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~\R.
RIG/Budapest, "Vjnes R Bonnel

AudIt of USAID/Bosnia-Herzegovma's Bosman ReconstructIOn Fmance FacIlIty
Program for the Penod July 1 through September 30, 1997

•

•

•

•

ThIs IS our final report on the subject audIt In preparmg the report, we conSIdered your comments
on the draft and mcluded them m AppendIX II The audIt found that although loan volume almost
doubled thIs quarter, the $69 6 mIllIon m recommended loans from the mceptIOn ofthe program was
short of the targeted amount of $135 mIllIon VarIOUS factors such as the difficulty m
recrwtmglretammg contractor personnel, removal ofan agent bank from the program, and expansIOn
ofactIVItIes to the Brcko and BanJa Luka areas of the RepublIka Srpska hampered efforts to reach
the targeted volume

ThIs report makes no new recommendatIons Thank you for the asSIstance and courteSIes extended
to my staff dunng the audIt.

Background

Bosma-Herzegovma declared Its mdependence from the former SOCIalIst RepublIc of YugoslaVIa
10 March 1992, following the lead of Slovema and CroatIa whIch declared mdependence m 1991
The move to mdependence preCIpItated a war m Bosma-Herzegovina that lasted from 1992 to the
cease-fire agreement of October 10, 1995

U S ADDRE:SS RE:OIONAL INSPE:CTOR Ge:NE:RAL - USAID. AME:RICAN EMBASSY BUDAPE:ST. WASHINOTON D C
20521-5270



The war m Bosma-Herzegovma was fought between three major ethmc/rehglOus groups-Bosmacs
(Musluns), Serbs (Eastern Orthodox ChrIstIans), and Croats (Roman Cathohcs) The 1995 Dayton
Agreement defined Bosma as a smgle state conslstmg of two entItles

• The FederatIOn of BosmaJOlmng together Bosmacs and Bosman Croats, and

• The RepublIka Srpska compnsmg the Bosman Serbs

Bosma remams both polItIcally and ethmcally dIvIded wIth freedom of movement across ethnIc
boundanes stIll constramed.

The Dayton Agreement vIewed economIC rehabIlItatIOn and reconstructIOn as an essentIal element
to achlevmg peace The Agreement negotIators belIeved that the people must have an economIC
stake m the process, therefore, economIC reconstructIOn, economIc mstItutIOn bUIldmg, and
promotIOn of a market economy were deemed to be major factors to ensure lastmg peace In 1996,
59 donor countnes and orgamzatIOns pledged $1 9 bIlhon to the reconstructIOn program and by the
end of the year there were many SIgns of econOmIC recovery For example, road and raIllmks were
bemg restored, housmg repaIred, and baSIC servIces such as water and heatmg were reestablIshed
However, many key natIOnal and FederatIOn economIC mStItutIOns, such as Bosma's central bank,
were not yet fully functIOnmg

After the cease fire agreement, Bosma-Herzegovma was faced With consolIdatmg the peace and
reconstructmg ItS war-tom economy, an enormous task as eVIdenced by the followmg problems

• At least 2 4 millIon people needed assistance out of Bosma-Herzegovma's populatIon of
three mIlhon There were more than 300,000 penSIOners, 120,000 dIsabled, 140,000 orphans
and Widows, 800,000 dIsplaced persons, and more than one mIllIon returrung refugees

• The country's bankmg system was techrucally insolvent and burdened With nonperformmg
loans

In addItIOn to financmg needed to repaIr the mfrastructure and prOVIde SOCIal services, the
government faced large pnvate claims and large wage and penSIOn arrears The economy was
demonetized dunng the war when doctors, teachers, and other publIc sector profeSSIOnals did not
receIve wages for three years

House Jomt ResolutIOn 170 (PublIc Law 104-122) appropnated $198 mIllIon for assistance to
Bosnia-Herzegovma on March 29, 1996 These funds are to be used for economIC revltahzatIOn
($145 mIllIon), polIce trammg and momtors ($45 mIllIon), demlmng ($5 millIon) and operatmg
expenses ($3 mIllIon)
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In early May 1996, the AssIstant Adrmmstrator for the Bureau ofEurope and the New Independent
States authonzed the five-year $278 mIllIon Bosman ReconstructIOn Fmance FacIlIty (BRFF)
program These funds are to be used for financIal support ofpost war reconstructIOn and economIC
reVItalIzatIOn, as well as to mcrease employment of the general populatIOn, refugees, and
demobIlIzmg soldIers On May 7, 1996, a grant agreement was SIgned between the Umted States
and Bosma-Herzegovma to oblIgate the program's mItlal $27 5 mIllIon whIch was transferred by
USAID to Bosma-Herzegovma m early July 1996 In November 1996, May 1997, and September
1997, USAID transferred another $12 5 mIllIon, $195 mIllIon, and $40 mIllIon, respectIvely, to
Bosma-Herzegovma.

Audit Objective

The ObjectIve oftrus concurrent audIt was to determme whether USAIDlBosma-Herzegovma and
the Implementmg contractors used economIC reVItalIzatIOn aSSIstance funds deSIgnated for the
Bosman ReconstructIOn Fmance FacIlIty Program for the purposes authonzed under the Grant
Agreement and PublIc Law 104-122

The Office of the Inspector General has Issued penOdIC reports on the Bosman ReconstructIOn
Fmance FaCIlIty Program WIth thIS bemg the fourth one I AppendIX I contams a dIScussIon of the
scope and methodology for the audIt

Audit Findings

Did USAID/Bosnia-Herzegovina and the Implementing Contractors Use
Economic Revitalization Assistance Funds Designated for the Bosnian
Reconstruction Finance Facility Program for the Purposes Authorized Under the
Grant Agreement and Public Law 104-122?

For the Items tested, USAIDlBosma-Herzegovma and the lffiplementmg contractors were usmg the
econormc reVItalIzatIon asSIstance funds deSIgnated for the Bosman ReconstructIOn Fmance FacIhty
(BRFF) program for the purposes authonzed under the grant agreement and PublIc Law 104-122

BRFF Program-What can funds be used for?

Bosma-Herzegovma's phySIcal Infrastructure sustaIned extenSIve damage dunng the war
Reconstructmg the mfrastructure requrres fmancIal resources and long-term credIt to rehabIlItate and

See AudIt Report Nos B-168-97-002-P for the period May 7 through December 31, 1996, B-168-97­
006-P for the period January 1 through March 31, 1997, and B-168-98-00 I-P for the period from Apnl 1 through
June 30, 1997
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revltahze Bosman busmesses whIch then could offer sustamable employment opportumtles for the
general populatIon, especIally demobIlIzed soldIers and refugees In response to thIS reqUIrement,
USAID deSIgned the BRFF program, a $278 mIllIon balance-of-payments ImtiatIve mtended to
"Jump-start economIC growth and generate employment opportunItIes for the general populatIOn"
and sIgned the grant agreement on May 7, 1996 Through fiscal year 1997, It IS planned that $173
mIllIon WIll be aVailable for the BRFF program, WIth $158 mIllIon allocated for the loan program
and $15 ml1lIon for technIcal aSSIstance, trammg and support costs

Loan Program. On May 16, 1996, USAID sIgned a task order WIth Development AlternatIves, Inc,
(hereafter referred to as Development AlternatIves) to establIsh and operate Busmess Fmance 2 WIth
offices m Sarajevo and Tuzla, It would be the pnmary Implementor of the BRFF loan program
ActIVItIes have also begun m the Brcko and BanJa Luka areas of the RepublIka Srpska Busmess
Fmance recommends loans to USAID/Bosma-Herzegovma for approval The task order set targets
of$45 mIllIon m loan recommendatIOns whIch were expected to create 6,750 Jobs through December
31, 1996 Although not speCIfied m the order, USAID/Bosma-Herzegovma expected that Busmess
Fmance would recommend $10 mIllIon m loans per month (generatmg 1,500 Jobs per month) after
December 31, 1996 ThIs expectatIOn was formalIzed WIth Development AlternatIves m a task
order modIficatIOn effectIve May 1, 1997 Through September 30, 1997, USAID expected that a
cumulatIve total of$135 mIllIon m loans would be recommended by Busmess Fmance resultmg m
20,250 new Jobs

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

On June 28, 1996, USAID SIgned a task order WIth The Recovery Group to prOVIde aSSIstance to
busmesses seekIng loans from the BRFF and World Bank credIt programs and to aSSIst enterprIses
ill achIevmg long-term ViabIlIty The Recovery Group establIshed the Busmess Consultmg3 offices
m Sarajevo and Tuzla to Implement ItS ObjectIves ActIVItIes have also begun m the Brcko and
BanJa Luka areas of the RepublIka Srpska

BRFF Status-What were funds used for?

Loan Program. Smce the program's mceptIOn, USAID/Bosma-Herzegovma oblIgated and
dIsbursed $99 5 mIllIon to Bosma-Herzegovma to asSISt With theIr balance of payment needs (See
AppendIX V for detaIl on budgeted, oblIgated and dIsbursed amounts) USAIDlBosma-Herzegovma
approved 124 loans totalmg $633 mIllIon and the Government of Bosma-Herzegovma dIsbursed
$49 mIllIon for 92 of these loans Generally, borrowers are financmg bUIldmg reconstructIOn,
eqUIpment purchases, raw matenal acqulSltIOns, and some operatIOnal expenses With the loan

Fonnerly known as the On-Lendmg Management Vmt

Fonnerly known as the Bosma Busmess ASSIstance Center
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proceeds The $696 mIllIon m loans whIch Busmess Fmance recommended to USAID/Bosma­
Herzegovma since the begmnmg ofthe program fell short of the targeted amount of$135 mIllIon
ThIs loan volume shortfall also resulted m about 9,000 fewer estImated loan-generated Jobs than
planned

Durmg thIS quarter, Busmess Fmance recommended 41 loans valued at $17 mIllIon wIth a
correspondmg antICIpated mcrease m employment of about 1,900 ThIs fell short of the expected
quarterly targets by approxImately $13 mIllIon and 2,600 Jobs

In preVIOUS reportIng penods, shortfalls were attnbuted to a systems and personnel restructurmg to
streamlme loan productlOn and a shortage of lendmg officers to analyze and process applIcatlOns
Durmg thIS reportmg penod, Busmess Fmance has made some progress towards mcreasmg loan
volume Although stIll short of quarterly targets, loan volume has mcreased from about $9 mIllIon
m the prevlOus quarter to $17 mIllIon thIs quarter

Vanous factors have contnbuted to the dIfficulty of Busmess Fmance m achIevmg theIr targets such
as

•

•

•

•

ReCruItment and retentlOn of program personnel The pnmary contractor's contract ended
on September 30, 1997, and the contractor IS operatmg on short-term bndge contracts whIle
the mam contract IS bemg competed The short term nature of the bndge contracts and the
uncertamty as to theIr extensIon has made personnel reCruItment and retentlOn dIfficult

Removal of an agent bank from the program m September 1997 for suspected mIsuse of
funds ThIs actlOn entaIled considerable staff time whIch otherwIse could have been used
for makIng loans

•

•

• ExpanslOn ofprogram actIVIties to the Brcko and BanJa Luka areas of the RepublIka Srpska
Over the next year, thIS actlOn should mcrease the loan volume, but the inItIal start-up
reqUires a shIftmg of resources

Technical Assistance. Busmess Fmance stated m ItS September 30, 1997, report that ItS trammg
dIvision sponsored 16 sermnars and work shops m Tuzla, Sarajevo, and BanJa Luka With a total
attendance of 549 bankers, prospectIve borrowers, and consultants durmg thIs quarter Smce the
beglnnmg of the program, Busmess Fmance has sponsored 62 events With a total of 1,815
partICIpants The seminars mcluded such courses as Role of the Agent Bank, Managmg the Loan
PortfolIo, and Fmancmg the Small Busmess

Busmess Consultmg reported that smce the mception of the program through September 30, 1997,
It had prepared 185 dIagnostics (formerly known as loan applIcatIon support) and completed 65
performance Improvement proJects, deSIgned to help enterpnses restart and strengthen operations
and establIsh mitIal VIabIlIty and directlOn Busmess Consultmg has begun to achIeve the targets
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•
for diagnostICS m ItS new task order (sIgned on September 22, 1997) but IS fal1mg belund the targets
for projects We Will momtor the new targets as the next reportmg penod progresses

•
Results of Audit Tests

Our audIt work dunng this reportmg penod focused on obtammg mformatIOn on the status of loan
actIVItIes and visItmg a sample of agent banks and borrowers m the Sarajevo and Tuz1a areas
(AppendIX I contams a more detailed description of our audIt scope and methodology) •

We VISIted 16 addItIOnal borrowers for a total of 42 borrowers vlSlted, some multiple times, out of
the 92 borrowers who receIved loan dIsbursements When appropnate, we Inspected reconstructIOn
work and eqUIpment purchases funded by the loan proceeds at the borrower's place of busmess
Some potentIal problems were noted at the borrowers VISIted whIch should be closely momtored
These potentIal problems mclude productIOn not yet started or less than planned and a lack of •
anticIpated markets (AppendIx IV contaInS more detaIl on the results of our SIte VISItS)

We also VISIted two of the 18 agent banks through wluch loans were dIsbursed To date, we have
vlSlted most of the actIve agent banks, some multiple tImes Dunng this penod we tested
comphance With loan procedures and the agreements WIth agent banks POSSIble VIOlatIOns of the
agent bank agreement by one of the agent banks (HIppO Banka) In late August 1997 were noted as
loan documentatIOn was mISSIng or Inadequate

Smce late 1996, HIppO Banka and ItS borrowers were VISIted repeatedly by Busmess Fmance and
USAID staff and audItors concernIng delayed dIsbursements and borrower performance Between
June and August of 1997, concerns mounted and the FederatIOn Bankmg Agency (FBA) of the
FederatIOn ofBosma-Herzegovma became mvolved Subsequently, Busmess Fmance reVIewed the
bank's BRFF loan documentatIOn and found numerous problems and Irreguianties Consequently,
Busmess Fmance removed HIppO Banka from the BRFF program and demanded that all undIsbursed
loan proceeds be returned to the Government ofBosma-Herzegovma Hippo Banka returned a small
portion of the proceeds USAID requested the FBA to take control of the SItuatIOn m order to
salvage resources and protect the creillbIhty of the program The FBA proceeded to perform a bank
exammatIOn Techmcal asSIstance on this exammatIOn With ItS umque reqUIrements was prOVIded
by the Barents Group, bankmg adVIsors to the FBA

The FBA report was qUIte thorough With regards to pOSSIble cnmmal acnvities Cnmmal reports
have been filed on eIght mSIders with more pOSSIble as the mvesngatIOn IS ongoIng As of January
1998, BUSIness FInance had determmed that HIppO Banka had failed to dIsburse almost DM 1 3
mIllIon (over $700,000) to borrowers for approved loans These funds should be returned by HIppO
to the Government ofBosma-Herzegovma so that the funds can be used agam m the BRFF program
The full extent oflosses resultmg from HIPPO'S actIOns cannot be determmed unnl the matter IS fully
mvestlgated and prosecuted by the appropnate Bosma-HerzegovIna aUthontIes and courts
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WhIle the above scenano has been playmg out, USAlD and Busmess Fmance have been
coordinatmg efforts to tIghten up the agent bank selectIOn process All current agent banks are bemg
evaluated for contmued mclusIOn m the program A new agent bank agreement IS bemg drawn up
by Busmess Finance whIch WIll be put mto use m 1998 when renewal ofagreements WIll be subject
to approval by the USAID MIssIon DIrector The renewal process WIll be SImIlar to the process m
whIch Busmess Fmance recommends loans for concurrence by the MISSIOn DIrector In addItIon,
a momtormg urnt WIll be created WIthm Busmess Fmance An estImated 10 to 20 momtors WIll be
responsIble for frequent VISItS to borrowers and agent banks to venfy complIance with loan
agreements and check on performance WIth the mcreasmg loan volume, thIs type of screemng and
proactIve momtonng becomes a necessIty

Management Comments and Our Evaluation

USAID/Bosma-Herzegovma OffiCIalS agreed WIth the content of the report and theIr comments are
mcluded as AppendIx II to thIS report In ItS response, USAID/Bosma-Herzegovma noted that the
project has begun to achIeve the lendmg target but not the employment target m the months
subsequent to thIs reportmg penod USAID/Bosma-Herzegovma also supports the RIG's audIt
approach of focusmg on the proJect's mternal audIt capabIlIty and momtonng procedures

7
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Appendix I
Page 1 of2

Scope and
Methodology

Scope

The Office ofthe RegIOnal Inspector General/Budapest IS conductmg a concurrent audIt ofUSAID's
Bosman ReconstructIOn Fmance FacIlIty (BRFF) program actIVIties m Bosma-Herzegovma m
accordance WIth generally accepted government audltmg standards We conducted the audIt from
August 25 through November 26, 1997, at the USAID office m Sarajevo, and the Development
Alternatives' Busmess Fmance offices and The Recovery Group's Busmess Consultmg offices m
Sarajevo and Tuzla We VISIted 16 borrowers and two agent banks m the Sarajevo and Tuzla areas

Durmg thIS reportmg penod, we dId not audIt the three BRFF program bank accounts mamtamed
by the Central Bank of Bosma-Herzegovma (formerly the NatIOnal Bank) Also, we dId not audIt
the program's finanCIal statements shown m AppendIX V We performed lImIted work on The
Recovery Group's Busmess Consultmg actiVIties

Methodology

AudIt methodology mcluded file reVIews, mtervlews, field VISIts and data analySIS. We reVIewed
House Jomt ResolutIOn 170 (publIc Law 104-122) dated March 29, 1996, the ForeIgn OperatIOns,
Export Fmancmg, and Related Programs AppropnatIOns Act of 1996 (publIc Law 104-107), dated
February 12, 1996, the Grant Agreement Between Bosma and Herzegovma and the Umted States
of Amenca for ReconstructIOn Finance FaCIlIty, program documents, and contracts to determme
BRFF program ObjectIves and restrIctIOns We revIewed accountmg records and tested complIance
WIth loan procedures and the agent bank agreements to assess whether mternal control procedures
were adequate and bemg followed We mtervlewed USAID, contractor, and agent bank offiCIals as
well as borrowers to obtain theIr VIews on problems bemg expenenced m the program and the
adequacy ofactIOns taken to address these problems

We judgmentally selected 16 addItIOnal borrowers, bnngmg to a total 42 borrowers VISIted, some
multIple times, of the 92 borrowers who receIved loan disbursements Our VISItS were to venfy the
busmesses' eXistence and theIr use of the loan proceeds We observed eqUIpment and raw matenal
purchases and reconstructIOn efforts funded by the loan proceeds We VISIted two agent banks
resultmg m one or more VISItS to most of the 18 agent banks through which loans were disbursed
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Appendix I
Page 2 of2

We reviewed documentatiOn to detenmne how the banks were momtonng the use of the proceeds •
and the agent banks' mtemal records trackmg the receipt and disbursement of loan proceeds for each
borrower We also selectively reviewed mVOlces submitted by the borrowers for purchases made
usmg the proceeds
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• United States Agencyfor International Development
Sarajevo, Bosnia-Herzegovina
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*******........'
MEMORANDUM

Date March 18, 1998

To James R Bonnell, RIGINBudapest

From Craig G Buck, DIrector lsi

Subject Audit of USAlD/Sarajevo's Bosnian ReconstructIOn Flllance FacIlIty Program for
the Penod July 1 through September 30, 1997

As always, we apprecIate the way the RIG has worked with the MISSIOn as a part ofa team dedIcated
to successful implementatIOn of this project - which IS a major program In ItS own nght This
teamwork was especIally eVIdent in the case ofHIppO bank where the collaboratIOn was tight and
effectIve between the RIG, Busllless Fmance and USAID as each institutIOnal actor, in ItS way, but
m a hIghly coordmated manner, attacked this problem. The losses could have been much worse had
not all three organIZatIons shared cntical InformatIOn to the maximum possIble extent

The audIt's observatIOns regardIng the shortfall In meeting project targets are correct, although we
are pleased to report that dunng the Bndge contract penod that followed thIs reportIng period (Oct.
1, 1997 - Jan. 31, 1998) the lendlllg target was met although the employment target was not fully
achIeved We belIeve that for the future, we have conquered thIs partlcular shortcomlllg

Our only suggestIOn at thIs pomt relates to future methodology. As the portfolIo grows, we note that
the RIG has been takIng more ofa systems approach by focusmg on BF mternal aucht capabIlIty and
momtonng procedures We belIeve thIs IS the correct strategy and want to encourage It'S contmwng
unplementatIon With an IncreasIng focus on all momtoring and remedIal actIOn systems (Internal and
external) We urge that this be extended to BC as well, as we have been pushIng the bUSIness group
to work closely With BF's workout dIVISIOn m a cooperatIve program aImed at resolvIng past due
and problem loans

USAIDlBosma-Herzegovma, AmEmbassy Sarajevo, Dept. Of State, Washmgton DC 20521-7130
Phone Number: 387-71-66-79-00
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Appendix III
Page 1 of5

Audited Status of the
Bosnian Reconstruction Finance Facility

as ofSeptember 30, 1997

The Bosman ReconstructIOn Fmance FacIlIty (BRFF) program, a five-year, $278 rmllton balance-of­
payments tmtIatIve, approved by the AsSIstant Adrmmstrator for the Bureau of Europe and the New
Independent States on May 3, 1996, IS mtended to "Jump-start economIC growth and generate
employment Opportumties for the general populatIOn, mcludIng refugees and demobIlIzed soldIers"
The BRFF grant agreement, sIgned on May 7, 1996, prOVIdes balance-of-payments assIstance to
Bosma-Herzegovma to aid postwar reconstructIon, prOVIde credIt to the mdustnal and commercial
sectors, and generate employment

On May 16, 1996, USAID SIgned a task order With Development AlternatIves to establIsh and
operate Busmess Fmance4 and proVIde mtensIve, m-country commercial banker trammg
Development AlternatIves' team arrIved m Sarajevo on June 13, 1996, to begm Implementmg the
program and they had an expatnate staff of 16 assIgned to the program as of September 30, 1997

Busmess Fmance, composed of a team ofexpenenced U S bankers, accountants, and Bosman staff
located at the Central Bank of Bosma-Herzegovma, IS the pnmary Implementor of the BRFF
program Some ofBusmess Fmance's responSIbIlIties mclude revIewmg and recommendmg loan
appltcatIons for approval, managmg BRFF's lending operatIOns, and momtonng and managmg the
flow of funds between the BRFF program, the borrOWing enterpnses, and the agent Bosman
commerCIal banks Agreements With Bosman commerCIal banks ltcensed by the Central Bank allow
these banks to functIOn as agents for Busmess Finance by submIttmg client loan applicatIOns
Busmess Fmance also works With the Bosman commercial banks to help educate them m market­
onented lendmg polIcies and credIt evaluatIOn techmques to asSISt m developmg a capable finanCIal
sector.

Also, on June 28, 1996, USAID SIgned a task order With The Recovery Group to help Bosman
busmesses prepare and present proposals to Busmess Fmance and to aSSIst enterprIses m restartmg
and strengthenmg theIr operatIOns A new task order was SIgned on September 22, 1997.

4 Fonnerly known as the On-Lendmg Management Umt

\\
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BRFF Pro~ram Plan

Although the BRFF program IS a five-year program, ItS planned budget IS $278 mIllIon for a three­
year penod Accordmg to the BRFF program authorizatIOn document, $173 mIllIon was budgeted
through fiscal year 1997-$158 mllllon for the lendmg program and $15 mIllIon for techmcal

aSSIstance and ImplementatIOn costs

The BRFF program also provIdes trammg for Bosman commercIal bankers concentratmg on loan
structunng and nsk assessment ThIS trammg IS mtended to strengthen market-onented Bosma
commercIal banks' abIlIty to meet the credIt reqUIrements of the emergmg pnvate commercIal
sector

BRFF Pro~ram Status

From the program's mceptIOn, $123 4 ffilllIOn of the budget had been oblIgated and $111 8 mIllIon
had been dIsbursed Ofthe $1234 ffilllIon oblIgated, $995 mIllIon was for loans With the remammg
$23 9 millIon allocated for techmcal aSSIstance and program 1mpiementatIOn (See AppendIX V )

Loan Program. Busmess Fmance IS responsIble for reVIeWing and assessmg credIt nsk on all loan
appltcatIOns and recommendmg VIable loans to USAIDlBosma-Herzegovma for approval After
USAIDlBosma-Herzegovma approves the loan, 1t can be dIsbursed by the Central Bank of Bosma­
Herzegovma WIth USAID's approval Durmg the quarter ended September 30, 1997, Busmess
Fmance recommended 41 loans, valued at $17 mIllIon, to USAIDlBosma-Herzegovma These
recommendatIOns antIc1pate an mcrease of approXImately 1,900 new Jobs The Central Bank
dIsbursed 9 loans valued at $6 mIllIon

From the begmmng ofthe BRFF program, USAIDlBosma-Herzegovma approved 124 loans totalmg
$633 mILlIon and the Central Bank d1sbursed $49 ffillhon for 92 of them Loan proposals classIfied
as "prospectIve" can potentIally be recommended to USAIDlBosma-Herzegovma for approval
Busmess Fmance's cumulatIve lendmg act1vlty IS shown on the followmg page

•

•

•

•



•
Appendix III

Page 3 of5

• Number
Status of Loan Application of Loans Loan Totals5

DIsbursed 92 $49,023,180

Approved by USAIDlBosrua-

• HerzegovIna but not yet
dIsbursed 32 14,258,598

Recommended by BusIness
FInance but not yet approved
by USAIDlBosrua-

• HerzegovIna 17 6,357,631

ProspectIve6 64 26,661,339

Not Approved by USAID6 5 6,089,718

Rejected by BusIness FInance6 269 94,205,073•
Totals 479 $196.595.539=

• Development AlternatIves' task order set targets of $45 mIllIon In loan recommendatIOns creatIng
6,750 Jobs through December 31, 1996 Although not specIfied In the order, USAIDlBosrua­
Herzegovma expected that Busmess Fmance would recommend $10 mIllIon m loans per month
(generatmg 1,500Jobs per month) after December 31, 1996 ThIs expectatIOn was formalIzed With
Development AlternatIves In a task order modIficatIOn effectIve May 1, 1997 Through September
30, 1997, USAID antIcIpated that a cumulatIve total of $135 mIllIon m loans would be
recommended by Busmess Finance, resulting in 20,250 new jobs. A companson of these agreed
upon and expected targets to actual results from mceptIOn through September 1997 is shown m the
follOWing table

Loan amounts are recorded and disbursed m Deutsche Marks, the medIUm ofexchange m Bosma­
Herzegovma Disbursed, approved and recommended loans were converted at the exchange rates of the four
tranches usmg the frrst-m, frrst-out approach ProspectIve, not approved and rejected loans were converted at a rate
of 1 7711 Deutsche Marks to $1

6 InformatIon obtamed from Busmess Fmance's September 30, 1997 report
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•
Targeted

Recommended Loans $135,000,000

Associated Jobs 20,250

Actual

$69,639,409

11,214

Shortfall

$65,360,591

9,036

•
Busmess Fmance recommended the approval of$69 6 mIllIon m loans-achievmg 52 percent of the
targeted amount of$135 mIllion, or a shortfall of48 percent It IS expected that 11,214 Jobs wIll be
generated by the dIsbursed loans-achlevmg 55 percent of the targeted 20,250 Jobs, or a shortfall
of 45 percent •

In prevIous reportmg penods, shortfalls were attrIbuted to a systems and personnel restructunng to
streamlme loan productIOn and a shortage of lendIng officers to analyze and process applIcatIOns
DurIng thIS reporting penod, BusIness Fmance has made some progress towards mcreasmg loan
volume Although stIll short of theIr quarterly targets, loan volume has mcreased from about $9
mIllIon In the prevIOUS quarter to $17 mIllIon thIS quarter

Vanous factors have contnbuted to the dIfficulty ofBusmess Fmance m acluevmg theIr targets such
as

• RecruItment and retentIOn of program personnel The pnmary contractor's contract ended
on September 30, 1997, and the contractor IS operatIng on short-term bndge contracts whIle
the mam contract IS beIng competed The short term nature of the bndge contracts and the
uncertaInty as to theIr extenSIOn has made personnel recruItment and retentIOn dIfficult

• Removal of an agent bank from the program In September 1997 for suspected mIsuse of
funds ThIs actIOn entaIled conSIderable staff tIme wmch otherwIse could have been used
for makIng loans

• ExpanSIOn ofprogram actIVItIes to the Brcko and Ban]a Luka areas of the RepublIka Srpska
Over the next year, this actIOn should Increase the loan volume, but the InItIal start-up
reqUIres a shIftIng of resources

BUSIness FInance sends monthly bIlls to both the borrowers and the agent banks Borrowers make
Interest and/or pnnclpal payments to theIr agent bank whIch then WIres the money to the Central
Bank's Bank of Amenca repayment account The funds In the repayment account have been used
for future lendmg The Interest and/or pnnclpal repayments are tracked and recorded by Busmess
FInance AccordIng to a BUSIness FInance delInquency report as of September 30, 1997, 16
borrowers are delInquent BUSIness Fmance WIll reVIew each borrower's SItuatIOn and attempt to
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work out a solutIOn or restructure the loan A loan restructurIng and work out specIalIst has been
hIred to focus full tIme on the problem loans

Technical ASsIstance. BUSIness FInance reported that a cumulatIve total of 62 semInars and
workshops had been completed In Sarajevo, Tuzla, and Banja Luka WIth a total attendance of 1,815
bankers, prospectIve borrowers, and consultants Courses offered Included

• CountIng on Your Banker
• Advanced CredIt SemInar
• ManagIng the Loan Portfolio
• FInancIal AnalySIS and BUSIness Planning
• FInancmg the Small Busmess

These and other courses WIll contmue to be offered through December 1997

I
\'J



•

• Audit
Test Results

II

Appendix IV
Page 1 of4

•

•

•

•

•

•

•

Loan Program. USAIDlBosma-Herzegovma approved the dIsbursement of$49 mIllIon through 18
agent banks to 92 borrowers smce the begmmng of the program. The majorIty of the loans are
financmg bUIldmg repaIrs and reconstructIOn, machmery and eqUIpment purchases, raw materIal
purchases, and workIng capItal ThIs reportmg penod, we VIsIted two agent banks whIch handle 53
loans m the BRFF program Although one agent bank appeared to be adequately momtonng the use
of loan proceeds by borrowers, the other (HIppO Banka) has been removed from the program by
Busmess Fmance due to a lack of sufficIent and qualIfied management and the apparent mIsuse of
funds

We also VIsIted 16 borrowers to verIfy the eXIstence of the busmess and the use of loan proceeds
Some potentIal problems were noted at the borrowers VIsIted whIch should be closely momtored
These potential problems mclude productIOn not yet started or less than planned and a lack of
antICIpated markets The results of our audIt tests are detaIled below

Visits to Agent Banks7

Agent Bank No. of Loans Total Loan Amount

HIppO Banka , Zemca 16 $69 mIllIon
(Removed from program
subsequent to VISIt Loans have
been reassIgned to other banks)

KomercIJalna Banka d d, Tuzla 37 $112 millIon

7 Actual records and documents revIewed dId not always total the loan amount as many borrowers had
not used all of the loan proceeds
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Agent Loan CommentslExceptions

Borrower Bank Amount Purpose of Loan Noted

1 HIppO, Zemca $594,270 BUild auto parts faclhty FacIlity not bUilt yet, aWaltmg
and purchase eqUIpment bulldmg permit EqUipment has
Expected to generate 92 been purchased but not delivered
jobs Agent bank delayed

disbursements

2 HIppO, Zemca $658,025 Purchase wood processmg EqUIpment has been purchased but
and tool and mamtenance not completely mounted and
eqUIpment mstalled yet Busmess operatmg
Expected to generate 85 accordmg to plan
jobs Agent bank delayed

disbursements

3 Market, $443,384 Purchase eqUIpment, tools Equipment has been purchased but
Sarajevo and raw materials for has not been mstalled yet

dumpster productIon hne However, dumpsters have been
Expected to generate 98 produced usmg old equIpment
jobs Ablhty to sell those dumpsters IS a

concern as organIzatIons donatmg
dumpsters was not antIcIpated

4 lKB, Zemca $658,328 Purchase eqUIpment and EqUipment and raw materIals
raw materIals for the purchased but funded through a
clothmg productIon Ime brIdge loan, loan proceeds were
Expected to generate 669 used to pay off the brIdge loan
jobs ProductIon better than planned

5 Market, $987,037 Purchase productIon EqUIpment has been purchased but
Sarajevo eqUIpment and raw not delivered and mstalled, thus

materials for a telephone productIOn has not started yet but
WIre cable productIon lme should start In late 1997
Expected to generate 130
jobs

•

•

•
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Agent Loan Comments/Exceptions
Borrower Bank Amount Purpose of Loan Noted

6 Market, $658,328 Purchase equipment and EqUipment has been purchased
Sara.Jevo raw matenals for a ProductIOn has started but IS not

pubhshmg and prmtmg workmg at full capacity
facIlIty
Expected to generate 70
jobs

7 Ljubljanska, $408,163 BUIld a cattle feed barn ConstructIOn of barn IS near
Sarajevo and purchase 2 trucks for completIOn Trucks have been

beef operatIOn purchased Cattle processmg has
Expected to generate 60 not yet begun
jobs Borrower wants longer term loan

8 Komercljalna, $535,173 Purchase eqUipment for a EqUipment has been purchased
Tuzla poultry and beeffaclhty ProductIOn began but IS lower than

Expected to generate 71 expected
jobs

9 Komercljalna, $526,662 Purchase eqUipment and EqUipment has been purchased
Tuzla raw matenals for ProductIOn started but slow

alummum roof productIOn Due to depressed market for
Expected to generate 12 constructIOn and roofing matenals,
jobs prmclpal and mterest payments

were not met, loan restructured -
the first In the program

10 Vakufska, $855,735 Budd and eqUIp a new Plant IS constructed and eqUIpment
Sara.Jevo frUit and vegetable has been purchased

processmg plant Production started but has not
Expected to generate 51 reached projectIOns
jobs Also, slgmficant ConstructIOn plans were changed
mdlrect employment (400 to meet mt'l standards which
farm familIes) reqUIred more time and money

than ongmally planned

11 KomerclJalna, $180,957 Repair bUIldmg and BUlldmg has been repaired and
Tuzla purchase eqUipment for eqUipment has been purchased but

table eggs productIOn some more mstallatlOn work has to
Expected to generate 10 be done
Jobs ProductIOn should start wlthm a

week

12 Komercljalna, $208,123 Repair buIIdmg and Repair work on bUlldmg was
Tuzla purchase equipment for underway and equipment has been

broIler chicken operatIOn purchased
Expected to generate 16 Production has not started yet
jobs
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Agent Loan CommentslExceptlOns
Borrower Bank Amount Purpose of Loan Noted

13 Tuzlanska, $658,328 Purchase equipment and EqUIpment has been purchased
Tuzla parts for a state-owned but ofa different make than

farm planned
Expected to generate 97 ProductIOn IS less than planned
Jobs

14 HIPPO, Zemca $658,328 Purchase eqUIpment for Machmes have been purchased but
wood parquet processmg other eqUIpment to complete the
faclhty process has not been bought due to
Expected to generate 81 shortage of funds
Jobs ProductIOn has not started as the

faclhty IS mcomplete
Agent bank delayed
dIsbursements

15 HIppO, Zemca $658,328 Construct a new bUlldmg ConstructIon of productIon faclhty
and purchase eqUIpment has not been completed, bUlldmg
for a pamt and glue sIte IS different from ongmal plan
factory EqUIpment has been purchased but
Expected to generate 20 has not been dehvered
Jobs ProductIon has not started m new

faclltty , however, pamts and glues
contmue to be produced mold
plant Agent bank delayed
dIsbursements

16 Umversal, $657,090 Purchase 2 complete ProductIon hnes have been
Sarajevo productIOn hnes for tIles purchased and plant has been set

and set up a roofttle up
manufacturmg plant Factllty IS now m productIOn
Expected to generate 47 Vast quantIty ofroofttles m
Jobs mventory , has not been able to

generate the sales targeted m the
plan due to 111egallmport oftlles
that sell for less Borrower formed
assn and IS lobbymg Gov't for
assIstance

•

•

•

•

•

•

•
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Unaudited Bosnian Reconstruction Finance Facility
Fund Accountability Statement

as ofSeptember 30,1997

The amounts that USAID/Bosma-Herzegovma budgeted and oblIgated for the five-year Bosman
ReconstructIon Fmance FacIlIty program are shown below, however, the program has a three-year
budget The amount oblIgated for the On-Lendmg Program represents the balance-of-payments
support to Bosma-Herzegovma Of the $995 mIllIon transferred to Bosma-Herzegovma, $49
mIllIon8 has been transferred as loans to borrowers The dIsbursed ImplementatIOn costs are amounts
paId by USAID

17,500,000 22,552,097 11,354,405

1,500,000 1,067,3319 646,1699

600,000 0 0

0 290,990 236,599

2,400,000 0 0

$278,000,000 $123.450.418 $111.777,173

•

•

•

•

On-Lending Program

Implementation Costs:

Contractors

AudIt, Program and
EvaluatIOn

EnVIronmental
Monitonng

USAID Program
Management

Contmgencles

Totals

3 Year Program
Budget

$256,000,000

Amount
Obligated

$99,540,000

Amount
Disbursed

$99,540,000

•

•

Loans were disbursed m Deutsche Marks, the mediUm of exchange m Bosma-Herzegovma A total of
75,991,231 Deutsche Marks were disbursed and converted at the exchange rates of the four tranches usmg the fIrst­
m, first-out approach

9 The total amounts obhgated ($2,134,662) and disbursed ($1,292,338) were equally diVided between
the Bosman ReconstructiOn Fmance Facihty and the Mumcipal Infrastructure and Services programs (see Audit
Report No B-168-98-003-P)


