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CC Partner— Finance for Development LLC Monitoring Report
Nature of mission: Program Monitoring & Organizational assessment
Objective of the mission: To assess the performance of the portfolio within the ambit of wholesale lending agreement, verify operational issues and aspects, to re-visit Organizational assessment report to gauge positive/negative trends.

Applied methodology: Verification of internal documents, like credit applications, Loan contract, Disbursement statement, Minutes of Supervisory/Board meetings, Financial & narrative reports, Cash-flow statement, etc., interaction with Management team and site visit of randomly selected clients.
Date of mission: 27 July 2006 and 09 August 2006
Venue: Fin-Dev LLC  head office in Baku, branch office in Barda, clients located around the high way of Barda district and in Agdam district.
Facilitators: Arif Gurbanov, Zuleykha Rasulova and Khalissa Aminova

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).  

Current donors: 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 the term of the agreement with SFDI extended by the end of the year 2008, the repayment will be made on quarterly basis.
FinDev mobilised additional loan capital from SFDI in amount of US$ 350,000 for the period of 10 years- from March 2006-March 2016 with 4 years grace period, interest rate PA is regulated according to the National Bank rate (current rate is 9% PA).  
In May 2006 FinDev signed an agreement with NOVIB for the period of 4 years in amount of EURO 400.000, with 2 years grace period, 9% interest rate PA.  

In February 2006 an agreement signed with BlueOrchard for one year term in amount of US$ 50,000 with LIBOR+7% interest rate PA. 
In May 2006 one year term agreement signed with Symbiotics SRL in amount of US$ 150,000 with 12% interest PA. 
Fundraising plans: FInDev applied NOVIB for additional loan in amount of EURO 100,000. It is expected that BlueOrchard would allocate loan in amount of maximum 20% of FinDev outstanding portfolio. Negotiations for loan have been conducted with American Doyche Bank. It is expected to receiving grant for lending capital from some sources. Nevertheless, faith in getting loan from ADB lost, the 2nd loan project for US$ 7,000,000 submitted to ADB.
 As of 09 August 2006 Fin-Dev has 28 employees, including 22 full time staff members employed with Employment agreement, 3 full time & 3 part time technical support staff employed with Service contract. Internal Auditor also has been recruited & would start the work from the mid of August 2006.
   Program status as of 1 July, 2006
	Number of Active Clients
	2,981

	Value of portfolio outstanding
	1,329,159

	Portfolio at risk
	0.07%


In January 2006 FinDev started implementation of a new credit policy, which introduced 2 new credit products such as agricultural & consumer credits. Besides, guarantors & collateral will be required for a definite amount of individual loans, a guarantor would be required for the group for loans more than US$ 770 credit per  member. It is planned to reduce interest rate  by 1% for individual loans according to the new credit policy. FinDev is planning to apply diversified interest rate.
On March 2006 FinDev has been rated BBB- grade by International rating company Microfinanza Rating. The BBB- rating grade means that FinDev has adequate capacity to meet its financial obligations, adequate operations, and it is quite stable even if it could be affected by major internal or external events.
FinDev is one of founders of AMFA & its Chair of Board of Directors is the member of AMFA SC, and actively participates at lobbying, discussions of profit tax issue & draft law for MFIs & supports  development of project proposals for  fundraising. Apart from benchmarking & gender project, AMFA is expecting to receive fund for impact assessment training. 
2. Findings of the Monitoring
The Monitoring report is divided into two segments. The first section deals with performance of wholesale lending agreement while the second section elaborates issues pertaining to organizational assessment. 

During the monitoring meetings held with the following staff members:

1. Jalal Aliyev –Chair of Board of Directors
2. Abulfaz Maharramov –Chief Accountant
3. Nabi Samadov --Manager, Barda branch office

4. Fakhraddin Gasimov –Loan Officer, Barda branch office 

5. Namig Aliyev --Loan Officer, Barda branch office
6. Mehman Aliyev --Cashier, Barda branch office

SECTION I. Portfolio performance, operational issues & aspects
	Expected 

Outcome
	 Key 

Findings
	Recommendations

	1. Status on      

a. Operational indicators  

b. Financial indicators 

c. Social indicators 


	a. FinDev headquarter is located in Baku. From the beginning of 2006 in Baku office credit department opened & involved lending activities, however the main operational base is situated in branch offices of Barda and Mingechevir. By the end of September 2006 FinDev is planning to apply the National Bank for opening branch office in Baku as well.  Current areas of lending operations cover Barda, Tar-tar,   Agdam, Agjabedi,  Yevlakh, Agdash, Goychay, Ujar,  Sheki & Absheron districts, Mingechevir, Sumgayit and Baku cities. Each branch is responsible for the preparation of cash flow, financial statements, budget & making decision for loan disbursement. The statements and financial  projections are consolidated in Baku office. The visited Barda Branch office Loan Committee consists of  7 people and selection of the loan application is based on simple open voting. The operating autonomy of the branches observed. The official security service is provided in the branch offices via concluding yearly contract with the Security Department of the Ministry of Internal Affairs. Besides, FinDev has installed signaling apparatus in the branches and back-ups of the files are made in 2 copies on CD-ROM and in the computer, which has not connected with internet. 

Randomly selected  clients documents in Barda branch office &  documents in Baku head office checked. For loan disbursement a package of documents developed like application form, collateral agreement, loan contract, repayment plan and all relevant information such as personal data, business plan, non-official collateral, etc. are obtained there. All loan disbursements & repayments are made in  cash , except for operations implemented via credit department of Baku office. 
Loan Performer has been installed for loan tracking and it is periodically updated. It is used for generating portfolio reports, as well as for tracking the list of applied potential  clients and their belonging to the same family, type of  clients, breakdowns by sector & areas, etc.  1S accounting software has been installed and updated according to the organization needs. No network connection between headquarter & branches.  Data & reports consolidation is done manually at the headquarter. 
Staff performance appraisal is in place and staff motivation is high. The relevant staff has been individually trained on International Accounting Standards.
All loans from CC funds disbursed using group lending modality. Basing on DRC recommendations FinDev combined different type of groups into one common borrowers groups. After adoption of a new credit policy a few individual loans have been disbursed. Loan disbursement for all kind of clients takes maximum one week. Repeat loans disbursement takes 1 day. 
FinDev has a strict interest rate policy, currently charges 3% monthly declining interest for individual loans & 4% monthly declining interest for group loans. So far no commission fee charges from group loans, whereas  1% of loan amount charges from individual loans.  Group size consists of 3-15 people.
   b. As of  01 July FinDev total performing assets worth was US$ 1,678,605,  total liability US$ 998,556, and its total equity net worth was US$ 709,404. The active outstanding portfolio has reached US $ 1,329,158 and Portfolio at risk is 0.07%.  Operational sustainability is 150%, while its Financial sustainability is 140%. Average portfolio per Loan Officer is US$ 189,880 & average number of loans per Loan Officer was 426. FinDev liquidity management is very good. Recently FinDev adopted currency risk mitigation policy. No inflation, political &  business risk mitigation policy is in place. 
FinDev projected to increase its outstanding loan portfolio up to US$ 2,000,000 by the end of 2006.
c. From 02 February 2005 to 01 July 2006 the social indicators status:
Social Indicators

CC Funds only

Total Organization Funds

# of loans disbursed

764

5,911

Amount of loans disbursed (in US$)
383,745
3,184,698
Average loan size
502
539
% of IDPs received loan

73.3%
23.3%
% of Female received loan

19.4%
40.4%
# of jobs created

482
3,174
# of jobs sustained

333
2,164
Findev Barda branch office considers AzeriStar being a competitor around Barda district. 

	a. 
*FinDev needs to apply loan disbursement to the clients via bank im the branch offices as well,which FinDev plnned to do it in the future.
*As FinDev planned it would be better to obtain loan tracking & accounting integrated MIS.
*Network connection installation is needed between Baku office & branches. 

b. 

**Nevertheless, inflation, political & business risks mitigation is depended on mainly external factors, FinDev needs to develop such risks mitigation policy.  

c. 
***FinDev should increase % of women clients at least up to 30% as required according to WLA.


	1. Efficacy of credit program

2. Relevance of credit program. 

 Impact at various entry points in terms of re-loans.  

    
	List of clients visited
1. Qasimov Jafar, “Nurida” group member, animal breeding, business location:- Katalparaq village, Barda district 

2. Bayramova Malahat, “Nurida” group member, animal breeding, business location:- Katalparaq village, Barda district 

3. Aliyev Sarkhan, “Faig” group member, trade, business location:- Katalparaq village, Barda district 

4. Guliyev Zakir, “Faig” group leader, animal breeding, business location:- Katalparaq village, Barda district 

5. Farajov Teymur, “Faig” group member, trade, business location:- Katalparaq village, Barda district 

6. Mamamdov Rafig, “Faig” group member, car spare parts sale & repair service, business location:- Katalparaq village, Barda district 

7. Aslanov Isa, “Millet” group member,  trade, business location:- Guzanli settlement, Agdam district
8. Bagirov Ali, “Seyid Ali” group leader, veterinary medicine trade,  business location:- Guzanli settlement, Agdam district

9. Sadigov Nemet, “Millet” group member, trade, business location:- Guzanli settlement, Agdam district
10. Guliyev Alyeddin, “Boris” group member, construction materials trade, business location:- Guzanli settlement, Agdam district

Positive impact

     Business expanded 
· Working capital turnover amount increased in the businesses of Nemet S.” Millet” group member, Sarkhan A., “Faig” group member, Aslanov Isa, “Millet” group member;
· The shop square meter size increased in the businesses of Rafig M.,  “Faig” group member, Alyeddin G., “Boris” group member

Assets purchased 

· Jafar G., , “Nurida” group member bought video camera & TV stand, Mamamdov Rafig, “Faig” group member purchased vacuum cleaner & washing machine 
Monthly food consumption increased
· Do not buy food on credit any more & food consumption ration diversified in majority visited clients families
      Living condition improved

· One of the client (Malahat B. “Nurida” group member) started construction of a house, Mamamdov Rafig, “Faig” group member started building of a bathroom
           Saving collected
· No data obtained
Access to health/education facilities increased

· No data obtained
Areas for improvement suggested by the clients
1. To increase loan size, term
2. To reduce interest rate
3. Flexibility to leave the group when one of the group member finished repayment and is ready to take bigger amount of individual loan providing with collateral  

	****It is advisable to be flexible if one of the group member is able to repay loan & apply for bigger amount of loan 



SECTION II. Re-visit Organizational Assessment
Background information on organizational assessment

The organizational assessment of FinDev was undertaken by MED Coordinator and CEO of CC in December 2004 and the average score was 3.54.  Key strengths and areas of improvement were captured in the OA report, covering 5 themes namely, direction, management, operation,  program  performance, impact & outreach. Technical assistance were provided to FinDev on STP training for Managers. 

	Themes & competency areas
	Background information
	Improved areas
	Current weaknesses
	Previous score
	Current score

	
	Key strengths
	Key weaknesses
	
	
	
	

	Theme A. Direction
	· 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)


	· 2005-2009 years strategic & business plan with long-term targets & financial ratios developed
· Board development plan/ competencies of the Supervisory Council (SC) devrloped

· Policies & procedures for the governance of FIN-DEV elaborated


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


	4.00
	4.70

	Theme B. Management
	· 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


	· New lending policies & procedures approved from January 2006

· HRD policies & procedures, including appraisal system

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

· ToR for staff developed


	· Integration of loan tracking & accounting software
	4.00
	4.70

	Theme C. Operations
	· Lending policies & procedures

· Internal & external relations

· Staff motivation

· Accounting standards/legal requirements


	· Product design

· Accounting standards/best practices

· Non-financials services


	· Two new products designed
· Accounting standards/best practices absorbed
	· Non-financials services


	3.60
	4.54

	Theme D. Performance
	· Fund management
	· Operational and financial sustainability

· Efficiency

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


	· Operational and financial sustainability has been achieved

· Efficiency 

· Currency risk mitigation policy developed

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


	3.60
	4.65

	Theme E.  Impact & outreach
	· Social & economic targets related to the market & clients (depth of outreach)


	· Impact assessment system
· Indicators for client satisfaction

· Income generation indicators

	· Income generation indicators developed

	· Impact assessment system
· Indicators for client satisfaction


	2.50
	3.33

	
	Average Score
	3.54
	4.38


Prepared by: Zuleykha R.

29 August 2006
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