fmance Accordmg to a Busmess Fmance delmquency report as of September 30, 1998, 68 
borrowers were delInquent-an mcrease of 22 from the March 31, 1998 report Busmess Fmance 
plans to reVIew each borrower's SItuatIOn and attempt to work out a solutIOn or restructure the loan 
Busmess Fmance has formed a loan restructurmg and workout group and has already restructured 
some loans to faCIlItate repayment 

Techmcal ASSIstance Busmess Fmance reported that a cumulatIve total of 124 semmars and 
workshops have been completed m Sarajevo, Tuzla, and BanJa Luka for a total of 2,992 bankers, 
prospectIve borrowers, consultants, and mternal staff TOpICS mcluded 

• 
• 
• 
• 
• 

Countmg on Your Banker 
Advanced CredIt Semmar 
Managmg the Loan PortfolIo 
Fmancral AnalYSIS and Busmess Planrung 
Fmancmg the Small Busmess 
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AudIt 
Test Results 
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The chart below detruls VISltS to agent banks and borrowers An astensk (*) mdIcates orgaruzatIOns 
vIsIted by RIGlBudapest Except for the organIzatIOns vIsIted by RIGlBudapest, mformatIon m 
"CommentslExceptlons Noted" was obtamed from the Internal AudIt umt 

VISits to Agent Banks10 

Agent Bank No Of Total Comments, If ApplIcable 
Loans Loan 

Amount 
(mIllIons) 

1 Gospodarska 21 $ 62 

2 Knstal * 35 $ 103 Bank had not prepared quarterly momtonng reports 
as Busmess Fmance had not prOVided any 
mstructlOn Subsequently, Busmess Fmance 
proVIded a one day trammg seSSIOn on the 
preparation of momtormg reports 

3 Export 21 $ 48 

10 Actual records and documents reviewed did not always total the loan amount as many borrowers had 
not used all of the loan proceeds 



VISitS to Borrowers 

Agent Loan 
Borrower Bank Amt$ Purpose of Loan 

1 Central Profit 591,926 Workmg capItal, 
purchase of 
pharmaceutIcal 
eqUlpment and 
reconstructIOn works for 
the productIOn facIlIty 

2 Gospodarska 189,416 Purchase of eqUlpment 
for a bakery 

3 Central Profit 591,926 Purchase of eqUlpment 
and reconstructIOn works 
for a sawmIll 

4 Central Profit 532,734 Workmg capItal, 
purchase of machmes and 
reconstructIOn works for 
a clothmg productIOn 
faCIlIty 

5 Central Profit 591,926 Workmg capItal and 
purchase of eqUlpment 
for the productIOn of 
sheep skm slIppers, 
thread and blankets 
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Comments/ExceptlOns 
Noted 

All eqUlpment has been bought 
and reconstructIOn works have 
been completed However, 
borrower has not respected loan 
agreement covenants WIthout 
BF approval, borrower took out 
additIOnal loans totalIng about 
$26 mIllIon 

New eqUlpment has been 
delIvered but part has been 
returned to suppher as It dId not 
meet specIficatIOns, thus, 
productIOn has not started yet 

All reqUlred eqUlpment has been 
delIvered, reconstructIon works 
are m process Borrower lacks 
market for products WIthout BF 
approval, borrower took out 
addItIOnal loan to make BF loan 
repayments 

InsuffiCIent documentatIOn to 
estabhsh usage of loan funds 
LlqUldity problem eXIsts as 
products are seasonal III nature, 
resorts to short-term loans to 
meet cash needs Past due on 
pnnclpal and mterest payments 

Cash IS tIed up m large amount 
of receIvables and huge 
Inventory Past due on pnnclpal 
and mterest payments 



• 

• Agent Loan 
Borrower Bank Amt $ 

6 Komercljalna 532,734 

• 
7 IKB 473,541 

• 

• 8 Komerc 1,479,815 

• 9 KomerclJalna 355,156 

• 10 KomerclJalna 828,697 

11 KomerclJalna 414,348 

• 

• 

• 

Purpose of Loan 

Purchase of fruit and 
vegetable processmg 
eqUipment and 
constructIOn works for a 
food processmg and cold 
storage warehouse 

Workmg capItal, 
purchase of eqUipment m 
the retreadmg of tIres and 
constructIOn works for 
the productIOn facIlIty 

Workmg capItal and 
purchase of eqUipment 
for the manufacture of 
auto parts 

Purchase of meat 
processmg eqUipment 
and constructIOn works 
for the slaughter house 
and productIOn faclhty 

Workmg capItal and 
purchase of eqUIpment 
for the productIOn of 
bread 

Workmg capItal, 
purchase of brOiler and 
egg productIOn 
eqUipment and 
reconstructIOn works for 
the productIOn faCIlIties 
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Comments/ExceptlOns 
Noted 

Equipment for JUice productIOn 
had not been delIvered at time of 
VISIt SO that productIOn had not 
started yet 

Loan proceeds were used to 
reImburse the borrower for 
payments of raw matenals, 
eqUipment and constructIon 
works, current on payments but 
may have future problems With 
repayment of loan due to 
customers' lack of hqUldity and 
eXIstence of other loans 
becommgdue 

ProductIOn IS expected to start ill 
a few months when the 
remammg eqUipment IS 
delIvered and Installed, m the 
meantIme, borrower mIght have 
short term cash flow problems 

Most eqUipment has been 
delIvered and the constructIOn 
works are almost completed 
Borrower past due on payments, 
loan has been restructured 

Some of the eqUIpment had not 
been delIvered at tIme of VISIt so 
productIOn on those machmes 
had not started yet 

No problems noted except for 
mltJal difficulty m marketmg the 
borrower's products due to 
uncontrolled unport of such 
products, protectIOn measures 
have smce been mtroduced by 
the government 



Agent Loan 
Borrower Bank Amt$ Purpose of Loan 

12 KOmerCljalna 177,578 Workmg capItal and 
purchase of sawmIll and 
wood processmg 
eqUipment 

13 Komecljalna 236,770 Workmg capItal and 
purchase of eqUipment 
for the productIOn of 
lumber, furnIture and 
other wood products 

14 KOmerCljalna 591,926 Workmg capItal, 
purchase of eqUipment 
and constructIOn works 
for the productIOn of 
lIvestock feed and gram 

15 Komercljalna 514,976 Workmg capItal, 
eqUipment, and bUIldmg 
costs for the productIon 
of broIlers, eggs, and 
fodder 

16 KOmerCIjalna 887,889 Workmg capItal and 
eqUipment costs for 
cement productIOn 

17 KOmerCIjalna 207,174 Workmg capItal, 
purchase ofloggmg and 
sawmIll eqUipment and 
constructIOn works for 
the sawmIll faCIlIty 
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CommentslExceptIOns 
Noted 

No problems noted except for 
possIble future problem m 
procurmg raw matenals Every 
shIpment of logs would reqUire 
the borrower to pay 100 percent 
m advance, If borrower has some 
cash flow problem, he mIght not 
be able to procure the raw 
matenals whIch would halt 
productIon 

AwaItmg delIvery of balance of 
eqUipment Has long term 
agreements for delIvery of 
products 

Delay m eqUipment delIvery 
WhICh cost the borrower an 
addItIonal amount as custom 
dutIes on Imports of eqUipment 
mcreased Gram productIOn not 
started yet but borrower already 
repaId 20 percent of loan from 
flour sales ConstructIon costs 
appear overestImated 

Factory partly complete 
Formed new company and not 
makmg loan payments Loan 
documents unaVailable at VISIt 

Funds used as planned 
Borrower IS sellmg hIS cement 
and makmg tunely loan 
repayments 

Most eqUipment has arrIved and 
IS bemg mstalled 
DocumentatIon mcomplete 
Shppmg behmd on payments 



• 

• Agent Loan 
Borrower Bank Amt$ 

18 Komercl]alna 224,932 

• 
19 KomercIjalna 272,286 

• 
20 KOmerCIjaIna 414,348 

• 
21 KomercIJalna 177,578 

• 22 KOmerCIjalna 144,430 

• 23 KomercIJaIna 177,578 

24 KomercIJalna 207,174 

• 

• 

• 

Purpose of Loan 

Workmg capItal, 
purchase of eqUlpment 
and constructIOn works 
for the manufacture of 
alummum wmdows and 
door frames 

Workmg capItal, 
purchase of eqUIpment 
and constructIOn works 
for the productIOn of cut 
lumber 

Workmg capItal and 
purchase of eqUlpment 
for waffle productIOn 

Purchase of eqUipment 
for the productIOn of 
lIqUid detergents 

W orkmg capItal and 
purchase of 
transportatIOn eqUipment 
for the productIOn of 
msulatIOn matenals 

Workmg capItal, 
purchase of eqUipment 
and constructIOn works 
for the productIOn of 
clothmg 

Workrng capItal, 
purchase of eqUIpment III 
the productIOn of eggs 
and constructIOn wor1..s 
for the chIcken fann 

AppendIX IV 
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Comments/ExceptlOns 
Noted 

EqUlpment had arnved but had 
not been mstalled at time of VISIt 
so new productIOn lme had not 
begun Funds used as planned 
and IS current on payments 

Noted poor mamtenance of 
records and mcomplete 
documentatIOn for certam 
purchases made from the 
proceeds of the loan A waItmg 
delIvery of eqUlpment after 
constructIOn IS completed 

Borrower may face future 
dIfficultIes m repaymg the loan 
Sales are low and competItIon IS 
sIgmficant 

EqUipment has been delivered 
but mstallatIOn has not been 
completed 

Due to dIfficult busmess 
envIronment, borrower could not 
get any contract despIte offenng 
the most favorable tenus Plans 
to payoff loan when princIpal 
becomes due 

No problems noted except that 
the borrower IS engaged m low 
profitabIlIty Jobs at time of VISIt 
and could have cash flow 
problems m the future 

Borrower requested addItIOnal 
loan to fund productIOn of 
chIcken food WhICh compnses 
the bulk of productIOn costs By 
producrng ItS own chIcken food 
borrower expects to reduce costs 
and be pnce-competItive 
Shpprng behmd on prmclpal and 
mterest payments 

I 
V 



Agent Loan 
Borrower Bank Amt$ Purpose of Loan 

25 KomercIJalna 621,522 Worklllg capItal, 
purchase of eqUipment 
for timber cuttmg, wood 
processlllg and 
productIOn 

26 KomercIJalna 443,945 Workmg capItal, 
purchase of eqUipment 
for the productIOn of 
concrete and constructIOn 
matenals 

27 * Kristal 414,348 Workmg capItal, 
purchase of eqUipment 
and buIldmg 
Improvements to a 
prmtmg shop 

28 * Kristal 118,385 Workmg capItal, 
purchase of eqUipment 
and buIldmg renovatIOns 
for the productIOn of 
baked goods and Ice 
cream 

29 * Kristal 414,348 Worklllg capItal, 
purchase of eqUipment 
and bUIldlllg renovatIOns 
for the fabncatIOn of 
metal products 

30 KOmerCIjalna 41,435 Worklllg capItal 
purchase of eqUIpment 
and constructIOn costs for 
the re startmg of brOIler 
chIcken productIOn 

AppendlXIV 
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Comments/ExceptlOns 
Noted 

Borrower returned part of the 
loan because the agent bank 
refused to pay for eqUIpment 
through a certam foreIgn trade 
company As a consequence, 
borrower IS requestmg a new 
repayment schedule for the 
balance of the loan amount 

Borrower's premIses were 
locked at tIme OfVlSlt 
EqUipment and raw matenals 
have been purchased but appear 
to have not been delIvered at 
tIme of VISIt as the borrower's 
property was empty AddItIOnal 
VISIt confirmed that loan funds 
not used accordmg to plan 
Borrower IS behmd m payments 
Foreclosure procedures have 
been lllitiated 

Partial delivery of eqUipment 
Funds have been used as planned 
to date 

PartIal delIvery of eqUipment 
Funds have been used as planned 
to date 

Partial delIvery of eqUipment 
Funds have been used as planned 
to date 

Funds have been used as 
planned Maklllg timely 
repayments of loan 



• 

• Agent Loan 
Borrower Bank Amt$ 

31 KomerclJalna 56,233 

• 
32 KomerclJalna 65,112 

• 
33 KomerclJalna 65,112 

• 34 Vakufska 745,827 

35 KomerclJalna 65,112 

• 
36 KomerclJalna 769,504 

• 
37 Export 71,031 

• 38 Komercljalna 88,789 

• 

• 

Purpose of Loan 

Workmg capital, 
purchase of eqmpment 
and constructIOn costs for 
the productIOn of broIler 
chickens 

Workmg capital for the 
productIOn of brOiler 
chickens 

Workmg capital, 
purchase of eqUipment 
and constructIOn costs for 
the productIOn of brOiler 
chickens 

Workmg capital and 
constructIOn costs for the 
manufacture of lITIgatIOn 
eqUipment 

Workmg capital, 
purchase of eqUipment 
and constructIOn costs for 
the productIOn of brOiler 
chickens 

Purchase of eqUipment to 
enable start up of a 
concrete plant 

Workmg capital, 
purchase of eqUipment 
and constructIOn costs for 
the manufacture of JUice 

Workmg capital and the 
purchase of eqUipment 
for the manufacture of 
parquet and furmture 
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Comments/Exceptlons 
Noted 

Documents unavailable as to 
usage of loan funds Over half 
of funds not used one year after 
disbursement 

Funds used for workmg capital 
but documents unavailable as to 
speCific usage Mmor a!llount 
used for constructIOn reparrs 
which was not as planned 

Funds have been used as 
planned Makmg timely 
repayments of loan 

Documents not available 
ConstructIOn has been halted as 
borrower does not have proper 
permit 

Funds are bemg used as planned 
Borrower has requested 
authonzatlOn to reallocate a 
mmor part of the funds 

Bank slow to disburse funds 
Borrower wIlhng to return entrre 
loan If extensIOn of grace penod 
IS not approved 

Funds spent accordmg to plan 
Borrower IS selImg JUice and has 
made mterest payments to date 

Funds spent accordmg to plan 
Most eqUipment delivered and 
put mto production TlIDely 
Interest payments made 



Agent Loan 
Borrower Bank Amt$ Purpose of Loan 

39 UPI 488,339 W orkmg capItal and the 
purchase of eqUIpment 
for the productIOn of 
paper 

40 Komercl]alna 76,950 W orkmg capItal, 
purchase of eqUIpment 
and constructIOn costs for 
the productIOn of brOiler 
chIckens 

41 Umversal 557,594 Workmg capItal and the 
purchase of eqUIpment 
for the processmg of 
wood and furnIture 

42 Pnvredna, 177,578 Workmg capital and the 
Sarajevo purchase of eqUIpment 

for the productIOn of 
concrete blocks 

43 UPI 591,926 Purchase of eqUIpment 
for the productIOn of 
bakery products 

44 Sahmpasic 414,348 Workmg capital, 
purchase of eqUIpment 
and constructIOn costs for 
the production of flour 
and fodder 

45 Vakufska 2,308,512 Workmg capital, 
purchase of eqUIpment 
and constructIOn costs for 
the productIon of food 
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CommentslExceptlOns 
Noted 

Most funds have been spent 
accordmg to plan A small 
balance remams WhICh WIll be 
spent shortly Busmess IS slow 
and borrower IS sbppmg on 
payments 

Funds have been spent accordmg 
to plan Borrower IS current on 
payments 

Part of the eqUIpment and raw 
matenals have been delIvered 
Borrower behmd on payments 
Borrower has taken on addItIonal 
debt WIthout BF approval 
Bank has paId borrower mterest 
on undIsbursed funds 

Funds were spent accordmg to 
plan Busmess operatmg at less 
than 50 percent of capaCIty 
Borrower behmd m payments 

Funds were spent accordmg to 
plan The wafer productIOn lme 
IS not up and runnmg now but 
payments are current due to 
other bakery goods 

Funds were spent accordmg to 
plan except for a mmor 
reallocatIOn of funds to purchase 
additIOnal wheat Borrower IS 
current WIth payments but would 
lIke a grace penod extensIOn due 
to a delay m factory start-up 

Strong growth m borrower's 
busmess Borrower IS current on 
payments and would lIke 
additIOnal loan to expand 
operatIOns 



• 

• Agent Loan 
Borrower Bank Amt$ 

46 BH 248,609 

• 
47 BH 562,330 

48 Pnvredna, 591,926 • 
Travmk 

• 49 Pnvredna, 420,859 
Travmk 

• 

• 

• 

• 

• 

Purpose of Loan 

Workmg capItal, 
purchase of eqUIpment 
and constructIOn costs for 
the productIOn of plastIc 
products 

Workmg capItal and the 
purchase of eqUIpment 
for general constructIOn 
work 

Workmg capItal, 
purchase of eqUIpment 
and constructIOn costs for 
the productIOn of shoes 
and boots 

Workmg capItal, 
purchase of eqUIpment 
and constructIOn costs for 
the processmg of wood 
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Page 9 of9 

Comments/ExceptlOns 
Noted 

Funds were spent accordmg to 
plan Makmg tImely mterest 
payments to date 

Most funds have been spent as 
planned but eqUIpment has not 
been delIvered yet Makmg 
tlffiely mterest payments to date 

Loan has been restructured after 
borrower fell behmd m 
payments Borrower III dIfficult 
financial sItuatIOn due to 
cancellatIon of contracts 

Bank delay m dIsbursement 
caused suppher cancellatIOns 
EqUIpment has been obtamed but 
not yet mstalled Current on 
mterest payments to date 



• 

• 

• 

UnaudIted Bosman ReconstructIOn Fmance FacIlIty 
Fund AccountabIlIty Statement 

as o/September 30,1998 

AppendIX V 

The amounts that USAIDlBosma-Herzegovma budgeted and oblIgated for the five-year Bosman 
ReconstructIOn Fmance FacIlIty program are shown below, however, the program has a three-year 
budget The amount oblIgated for the On-Lendmg Program represents the balance-of-payments 
support to Bosma-Herzegovma Of the $194 9 mIllIon transferred to Bosma-Herzegovma, $101 
mIllIonll has been dIsbursed as loans to borrowers The dIsbursed ImplementatIOn costs are amounts 

• paId by USAID 

• 

• 

• 

• 

3-Year Program Amount Amount 
Budget OblIgated DIsbursed 

On-Lendmg Program $256,000,000 $194,879,178 $194,879,178 

ImplementatIOn Costs 

Contractors 17,500,000 32,756,477 28,988,423 

AudIt, Program 
and EvaluatIOn 1,500,000 0 0 

EnvIronmental 
Momtormg 600,000 0 0 

USAID Program 
Management 0 388,096 385,933 

Contmgencles 2,400,000 0 0 

Totals $278,000,000 $228,023 751 $224,253,534 

11 Loans were dIsbursed m Deutsche Marks, a medlUm of exchange m Bosma-Herzegovma A total of 170 6 
mllhon Deutsche Marks were dIsbursed and converted usmg a weIghted average exchange rate of 1 6894 Deutsche 
Marh.s to $1 

J1) 


