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1. Introduction

Finance for Development is a spin off of Oxfam GB/Azerbaijan and was registered as a Limited Liability Company by the Ministry of Justice of Azerbaijan Republic in September 23, 2002 and obtained a license from the National Bank of Azerbaijan in April, 2003. 

Prior of Fin-Dev’s establishment its founder Oxfam GB started a “Saving and Lending” project in Azerbaijan in 1997. The project performed different activities including study of existing formal and informal saving and credit systems. In January, 2000 Oxfam GB initiated Future Financial Institutions (FFI) project in Barda but due to Azerbaijan legal framework had to separate the FFI project and register it as an independent entity (NBCO).  

Main operational base of Fin-Dev LLC is situated in Barda. Fin-Dev has two branches in Barda and Mingechevir. The area of lending operations cover Barda, Tar-tar, Agdam, Agjabedi and Kurdamir, Mingechevir, Yevlakh, Agdash, Goychay, Ujar and Sheki districts. 

In April 2002, Fin-Dev signed an agreement with SFDI for a non-interest loan for 2-year period but couldn’t use the loan due to absence of license. After obtaining a license starting from June, 2003 Fin-Dev received the loan of one hundred thousand USD in four instalments. 

Recently Fin-Dev applied to ADB for a loan up to 1 million USD to expand its lending activities. 

   Currently Fin-Dev has 5 operational staff (loan officers), 5 support staff and 5 managerial staff.

   Program status as of 1 November, 2004

	Active Loans
	396

	Number of Active Clients
	2435

	Value of portfolio outstanding
	547 991

	Portfolio at risk
	1.44%


At present organization operates only with group lending modality. The average loan amount is $ 365. In the nearest future the organization plans to introduce products of individual lending modality. 

Fin-Dev has approached DRC’s non-bank credit organization “Caucasus Credit” (CC) with a request for a wholesale loan to expand its outreach. Based on a DRC grant, CC assessors (David Alimbarashvili and Sabina Mikayilova) carried out the organizational assessment exercise during November-December 2004. Organizational assessment is a precondition for CC to consider a wholesale lending loan. 

The purpose of the exercise was: 

1. To assess organizational capacity for Micro Enterprise Development (MED) assistance of the client and its compliance with strategic objectives of CC

2. To establish priorities for continued capacity development of the client, as risk mitigation strategy of CC. 

3. Process involved in carrying out OA exercise:  
3.1  An Organizational Assessment Workbook was shared with Fin-Dev’s project management team.

3.2  A work plan was devised outlining documents, reports etc., and required to complete the OA exercise.

3.3  The Assessors adopted a participatory approach in carrying out the exercise, which has involved consultations with: the chair of managing board, Barda and Mingechevir office managers, financial manager, admin, HR& MIS manager, loan officers, and support staff.

3.4  The Assessors used their judgment for cases where personal attributes are difficult to quantify. (For example: B. 1 Rate leadership, ability and art of delegation with in the organization).  

4. Findings of the Organisational Assessment

4.1. Ratings and Structure of the OA

The OA covers five organisational themes, each theme divided into five areas of competency, and each competency area sub-divided into a number of dimensions. A common scale of rating is applied to themes, areas and dimensions, which can be summarised as follows: 1: Unacceptable; 2: Okay/Acceptable; 3: Average; 4: Good; 5: Excellent.

Section 4.2 constitutes an organisation map of Fin-Dev, i.e. a graphic summary of OA findings. A narrative of the OA findings is given in section 4.3, which includes general recommendations pertinent to areas of competency. Section 4.2 and 4.3 focuses on the OA’s five themes and respective areas of competency. The conclusions of the OA are summarised in section 4.4. To guide future capacity development efforts, CC has separately shared with FIN-DEV a detailed report on its assessment of dimensions within the various areas of competency.

4.2. Organisation Map
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The graph provides a summary of OA findings pertinent to Findev as of  November, 2004.

For elaboration of the various areas of competency, please refer to section 4.3 below.
4.3 Organisational Assessment Findings & General Recommendations

	Finance for Development LLC, December 2004

	Themes & Competency Areas
	Rating
	Findings
	Recommendations

	Theme A: Direction
	4.00
	Five of Five areas have been assessed
	

	1
	Basic competencies 

(statements & status of vision, mission, values)


	5
	Vision and mission are defined in the strategic paper. Organizational motivation and the scope of the interventions are reflected in the statement.

- Core values are clearly defined in the strategic paper and translated into action through policies and procedures. 

Annual business plan is in place, there is a need in long-term strategic plan.


	

	2
	Governance

(activities and development plans) 


	3
	Fin-Dev has a management board including three members (chair, two vice-chairs (who are branch managers; Board operates but not fully active. There are plans to reorganize the board (increase the number of board members). The management board reports to Supervisory council. The Supervisory Council comprises of 3 persons all of whom are representatives of Oxfam GB. SC meets usually twice a year. Last year it met 3 times, this year 2 times.  The SC’s decisions are well-documented and put into practice. The scope of SC is long term strategic objectives such as establishment of a new branch, etc. There are ideas to invite to the board a person who is specialists in microfinance sphere. 


	

	3
	Strategic focus

(scope, perspective)


	4
	Fin-Dev’s management has prepared Strategic Paper for 2004/2005, which outlines sectors& clientele, products & services, and sets targets for portfolio growth for the next year, defines resource mobilization strategy. 

Fin-Dev’s manager is also planning to develop a long-term strategic document. For this purpose, he suggests SC (Oxfam) to invite an independent evaluator who will carry out assessment of the organization and try to define long-term strategies and help elaborate long-term strategic plan (in Micro fin format). 


	

	4
	Culture

(norms & principles accommodating action)

	4
	Organization is planning to expand its activity both in terms of diversity of products & services and increase of portfolio on the basis of borrowed funds. 
	

	5
	Qualifications

(Board, management’s skills accommodating direction & monitoring)


	4
	The skills of Fin-Dev’s supervisory council members have not been assessed. 

Management has demonstrated the capacity to effectively manage growth/expansion.  


	


	Theme B: Management
	4.00
	Five of five areas assessed
	

	1
	Leadership capacity

(skills, accountability, teamwork, innovation, commitment)


	4
	- strong leadership skills of managers;

- Authorities, responsibilities are delegated;

- The management team is in place, cooperation relationship is observed; 

-  Striving for innovation is high ( new product developed,  new procedures designed, new MIS integrated, fund raising initiatives exist);

- The level of commitment towards the vision and mission is high at the management level; slightly lower at the operational (support) staff level. 

  
	

	2
	Decision making capacity

(internal & external affairs) 
	4
	Knowledge of credit management as well as risk, portfolio & delinquency management is well demonstrated. 

Knowledge of financial management (Azerbaijan accounting standards, financial ratio analyses, adjustment, and liquidity management) is observed. 

HR management, marketing, and networking is well exhibited by the manager


	

	3
	Resources

(policies, procedures, and responsibilities)
	4
	- Fin-Dev’s Charter defines the functions of the managing board & supervisory council; 

- There is a business plan with forecasted budget and forecasted portfolio growth for the next year. Long-term business plan is not in place;

- Obligations and responsibilities are well defined; TOR observed at management level as well as operational & support staff level.

- There is clear lending policy including description of products, lending principles, instructions for business assessment, evaluation & and monitoring, delinquency management, etc. Committee policy paper with delegation of powers for loan approval between head office and branches. 

Policy for collection of information/feedback from clients, record tracking. 

- HR policy documents are in place;

-  MIS is in place. 
	

	4
	Growth

(capacity, portfolio, outreach) 
	5
	There are strong signs of growth in the organization Outstanding portfolio on 31 December 2002 was $246 000 now it is $547 000.  Portfolio growth is 135% for the last 11 month based on the mobilization of borrowed funds ( donations and loan from SFDI)

Geographical expansion is observed. The organization has two branches in Barda and Mingechevir.  Mingechevir representation has been activated in September 2003, started its work as a branch in March 2004.
	

	5
	Controls

(systems and their implementation)
	3
	Internal Financial Audit has been conducted together with external audit of Fin-Dev in 2004. Internal audit committee consisting of 3 persons (financial manager, Admin & HR manager and program and policy officer of Oxfam) exists but doesn’t handle all the areas of Fin-Dev’s activity. Work of operational and support staff is cross-checked by unexpected sudden visits of managerial staff.   


	


	Theme C: Operation
	3.60
	Five of five areas assessed
	

	1
	Human resources

(skills inventory, motivation, appraisal, development)  
	4
	Fin-Dev has 5 operational staff, 5 support staff and 5 managerial staff which performance targets have been defined; the incentive system for loan officers is in place. There are also considerations to put into practice incentive system for the rest of staff based on the length of service.   Performance appraisal and staff development systems exist (policy and procedures manual have been elaborated) but need to be further developed. The level of motivation among managerial staff as well as operational staff is high.
	

	2
	Management information systems

(scope & use related to portfolio & accounting)
	3
	Loan tracking system (LPF) is used for generating portfolio reports, and monitor indicators related to the quality of But the system has some deficiencies in the accounting part (operates with one  currency only, does not have accrual based accountings of interest, is not network friendly). So Excel-based is used for book-keeping and as a basis for manual generation of accounting reports for donors & authorities. Lending policy sets standards for internal control.  


	

	3
	Products & services

(financial & non-financial, terms, procedures)
	3
	Fin-Dev has a variety of products of group lending modality. Fin-Dev is planning to introduce several products of individual lending modality. A set of internal lending rules have been worked out. 

Lending is carried out using defined and well-structured terms and conditions, entry-level indicators are defined, 

LOs’ skills have been developed based on experience.

The branch managers were involved in Loan Officers training by MFC and Micro lending training by Azerbaijan Bank Training Center followed by delivery of these cources to LOs. But still among LOs’ there is missing theoretical knowledge and practical skills for a variety of products Findev offers. 
	System of tools to carry out appraisal/assessment should be revised and supplemented. 

The Product design contains several modifications of Group lending products, which should be simplified and consolidated into more standard product (one type)

	4
	Systems management performance

(standards, execution, legal compliance)
	4
	A cash/accounting manual is in place and reporting standards and practices adequate considering scale of operation. Fin-Dev’s financial & accounting complies with Az. Legislative norms. External audit has been carried out for the fiscal year 2003. 
	

	5
	Networking

(relations w. authorities, MFIs, clients, partners)
	4
	Good, Fin-Dev is an AMFA member (Fin-Dev’s manager is a co-chairman of AMFA), strong relationship with other MFIs, donors, clients.  
	


	Theme D: Program  Performance
	3.60
	Five of five areas assessed
	

	1
	Sustainability

(operational, financial)
	4
	- Operational sustainability 167.09%

- Financial sustainability 139.72%
	

	2
	Quality

(portfolio in arrear & at risk)
	4
	Organization’s portfolio at risk is 1,44%. Nor in FinDev, neither in FFI project no loan amount has been written-off. 


	

	3
	Efficiency

(case loads, costs, returns)
	3
	- For first cycle this term includes group formation/trainings/establishment, so loan processing takes max 21 days, min 14 days; 
- in next cycles successful borrowers may receive loan within 3-4 days; 

- the LO case load 57 loans(5 loan officers and 2 branch managers who also serve to client groups);

- portfolio per loan office is 74,930 USD; 

- cost per dollar lent 0.09 USD;

- portfolio yield 39.10%. 

- In place, lacks client feedback collection system. 


	

	4
	Risks

(identification and mitigation)
	3
	Procedures to mitigate client & credit risks are covered in Fin-Dev’s lending policy. Organization is also addressing inflation risk in its strategic paper and financial reports.  FinDev has also developed special procedures for delinquency management which are highlighted in Credit Policy and Management Rules as a separate chapter and in Group Lending Rules.

But there is still a need in elaboration of consolidated risk mitigation strategy document. 

 
	

	5
	Fund management

(cash & liquidity mgt., yields) 
	4
	The organization has quite high liquidity. Only $100 000  out of outstanding portfolio are borrowed from SFDI funds. The have been developed prognoses on the basis of MIS reports showing when the organization will experience  need in additional funds and fund raising strategy was defined. 
	


	Theme E: Impact and outreach
	2.50
	Two of five areas assessed
	

	1
	Income generation

(performance, ratio, drop out of clients)
	-
	No tracking records are observed on income generation. Fin-Dev’s management agrees that changes of income are  important indicators to be tracked. 
	

	2
	Jobs

(creation, sustaining)
	-
	No permanent track recording on jobs created, sustained though organization reports to SFDI on job creation for IDPs and etc from SFDI funds.  
	

	3
	Outreach

(market share, poverty focus)
	4
	Fin-Dev is one of the key microfinance players operating in central regions of Azerbaijan. 

Average loan size corresponds 43% of GDP per capita. 


	Setting of outreach targets needed

	4
	Customer care

(satisfaction)
	-
	No data & track records exist. 
	Specification of indicators required 

	5
	Impact assessment

(scope of policy and system)
	1
	Organization has neither a policy nor a system to track impact. 

But new product development takes place with involvement of clients. (meeting with clients to discuss new products). 


	A policy and system need to be elaborated for impact tracking. 


4.4 Conclusions 

With 22/25 of the competency areas assessed, FIN-DEV has achieved an average score of the five themes of the organizational assessment @ 3.54 Considering this average and the organisation’s age, FIN-DEV can be classified as an organization still in its development phase. 3/25 of the competency areas have not been assessed due to the fact that FIN-DEV doesn’t have data & track records in the assessed competencies.  

The OA has clarified that FIN-DEV has a series of organisational strengths on which to build growth that would comply with the development objectives of Caucasus Credit. However, several constraints exist – both strategic and operational - to sustain such a growth. The following table summarises both strengths and opportunities, the latter divided into identified capacity areas requiring action in the immediate future (in yellow) and capacity areas requiring urgent attention (in red):

	Key Strengths

Dimensions: 4 & >4
	Action required

Dimensions: >2 & 4
	Urgent attention
Dimensions: 2 & <2

	Theme A: Direction – Score: 4.00 (5/5)

	· Vision & Mission statement

· Core values

· Commitment to FIN-DEV of its Managing Board members
	· Policies & procedures for the governance of FIN-DEV


	· Strategic & business plan with long-term targets & financial ratios

· Board development plan/ competencies of the Supervisory Council (SC)

	Theme B: Management – Score: 4.00 (5/5)

	· Leadership abilities

· Commitment to FIN-DEV’s vision and mission

· Fixed assets/inventory management system

· Growth management capacity


	· Delegation of responsibilities among members of Supervisory Council (SC), Management Board (MB) & staff

· Lending policies & procedures

· ToR for staff

· HRD policies & procedures, including appraisal system
	· MIS (software) to integrate with appropriate accounting system

	Theme C: Operations – Score: 3.60 (5/5 )

	· Lending policies & procedures

· Internal & external relations

· Staff motivation

· Accounting standards/legal requirements
	· Product design

· Accounting standards/best practices
	· Non-financials services

	Theme D: Performance – Score: 3.60 (5/5)

	· Fund management
	· Operational and financial sustainability

· Efficiency
	· Control strategies & procedures related to currency, inflation, political & business risks

	Theme E: Impact and Outreach – Score: 2.5 (2/5 )

	· Social & economic targets related to the market & clients (depth of outreach)


	
	· Impact assessment system
· Indicators for client satisfaction

· Icome generation indicators


As the organization Fin-Dev is classified as a small-scale organization which is in its development stage. 

The assessors recommend that FIN-DEV adopt a structured approach to exploit the identified opportunities of the organisation to address its constraints and embark on a growth & expansion path that would strengthen mission fulfilment and, at the same time, conform to CC’s development objective. Such an approach should be captured in a SMART organisational capacity development plan (CDP), giving priority to the above-indicated capacity areas for urgent attention & immediate action, respectively. 

It is recommended that FIN-DEV’s CDP focus on actions necessary to put in place:

· A strategic/business plan identifying long-term (5-10 years) operational targets & financial ratios

· A governing board capable of overseeing implementation and initiate new initiatives of FIN-DEV

· Supervisory Council fully operational with involvement of microfinance specialist

· Policies & procedures to guide risk mitigation, market segmentation, and tracking of impact for group and individual loans with higher level of conceptual clarity and simplicity 

· An impact policy

· MIS with integrated appropriate accounting system 

Finally, it is recommended that a target for FIN-DEV’s CDP be set. It is suggested that a realistic target for FIN-DEV will be to increase organisational capacity from the current level @ 3.54 to a level @4.54  by the end of 2006. The CDP should identify the specific capacity areas in which progress is sought and outline phased interventions that can accommodate achievement of the immediate goal.

We the undersigned, confirm by our signatories that Caucasus Credit (CC) has conducted this Organizational Assessment of FIN-DEV NBCO during November-December 2004, on the bases of desk/document studies and consultations with members of FIN-DEV’s staff & management, and that the findings and organizational development target, set above have been discussed and agreed in principle.

Baku, … December 2004

Caucasus Credit LLC





Finance for Development LLC

Sabina Mikayilova





Jalal Aliyev

Position: CC LLC CEO





Position: FIN-DEV Board Chairman
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