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Operational overview

FINCA Zambia is grateful for the assistance that USAID has provided it over the last three vears. With
an mitial grant from USAID, FINCA Zambia began operations i Lusaka i January 2001, registering
locally as & non-profit company Innted by guaranice, Sinee then, FINCA has expanded along the north-
south corridor, and now ollers financial services in the following arcas:

Lusaka Provinee: Lusaka, Kafue, Chongwe

Southern Province: Mazabuka, Monze, Choma, Kalomo, Batoka, Pemba, Maamba
Central Province: Mumbwa, Kabwe, Kapirt Mposhi, Mkushi

Copperbelt Province: Kitwe, Ndola, Luanshya, Chingola, Mululira

FINCA Zambia is now providing financial services to nearly 7,000 active clients, through nearly 400
Village Banks. Since inception, FINCA Zambia has made over 30,000 loans to Zambian
microentrepreneurs, totaling nearly 11 billion kwacha (roughly US$2.5 million). FINCA Zambia has
also helped its clients to save over one billion kwacha (approximately USS234,000), for their long-term
wealth and security.

A key operational activity has been our expansion to the Copperbelt provinge. In just four months we
have launched operations in five cities in the Copperbelt, reaching over 1,000 clients. We have also
begun testing larger toans within smaller groups, as well as larger, collateralized individual loans. We
have stcadily increased the supervisory capacity within our opcrations, promoting two staff to the
position of Branch Manager, and promoting several other staff to the positions of Credit Supervisor and
Senior Credit Officer.

All of FINCA Zambia’s mutiatives and activities are focused on increasing our outreach, improving our
products and services, and building an effective business groundwork, which is critical (o FINCA’s
evolution into a sustainable, dynamic, and permanent financizl institution within the Republic of
Zambia.

Targets

Despite a slow start in establishing and growing the program, FINCA Zambia is making rapid progress
towards its goals and targets. As of the end of the grant period (September 30, 2003), FINCA Zambia
recorded the following performance statistics:

FINCA Zambia
Septemhber Z2003: Targets versus actual

Targets Actual Actual Nov. 013
# Village Banks 420 319 381
#4B clients 7500 5802 5 588
Cutstanding loan portfalio ) 325000 | % 410,285 b 366 785
Fortfolio at hisk (PAR >30 days) 1% .38 % 161%
055 B0 % Bl 1%
F35 51% 1% b2%
Dp costlavg gross lean pott. 125% 2055 160%
# clients per Credit Officer 269 138 171
Client savings halance 5 186 000 | § i 233 530

-



We have also provided our most recent performafice statistics (November 300 2003 o show our rapid
crowth and the increasing ctficiency of our operations. Smce the end of the crant period we have

i b4
b loan

portfoho, and an mercase i operational scli=sulticieney trom o6 g 1o 7H 0 FINCA Zombig oapects o
reach over 100000 clients and attain full sustaimability by this ime next vear.

This progress 1 the result of several planning and tratning imtiatives we undertook carlier i the vear,
which have allowed us to grow systematically, building the skills ot our statt and mamtaming qualinn in
our operations.  For these reasons, FINCA Zambia's PAR -30 davs remams under 2700 and overafl foan
recovery has been exceptional. at 99.99 percent . We are very proud of this performance. as it 1s equal to
or better than anv commercial bank in Zambia, as well as any other MFL operaung in the country. We
attribute this performance to our clients’ enthusiasm about FINCA, in addition to FINCA™s sound
business methods, solid management and internal controls.

Products and services

FINCA Zambia continues to relyv upon the standard Village Banking loan product. which s well
received by the majonty of our clients. FINCA Zambia is commtted to dehivering the best products and
services to our ¢lients. to ensure that they continue to mect our chents” needs, and o reduce chent
attrition related to dissatistaction with our products senvices. We have conducted three ditferent
customer satisfaction surveys since we began operations. and we regularly invite the Executne
Committees of our Village Banks to meet with us to discuss their concerns and preterences.

Accordingly, we have adopted many product changes at our clients’ request. For example. we have
introduced flexible loan terms for highly rated groups (20-week terms. bi-weekly pasments. grace
periods).  We have also begun testing new products, including larger loans in smaller group sizes
("Progressive Loans™). as well as individual loans up to KI15-20 million to more sophisticated
microentrepreneurs. And we continte to actively promote and investigate wavs to improve our savings
scheme. knowing the deep appreciation many of our clients have tor it. FINCA understands that through
excellent customer service and a quick response to our customers’ needs. FINCA will build the
reputation necessary for long-term success.

Unfortunately. death and sickness are a reality in the lives of our clients. The HIV AIDS infection rate in
Zambia is estimated to be 16 percent™. and FINCA's clients and their families regularly fall il from
opportunistic infections assoctated with AIDS. as well as malana. tuberculosis, and other discases. To
help address this situation we have partnered with 2 local company (Madison Insurance Cempany
Zambia) to mtroduce insurance services to our chients, which provide for a chient’s loan balance to he
paid off in full in the event of sickness or death. This insurance 1s mandatory tor ali clients. who pay a
premium of 1.9 percent of the loan amount in cach cyvele for this coverage.

FINCA also offers a death benetit scheme, which will pav a fixed amount to our chients or their named
heneficiary in the event of the client’'s death. or the death of an msured tamily member. The premiium is
58 percent of the coverage amount. up to a maxmmum coverage of Ko 24000000 approximatels

~Of the K {1 billion (approx. USS2 5 millivny FINCA Zambra has dishursed m loans since imcephon. we have witten-ott
onlv one amount for K 122810 qapprox. Us325)
T USAID Zambia: Country Strategic Plan FY2004-2010 (Prolimunary Pemosraphic and Hoealth Saroo0 200 200 5
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1USS480}. Thus, for maximum coverage during the cyele, a client would pay a premium of K 13,920
(less than US$3). This scheme assists with the heayy burden of funceral expenses and related costs.

FINCA escarched and inttiated (hese insurance services as o direet responsc to the demands of our
chienis, Vo are proud o Gisilitate this cororage. knowing that 1t s a serviee that would otherwise he

naceessInie W diis seghicil 0l s0CICLy,
Training, education, and HIV/AIDS awareness

Aside from the corc Village Bank training all clients rceeive prior to receiving their loans, FINCA
Zambia is also investigating scveral types of recurrent and value-added training for our clients, including
business skills training and HIV/AIDS education.

Business skills:

We have recently partnered with several trainers certified in the International Labor Organization (ILO)
Start Your Business (SYB), and Improve Your Business {(IYB) waining modules to provide different
types of business skills training to our clients. These trainings range from a single 1 to 2 hour
presentation on very basic business skills. to successive modular sessions covering in greater dctail
concepts such as marketing. purchasing, and accounting. So far we have traincd over 50 of our groups,
and we contirie {o frain mare grouns every week. Our aim is to provide at least onc training session on
basic business skills to each onc ol vur groups by next Spring. We hope to provide more regular and
more thorougl: trainting 1o owr most sophisticated clients,

HIV/AIDS:

We are confident that simply by providing loans, savings, and insurance, FINCA 1s doing a great deal to
improve our clients income and develop a financial safety net, thereby enhancing their ability to cope
with disease when it strikes their families, But we want to do morc. As many of our clients cope with the
destructive effects of AIDS, including the care for AIDS orphans’, we belicve that they stand to benefit
greatly from education on prevention, as well as strategies on living with the disease.

Accordingly, FINCA has been in communication with the Zambia HIV/AIDS Business Sector Project
(ZHABS), the Socicty for Family Health, the Zambia Hcalth LEducation and Communication Trust
(ZHECT), as well as thc Family Health Trust, to provide cducation Lo our groups on HIV/AIDS, health,
and nutrition. Qur aim is to establish a training plan where all ol our groups receive at least one scminar
on HIV/AIDS prevention and treatment sometime during their first three cycles of borrowing with
FINCA. This will result in thousands of informally employed people receiving important messages
about HIV/AIDS.

Women and mothers:

FINCA Zambia continues to placc a deliberate focus on lending to women, in the belicf that success in
their businesses will translate into increased support for their children and families. We also believe that
women deserve to have greater control over their lives economicaily, and that Zambian society can only
stand to benefit from this empowerment.

* A recent impact study performed by FINCAs founder, John Hatch, revealed that nearly 40 percent of FINCA Zambia’s
clients have family members that have died from AIDS. The study further suggests that an average FINCA client in Africa
currently cares for at least two AIDS orphans (2003 ).

3
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At present. 98% of FINCA Zambia's clients are women. and most of these chents are mothers 1and
mothers-to-bel. With our broad network of Millagg Banking croups and FINCA s regular weeklhs contadt

with members. we have an enormous opportunity to reach one of the nation’™s most vuinerahic croups
aling i

women™  and to encourage mothers 1o educate their ¢hirldren shout N ATDS this Giasem

message 1o the next generation of Zambuns, Smularhvo throneh oducaion v oo alse o e prosam
and reduce mother to child transmission ot the discase. and heip o empower waomen 1 their sexual and
reproductive dectsions.

FINCA also intends to provide factual and resource information concerming HIV AIDS in our own
workplace, in coordination with onc of the oreanizations mentioned abose. We feel this s ven
tmportant since we are regularly growing and adding more swaft. and because o generally
acknowledged that Zambia’s professionai sector is among the high-risk groups. and currently sutters a
very high incidence of infection.

Human Resources

FINCA Zambia began the reporting period (Juiy 1, 2003y with 26 Credit Officers and three Credut
Supervisors. and cnded the reporting pertod with 45 Credit Officers (3 of whom are Senior Crednt
Officers). two Credit Supervisors. and two Branch Managers. FINCA mamtams an on-comny traminy
program for our credit statt, in order to tactlitate quality and crowth within the procrany, FINCA Zambua
1s currentlv recruiting additional accounting and internal audit staft. FINCA ended the period with 64
totaj statf.

Governance

A meeting of the Board of FINCA Zambia was held in September. where among other things. the FY 03
external auditors were appointed. Management of FINCA Zambia has held several discussions with
executives of Standard Chartered Bank Zambia. who have expressed interest in participating on FINCA
Zambia's Board. FINCA hopes that such partnerships will strengthen FINCA's operattons and provide
additional funding opportunities.

Tax/Regulations

At the beginning of the vear. upon release of the latest budget of the Gevernment of Zambra, the local
tax authorities declared their intent to begin taxing non-profit organizations n the country. After
meetings with the taxing authorities. organized by the Association of Microfinanee Institutions ot
Zambia {AMIZ). the exact critena that would be used to determine such tax hamlites were not
forthcoming. The authorities contimue 1o consider the special case of microfinance. and as vet have not
provided further clarification on the matter, Alongside AMIZ. FINCA has wken a Tead in tinmyg w
resolve the issuc of taxation. since 1t could have a serious impact on the tuture sustainability of the
program.

In March the Bank of Zambia (BOZ) released draft regulaons for microfinance activities i Zambia,
AMIZ membership held meetings to discuss the document. However. a veneral fechng of dissatistuction
was registered among members and donors alike. A kev hmitation of the revulations would seem 1o be

© According o the Zambia Poverty Reduction Strategy Paper PRSP more women are ntectedost HIV ATDS funmen,
and women are 2 to 4 nzmes more suscepuble to mfection thanmen ipe 11 1
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the lack of a proper distinction between credit-only and deposit-tuking mstitutions, as far as supervision
and reporting is concerned. .

In late October, the BOZ held a workshop with practitioners. at which it maintained its position to
regilate the whole sector, and displayed reluctance to adopt nuiny of the suggestions of consultants,
practitioners. and donors. As of carly December 2003, no regulations had been adopted. Another full
stakcholders mecting with the BOZ s expected 1o take place in Lusaka sometime in January 2004,

FINCA has been working with AMIZ to persuade donors to convinee the BOZ to hold off passage of the
regulations as currently drafted. At this time, SIDA (Swedish International Development Agency) is
expected to ask the BOZ to extend the consultative process until next September (2004) to provide
further opportunities for the microfinance secior to positively influence the draft regulations.

Funding

Following a proposal submission in August, FINCA Zambia has been tentatively awarded donated
commodities through the USDA Food for Progress program. These commodities will be monetized in
the local Zambian market, to provide funding for the expansion of FINCA Zambia’s operations, We
expect to hear further details of the award in January 2004.

FINCA Zambia has submitted three funding proposals to the Micro Projects Unit (MPU) of the Zambian
Ministry of Finance, to support FINCA’s outreach in the Southern, Lusaka, and Ceniral Provinces. MPU
receives its funding from the European Union. FINCA is awaiting word on the availability of follow-up
EU funding, and the status of the applications. However, due to a shift of the European Union’s opinion
on what constitutes a “micro project”, it does not seem likely that FINCA Zambia will receive this
funding.

FINCA Zambia has also submitted a concept note for future funding to the local USAID mission, in line
with the mission’s own strategic developmental objectives in Zambia. We hope to hear from the mission
soon.

Impact and client stories

In June and July of 2003, FINCA Zambia’s parent organization, FINCA International, performed an
impact study of FINCA Zambia’s program. A random sample of 282 new, continuing, former, and non-
FINCA clients were surveyed across the Lusaka, Central and Southern Provinces concerning their
household size, income, and expenditures. Income and expenses were evaluated against the average
Zambian daily per capita expense (DPCE) for food and basic needs as determined by the Zambian
Central Statistics Office. “Social metrics” were also analyzed, concerning such arcas as the person’s
level of respect that they command within their familes, their level of community involvement, and
their education and health levels.

The results were compelling. Overall, FINCA’s active clicnts displayed higher levels of income and
cxpenditure than former and non-clients, recording incomes nearly twice (1.8 times) the Zambian DPCE
level necessary for food and basic needs. Active members also reported higher levels of personal
decision making in their farnilies, as well as greater levels of family and community achievement,
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Of course, we are very proud of the posiive impact we are having in Zambia as demonstrated by this
study. But studies are limited in their ability to reweal the dariy struggles of our chients, and ther deeper.
mner hardships and victories. We have provided a few stories below, so that the redd reason 1or FINCA s
work can be better understood.

Visuwa’s Story:

“FINCA has changed my life in the sense that [ have dreams, [ have a vision” states Visuwa Matauka
Bom in 1939 in the Western Province. Visuwa now lives with her husband and five children
Mazabuka (Southem Province). Although she has
now witnessed some success in her life, Visuwa states
that life before FINCA was difficult. Having jumped
from home to home of her older sibhings for most of
her childhood. in sixth grade her brother finalls took
her into his care. (Four of her seven siblings have
since died due to iliness.) After finishing her
secondary schooling,  Visuwa attempted  post-
secondary education. But at the same time she was
working a job and trving to support her younger sister.
and ultimately she had to abandon her ctforts.

She married in 1986, but income was inconsistent. and
meeting basic needs was difficult. She was operating a
clothing business. with products purchased on credit.
Only occasionally was she able to retain protits, and 1f
she ever suffered a loss, the business would have to
close and re-open at a later date. Although she was
able to open her own bank account, it was not stable. Numerous times Visuwa would open an account
only to be forced to close i1t a month later due to some financial emergency.

Visuwa then learned about microfinance, and took a loan with a local MFI hoping to grow her business
and savings. But the expenience was disastrous- Visuwa lost all her savings due to embeszlement.
Despite this, Visuwa decided to give FINCA a chance. She soon learned that FINCA™s methods were
different, and that FINCA’s clients collect and manage their loan and savings funds themselves. "With
FINCA we learned they were a people of their word- we are responsible for our money aurselves. and
it’s given us confidence that this is our own thing”. Visuwa is now the Chairlady of her Village Bank,
Tuchinchile {(which means “'to be active™).

Visuwa took her first loan of K300,000 in May of 2002, Since then. her loan amount has grown over
800 percent. to K2.5 million. and her current savings now totals K630.500 (approximately 1'SS125).
With FINCA’s help. Visuwa now has several businesses. She selis chickens. rabbits, and tie-die
clhitenges. and she also grows cabbage. tomatoes. and onitons. Her last crop vielded 600 heads of
cabbage, and thousands of tomatoes and omions. She sells these preducts n retail outiets and o magor
commercial customers such as Shopnte. She also sells o the Zambian Estate Sugar Company’s
Emplovees Club.



Visuwa’s immediate goals arc to open and maintain her own individual savings account with a
commercial bank, as well as to conlinuc to grow her businesses.  She also sces a difference in her
community as she cncourages others to join FINCAL and s now uble to offer her hand m support of
others.  Visuwa admits she is living her dream: “FINCA has chanced my life ] see myscll domg
something that fits into my dream. my vision™.

Helen’s Story:

Currently living in Kapufi compound, Kabwe (Central Province). with her husband, five children, and
two dependents, Helen Phiri owns and cultivates two hectares of agricultural land.  Early in her
childhood Helen’s parents passed away and she was [orced to icave school.  With no cducational
sponsor, no meney, and no guidance, marriage was the only viable next step. Helen was soon married
and moved to her current residence in Kabwe, Zambia,

Even in her new marriage things were difficult. Her
husband had no employment and she made a living by
selling small-scale fruits and vegetables mn the local
Kabwe markets, earning approximately K10,000 per
day (US$ 2). With this income Helen could barely
feed her family and pay the bills. Often her family
members would fall sick and medical assistance was
not feasible.  Although she wanted to send her
children to school, there was always a great struggle in
obtaining school fees. Building savings was simply
not an option.

In 2001, Helen heard about FINCA from one of
FINCA’s Credit Officers, and quickly joined a Village
Bank (Kapufi Village Bank). Slowly building her
business over six cycles, Helen has grown to a loan
size of K1.5 million, (1IJS$250), and has become the Secretary in her group. She now has two hectares of
land that she dedicates to sugar canc and vegetables such as cabbage, tomatoes, and onions. She has a
newly acquired business sense and now monitors her business cycle and takes orders from surrounding
towns, the city center, and other compounds. Helen states “When 1 get the loan from FINCA, I'm able
to make orders and buy some goods...] can improve my garden and it’s improving my income at home”.

Before FINCA, Helen had no knowledge of how to keep savings. She now has almost K500,000
(US$100) in savings with her Village Bank. She never used to have money and admits that her favorite
aspect about FINCA is the savings program. She says that when she looks into her account she is proud
of herself and her peers. She is the breadwinner, and has more respect at home and from others. Helen
says that FINCA has changed her life; in the past she used to go to bed hungry, now life is completely
changed. Helen is thankful to FINCA, and with everything she has learned and experienced, she may
never have to sleep hungry again.
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