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EXECUTIVE SUMMARY

Since July 1999, through a $9.0 million cooperative grant agreement. USAID/EI
Salvador has assisted the local private family planning association, the Salvadoran
Demographic Association, SDA, in its efforts to attain higher levels of financial
sustainability, without disruption in the delivery of quality contraceptive services.
particularly services for the rural poor. The agreement, scheduled 10 end in September
2002, allows for the expansion of SDA programs that generate income in excess of cost
in order to cross-subsidize and benefit the SDA sociat services activities.

In order to consider any future assistance to the SDA, USAID requested that the
POPTECH Project conduct an assessment of the SDA's sustainability level and cross-
subsidization capacity. Because of programmatic and budgeting constraints. the mission
considers that it cannot commit future assistance to the SDA bevond a possible two-vear
extension of the present agreement and at an annual funding level that would range
between 50 to 100% of the 2001 level. The two-person team worked in country.
(February 27 to March 13, 2002), interviewing SDA and USAID staff and reviewing
program and financial repons.

The overall objective of the present agreement is to assure that by September 2002.
the SDA will have reached an overall self-sufficiency rate of 101%, based on the
following formula: total income, (sales, less cost of sales). over 1otal operational costs.
including amonized investments. Applying the formula for the vear 2001, the SDA had
attained a sustainability level of 82%. While this measurement of sustainability does
provide a general picture as to the size of the SDA operations during a given year. as well
as the gap (profit/loss) between income and expenses, it does not allow for strategic
planning for those activities that would support the generation of additional income in
order 10 cross-subsidize social service programs. Furthermore, the presently applied
indicator, while fostering the need 10 concentrate on revenues. without adequately
assessing cash flow, creates a distortion in the institution’s true financial sustainability.

Historically, the major portion of USAID funding to the SDA supported social service
activities and covered administrative expenses. Those areas have little, if any, potenuial
for cost recovery. On the other hand. the income generating activities of the SDA_(i.e..
business lines), received very limited USAID suppont. The funding for the business lines
has been provided primarily with the SDA’s own resources: and the investments have
produced some promising results, although at current levels of operation. they all are not
financially self-sustainable.

Cash flow analysis shows that on the average, for the period 1999-2001 and excluding
funding from donors, for every $1.00 earned, the SDA spent $1.25, (i.e.. a net loss of
$0.25) o maintain a level of coverage of 47,755 active users in the Rural Services
program and 17,185 youths in the Adolescents Integrated Services program. Projected 10
the year 2007, and assuming no USAID assistance and a 10% decline in IPPF support per
year, the SDA cash flow for cross subsidization would support only 50 of the current



coverage levels for both the Rural Services and Adolescents Integrated Services
programs.

Implementation of the project suffered numerous constraints. This often resulted in
delays in activity start-up, in some cases up to one year. The SDA was faced with the
lengihy process in obtaining local commercial sales permits and product registration;
feasibility studies that revealed the low-profitability of proposed clinical and marketing
activities; and delays in delivery of USAID-funded equipmeni. These constraints.
together with the impact of the two 2001 earthquakes, contributed 1o the SDA’s inability
to fully meet agreed upon income generation targets.

Despite the constraints, the social service programs had good results. as USAID
invested the bulk of its donations for the implementation and strengthening of those
programs and for the management infrastructure required to support them. However.
such large, short-term capital infusions, especially when used for non-income generating
activities, such as SDA administrative costs, can have a detnmental affect on the
institution’s sustainability capacity. While the short-term capital can create an immediate
programmatic impact, if it is not productive in terms of future cash flow. such impact
cannot be sustainable.

It is recommended that the pnmary objective of any future USAID support should be
for those business line interventions that will generate additional cash flow for the SDA
but not necessarily increase family planning coverage. On the other hand, all activities 1o
benefit from the additional cash flow should have a direct impact on increased use or
improved quality of reproductive health services, particularly services for the rural poor
and adolescents.

In keeping within the USAID purpose of “sustainable development,” any new SO and
project indicators should be related to SDA performance in areas such as cost cutting.
(particularly with regard to administrative costs), as well as the area of income
generation, i.e., business line activities. At the same time, secondary indicators should be
in place to assure that the focus on family planning and reproductive health services is
maintained at levels consistent with available cash flow.

A major concemn of the USAID mission relates 10 the timeframe for the termination of
assistance to the SDA, particularly within the context of an anticipated new USAID/San
Salvador Strategic Plan. The mission wishes to identify specific areas, such as the
proviston of contraceplive commodities., where USAID assistance could be terminated
immediately or on a phase-out schedule. At present the mission is obtaining services of
the DELIVER Project 1o assess the SDA’s capacity to assume full responsibility for all
future contraceptive procurement. That information, together with the Sustainability
Modeling Tool, SMT, developed by the POPTECH team, should provide the mission
with sufficient guidance in designing its contraceptive commodities and general exit
strategy.



In discussions with USAID and the SDA, the team explored various possible business
line activities where support could assist the SDA attain greater levels of hnancial
sustainability during a possible two-year extension. Each proposed activity must vet be
studied in view of its feasibility and potential for increasing the institution’s cash flow.
Unfortunately, critical information for USAID strategic planning, (such as contraceplive
prevalence rates and the positioning of the SDA among other contraceptive providers).
will not be available until the next national family health survey is completed in 2003.
While some of the proposed activities represent new areas for USAID assistance, (such as
health insurance packages financed by expatriate Salvadorans to benefit families here).
others involve expansion of successful interventions presently supported by USAID.
(such as the pharmacy network and the PROFAMILA Hospital).

As a legacy, USAID support under the present cooperative agreement has given the
SDA a good start in diversifying its services into those business line areas offering
greater profitability to the benefit of the social services activities through cross-
subsidization. Furthermore, in addition to the institution’s long commitment to the
provision of quality family planning and reproductive health services to the poor. a strong
sustainability ethic now exists at all levels within the institution.
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INTRODUCTION

Since July 1999, through a $9.0 million cooperative grant agreement, USAID/EI
Salvador has assisted the local private family planning association. the Salvadoran
Demographic Association, SDA, in its efforts to attain higher levels of financial
sustainability, without disruption in the delivery of quality contraceptive services,
particularly services for the rural poor. The agreement, scheduled to end in September
2002, allows for the expansion of SDA programs that generale income in excess of cost,
(such as the Clinical Services Program, the PROFAMILIA Hospital, and the Marketing
and Communications Program), in order to cross-subsidize and benefit the SDA social
services activities, (such as the Rural Services Program and the Adolescents Integrated
Services Program).

The purpose of the agreement is to introduce mechanisms that will assure the
continuity of the SDA sexual and reproductive health social programs. with emphasis on
the family planning services. This is in keeping with the USAID mission’s Strategic
Objective #3, “Sustainable improvements in the health of women and children achieved™.
The work with the SDA will contribute to the antainment of two of the intermediate
results: “Increased use of appropriate reproductive health practices and services™: and
“An enhanced policy environment to support sustainability of child survival and
reproductive health programs.”

The overall objective of the agreement is to assure thai by the completion date, the
SDA would have reached an overall self-sufficiency rate of 101%. based on the following
formula: the total income, (sales, less the cost of sales), over the 101al operational costs,
including amortized investments. Therefore, applying the formula for the vear 2001,
based on income of over $7.277 million and expenses of $8.922 miltion. the SDA had
attained a sustainability level of 82%. That compares with the levels of 75% for the year
2000, and 76% for 1999.

While this measurement of sustainability does provide a picture as to the size of the
SDA operations during a given year, as well as the gap (profivloss) between income and
expenses, it does not allow for strategic planning for those activities that would support
the generation of additional income. Furthermore, the present system. while fostering the
need to concentrate on revenues, withoul adequately assessing cash flow, creates a
distortion in the true financial sustainability of the institution. For example, by applying
the cash flow analysis modeling tool, (discussed further in this report). for the vear 2001.
the SDA had attained a sustainability level of only 76%, and not 82% as previously
computed.

Since July 1999, when the cooperative agreement began, the infusions of the USAID
funding represented a sizeable proportion of the annual SDA budgets. For example, for
the year 2000, the first full vear of the grant, SDA expenses under the agreement totaled
$3.143.269. or approximately 43.2% of total SDA expenditures. However. for the vear
2001, the USAID financed expenses dropped to 52,545,605, representing 28.53% of the
total SDA expenses. Unfortunately, such large, short-term capital infusions. especially



when used for non-income generating activities, such as the SDA administrative costs.
can have a detrimental affect on the institution’s sustainability capacity. While the short-
term capital can create an immediate impact, if it is not productive in terms of future cash
flow, the impact cannot be sustainable.

In order 10 discuss any future assistance to the SDA, USAID requested that the
POPTECH Project perform a quick assessment of the SDA’s sustainability level and
cross-subsidization capacity. As outlined in the Scope of Work, (Appendix A). the two-
person team would assess the institution’s general level of financial sustainability as well
as that of each of the five program areas. Recognizing that the USAID agreement does
not have indicators or milestones to measure progress towards sustainability or cross-
subsidization, the team was also requested to provide USAID and the SDA with a
financial modeling tool that would link the cash flow generating capacity of the SDA
programs to the per person beneficiaries of the Rural Services Program and the
Adolescents Integrated Services Program. (Those are the two programs identified by
USAID that might be considered for future support). The tool allows SDA and USAID
the ability to quantify their assumptions for a valid exit strategy, (see Appendix D).

During the two-week assignment in country, the team met with USAID/San Salvador
staff, the SDA central level staff, and the SDA Board President. SDA financial
documentation for the institution’s entire operation was reviewed. with special
concentration on the data for the calendar years 1999, 2000 and 2001. The POPTECH
report provides the requested sustainability assessment, taking into consideration the past
constraints, and addresses the concemns of the USAID mission, with suggested areas and
timeframe for USAID assistance during a graduation/phase-out period.
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BACKGROUND

The purpose of the following discussion is to provide the context within which the
USAID family planning support to the SDA has been framed. For more than 30 years.
the United States Agency for International Development, USAID, has provided
assistance to the local public and pnivate sector institutions in El Salvador in order to
increase the awareness and use of contraceptive methods. Throughout the years. USAID
has maintained a continuous partnership with the Salvadoran Demographic Association.
the SDA, which serves as the national affiliate of the International Planned Parenthood
Federation, IPPF. As a result, the support from USAID has positioned the SDA on a
solid financial and institutional footing. Today the SDA is recognized as the leading
private sector advocate for family planning as well as provider of quality family planning
and reproductive health care.

By 1998, the support from USAID allowed El Salvador, considered to be the most
densely populated country in Latin America, to reduce its annual rate of population
growth 1o 2.02%, and the crude birth rate 10 27.6. At the same time. through the
dedicated efforts of the SDA, the contraceptive prevalence rate (CPR) increased to a
respeclable 59.7%, helping to bring down the total fentility rate (TFR) to 3.6.
Unfortunately, there remains a tremendous and alarming discrepancy between the rural
and urban areas in this regard. As of 1998, the observed TFR. (which is the number of
children that a woman would have throughout her reproductive years), was 4.5 in rural El
Salvador, compared to 2.8 in the urban areas. USAID has justifiably focused its support
to benefit the rural poor and to assure equity with regard to quality family planning and
reproductive health services.

The following table, based on data available in 2001, provides a comparative picture
of a few demographic and health indicators of El Salvador and its neighbors.

Table No. 1: SELECTED DEMOGRAPHIC AND HEALTH INDICATORS
FOR EL SALVADOR AND OTHER CENTRAL AMERICAN COUNTRIES

Percent of Rate of Infant Tota!
INDICATOR Population Natural Mortality | Fertility Contraceptive Prevalence Rate
Under Increase Rate Rate
Age I5 All Methods Modem
COUNTRY Methods
EL SALVADOR 36% 2.3% 30 3.5 60 34
HONDURAS 43% 2.8% 42 44 50 41
NICARAGUA 43% 3.0% 40 4.3 60 57
GUATEMALA 44% 2.9% 50 4.8 38 31
COSTARICA 2% 1.8% 12 2.6 80 72
U.S.- (For Comparison} 21% 0.6% 7 2 76 71

Source: Population Reference Bureau. “2001 Waorkd Population Data Sheet”™. PRB, Washington, D C 2001.




The “1998 National Family Health Survey - (FESAL-98)" provides the most recent
available data on coniraceptive use in El Salvador. (The next survey is scheduled for
early 2003). With respect to the source of contraceptive methods and supplies for those
women married or in union at the time of the 1998 survey, the three major sources were:
the Ministry of Health (MSPAS) 47 percent; the Salvadoran Social Security Institute
(ISSS) 18 percent; and the SDA 16 percent. Pharmacies accounted for 6 percent and
other pnvate physicians and chnics only 4 percent. (A portion of the pharmacies
coverage could be attributable to the work of the SDA’s contraceptive marketing
activities, thereby raising the SDA share of total coverage 10 about 18 to 19 percent). It
appears that while the SDA is a key provider of contraceptive services, particularly in the
rural areas, nevertheless the public sector institutions carry the greatest share of the
burden.

The FESAL-98 also provided an outlook for contraceptive use beyond 1998. At the
national level, the three methods with the largest potential demand were: injection (37.4
percent); female stenlization (23 percent); and oral contraceptives (18 percent). Of those
women aged 15 to 44 who were married or in union and wanting 10 use a contraceptive
method but not currently using one, the injection was the most favored method across
categones of pregnancy status / preference, with the exception of those currently
pregnant who reported a stronger preference for female sterilization, (42 percent). Data
provided by the FESAL surveys serve all institutions providing contraceptive services in
their strategic planning.

The Ministry of Health facilities were the most commonly cited source for future
contraceptive use, independent of method preference and including women with no
preference. The percentage who would seek services from the MSPAS ranged from a
high of 72.8 percent among those who would use oral contraceptives to 34 percent of
those who would use methods classified as “other”, including condoms, Norplant.
vasectomy and vaginal methods. (It should be noted that the Mtnistry of Health offers all
of its family services free. The SDA, on the other hand, charges for all methods,
although the rural poor are provided the contraceptives at highly subsidized prices).

The Salvadoran Social Secunty Institute was the second most cited source for
potential future contraceptive services among those stating a preference for female
sterilization, ITUD or “other methods”, and it was tied for second with the SDA among
women who would use the injection. The SDA was the third most cited source for those
who would seek female sterilization, JUD and “‘other methods, and was tied for second
place with pharmacies as the source of oral contraception.

The 1998 FESAL also provided information on the estimates of contraceptive need.
based on actual risk for an uniniended pregnancy among those women aged 15 to 44,
married or in union, and not currently using a contraceptive method. Women who need
family planning are those who are not and do not want to be pregnant but are at risk of
pregnancy as a result of not using contraception. Compared with the previous
reproductive health survey, conducted in 1993, it was observed that the proportion



needing family planning services declined at the national level from 9.2 percent to 8.2
percent in 1998.

It should be noted, however, that this decrease was the result to a great extent of a two
percent decline in the proportion of urban women estimated to need services, while the
proportion of rural women was basically unchanged. The percentage in need of family
planning services varied from 4.9 percent among urban women to 12.1 percent of the
rural women. In recent years, the intent of the SDA rural outreach program. which 1s
supported by USAID, is to address this unmet need among the rural population.

Despite the successes to date, the population projections for El Salvador, over the
years 2001 10 2006 as estimated by the General Statistics and Census Directorate of the
Salvadoran Ministry of Economy, (see Table No. 2, below), would indicate an increasing
demand for family planning and reproductive health services, particularly among women
of fertile age and young adults in the age group 10 to 19 years old. Again. USAID/E|
Salvador has justifiably identified the focus of its family planning and reproductive health
support on the growing number of adolescents and women of reproductive age.
particularly those in rural areas.

Table No. 2: EL SALVADOR POPULATION: TOTAL POPULATION

AND SELECTED AGE GROUPS
2001 to 2006
YEAR | Total Population | Male & Female | Male & Female Female

10- 14 yearsold | 15- 19 yearsold | 15 - 44 years old |
2001 6,396,890 695,670 655,150 1.553.216 :
2002 6,517,798 707,294 656,323 1.583.835
2003 6.638,168 720,117 661,005 1.613,927
2004 6,757 408 732,843 667.980 1,644.074
2005 6,874,926 744,245 676.296 1.674.547
2006 6,990,658 \ 754,304 685.940 1.706.569

Source: Rep. de El Salvador, Min. de Economia, DIGESTYC, “Proveccién de la Poblacién de El Salvador.
1995-2025," Dic. 1996.

Another limiting factor regarding the outlook for the SDA is the anticipated income
from the International Planned Parenthood Federation (IPPF), the only significant source
of funding other than USAID. Because of the IPPF’s increasing deficits in funds
available to affiliate members, its donations to El Salvador have steadily declined over
the past years. The total value of combined contnbutions, in cash, contraceptive
commodities, and for special projects, declined from $444.441 in 1997, 10 $386,015 in
1998, to $310,561 in 1999, and $260,422 in 2001. And according to the new IPPF/WHR
Board President, (who happens to also be the President of the SDA), the outlook for
funding is very grim. Compared 1o the SDA annual operating budget for the year 2002,
which according to IPPF/WHR is approximately $9.46 million. the contribution from
IPPF for that same year, ($92.236 in cash and $103.770 in contraceptive commaodities). is
not significant. This appears to be the situation with other IPPF sister affiliates in Central
Amernica. (See Table No. 3).



Table No. 3: IPPF CASH AND COMMODITY DONATIONS
TO SELECT MEMBER AFFILIATES, 2002

Contraceptive | Total IPPF Total s ;’n::“"
AfTiliate Cash Commodities Donation AfTiliate Represested by
Budget IPPF Donation
El Salvador |$ 92,236 $ 103,770 $ 196,006 |[$ 9.459.018 21%
Guatemala | $ 174,205 $ 15000 $ 189,205 $10,325,322 1.8%
Honduras $ 160,984 $ 18,856 $ 179840 | % 6,392,696 28%
Nicaragua |$169279 |$ 87,670 $ 256949 |$ 5709479 4.5%

Source: Email from [PPF/WHR,

Victoria Ward 1o Jorge Hernandez, 3/8/02.

An additional consideration as to future USAID support for the sustainability of the
private family planning association is the unstable commitment of the public sector to
family planning. In recent years, the political vicissitudes of the Mimistry of Health with
regard to its commitment to the provision of family planning services has been a valid

and major concern to USAID.

In order to protect its long and costly investment in

assuring the availability of these services to all Salvadorans, particularly to the poor. and
to guarantee the sustainability of those programs, USAID has identified the SDA as the
only local NGO with the strongest commitment to family planning and with the greatest
potential for long-term institutional and financial independence.




FRAMEWORK OF THE ASSESSMENT METHODOLOGY

The assessment methodology applies a corporate finance cash modeling analysis fo
assess the cash flow and financial sustainability of the SDA. The analysis tnies to capture
the real level of cash flow sustainability by incorporating financial ratios t0 measure,
quantify and project the SDA’s operations as a business. This application of cash flow
analysis is based on the following assumptions:

¢ The levels of operating assets managed by the SDA are similar to or greater than
the levels of private health care corporations in El Salvador.

e The sustainability index (defined as revenues over total operating assets including
amortized payments) does not account for an assessment of cash flow
management and cannot serve as a benchmark to plan and measure capital
investment inittatives of the SDA.

e The cash flow analysis provides a sound structure to directly link and quantify
future cash flow needs to the cost per beneficiary in the Rural Services and
Adolescents Integrated Services Programs of the SDA.

The current levels and complexity of the businesses or income generating activities of
the SDA have reached a size similar 10 or greater than other private health care
corporations in El Salvador. As of 2001, with total fixed assets of US$9.6 million,
inventories of US$2.1 million, and a net worth of US$8.2 mitlion, the SDA ranks in the
top five largest health care institutions in the country. Moreover, the capital investment
needs and sales volumes of operating assets, such as the PROFAMILIA Hospital. the San
Salvador Clinic, and the network of pharmacies, is comparable to a medium/large private
health care company in El Salvador.

The sustainability index does not account for the cash management of changes in
working capital. This exclusion creates a cntical distortion for the SDA, which holds
levels of inventory and accounts receivable similar to a private health care corporation.
For instance, the SDA can have a sustainability index of 101%; however, monthly
changes in working capital from the rotation of inventory and accounts receivable
generale a cash deficit. The accumulation of this monthly negatuve cash flow over
several penods can bring operations to a halt. There are cases of pnvate health care
corporations that report in the audried statements levels of revenues that exceed operating
expenses, (i.c., a sustainability index greater than 100%), but these same corporations are
on the bnnk of bankrupicy because of negative cash flow from bad cash management
practices associated with managing working capital needs.

Capital investment initiatives require a cash flow retumn analysis to guide management
in the implementation of business plans. The focus of the sustainability index on
revenues, rather than a focus on cash flow, distorts the decision of management to invest
in a particular project. For instance, an invesiment project can generate revenues in
excess of operating expenses: however, net cash flow is less than the financial cost of the
funds utilized.



Even if revenues exceed operating expenses and the sustainability index is greater
than 100%, when net cash flow is less than the cost of capital, the project is a dead end
proposition. With the vision of long-term financial sustainability in an environment with
limited capital resources, the allocation of assets needs 10 be carefully assessed and
quantified to make appropriale decisions. In this manner, the sustainability index cannot
serve as a benchmark for asset allocation of future capital investment initiatives. The
benchmarks are cash flow projections that measure the Net Present Value of the projects.

The corporate finance analysis of cash flow to reach a price per share is the analogy
used to link the SDA’s future cash flow needs and the costs per beneficiary reached in
both the Rural Services and Adolescents Integrated Services programs. For a
corporation, free cash flow is the added value to the shareholders. For the SDA., free cash
flow is the added value to provide and maintain services to the beneficianes of the Rural
and Adolescents programs.

Likewise, with a limited number of shareholders, the value per share in a corporation
is a function of the total free cash flow available in each period. For the SDA, the cost
per beneficiary for each social program is the value per share. For the social impact to be
sustainable in each period, the total number of beneficiaries to be reached. times the cost
per beneficiary, needs to be a function of the available free cash flow. Hence. the
analysis for the SDA should calculate availability of free cash flow and the future cash
needs of each social program from the cost per beneficiary times the number of
beneficianes.

Free Cash Flow is calculated as follows:

Table No. 4: FREE CASH FLOW

llem Commenls

+ /- EBIT Eamings Before Interest and Tax (EBIT) is the cash available after all
purchases of inventory and expenses from operations are covered.

- Interest Expense Payments of interest on debt, if any

- Taxes Paymentis of taxes on taxable eamings. if any

- CAPEX Capital Expenditures (CAPEX) are the cash required to maintain.

upgrade, remodel and purchase equipment, planmi. and properties.
This is considered the cash for capital investments.

- + Changes in The cash inflow or outflow from the changes in accounis receivable,
Working Capital inventory, other current assets. accounts payable and other current
liabilities. This is considered the cash managed to maintain monthly !
operations and it is a function of the rotation in days of the accounts
in the current assets and liabilities mentioned above.

| + Depreciation From the total amounts of fixed assets amortized over a specific time
period. Depreciation represents a source of cash because it is an
expenditure charged lo the income statement but not disbursed.

= Free Cash Flow The sum of all items mentioned above.




Cost per beneficiary is calculated as follows:

Table No. 5: COST PER BENEFICIARY

Item: Definition/Calculation:
Direct Costs Cash outflow associated with inventory. matenals. and CAPEX
Indirect Costs Cash outflow associated with operating expenses. and administration

Number of Beneficiaries | Active users of contraceptive methods in the Rural Program.
Adolescents reached in the Adolescent Program. i

Cost Per Beneficiary = The sum of Direct and Indirect Cosis over the Number off
Beneficiaries ’

The following sections of the assessment provides a discussion of the general level of
financial sustainability of the SDA as weli as an analysis of the major programs. taking
into consideration the cost per beneficiary and the potential for cash flow. The analysis
focuses on the cash flow capacity of the institution and of its various business line
activities, with specific interest in the potential for cross subsidization to supporn two of
the SDA social service activities, i.e., the rural services and the adolescent integrated
services.

GENERAL LEVEL OF SDA SUSTAINABILITY

Overview

The SDA general organizational structure is comprised of eight departments, each
with a general management responsible for planning and executing budgets, developing
and implementing strategic plans, assessing and evaluaung results, and monitoring daily
activities. Each department reporis to the Executive Director, who in tum 1s evaluated
by the Board of Directors. Recent changes in the organizational structure include the
creation of an Assistant Executive Director responsible for managing and overseeing four
of the departments and reporting to the Executive Director. The detailed organizational
structure is as follows:
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Historical Analysis:

The historical analysis, which focuses on the SDA’s financial sustainability results for
the period 1999 to 2001, consists of the following elements:

USAID Cooperative Agreement Funding by Areas;
Constraints Limiting Target Attainment,
Programmatic Resuits of Social Services;

Financial Sustainability Results:

Activities to be Considered for USAID Graduation.
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USAID Cooperative Agreement Funding by Areas:

The distribution of recent USAID funding can be categonzed as falling into two
activity areas: those activities with revenue growth potential and those areas described
primarily as areas of consumption/expenditure, with little or no capacity for revenue
growth. The following table presents the detail distribution of funding by areas for the
years 1999 10 2001.
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Table No. 6: DISTRIBUTION OF USAID FUNDING BY ACTIVITY AREAS:

1999 - 2001
(In U.S. Dollars)
YEAR/ACTIVITY AREA FUNDING SOURCES
USAID SDA AND OTHER
YEAR: 1999 S % $ %
SOCIAL SERVICES PROGRAMS 1,641,793 76.46% 1,135625 26.66%
Rural Services 960.853 44.75% 118,186 271%
Planning and Evaluation 86.462 4.03% 143,495 331
Adolescent Services 1,343 0.06% 23.711 056%
Clinic Services 115499 5.38% 88,991 2.09%
Administration and Other . 477,636 2224% 761242 17.87%
BUSINESS LINE 505,395 23.54% 3,124,219 73.34%
Social Marketing and Communications 34,832 1.62% 316.880 744%
Pharmacies 8.566 0.40% - .
Clinic Services 461.997 IL.52% 355.966 8.36%
PROFAMILIA Hospital - . 2.451.373 5755%
TOTAL 1999 2,147,188 100.00 % 4,259,844 100.00%
YEAR: 2000 s % $ %
SOCIAL SERVICES PROGRAMS 1.480.008 16.9% 1,706,502 32.2%
Rural Services 377955 12.0% 225,619 4.3%
Planning and Evaluation 94.489 3.0% 230.830 4.4%
Adolescent Services 31496 1.0% 37259 0.7%
Clinic Services 340.159 10.9% 526.165 9.9%
Administration and Other 635,909 20.0% 686.629 12.9%
BUSINESS LINE 1,675.598 53.1% 3,598 689 67.8%
Social Marketing and Communications 188.977 6.1% 657.706 124%
Pharmacies 62,992 2.0% 583.359 L.0%
Clinic Services 1.360.637 43.0% 2,104,660 397%
PROFAMILIA Hospital 62.992 2.0% 252.964 18%
TOTAL 2000 3,155,606 100.00 % 5,305,191 100.00%
YEAR: 2001 $ % $ %
SOCIAL SERVICES PROGRAMS 1.239.871 49.3% 1520741 21.3%
Rural Services 370.326 14.7% 216,573 0% 5
‘ Planning and Evaluation 91.994 3% 146.171 2%
' Adolescent Services 16.146 0.6% 31,716 04% !
Clinic Services 217,333 B.6% 141,155 20%
Administration and Other 544,072 20.7% 985.126 138%
BUSINESS LINE 1.272,734 50.7% 5.604.558 78.7%
Social Marketing and Communications 240,734 9.6% 686,023 9.6%
Pharmacies 35.657 | 4% 1.548.033 21.7%
Clinic Services 869,332 34.6% 564.622 T9%
PROFAMILIA Hospital 127,011 5.1% 2.805.880 39.4%
TOTAL 2001 2,512,605 100.00 % 7,125,299 100.00%

Source: Salvadoran Demographic
Association, Annual Financial Repors
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For the three-year period, the Social Services activities, or Non-Income Generating
activities, received on average more than half of the total USAID funding of L'S$7.8
million. While the Social Services activities accounted for 55.8% or U'S$4.36 million
total funds utilized, the Business Lines, or Income Generating activities, received the
remaining 44.2% or US$3.45 million. Moreover, those Business Lines that have shown
the greatest positive cash flow increments during the three-year period received less than
5% of the USAID funds. Over the penod, the PROFAMILIA Hospital received an
average of only 2.4%, or US$190,003 of total funds; while, the pharmacy activities
received an average of 1.37%, or US$ 107,215.

In the funding distribution, it is important to note that Clinical Services activity is
classified as both a Social Program Service and a Business Line. This dual classification
responds to the hybrid nature of the activity. Although the Clinical Services have a
potential 1o generate positive cash flow, the family planning and medical services are
cross-subsidized intemally in order to provide coverage for low income people through a
price differentiation structure. The cross subsidy is absorbed within the Clinical Services
cost/expense structure. Therefore, it is assumed that Climical Services is an activily
where the available cash flow supports only the cross subsidy of the services it offers to
particular income groups and there is no cash flow capacity 1o cross subsidize income to
other Social Services activities.

The two key factors identified from the assessment of the distribution of funds that
had an impact in the sustainabihity of SDA are:

1) Mismatch of Funding Allocations: The historical allocations of funds distort
the general purpose of the funding, ie., to increase the level of SDA
sustainability. The allocation of the majority of the funds 1o support the
growth of operating expenses associated with the Social Services activities
created a faster capacity to expend, and may have undermined the capacity of
the Business Line activities to support the increasing overall expenditures.

i) Expense/Cost Structure and Medium/Long Term Social Impact: The funds
allocated to Social Services activities while generating immediale
improvements in programmatic results, created a medium/long term
financially non self-sustainable cost/operating structure. The implication is
that historic programmatic results achieved with USAID funding are not
sustainable in the medium/long term.

Constramnts Limiting Targel Attainment:

The assessment of constraints limiling target attainment places the programmatic and
financial results in the actual operational context experienced bv SDA over the past three
years. Some of the main constraints identified by the SDA in the attainment of
programmatic and financial results were:



¢ Up to a one year delay in delivery of USAID funded equipment. The financial
implication is an estimated revenue loss of US$85,000 for the potential sales of
services from the mammography and ultrasound equipment.

» An average one year delay in oblaining local permits and licenses for new
products for the pharmacies. The financial implication is an estimated revenue
loss of US$800,000.

e The unexpected reduction in IPPF donations which declined an average of 32%
+ Changes in the tax code required that SDA had to pay the VAT of 13%.

e The impact of two major earthquakes in 2001. As a result the earthquakes, the
clinic/hospital services suffered significant reductions in both revenues and
number of beneficianies. For instance, the estimated revenue loss. including the
loss of ISSS contracts, for the PROFAMILIA Hospital was US$240,000. At the
same time, the fund-raising cash flow declined an estimated US$! 1,000 as local
donations normally available to the SDA were directed elsewhere for earthquake
relief assistance and reconstruction. The SDA also faced unplanned costs for
repairs and upgrades that generated an estimated loss of US$50,000.

Programmatic Results of Social Services:

With more than half of its funding going to the Social Services activities. the SDA
was able to attain significant programmatic results, as follows:

Table 7: Couple Years Protection by Social Services Activities

PROGRAM 1999 1000 2001 Total
RURAL SERVICES 29,987 29,458 30,690 90,138
CLINIC SERVICES 23,450 23,074 22,162 63,686
SOCIAL MARKETING AND COMMUNICATIONS 43,561 46,401 44,980 134,942
TOTAL SDA 96,998 98,933 97,832 293,763

Source: Salvadoran Demographic Association: Annual Program Repons.

As of the end of 2001 the SDA generated an aggregaie total of 293,763 Couple Years
Protection, CYPs. During the past three years, the aggregate number of CYPs
expenienced a positive growth. The decline registered from 2000 to 200! is a result of
the reduced demand and volume of services rendered due to the earthquake.

For the Rural Services Activity and Adolescent Integrated Services Activity, the

results in terms of numbers of beneficianes, productivity and cost per beneficiary also
show positive trends. The results are the following:
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Table No. §: Number of Beneficiaries and Cost per Beneficiary for
Selected Activities: 1999 - 2001

1999 2000 2001
BENEFICIARIES RURAL
Number Beneficiaries per 43,056 43,782 47,755
" Growth / N/A 1.7% 9.1%
Estimated Cost per (17.55) {9.59) (8.69
Indirect Cost 10% 15% 2099
Total _(19.30) (11.03) {10.43
TOTAL CASH FLOW $ (831,188 § (483,049 $ (498,007
BENEFICIARIES ADOLESCENT
Number Beneficiaries per 14,183 11,032 17,185

Growth / N/A -22.2% 55.

Estimated Cost per (1.33) (4.46) (2.88
Indirect Cost 10% 10% 10%
Total Cost {1.46) (4.91) __(3.16
TOTAL CASH FLOW $ (20738 $ (54,123 $ (54,372

The number of beneficiaries in the Rural Services activity increased 9.3% from the
levels of 1999 to the current levels in 2001. During this period. however, the number of
promoters declined from close to 1,200 in 1999 to a current level of 680 in 2001. The
remarkably improved productivity levels of the promoters contributed to an effective cost
reduction per beneficiary of 85.7% from 1999 to 2001. At the same time. the Adolescent
Integrated Services activities reported higher numbers of beneficianies. From 1999 to
2001 the number of beneficiaries increased by 21%. The reduced cost per beneficiary
reflects the higher efforts of the SDA each year to reach more adolescents through more

cost efficient strategies.
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Financia! Sustainabihty Results:

The following analysis quantifies SDA attained levels of self-sufficiency utilizing
cash flow levels as the key indicator. The general financial results are the following:

Table No. 9: Historical Cash Flow Modeling of SDA
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The general environment of the historical cash flow modeling is a rapid increase in
grants/subsidies to support Social Services activities with a slower grant/subsidy 10
support Business Lines. In this environment, the attained levels of financial self-
sufficiency of the SDA are summarized as follows:

Table No. 10: General Level of SDA Cash Flew Margin: 1999 - 2001

1999 SDA General Level 2000 SDA General Level 2001 SDA General Level

Free Cash Flow Margin (39.3)% Free Cash Flow Margin (29.4)% Free Cash Flow Margin (25.5)%

The Free Cash Flow Margin indicates the level of self-sufficiency quantifying the
excess and or deficit in cash flow of the SDA. For example, the 2001 Free Cash Margin
means that for every dollar the SDA generated, it lost US 25.5 cents. Conversely. it
shows that in 2001 the SDA cash flow supported only 74.5% of the cash needs from
operations.

The Cash Flow Margin differs from the Sustainability Index in that the base of
measurement is cash flow, not revenues. The higher levels of self-sufficiency reported
by SDA, when measured by the Sustainability Index, did not include the inherent cash
flow deficit in changes from working capital. In the cash flow modeling of the SDA. the
changes in working capital generate an estimated loss of 15 cents per dollar of revenues.
representing US$1.017 million negative cash flow for 2001.

The results show a consistent improvement in cash flow for the SDA. From 1999 o
2001, the SDA cash flow capacity increased by 54.1% reaching a Free Cash Flow Margin
of negative 25.5% in 2001 from the much higher negative 39.3% in 1999.

The main reasons for the Cash Flow Margin improvement are:

e The Network of Pharmacies: In 2000, SDA invested its own resources to launch
a network of pharmacies (note, USAID supported with only US$98.800 of the
1otal SDA investment of more than US$1.4 million. Most of that was represented
by US$1.2 million investment in pharmacy stock). At the end of 2001. the
pharmacies generated revenues of US31.66 million for a positive cash flow
margin of 4.3%, or a US$71.617 cash flow to the SDA.

» PROFAMILIA Hospital: The Hospital continued to make consistent positive
cash flow contributions to the SDA social services programs. From 1999 10 2001
the Hospital had contributed to the SDA a positive cash flow of over US$500.000.
At the end of 2001, the Hospital generated revenues of US$2.73 million. with a
positive cash flow margin of 5.5%, or about US$150.671. That did not include a
US$245,942 cash cross subsidy charged during the year.

16




® Cost Reduction Measures: SDA implemented cost control measures to reduce the
total operating expenses (not including stock of inventory and consumables).
While in 1995 the total operating expenses represented 88.3% of revenues. by
2001 operating expenses represented only 65.1% of revenues. In other words. for
every dollar eamed in 1999, US 88.3 cents were consumed in operating expenses
as compared to only US 65.1 cents in 2001.

Activities to be Considered for USAID Graduation:

Activities supported by USAID funding that could be considered for graduation at the
end of 2002 are the following:

Table No. 11. Activities Ready for Graduation and Outlook for 2002 - 2007

Activites’ Status at the End of 2001 Outiook 2002 - 2007

3 Pharmacies Positive Free Cash How Positive trends to improve Cash
US$76K; Cash Flow Margin Fow Margin from Economics of
4,3%. Scale

Pro-Familia Hospital Positive Free Cash How Positive trends to improve Cash
US$150K; Cash Aow Margin Aow Margin from Cost

5.5%. Reduction Measures

Cinical Services Free Cash Flow Margin (34%) | 2 year horizon for maturity of
capital investments to generate
a positive Free Cash Fow
Margin
Administration All training proposed Positive trends with initiatives
completed. SGA accounts for | to reduce SGA and improve
65% of revenues Free Cash Aow Margins
Contraceptives Free Cash Flow supports 40% | 2-3 year honzon for a phase-

of total purchases (60%
USAID)

out strategy

As mentioned above, the pharmacies represent a positive cash flow for SDA. The
outlook for this business is to continue expansion with additional pharmacies to reach a
level of economics of scale where purchase costs are reduced.

The PROFAMILIA Hospital will continue with its costs containment measures. The
outlook is good for increased increments in positive cash flow, thereby providing
contributions to the SDA as the cost reduction initiatives take effect.

Presently, the Climical Services are generating a cash flow margin deficit. However.
the outlook is positive as the significant capital investments for equipment mature over
the next 2-3 years. A positive cash flow margin for Clinical Services implies that there is
excess cash to cross subsidize its same services.

Administration expenses supported by USAID as direct line expenditures are ready for
graduation. SDA can cover all the administrative expenses of the Social Services
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activities with cash flow from business lines. Cost containment initiatives will continue
and the outlook is that as these initiatives are implemented SDA will improve its free
cash flow margin.

Contraceptives cash needs as of the end of 2001 were 40% supported by SDA. The

outlook presents the need for a 2-3 year plan for a phase over strategy. (A discussion on
contraceptive commodity support and USAID phase over is provided below).

QOutlook:

The outlook analysis presents the future financial self-sufficiency of the SDA for the
periods from 2002 to 2007. The analysis consists of the following elements:

1) Financial Projections
i) Areas of Investment for Cash Flow Growth
i)  Scenarios for USAID Extension Funding

Financial Projections:

The cash flow financtal projections of the SDA focus on the financial self-sufficiency
of the SDA for the next five years and levels coverage the institution can maintain. The
financial results of the cash flow projections provide a guide for management to set
strategies in the short/medium term for contingencies such as a decline in
grants/subsidies. For donors the financial modeling of SDA cash flow allows to quanufy
sustainable coverage levels.

It should be noted that this financial sustainability analysis considers a worst-case
scenario. The scenario first develops in a senies of assumptions, and the results are then
presented and discussed. The worst-case scenario presents the maximum number of
beneficiaries that the SDA can self maintain in the event of no funding from USAID. h
is also the bottom benchmark to measure the financial growth or potential of an
institution when industry standards are not available. For SDA the worst-case scenano
will be the benchmark for management 1o compare the results of short/medium term
financial strategies and for the USAID the measurement of actual future coverage levels
that SDA can arttain with no additional funding.

The general environment of the worstcase scenano i1s a rapid decline in
grants/subsidies coupled with stagnate growth of the business lines and a ngid
cost/expense structure. Specifically, USAID funding will no longer be available after
2002 and the SDA makes immediate adjustments in its cost structure since revenue
growth is limited. The assumptions for the key variables are as follows:
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Table No. 12: Assumptions per Accounts in the Worst Case Scenario

Accounts Assumptions Comments
Revenue 2% growth per annum for Growth rate of 0.5% less than annual inflanions
business lines. {(2.5%)
Cost of Goods Sold At 42 % of wotal revenues Consistent with historical ratios
At 51.1% of total revenues Expense structure reduction of 14%. accrued
from reduction in Personnel and other
Operating Expenses Administrative Expenses as SDA prepares for
lack of funding from donors.
Depreciation At 8% of 1o1al revenues Consistent with histonical ratios
50% decline per year USAID. no After 2003, only source of grams/subsidy is
. funding afier 2003. IPPF.
Donor Donations 10% decline per year of IPPF
50% decline per year of other
grants
ICapital  Expenditures CAPEX representing 10% of Depreciation is
({CAPEX) At 10% of depreciation consistent with the no growth assumptions. :
|
The negative Changes in Working Capital
accounts for the identified cash flow deficiencies |
Changes in Working _ in operations of the SDA. These deficiencies are :
. At a negative 7% of ol generated from the management of nventory. !
Capital revenues accounts receivable. and accounts payable.
Reduction from historical Jevel as SDA prepares
for lack of funding from donors and levels of
inventory are reduced.
Inflation At 2.5% per annum Consistent with historical figures.
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The Pro-Forma modeling of cash flow capacity for the SDA shows the following
results:

Table No. 13: Pro-Forma Cash Flow Modeling of SDA: 2002 - 2007
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From the above, it appears that the SDA would be able to improve its cash flow
margin consistently over the projected periods as the cost containment initiatives mature.
In 2002, the free cash flow margin of negative 1% is attained since in preparation for the
expected donor exit the operations are restructured immediately. The following
improvements over the years 2003 to 2007 indicate the positive effects of the initiatives
taken in 2002. The SDA free cash flow margin in 2007 therefore would result at a
positive 0.8%

The cash flow available at the end of each period is the measurement of the coverage
levels. The following table provides the worst-case scenario coverage levels for selected
program activities that the SDA can attain in each period.



Table No. 14: Pro-Forma Cash Flow Medeling of Coverage Levels
Supported for Each Period: 2001 - 2007
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The results show that SDA coverage levels for the Rural Services activiuies and the
Adolescent Integrated Services activities decline 50% in 2003 when USAID funding is
assumed 1o be no longer available. The decline results from the limited cash flow
available to maintain the cost per beneficiary in both the Rural and Adolescent activities.
However, as cash flow improves over the next several penods, the SDA is able to
increase coverage by 5% per period in 2006 and 2007 in the Rural Services activities. to
reach 26,235 beneficianies in 2007. Similarly, the coverage for the Adolescents activites
increases at a rate of 5% per period in 2005, 2006, and 2007 1o reach 9.947 beneficiaries
in 2007.

The cost per beneficiary in both programs follows the historical trends improving over
the projected periods. The improvement of the cost structure in both programs follows
from the historical productivity attained where fewer promoters achieved a higher
number of beneficianies at a lower cost.

In general, the Sustainability Modeling Tool quantifies the decline in coverage if
USAID funding is not available. The link of cash flow availability and the cost per
beneficiary provides the framework for future decision and strategic planning from both
the donor and the SDA in order to set realistic future coverage targets.

Areas of Investment for Cash Flow Growth:

Cash flow margins, as the indicator 1o attain self -sufficiency linked to a specific level
of coverage, implies that future invesiments of the SDA need to be allocated to those
business lines that can generate additional cash flow. The following is a list of
investment ideas that the SDA is considering to fund either with its own resources or, if
possible, with donor funding in order to increase future cash flow generation.



¢ Pharmacies: The SDA is considering the replication of the pharmacy model to
attain a required level of economies of scale to lower purchase costs. The
investment items include: feasibility studies, better information technology of cost
measurement and control, additional hardware/software, stock purchases,
infrastructure, marketing and promotion.

e PROFAMILIA Hospital: The SDA is considening additional capital investment to
improve quality, diversify services and reduce costs at the PROFAMILIA
Hospital. The investment items include: equipment upgrade. remodeling
infrastructure, better information technology of cost measurement and control and
additional hardware/software.

e New Ventures: The SDA is considering new ventures to increase demand for
services and generate hard currency needed for overseas procurement of
equipment and commodities. The new ventures include: intemational health care
insurance whereby Salvadorans living in the United States can purchase health
care insurance for relatives in El Salvador through access to the medical services
of the PROFAMILIA Hospital.

¢ Climcal Services: The SDA is considering additional capital investment to
maintain quality, to expand services, and to reduce costs. The investment items
include: upgrading equipment, remodeling infrastructure, expanding laboratonies.
improving information technology for better cost measurement and control. and
additional hardware/software.

e General Cost Containment and Information Management Tools: The SDA is
considering the investment in technology to drive efficiency in cost containment
initiatives, measurement of cash flows levels, and decisions of capital allocations
among the various business lines.

e Contraceptives: The SDA has begun dialogue with sister Central Amencan IPPF
affiliates 10 explore initiates to assure contraceplive commodity securty.
Logistics management and other technical support are being sought for the
development and implementation of a phase-out plan. (See section below on
Contraceptive Commodities for details).

Scenarios for USAID Extension Funding:

The following analysis provides an additional modeling exercise 10 quantify the
coverage levels that SDA can attain with USAID funding investment initiatives for the
business lines. The exercise is only a guide for the donor to set targets according to the
funding support of investment initiatives. It is important to remember that the coverage
levels attained are a direct function of the cash flow growth assumptions of the realized
investment.
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The key assumptions of the modeling exercise are:

» The funding levels in each scenanio represents capital investment in business lines
of the SDA that can generate an aggregate cash flow compound retumn of 5% per
annum lo support the cash flow needs of social program services.

* The SDA adjusts and rationalizes its cost/expense structure based on the funding
levels of each scenarnio.

* The SDA rationalizes the long-term sustainable levels of coverage for the Rural
Services activities based on the funding levels of each scenario.

The additional cash flow for each scenano shows the following results:

Table No. 15: Range of Possible Funding Options from USAID Agreement
Extension Based on Cash Needs for Target Coverage Levels
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The additonal cash flow generated for each funding scenano is as follows:
US$381,250 for Scenario |
US$228,750 for Scenario 2
US$152,500 for Scenario 3.

Based on the additional cash flow generated in each scenano, the level of coverage
that can be maintained is the following:

Scenario 1: Funding Levels at 100% of Historical
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The results show that coverage levels in the year 2004 are 33,429 beneficiaries for the
Rural Services activities and 17,185 beneficiaries for the Adolescents Integrated Services
activities. The decline in coverage level from the 2001 historical level is due to the fact
cash flow accumulation is only projected for two years, whereas the matunty of the
investment can take between 5 to 7 years. Hence, the immediate coverage levels
reduction experience in the earlier years is totally offset in the long term with consistent
increases in cash flow as the investment matures.

Scenario 2: Funding Levels at 75% of Histoncal
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Results show that coverage levels in the year 2004 are 31,041 beneficianes for the
Rural Services activities and remain constant at 17,185 for the Adolescent Integrated
Services activities. The decline in coverage is due to the reduced additional cash flow
and to the time needed for maturity of the investments as explained in Scenario 1.

Scenano 3: Funding Levels at 50% of Historical
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Results show that coverage levels in the year 2004 are 28,653 beneficianes for the
Rural Services activities and remain constant at 17,185 for the Adolescent Integrated
Services activities. The decline in coverage is due to the reduced additional cash flow
and to the time needed for maturity of the investment as explained in Scenario |



THE SDA BUSINESS LINES AND SOCIAL SERVICES PROGRAMS

This analysis of SDA programs presents the general operational structure and cash
flow results of all the areas considered as Social Services Programs and Business Lines.

The section is comprised as follows:
i) PROFAMILIA Hospital
i) Marketing and Communications
- Social Marketing
- Pharmacies Network
- Resource Development
i) Clinical Services
1v) Rural Services
v) Planning, Development and Evaluation
- Adolescents Integrated Services

PROFAMILIA Hospital
The general operational structure of the PROFAMILIA Hospital is as follows:

Hopral
Profamiba
l

The four units of the PROFAMILIA Hospital are under the direction of the general
manager. The unit managers include areas such as nursing, whereas the food services
unit includes the SDA cafeteria as well as patient kitchen services. The historical cash
flow for the PROFAMILIA Hospital is as follows:

Table No. 16: Cash Flow Modeling of PROFAMILIA Hospital: 1999-2001
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The main findings of the historical cash flow analysis are:

® The free cash flow margin at the end of 200f was a positive 5.5%. representing
US$150,671. This cash flow margin excludes a US$245,942 cash cross subsidy
charged by SDA to PROFAMILIA Hospital as an expense. Taking into
consideration this cross subsidy charge of 2001 would account for an additional
positive 8.9% to the free cash flow margin

» Consistent cost reduction measures with total operating expenses accounting for
66.7% of total revenues.

Marketing and Communications
The general operational structure of the Marketing and Communications Program area
is as follows:

Marketing and
Communicabon

Corporate Servces

The Marketing and Communications Program is comprised of three unit managers.
supervised in turn by a general manager. The units are: Social Marketing. Pharmacies
Network (comprised of three pharmacies) and Resource Development. which includes
corporate services.

Social Marketing:
The historical cash flow for the social marketing program is the following:

Table No. 17: Cash Flow Modeling of Social Marketing Program: 1999-2001
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The main findings of the historical cash flow analysis are:

e The free cash flow margin was a negative 27% at the end of 2001. The negative
cash flow margin indicates the rate at which the program needs to be subsidized.
In this case, the program needs a subsidy of US 27.3 cents of every dollar earned.
The cash flow deficit is generated mostly from the costs of contraceptives. which
in 2001 accounted for 45.3% of total revenues.

e This program is the largest consumer of USAID donated contraceptives. In 2001.
Social Marketing represented over 60% of all contraceptives donated to SDA.

Network of SDA Pharmacies:

The histonical cash flow for the pharmacies network is the following:

Table No. 18: Cash Flow Modeling of Pharmacies Network: 1999-2001
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The main findings of the historical cash flow analysis are:

e The free cash flow margin was a positive 4.3% at the end of 2001. The cash flow
generation capacity of the pharmacies is fully illustrated in 2001 since the project
was initially implemented during 2000.

* The cost structure of the business line shows that the largest item is inventory of
US$1.2 million in 2001, accounting for 76.2% of total revenues. The SDA
developed and invested in this business line with little support from donors. All
the stock purchases were realized with institutional resources.



Resource Development;

The historical cash flow for resource development is the following:

Table No. 19: Cash Flow Modeling of Resource Development Program: 1999-2001
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The main findings of the histonical cash flow analysis are:

e The free cash flow margin was a positive 4.9% at the end of 2001, representing
US$2,089. The significant reduction reported from 2000 to 2001 is due 1o the fact
that in the aftermath of the two major earthquakes in early 2001. local donors who
in prior years had supported the SDA, now allocated most of their donations to
earthquake reconstruction efforts.

Clinical Services
The general operational structure of the Clinical Services Program is as follows:
Chrecal
Servces
1

Lk

The area is comprised of three geographical regions each with three clinics under the
direct supervision of a general manager. The regions are: Central. Occidental and
Oriental.



The historical cash flow for the Clinical Services Program is the following:

Table No. 20: Cash Flow Modeling of the Clinical Services Program: 1999-2001
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The main findings of the historical cash flow analysis are:

The free cash flow margin was a negative 34.1% at the end of 2001. representing
a cash flow loss of US$414.866. The reasons for the negative cash flow include:
(1) the significant capital investment during the last three years, (totaling
US$759.491 in equipment and expansion of laboratories), have not reached
maturity, and (2) the hybnd nature of the program whereby there is internal cross
subsidization to beneficiaries of medical and family planning services.

Regarding the capital investment realized during the last three years. the expected
maturity of the investments would be in the next two to three vears. based on
historical trends in utilized capacity and volume of services-provided that reflect a
five- to seven-year maturity penod. At the end of matwunty for the investments
there is a real possibility that Clinical Services will attain a positive free cash
margin where the excess cash flow will be utilized 10 continue the internal cross
subsidization of the services.

Cost containment efforts have been effective as personnel expenses accounted for
54.4% of revenue in 2001 compared to 64% in 2000.



Rural Services Program

Rural Program
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The Rural Services Program is comprised of four regions under the supervision of a
general manager. The regions are identified as: Occidental; Central; Mid-Center: and
Onental. The reach of the operations of the program consists of 680 local rural
promoters distributed among the four regions.

The historical cash flow analysis for the Rural Services Program is the following:

Table No. 21: Cash Flow Modeling of the Rural Services Program: 1999-2001
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The main findings of the historical cash flow analysis are:

* The free cash flow margin was a negative 211.1% at the end of 2001, representing
a cash flow loss of US$314.866. The negative cash flow margin indicates the rate
at which the program needs to be subsidized. In this case. the program needs a
subsidy of US $2.11 for every dollar eamed. The cash flow deficit is generated
mostly from both the costs of contraceptives, which in 2001 accounted for 96.7%
of total revenues, and personnel expenses, which accounted for 11i% of total

revenues.

e The program has reported some operational efficiency regarding personnel.
Personnel expenses, although representing a significant portion of total expenses.
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have declined as a percentage of revenues from 247% in 1999 10 111% in 2001.
The improvement in personnel expenses is due to the reduction in number of
promoters from almost 1,200 in 1999 to 680 in 2001.

e Coupled with the reduction in personnel expenses, the promoters have increased
productivity. In 1999, the number of beneficianes totaled 43,056 at a direct cost
per beneficiary of US$17.5 (excluding indirect costs) compared to the number of
benefictanes in 2001 of 47,735 a1 direct cost per beneficiary of USS7.84
(excluding indirect costs).

e The level of subsidy for the cost per beneficiary as of 2001 is 65%. The
beneficiary pays the remaining 35%. This indicates that the level of cash flow
generation of the program as a whole will be limited to the capacity of
beneficianes to absorb part of the cost of contraceptives.

Planning, Evaluation and Development Program
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The Planning, Evaluation and Development Program is compnsed of the evaluation
and investigation unit which includes national surveys. feasibility studies, the
Documentation and Cyber Center, and the education and training units. It also includes
the Adolescents Integrated Services activities, Volunteer Workers, and the Fnendly
Pharmacies activity. The present assessment looks only at the Adolescents Integrated
Services activily and the Documentation and Cyber Center, which have been supported in
recent years by USAID. (Whereas the national Salvadoran Family Health Suney.
FESAL, is carried out by the SDA, the USAID funding is provided for separately).

Adolescents Integrated Services Aclivilies:

The historical cash flow analysis for Adolescents Integrated Services activities is the
following:
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Table No. 22: Cash Flow Modeling of Adolescents Integrated Services: 1999-2001
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The main findings of the historical cash flow analysis are:

¢ The free cash flow margin is not applicable because the program (as considered
by the SDA and USAID) has no historic or future cash flow generation capacity.
At the end of 2001, the total program cost of US$49.850 served to reach 17,185
beneficiaries at a direct cost of US$2.88 per beneficiary. (excluding indirect
costs),

¢ The improvement in productivity of the program is evident when comparing the
cost per beneficiary and number of beneficianes over years. In 2000, the cost per
beneficiary totaled US$4.46, (excluding indirect costs), and reached 11.032
adolescents, while in 2001 the unit cost totaled US$2.88, (excluding indirect
costs), and reached 17,185 beneficiaries.

Documentation and Cyber Center:

The historical cash flow analysis for the Documentation and Cyber Center is the
following:



Table No.23: Cash Flow Modeling of Documentation and Cyber Center: 1999-2001
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FREE CASH PFLOW (46.389) (48,897) (48.092) FEAIE LY

¢ The free cash flow margin was a negative 241.6% at the end of 2001, representing
a cash flow loss of US3$40,892. The negative cash flow margin indicates the rate
at which the program needs to be subsidized. In this case, the program needs a
subsidy of US$2.41 for every dollar eamed. The cash flow deficit is generated
mostly from operating expenses where personnel expenses accounted for 21 1% of

total revenues.

e The program has reported some operational efficiency regarding personnel.
Personnel expenses, although representing a significant portion of total expenses,
have declined as percentage of revenues from 281% in 1999 to 21 1% in 2001.
The improvement in personnel expenses is due 10 cost containment initiatives of

the SDA.

The “Sustainabihity Modeling Tool™ (SMT) used for this financial assessment of the

SDA is contained as Appendix D.
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CONTRACEPTIVE COMMODITIES

This section of the assessment addresses the USAID mission’s special concern
regarding the provision of USAID-donated contraceptives and its plans to transfer this
responsibility to the SDA.

Historically, USAID has been the largest donor of contraceptives to El Salvador.
Since 1985, (and with ptanned deliveries into 2003), USAID will have provided more
than $8,106,000 worth of contraceptive supplies to El Salvador. Over the recent nine-
year peried, 1993 1o 2001, while the Ministry of Public Heaith received some $2.141.000
in contraceptives, the SDA received a near-equivalent amount, valued at $2.088.000.

While in recent years the SDA has taken on more responsibility for the provision of
contracepuives, (purchasing supplies with local funds and seeking out other providers.
such as a possible consortium of the Central Amenican [PPF affiliates), there vet remains
a valid concern for the SDA’s high dependency on the USAID donations. Furthermore.
in recent years, the provision of USAID contraceptives was sometimes not properly
coordinated with SDA, at times resulting in stock-outs and disruptions to services.
particularly in the rural areas.

With technical assistance from the USAID/Washington-managed DELIVER Project.
the mission is in the process of designing a rational phase-over plan in order to transfer
complete responsibility for the procurement of contraceptive commodities. including
procurement of USAID-funded contraceptive commaodities, to the local partners in both
the public and private sectors. To do this, the institutions basically will require sufficient
time and some technical assistance to set up procurement systems. acquire the skills, and
to guarantee that the budgetary requirements are in place for an orderly phase-over.
Experiences in other family planning programs in the LAC region would indicate that
such phase-overs require from three to five years.

A valid concem of the SDA is with the “minimum contraceptive stock levels”
recommended over the years by the USAID-CDC logistics management advisors, (six
months), and that of IPPF, (nine months). As long as those donors provided the
contraceptives free 1o the SDA, and in such large quantities, there has been little concem.
USAID would usually replace any product that had been lost or damaged or that had
passed the expiration dates. And there has never been any concern by the SDA to
maintain an adequate cash flow to maintain the stock levels of these donated
commodities. However, once USAID ceases to provide donated contraceptives, the SDA
will have to rethink, and most likely adjust downwards, its future minimum stock levels.
more in keeping with the rational re-supply flow of product from other sources. as well as
the availability of cash flow for this purpose.

In the case of the SDA, whereas work has begun in this area, it is estimated that a
successful phase-over could take up 10 three vears beyond the presently scheduled
September 2002 termination date. Phase-overs of contraceplive supply responsibility
involve a large number of time-consuming tasks, many of which occur sequentially.
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The timeframe for the cessation of USATID-donated contraceptives must figure into the
broader picture of the overall sustainability of the SDA and its social service programs.
Al present, the sale of USAID contraceptives provides some of the income 10 support the
soctal service programs. Taking away those contraceptives would require the institution
to either raise the prices to the rural poor far beyond their reach, thereby defeating the
intent of USAID and the SDA to serve that target population, or to reduce or eliminate
other social service activities, such as the Adolescent Integrated Services Program. Any
abrupt cessation in the provision of contraceptive supplies would not only cause
considerable damage to the image of the SDA as a reliable source of quality family
planning services, but could lead to numerous unwanted pregnancies. Fortunately,
however, USAID is working closely with the SDA and is providing technical assistance
10 develop a schedule and plan for the rational phase-over of responsibility for
commodity procurement from USAID to the SDA.

In contemplating any future assistance to the SDA beyond the present cooperative
agreement, USAID might consider the creation of a “‘contraceptive securnity fund™. Other
USAID missions have employed this mechanism successfully as they planned for phase-
over of assistance to the local family planning NGOs. The fund can be designed in
various ways, according to the needs of the program and the availability of USAID
funding. Some funds have been designed as endowments, capitalized with income
generated from the sales of USAID-donated contraceptives and matched with additional
grant funds. The USAID Office of Population projects can provide technical assistance
in this area.

An overall concem of USAID is to determine whether or not the SDA has the
financial capability to absorb the purchase of USAID-funded contraceptives. The
premise of the consultants is that, based upon the financial analysis of the institution and
its free cash flow capacity, (as documented in this report) it is feasible for the SDA 10
purchase its own contraceptives, but at a cost 1o the program, both in quantity and quahty
of services and to the SDA’s long term financial sustainability efforts. Therefore. any
phase-over stralegy in the area of contraceptive procurement must take into consideration
these factors.

Finally, it should be noted that El Salvador is not atone in attempting to address this
problem. Recognizing that without an adequate and reliable source of contraceptives no
country can have an effective family planning program. the Office of Population is
placing greater emphasis on “contraceptive secunty”. Particular attention is being given
1o those countries positioned for graduation from USAID population assistance. such as
the case with El Salvador.
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DEBRIEFING PRESENTATION TO USAID

At the end of the visit, the POPTECH team met in a full session with the USAID SO
#3 Team members and with the SDA Executive Directorate and Program Directors in
order to discuss the preliminary findings. The Sustainability Modeling Tool that had
been developed by the POPTECH consultants, with application to the recent past
performance of the SDA, (for the three years, 1999 - 2001). and projected cash flow and
cross subsidy analysis for the future years, (to 2007), was presented and discussed. Both
the SDA and USAID recognized the usefulness of this tool and considered that the team’s
findings would be helpful as the two institutions strategize for an eventual phase-out of
the USAID support.

The USAID staff explained that, because of its programmatic and budgeting
constraints, the mission considers that it cannot commit future assistance to the SDA
beyond a possible two-year extension of the present agreement and at an annual funding
level that would range beiween 50 to 100% of the 2001 level. In response to the USAID
request for suggested areas of future financial support, within the discussed parameters,
the POPTECH team worked with the SDA Executive Direciorate to prepare the following
presentation that will form the basis for future USAID/SDA negotiations.

The presentation to USAID/San Salvador (see Appendix E), includes a summary of
accomplishments to date under the existing cooperative agreement, an histoncal (i.e..
recent three-years) cash flow analysis, the cash flow needs for the maintenance of two
subsidized social services programs, {the Rural Services Program and the Adolescents
Integrated Services Program, and suggested scenanos for USAID funding support. based
on a possibie two-year extension beyond September 30, 2002, and at levels ranging
between 50 to 100% of the 2001 funding level. This presentation was made 1o the
USAID/San Salvador Mission Director and the senior staff at the debnefing held on
March 12, 2002.
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APPENDIX A: SCOPE OF WORK FOR THE SUSTAINABILITY
ASSESSMENT OF THE SALVADORAN DEMOGRAPHIC ASSOCIATION

Revised SOW:

1. Background

For many years, USAID/El Salvador has supported the Salvadoran Demographic
Association (SDA), which is the local IPPF affiliate. Support has been given 1o basically
strengthen and expand their capability to provide reproductive health services (RH). with
an emphasis in family planning (FP) for rural women. The current agreement with SDA
(which ends September 30, 2002) provides support for the diversification of SDA’s
products and services, to increase SDA’s sustainability level in such a way that the
generated revenues allow SDA to cross-subsidize the social programs (Rural
Community-based Distribution Program and Adolescent’s RH Program) and the purchase
of USAID funded contraceptives.

Unfortunately, the agreement does not have any indicator or milestones built in to
measure progress towards sustainability or cross-subsidization. USAID/EI Salvador and
SDA have agreed on the need to perform an assessment of SDA’s sustainability leve! and
cross-subsidization capacity. For USAID this assessment is a key piece of information
for the Mission’s decision on future suppon for SDA.

2. Basic Description

Consultants should carry out an assessment in order to determine not only the percentage
of sustainability of the SDA and its vanous programs (as traditionally calculated by
USAID and the SDA), and the percentage of cross-subsidization, but also to assess the
cash flow capacity of the SDA programs in order 1o more adequately determine an
effective cross-subsidization of funding from the income-generating programs 1o those
social services activities with limited income-generating capability.

Evaluation of General Level of Financial Sustainability.
Afier September 30, 2002, if USAID does not continue to support SDA. what percentage
of current operating cosis is SDA able to absorb?

Describe the circumstances that negatively affected ADS in obtaining the planned level
of sustainability. Quantify to the exient possible this negative effect.

If SDA proves not to be able to obtain 100% of sustainability at the end of the current
agreement, how much time, effort and external financing would they need to obtain it?

Evaluation of SDA’s Sustainability Level by Program.
Same analysis as above, but by Program.

At the end of the current agreement. which parts of the SDA’s programs/activities or
interventions are 100% self-sustainable and ready for a graduation of USAID financing?



Evaluation of SDA’s cross-subsidy capacity among programs.

Which programs/activiues/interventions can SDA generated cash flow cross-subsidize at
100% (contraceplives, for example), and to what extent can SDA’s positive cash flow
cross-subsidize SDA’s social programs in 2003, 2004 and beyond?

At the end of the current agreement, what percentage of the operating cosis of the Rural
Program and the Adolescents Program is SDA able to cross-subsidize using the revenues
generated from other programs?

Evaluation of contraceptive purchasing capacity (as part of a Plan for Phase Out of
USAID contraceptive donations). At the end of the current agreement. what percentage
of the cost of USAID funded contraceptives is SDA able to absorb?

Absent any final decision by USAID as to the optimum number of SDA beneficianes in
the two targeted programs at the termination of USAID assistance, the team will provide
USAID and SDA with a financial modeling tool that will link the cash flow generating
capacity of the SDA programs 1o the per person beneficiaries of the Rural Community-
based Distribution Program and the Adolescent Reproductive Health Program. This tool
will offer the Mission and SDA the ability to quantify their assumptions for a valid exit
strategy.

3. Estimated number of consultants
Two Persons

4. Qualifications required

Knowledge/experience performing financial analysis
Knowledge/expenence in the area of RH/FP

Excellent analytical skills

Good interpersonal skills and team work approach

Spanish speaking (at least 3/3)

Prefer experience working in Latin America

Prefer knowledge/experience of USAID’s work with local IPPF affiliates.

VYV VVYVYY

5. Timeframe
USAID/E!I Salvador needs the final report of the Assessment by March 15, 2002.
It is estimated that the consultants should review background matenals and information
for about one week pnor to the fieldwork.
A list of documents to be reviewed could include:
» Program Description of the Current Agreement
» SDA’s financial reports by program
» SDA’s history and projections of USAID funded contraceptives (amounts. types)
# Other reports that SDA could produce as requested by POPTECH.

6. Extent of in-country travel required (for budgeting purposes).

We expect that the consultants will need to schedule at least one dayv for a visit to see a
couple of health promoters and to visit one SDA clinic, (besides the one located at the
SDA headquarters in San Salvador).



APPENDIX B

PERSONS CONTACTED
USAID/EI Salvador:
Mark Silverman, Mission Director
Richard Goughnour, Deputy Mission Director
Connie Johnson, Strategic Objective #3 Team Leader
Karen Welch, Strategic Objective #3 Deputy Team Leader
Maricarmen de Estrada, Reproductive Health Results Package Team Leader
Martin Schulz, Strategic Objective #3 Team - Controllers Office Representative
Ileana de Parraga, Strategic Objective #3 Team - Contracts and Grants Office
Ana Cristina Mejia, Strategic Objective #3 Team - Strategic Development Office

Beth Paige, Regional Contracts and Granis Officer

USAID/Washington:
Carol Dabbs, LAC/RSD, Regional LAC PHN Strategic Objective Team Leader

Lisa Luchsinger, G/PHN/POP, El Salvador PHN Country Team - G/PHN Point-Person

SDA: Asociacion Demogrifica Salvadorena

Marta Marquez de Trabanino, President

Jorge Hemdndez, Executive Director

Ana Maria Quiiionez de Espinoza, Assistant Executive Director
Fermin Rodriguez, Administrative and Finance Director

Samuel Castro, Medical Director

Jose Antonio Valle, Director, PROFAMILA Hospital



Jose Mario Ciceres, Planning and Evaluation Director

Liliam de Franco, Manager of Adolescent Integrated Services
Ricardo Emiliano Palacios, Manager of Rural Services
Agustin Cardoza, Accounting Manager

Cossette Ramirez, Marketing Director

Gerardo Lara, Sales Manager
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CASH FLOW / CROSS SUBSIDY ANALYSIS

SDA GENERAL LEVEL
CROSS SUBSIDY

FREE CASH FLOW AVAILABLE TO SUPPORT BENEFICTARIES
A (ol Flow

USAID Geant

(e Lt

SENEFICIARIES AURAL PROGRAM

Munber Benaficiselas per Package
faovrth (Do lowe)

Fulineted € ont oy Berofe by y

bulert 1 st Addpitments

Total Cost Pur Banefickuy

TOTAL CASH FLOW NEED
et Pkl by Bavpefie b vs
Peicantage Paid by Bubsidy

CASH SURPLUS/{DEFICIT) AVAILABLE FOR OTHER PROGRAMS

BENEFICIARIES YOUTH PROGRAM

Murshat Banediciarhes pos Package
[P T Y T

1 slimatrd Cont pwy Bareficiyy

ket Gt Aiynhvmnts

Total Cost Por Banaliciuy

TOTAL CASH FLOW NEED
Prae ol el by Bonafl b ies
Pty Pl by wimily

TOTAL CASH AVIALAGLE / (NEED)

Historkol

90,109

41,056

NA
(17.99)
1%
{18.20}

$  (83L,189)
1110,
7.9%

132,358

14,143
N A
(1.33)
fote
{1.44)

$ (0739
71
LI

111621

FAOPOSED LEVELS OF USATD FUNDING AND CABH FLOW CAPACITY

SEHARNL ] ([0 Vimlon i of | vt}
ADDITIONAL CASH FLOW

SWUNAR KD F (198 Ptk o Lewel)
ADDITIONAL CAFH FLOW

A LHARRL WP Hintink ol | wvwd)
ADDITIONAL CASH FLOW

Dreingdt kKetr

$

2000
1818,%3

(L b4
1.7
{H.H}
1%
(1009} $

(¢41,838) §
1148,

34.5%

1,369,134

11032

-1l e

(4 40}

([0
(491)
{34123) %

11123

1M} 1y

1513011 »

o0

1,107 808
(08,226)

1,477,000
%1771

47,738
9.1%
(744)
Ay
(9.41)

{+49,034)
niL
40.7%

[LLX 3]

17,185
RhY. LY
(118)

108,
{3.16)
{34,372)
[IF.L

W )%

90611

Avaymptionrm

i

M ity
0.7

11 0%

[1}:2M
)

2,50} 00k
{tve Yo )

15/
(1% Yoy )

1,2% 0
iy Yo )

St

Po-Tot ma
202
1R16.05%6
(1ann
1,603,084
A1,18

47,743
0%
§ (784) 3
1
] (0.82)

$ (4183}

(161 %)
(249,908)

1,548,150

17,183
Hirs
H (1.98) ¢
Y

L] (102) s

$  (31901) ¢

[LUN
(41, %0}

$ 134208 8

]

173191
647

17 006

23878
W i)ey
{18d)

By

(8.47)

{202,197}
(79,510
{122,581)

50,509

8,592
W 044
{28}

A

(3.00)
(25,991)
()
(2%.050)
3%
7,900
123,000

LAY iy
#),7%

1, 15
$2,500

2004 005 00y 07

141,902 1rio7 180,487 192,081
1,8 S0 406 -

191 A14 114,537 148 081 134,275

14878 nan 207 T 328 ]

004, 004 S0% S.0%

4 (1 84) [78) 4 {789) § (784)

iy b* b h%s

$ (0.47) (031} ¢ wn) s [[R)

$O(02197) ¢ (190,482) §  (0M378) §  (218,794)]

{M.816) () (LRI {1 M)

(1z2601)] = (120,409)  (128430) (132731

a1 50,807 34,037 2,70
8,592 (T3] 9,472 0047

% Y10 RYILY AYLN

) (288 (288} ¢ {1m8) § {208}

LY =y Oty 0%y

t (298) (288} ¢ {209) {2.88)

$ (249153 (5981} § (27.28) $  (28.810)

{191 ) {200) {1 221

(M3} (nrwy (v ()

1 16,506 4837 § B §  NIW

3 D03 a0 3,000 000 00 gy 000 00
381,2% 510,08) 125,993 126,298

)40 D00 415,000 1.7%,000 1.1% piu
5,90 0,297 04,489 nirn

1A om 1,00 a0 7,500 a0 2,500 100

[ 104828 | 139,901 HL9T? %8),18



APPENDIX E
DEBRIEFING PRESENTATION FOR USAID



ve

General Agreement Overview

* Funding Level: US$9 Million
o Period: July 99 — Sept 02 (3 years 2 months)

s Purpose: Support SDA to attain Financial Self-
Sustainability through the diversification of products and
services for the long term cross subsidization of social
services programs.



Funding by Program Areas and Source (1999-2001)

Non Income Generating activities accounted, on average, for
more than half of the total funding (54%).

Business Lines or Income Generating Activities received the
remaining funding (46%).

The business lines with the greatest potential (Profamilia
Hospital, Social Marketing and Pharmacies) received less than
5% of total funds.

Growth of Expenditures: Operating expenses increased at
faster rate than revenue generating capacity.

Social Impact Results: Funds allocated to social programs
generated immediate improvements in results but created a
financially non self-sustainable cost/operating structure,



l YEAR: 1999 L ______FUNDING SOURCES
USAID %  SDA AND OTHER S
Social Sarvices Progmms 76.46%
RURAL SERVICES 960,851  44.75% 118,186 2.77%
PLANNING AND EVALUATION 86,462 4,00% 143,495 1.37%
ADOLESCENT SERVICES 1,343 0.06% 23, 0.56%
Q1LINIC SERVICES 115499 S.38% 88,991 2.09%
ADMINISTRATION AND OTHER 7763  212.24% 761,242 1787%
Busingas Ling 21.54%
SOCIAL MARKETING AND COMMUNICATIONS 34,832 1.62% 316,680 7 ALY,
PHARMACIES 8,566 0.40%
QLINIC SERVICES 461,997  21.52% 155,966 B36%
PROFAMILIA HOSPITAL 0.00% 2,451,371 57.55%
Total 2,147,188] 100.00%[ " 4.239.944[ 100.00%
YEAR: 2000
o USAID ) SDA AND OTHER Y

37.0%
RURAL SERVICES 377,955  12.0% 225619  4.3%
PLANNING AND EVALUATION 94,489  3.0% 230,820 4.4%
ADDLE SCENT SERVICES 11,49 1.0% 37,29 0.7%
QUINIC SERVICES 30,159 1.0% 526,165  9.0%
ADMINISTRATLON AND OTHER 635909 10.0% 686,620  12.9%
fusinass Ling 81.0%
SOCTAL MARKETING AND COMMUNICATIONS 188,977 6.0% 652,706 12.4%
PHARMACIES 62,992 20% 583,350 11.0%
(1INIC SERVICES 1,300,637 53.0% 2,104,660 39.7%
PROFAMILIA HOSPITAL 62,997  1.0% 252964 4.8%
Yotal 3,149,624 100.0% 5305181 1000%

YEAR 2001
USAID Yo SDA AND OTHER >

49.3%
RURAL SERVICES 30,326 14.7% 1165717 1.0%
N ANNING AND E VALUATJON 2,994 3. 7% 146,171 2.1%
ANOLESCENT SERVICES 16,146  0.6% NG 0.4%
LLINIC S RVICES 217,313 8.6% 141,155 2.0%
ADMINISTRATION AND DTHER 44,072  21.7% 985,126 13.8%
Businmas Lins 30.7%
K IAL MARKE TING AND COMMUNICATIONS MO/ 9.4% 86,021 9.6%
MHARMACIES 15,657 1A% 1,548,03) 21.7%
{1INIC SERVICES 9,117 M.6% "A,62¢ 7.9%
PROFAMILLA HOSPITAL 12101 5.1% 2,805,880 394%
Total 131249300 10000%  7,1335,299.00 10000%

Funding by Program Areas and Source — 1999-2001

3 YR Average of USAID
Funding Distribution

Soc. Services: 54.3%
Business Line: 45.7%



Constraints Limiting Target Attainment

One year delays in delivery of USAID funded equipment (e.g., estimated
revenue loss of US$85,000 for mammography and ultrasound)

Average one year delays in obtaining permits and licenses for new
products (estimated revenue loss of US$800,000)

Discouraging results of feasibility studies

Unplanned reductions in IPPF donations (32% decline 1999-2001)

Two major earthquakes in 2001
e Reduced revenues and beneficiaries from clinic/hospital services
(estimated revenue loss of US$240,000 for Hospital Profamilia,
including ISSS contracts)
o Reduced fund raising resources (estimated revenue loss US$11,000)
e Unplanned costs for repairs and upgrades (estimated revenue loss
of US$50,000)

e Tax code change (VAT) and payment implications for SDA since 2000
(estimated revenue loss of 13% per dollar)



CYP Results [

Cost per Beneficiary for Selected Programs

Social Services Programmatic Results

PROGRAM

RURAL SERVICES
CLINIC SERVICES

SOCIAL MARKETING AND COMMUNICATIONS

TOTAL SDA ;

1999 2000
29,987 26,456
23.450 23,074

45,425 51,375

2001 Tota
30,680 90,13
22,182 LN

47,607 144,40

98,062 103,807

100,458 303|2ZJ

199 2000 2001

BENEFICIARIES RURAL PROGRAM _
Number Beneficiaries per Package {43,056 43,782 47,755

Growth { (Decline) WA 7% 5.1%
Estimated Cost per Benefidary (17.55) (9.59) (8.69)
Indirect Cost Adjustments 10% 15% 20%
Total Cost 0)
TOTAL CASH FLOW NEED $ (831,188) $ (483,049) $ (498,007)
BENEFICIARIES ADOLESCENT PROGRAM
Number Beneficiaries per Package 14

Growth / (Decline) N/A -22.2% 55.8%
Estimated Cost per Beneficlary {1.33) {4.96) (2.88)
Indirect Cost Adjustments 10% 10% 10%
Total Cost 1146 {
TOTAL CASH FLOW NEED $ (20,738) $ (54,123) $  (54,372)




SDA Sustainability Results by Program

and General Level

Activities’

Status at the End of 2001

Outlook 2002 - 2007

3 Pharmacies

Positive Free Cash Flow
US$76K; Cash Flow Margin
4.3%.

Positive trends to improve Cash
Flow Margin from Economics of
Scale

Pro-Familia Hospital

Positive Free Cash Flow
US$150K; Cash Flow Margin
5.5%.

Positive trends to improve Cash
Flow Margin from Cost
Reduction Measures

Clinical Services

Free Cash Flow Margin (34%)

2 year horizon for maturity of
capital investments to generate
a positive Free Cash Flow
Margin

Administration

All training proposed
completed. SGA accounts for
65% of revenues

Positive trends with initiatives
to reduce SGA and improve
Free Cash Flow Margins

Contraceptives

Free Cash Flow supports 40%
of total purchases (60%
USAID)

2-3 year horizon for a phase-
out strategy

1999 SDA General Level

2000 SDA General Level

2001 SDA General Level

Free Cash Flow Margin (39.3)%

Free Cash Flow Margin (29.4)%

Free Cash Flow Margin (25.5)%




Projected Scenario: Levels of USAID 2-Year Extension Funding

2001 Assumptions 2002 2003 2004
USAID Grant 2,477,080 1,601,084
PROPOSED LEVELS OF USAID FUNDING AND CASH FLOW CAPACITY
SCENARIQ 1 (100% Historical Level) 2,500,000 . 2,500,000 5,000,000
AOOITIONAL CASH FLOW {Per Year) - 125,000 381,250
SCUNARIO 2 (75% Historical Level) 1,875,000 - 1,875,000 3,750,000
ADDITIONAL CASH FLOW (Pet Year) - 93,750 285,938
SCENARIOD 3 (509 Historical Level) 1,250,000 . 1,250,000 2,500,000
ADDITIOMAL CASH FLOW (Per Year) 62,500 190,625
Discount Rate Discount Rate 5.0%
Assumptions

e Funding level in each scenario represents capital investment in business lines
of the SDA that can generate an aggregate cash flow compound return of
5% p.a. to support the cash flow needs of social program services.

» SDA adjusts and rationalizes its cost/expense structure based on the funding
levels of each scenario.

» SDA rationalizes the long term sustainable levels of coverage for the Rural
Program based on funding levels of each scenario.



Proposed Activities for SDA

Pharmacies
Replication of the model (hardware/software, infrastructure,
marketing and promotion, feasibility studies).

Capital Investments for the Profamilia Hospital

(upgrade equipment, remodeling, new business plan-international
health care insurance, expand services, feasibility studies,
hardware/software)

Capital Investments for the Clinical Services
(upgrade equipment, remodeling, expand laboratories, and
hardware/software, feasibility studies)

Cost Reduction Investment in Administration
(technology driven cost efficiency measures)

Contraceptives
(Phase-out plan developed and implemented, suggested:
Contraceptive Security Fund)



Projected Scenario: Levels of USAID 2-Year Extension
Funding and Number of Beneficiaries

Proposed Funding Levels

Additional Cash Flow

Number Beneficiaries 2004

RP: 33,429

At 100% of Historical Levels US$381.2K 30% reduction of 01 level
US$2,500,000 ,(AD: ;7,185(: el
(same level as 01)
RP: 31,041
At 75% of Historical levels 2K (35% reduction of 01 level)
US$1,875,000 US$228. AD: 17,185
(same level as 01)
At S0% of Historical levels RP: 28,653
US$1,250,000 US$152.5k (40% reduction of 01 level)

AD: 17,185
(same level as 01)

RP = Rural Services Program
AD = Adolescents Integrated Services




Scenario 1 — Future Annual Funding at Same Levels of Historic (US$2.5M)

SDA Ceth Flew
USBATO Arenmt
Qeher Grants

GIRIFICIARIAD GURAL PRAOEGR AN
Mumuber Senaficiarias por Pashagse
Tetal Casl Per Denaticiary

TOTAL CAGM PLOW NRDD
Paicantage Paid by Banefitiariny
FPurcant Pald vy Qubsidy

StMbTLICIAN
Mumber @
Toint Cae
TOTal €
Paria ge Fog oy Genetitiadian
Pariantdgse Palo By fubaidy

TOTaAL CARM AVIALAGLE / (NRIOD)

SDA Cash Flaw
Ubajo aq L]
Orner Lyanta

BENFFICIABIIE RURAL PROGRAN
Numbor Roneficiarisw par Pathoga
Tetal Caat P
TOTAL CAS

Tetal ]
TOTALCAUM FLOW NISD
Pwrunug- FPald by Penuhiriatiun
Prtrenigqe Paid by Yubridy

TOTAL CABDH AVIALABLY / (NOED)

Tei1nt Coel Par L] L1
TOTAL CanM #iow NEDD
Friiunings Paid g Bahelidlaries
Paicominpe Patd wy Quboidy

FANQFICIARIDG TOUTH PROQRAN
L] [

8 By Juppiey

TOTAL CAMN AVIALADLD / (REND)

FREID CABM FLOW AVAILADLETO SUPPORT 1ANEFICIARING

FPRET CAUN FLOW AVAILABLE TC GUPPORT BONGPICIANIDD

Scenario 2 — Future Annual Funding at 75% Levels of Historic (US$1.875

PREQD CANN FLOW AVALLAGLE 1O JUPPORT GUNIPICIANTES
SUA ok tlaw
USALID Orant
Wihar Ginnle

24001 ANsumplions 1002 FETE) 1004
1,107 . 808 (183,721} (114,197)
{141,409 (Frr,0i%) {140,109}
1,477,080 . .
188,778 11,008 18] 41y
4r . rep 13,429 13,4290
] {10.42) [} . {e.30]1] 8 (9.30)
[} (498,807} . [ YERIT (313,74 4)
18 3m IR Y (111,13 h) LN
YL YRS {301,4122) (293,422}
17,188 I )
[} {e.18) (] - 1) s
[} {04,372) [ ] (83,901) » s
IR [T {101)
[TIFE Y (LI 3 §%1.%040) {41,400
[] re1.e30 1,282,314 [} (388 00&)[ 3 {108,048]
2000 Avbumptions 2002 100} D04
1,147,408 1,870,171 34 4570 18,347
(206,111) {154,471 )) {127.878) (100, 748y
1,477 448 1,483,004 - -
181,711 181,198 211,00 182,810
a1,701 10e1 3104
[] (18.41) ] (e.88) ¢ [#.39)1 4%
[ ] [40B.087) L] (208,719] 1« {(I%1.,338)| » {394,334
MW e (19%,70%) (101,120) {(101.310
% (YW LY (191,408) (18]
17,180 17,198 17.108
[] (h19]) ] (3.03) % dil 8 L 3
1 (88,272) [) {(s1.901) {(s1.901)] & (49,830}
on otm {401) (491) t302)
(11 % (1T LRI {41,500} (19,947)
[ Fui.%3e ] 1,414,028 [ ] {200 40831 § (199,947
ol Avvumplinne tee EETT 1obd
[ ] t.10r, 000 [ ] [ ] L] 13,680
1ioe,301) (110,084
T.a77. 008
lsn, tri (L SR
(B0 0 | R FEATY
L] (19 4)) [ ] [ ) (o3P} 8 2.2y
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Scenario 3 - Future Annual Funding at 50% Levels of Historic (US$1.250M)




