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CHAPTER 1   Financial and Institutional Analysis of KDA

1.1 Introduction

In September, 2002, as a result of several weeks of preliminary discussions, CARE Nederland of Den Haag, the Netherlands requested from WASTE, Advisers on Urban Environment and Development, of Gouda, the Netherlands, a brief proposal for performing an evaluation of Kosovo Development Agency, an SME Support Centre in Gjakovë, Kosovo. CARE’s project is  called “Development of an SME Support Centre in Kosovo.” The evaluation is designed to indicate to the financing consortium, CARE and HIVOS, whether there is a good basis and a need for continuing the financing of KDA support centre. 

This document is the second of three evaluation reports. Document 1 is the Baseline analysis of KDA in its local context. Document 2, the present document, presents both a financial and an institutional analysis of KDA. Document 3 is a short methodology of the evaluation.

1.2 Précis of the evaluation results

The general result of the evaluation is that it appears that CARE and KDA both need to acknowledge that the developmental, or project phase of their relationship is over. KDA is not in a phase of development, it is a fully formed, maturing organisation. CARE has contributed to its development, but it is no longer an organisational development project.
The implication of this is that CARE needs to shift from development to support mode if it wants to continue its relationship to KDA. And KDA, in turn, needs to focus not only on proving what it can do, but on the formalities of administration, reporting, self-analysis, monitoring, and the like.

The donor relationship can contribute to a growing, more healthy KDA if these principles are followed, that is, if the current situation is acknowledged for what it is.

1.3 Status of project objectives

This second document presented as a result of the evaluation is to look at the project aspect of KDA, in particular, its relationship to CARE and the role of CARE as funder, and as provider of capacity building and technical support.

A number of background documents have been used in the evaluation process, as a means to understanding the situation in all its complexity. All of these documents are now in the possession of CARE, and for that reason, they are not referenced here. The Memorandum of Co-operation MoC is a key document for this.

Project Objectives

Project objectives have been communicated as:

1. A strengthened KDA: complete, independent and firmly rooted in Kosovo’s society;

2. An increased organisational and technical capacity (in both quality and quantity) to support starting and established entrepreneurs;

3. An improved sustainability of the SME Support Centre;

4. A new strategy for KDA and an updated business plan for the second semester of 2002.

Each of these is discussed briefly before beginning the analysis, in a section which serves as an executive summary of the findings of the evaluation.

1.3.1.1 A strengthened KDA: complete, independent and firmly rooted in Kosovo’s society;
This is a worthy and understandable project objective, and at the outset of the evaluation it is well under way to being realised. However, the concept of “complete” must be interpreted in terms of KDA’s own mission for income production and development of Kosovo society. 

KDA already has a high degree of independence. It is not associated with any former political or social groupings in Kosovo or the former Yugoslavia; it consists of some members of one family, (a normal Albanian business practice), together with others who have been hired based on applications and retained based on their performance. It operated without donor support for a half year in 2002, not only surviving, but actually increasing its reach and adding new products.

The additional steps to achieve independence are associated with reaching a critical level of turnover and an appropriate economy of scale. In fact, the question of economy of scale will be taken up below in terms of evaluating the potential for different institutional arrangements.

KDA is firmly rooted in Kosovo society. Unlike many development co-operation projects, its staff is mixed between young, recent graduates and older, experienced professionals. Although its Director is from the Kosovo Albanian Diaspora in Western Europe, he choose to found KDA in Gjakovë, because he has family there. Walking around Gjakovë with the Director, he is frequently greeted; many people know him and he is clearly popular. The Vice Director is from the part of the family who remained, at least until the war; he has deep local roots and contacts, and according to KDA staff is extremely well-connected in Prishtina, in Gjakovë, and throughout Kosovo and Albania. The staff is local, as in many development projects, they are strong diffusional forces in Gjakovë and in Kosovo for the methods, values, and approach that makes KDA successful.

1.3.1.2 An increased organisational and technical capacity (in both quality and quantity) to support starting and established entrepreneurs;
Here, the evaluation makes it clear that there is still quite a lot of work to be done. We will discuss this in several sections, and the discussion is continued below.

Organisational capacity

KDA lacks organisational capacity and organisational structure on several levels.

Capacity for operation of a consulting and training business in Kosovo

Qualitative capacity is clearly present at KDA: operation of the consulting and training goes well; KDA is perennially over-booked and the consultants have to spill over into their own time to meet their demand.

However, there is at present a lack of quantitative capacity (not enough hours from high-level people) to meet all demand, especially in the training department. This indicates some kind of lack or failure in management to respond to demand.

Capacity for marketing the business to Kosovo clients, developing a marketing strategy which includes marketing the business to international clients

The SME department has a clear marketing strategy developed and implemented by the SME manager, for marketing within Kosovo, that is a combination of delivering the best quality and under-pricing the service. This is a strategy which works to get the clients, but causes certain other difficulties in management and in finances, For example, is no strategic optimisation of use of high-priced consulting hours. The time and hard costs of marketing are only partly considered in the overhead calculations. The opportunity costs of assigning high-priced hours to under-priced services is not calculated at all, so that there is a chronic under-earning.

The capacity for marketing the business to international clients within Kosovo (assuming that there is or will be a market), or to external clients wanting to do business in Kosovo, appears to be lacking due to two factors: (1) there is no clear marketing strategy articulated to reach these clients; and (2) the Director is in Kosovo so seldom, and when he is marketing, he is marketing development projects, rather than business services.

The marketing strategy of the training department is clearly based on finding donors as training clients, where the donors, principally FAO, pay for the training of the participants. This strategy has resulted in a full portfolio for the remainder of 2002, but has caused the Training Department to refuse or postpone opportunities to train Kosovo business people at their own expense, that is, to get direct payments from clients. While the donor-based strategy is highly profitable, it is dangerous in that it depends on donors, who are subject to outside forces, and it is not allying itself to the growing business sector, as the SME department is attempting to do. 

Capacity for maintaining the level of administrative and financial transparency required by a donor-financed growth strategy

This capacity appears to be lacking based on a review of the documentation and discussions with CARE. In the periods where CARE Nederland does not have a project manager on site, there are many problems, disagreements, and misunderstandings between CARE and KDA about finances, invoices, allocation of donor funds, undocumented bank or petty cash withdrawals and deposits by the Director, documentation, and financial reporting. CARE appears to believe that this is due to a lack of will on the part of KDA’s Director to comply with CARE procedures and norms. It is certainly true that the KDA Director does not happily or frequently give CARE access to financial information, most of which is in Belgium in a computer to which only he has access. This failure to give access creates the impression at CARE that he has something to hide, an impression which was not shared by the evaluators, who nevertheless were unable to get much financial information. In particular, there is a basic disagreement about whether CARE is entitled to see the books for the period when it was not funding KDA.

The evaluation team sees also that there is a significant lack of capacity for understanding and reporting at international standards on the one hand, and for simple reporting in English on the other. Neither KDA’s Director nor the top management of the departments have the ability to produce reports in English at the level that the donor relationship requires. The in-house English translators sometimes produce text which is intelligible in English, but this is not a consistent feature of KDA English documents.

For purposes of the evaluation, this is interpreted in part as a lack of qualitative management capacity, a lack of qualitative and language skills for reporting capacity, and a lack of quantitative capacity, meaning that there is no-one in Gjakovë fulfilling the role of Managing Director.

Capacity for product monitoring, analysis, and expansion

The evaluation is concerned that KDA suffers from lack of capacity for client and product monitoring, that would allow for updating and refining products, and providing the basis for developing new ones. This lack of capacity has two dimensions: a capability or quality dimension, in terms of staff being able to identify and formulate problems and find solutions, and a lack of time in which to perform monitoring, analysis, and other activities which are not directly sources of income to KDA.

The “SME Division New Product Development” document, from January 2002, proposes two additional “products” a more detailed strategic business plan (which they call “business plan”, while distinguishing it from their current product as being more intensive and longer-term), and a “quick-scan diagnosis.” Both of these appear to be based on feedback from clients and experience of the consultants, but they are not supported by analysis of current client successes or failures after KDA intervention.

A similar failure of long-term involvement is characteristic of the training department, which only monitors participants in its training for the first few weeks after they complete the training, and does not look at their longer-term performance or needs.

Similarly, although the promotion department sees the need for follow-up of their clients and the marketing impact of their directory, they are not performing this function either.

This failure to follow up has several potential negative consequences: 

1. opportunities are lost for longer-term, more profitable involvement after a first successful experience (“the best client is a repeat client”);

2. opportunities are lost for deeper analysis with feedback both to the design of the products offered by KDA, as well as feedback to the process of reconstructing the Kosovo legal, economic, commercial and policy infrastructure.

In the view of the evaluation team, the lack of follow-up and analysis is not so serious a problem in the short term, but will become more important in the future as competition grows. It is closely related to the fact that the under-pricing of services and products places considerable time pressure on the staff, and does not give them time for analysis or reflection themselves, something which they are clearly capable of.

1.3.1.3 An improved sustainability of the SME Support Centre;
The evaluation suggests that the path to improved sustainability is to integrate KDA’s various departments, add some activities, and increase greatly post-intervention follow-up, analysis, and feedback to product development.

KDA staff believe that KDA requires a certain number of more years of donor support in order to become self-sufficient in the Kosovo business and institutional context. The evaluation supports this general conclusion, based on KDA’s own financial analysis, but adds a few nuances.

· There is a need to increase the range of clients served by KDA, so that it serves not only the SME sector, but also individuals, larger businesses, and socially owned enterprises. Some diversification of clients is already in process, but there is a need in particular to develop training and promotion products for the private sector.

· There is a need to increase profitability of the services, particular in the SME department, through a concerted campaign to raise fees, to introduce variable pricing, and to promote the idea of business advice as a product that deserves to be paid for.

· There is a need for better analysis and in general more reflection on what is being done. 

1.3.1.4 A new strategy for KDA and an updated business plan for the second semester of 2002.
The evaluation does not suggest that KDA needs a new strategy, so much as that the existing strategy needs fine-tuning and more effort needs to go into implementing it. KDA’s Director needs a new strategy for working with his donor organisation, and CARE appears to the evaluators also to be in need of a new project strategy  for managing its relationship with KDA, based on the principles of CARE as an organisation
 and the fact that the development stage now appears to be over. In any case, the current relationship is working badly.

1.4 Profile of KDA as a business support organisation

KDA is an NGO consulting company serving the small and medium-sized business sector in Kosovo, and working as well on building the Kosovo economy and commercial sector. 

This section is a brief resume of KDA. There is a great deal more information and a much more detailed presentation of KDA in Document 1 of the Evaluation Report. The features emphasised here are those which are most relevant for the institutional and financial analysis.

1.4.1 Overview

KDA consists of three, four, or five “departments”, depending on who describes the organisation. This difference in perception is presented in the organisational diagrams, below.

	



	


	



	


1.4.2 Physical location

KDA has just moved to new offices in the centre of Gjakovë, where they occupy two floors of an office building. The SME department is located on the first floor (above the ground floor) which also has a reception area and men's and women's toilets. The second floor is occupied by the training department and Headquarters department, and also houses a conference table, not quite enough chairs, and a kitchen, which in the time of the evaluation was not yet operational. The Promotion department remains at its old location in a part of Bekim Panxhaj’s house. The Development department, having no staff, doesn’t require a location, it becomes a kind of virtual second identity to Headquarters whenever there are projects.

Portfolios

The SME and Training departments both have full portfolios of work for the remainder of 2002, with substantial orders already for 2003. The Development department does not appear to have any projects at the moment.

The Promotion department completed its KBD Kosovo Business Directory 2002 edition in the summer of 2002, and is now working on selling space for the 2003 edition. It has five sales people who work for a guarantee against a commission, they are also fully occupied.

1.4.3 Management

KDA’s formal management structure, or “Headquarters department” consists of its Founding Director, Bekim Panxhaj, Vice Director, Besim Shehu, uncle of Panxhaj, who is assigned half time to Headquarters; an accountant, Smajl Panxhaj; an assistant and translator, Blerina Hasimja; and the heads of the SME and Training departments, Shani Mullabazi and Iliriana Vezvesja, respectively (Mullabazi and Vezvesja are sometimes listed as part of headquarters and sometimes as belonging to their own departments). There is some lack of clarity about whether Aida Binishi and Ardita Thaqi are also part of Headquarters.

The Headquarters department is not functioning well at the present time. The Vice Director functions as an Acting Director in theory, but in practice he serves mostly as the Training department Director, and in doing so disempowers and displaces the official Manager of Training department, Iliriana Vezvesja. This may reflect, as well, his discomfort with being Vice Director and not having authority to make independent decisions, something which he can do in the Training department.

His ability to function as the Acting Director is severely hampered by his lack of English, as well as the fact that, in the opinion of many staff, he favours the training department in his management decisionmaking. He is much older than all of the other staff, and was observed using his considerable authority to stifle dissent at meetings, and it is true that most staff exhibit a reluctance to disagree with him openly. At the same time, he does not appear to fully understand the nature of KDA activity, so he is not well-equipped to make decisions on behalf of other staff and managers who are better-informed about their subject areas. This is an important area of dysfunctionality within KDA.

The Director is functioning like an outside consultant and “animateur”, involved in international public relations, marketing, and project development. As a result, he is absent from Gjakovë approximately 80% of the time, performing this function. Although not at all transparent, this international promotional activity has some important value added for KDA, especially as long as it relies on donors, international companies, and the Kosovo Albanian and Albanian Diaspora for funds and support (such as the donation of most of the printing costs of the KBD in 2002).

In management terms, there is a clear void at the level of Managing Director. In the view of the evaluators, the Managing Director position needs to be created and filled as rapidly as possible, to provide a stable and even leadership presence in the Gjakovë office.

1.4.4 KDA’s earning capacity 

Although activities started in 2000, KDA’s departments began earning their own money only in the fourth quarter of 2001, according to local staff of all three departments. In spite of the gap in donor funding in the first half of 2002, the organisation’s earning capacity is increasing.

1.4.5 Economic issues in KDA operations

This section explores certain aspects of the financial functioning of CE-KDA in general, and in terms of its need for external donor support. 

1.4.5.1 Sources and availability of information and data.
The analysis of KDA’s financial and commercial situation which follows is the result of several lines of investigation:

1. review of KDA documents in the KDA administrative computer at the desk of Smajl Panxhaj in Gjakovë.

2. review of documents in the possession of the CARE team leader.

3. interviews and discussions with KDA staff, particularly in the SME division, combined with the income projections of both Training and SME departments.

4. review of petty cash records in KDA computers of other staff, given with their permission;

5. review of documents from CARE Junior Consultant Erica ten Broeke, and discussions with her; and

6. review of bank statements from three KDA sub-accounts, 073, 064, and 053.

There are, however, important pieces of information which were not made available to the evaluators, either due to circumstances (neither Bekim Panxhaj nor Frans Wittermans were present for all of the evaluation, and Panxhaj was available to it only 1,5 days), due to lack of organisation and transparency, or to deliberate withholding of information. The information that the evaluators wanted to see, but did not succeed in seeing, includes, but is not limited to, the list below. It might be noted that the evaluators could not know for sure of the nature or existence of documents that they did not see.

· A KDA business plan proposal prepared by KDA for SwissContact;

· Information on the operations of the Promotion department, including number and names of salespeople; their salaries for 2001; their employment arrangements; the full amount of money received by the Promotion department for expenses; the identity of the Promotion department donors; whether the Promotion department Director drew salary and where this money came from; etc.

· Petty cash records from March-September 2002;

· All bank and other records from 2001;

· Other financial information.

In addition, there were some other factors which impeded making a full financial or economic analysis:

· there were tense relations between the SME department and Headquarters at the time of the evaluation, due to the opening of the bank account, and at that time SME was refusing to give data to Headquarters. Although the data was in fact handed over during the period of the evaluation, partly through the intervention of the evaluation team, it was still not available in the same form and categories as the other data.

· the computer which was reported to have all of the data from 2001 and the first part of 2002 has been moved to Belgium.

· the status of the budgeted payments for rent and director’s salary is not clear, either for 2001 or for 2002. For some months, it is stated by some parties that the Director got paid for having the office in his house, other reports are that he received payment some of the time but waived it for the first half of 2002, and there are other variations as well. There are similar ambiguities around the issue 

· there are a lot of conflicting reports about how the documentation of income and expenditures was handled during the period where there was no CARE support, the first half of 2002. According to some staff, the data files that tracked this were lost, according to others, they are in the computer which is in Belgium. In any case, they were not available to the evaluators, and so it was not even possible to tell precisely what happened.

1.4.5.2 Pricing and profit margins
The SME department prices their services based, according to SME manager Mullabazi, on a subsidised hour price of EURO 10 per hour. There are some problems with this amount, which distort the pricing of products and services.

First, it is not clear what an hour really costs KDA, but it is quite obvious that EURO 10 is not a cost price. It is some kind of approximation of what the staff salary costs, stated to be EURO 20, minus the subsidy. It does not include any calculations for overhead, non-productive hours, overtime on a contract, telephone assistance, missed meetings, automobile breakdowns, depreciation, marketing, travel, staff development and capacity building, vacation and sick time, and the like. KDA is similar to many small or start-up organisations in its tendency to operate on a range of hidden costs subsidies, including those related to having (had) offices in the home of the Director (now no longer the case). The weekend and evening working of staff is another cost, as is the use of staff private vehicles. Even with the subsidy, the real cost is likely to be quite a lot higher.

KDA staff don’t want to charge more, because they don’t believe clients will pay. This is an unsupported assumption about willingness to pay, which they do not appear to be willing to verify in practice. The external environment appears to support them in this assumption, but this may be a tautological, self-induced effect, since when they quote prices, they are diffident and shy, and admit that it is easy to bargain the price down. In some way the staff feels guilty or wrong about asking for large sums of money. They also have a deliberate strategy of getting a lot of work, feeling (quite rightly) that this is better than too little. In any event, some combination of culture and circumstances have created a situation where the SME department in particular believe they cannot charge the full cost of their services, without losing clients. This is especially true since the two other donor-funded business support organisations, KBS and REA, are providing services for free.

Finally, the opportunity cost of working for a low return on loan applications, instead of for higher margins on consulting, does not appear to be included in the strategic calculations of management over how to assign staff.

The pricing problem expresses itself primarily in slim to non-existent margins. In the larger-sized products, like business plans, this is not such a problem. However, it is increasingly squeezing the ability of the SME department to continue the business of loan applications, especially since banks are already offering this service for a lower cost. More information on the competition is presented in Document 1.

In order to be sustainable, KDA -- and especially the SME Department -- has to find a way start improving its margins, or it has to create other income streams with better margins and different characteristics. The suggestions of the staff in this direction include:

· incubate and develop production businesses which demonstrate KDA techniques as well as producing revenue (from the suggestion of one staffperson, the “peanut butter solution,” since peanut butter is in demand but not available;

· develop more full-service multi-faceted products, which give a longer-term relationship with the client that brings with it reduced marketing and unfunded costs;

· change the attitude towards marketing; shift to a higher price structure, and negotiate downwards only when absolutely necessary;

· charge more to the Training department, which does have healthy margins.

The suggestions of the evaluation team include:

· recruit and use more lower-level staff and trainees, whose cost price is lower;

· drop off the lowest margin product(s), the loan application, where the client does not appear to have strategic interest for KDA, and/or use these loan applications deliberately as “loss leaders”, with a strategy to earn back the loss in later client services;

· invest in a programme of monitoring and follow-up, to stay in contact with clients and offer new services.

1.4.5.3 Underfunded marketing, analysis, product development.

A second, closely related problem is incomplete analysis of costs of marketing, promotion, product development, and other forward-looking activities. The calculation of overhead and fixed costs does not include time in preparation of proposals, time spent in general promotion, attendance at trade fairs, writing of articles, staff meetings, or external meetings related to policy and Kosovo development. Failing to calculate this and include it in the cost and pricing formula contributes, on the one hand, to the margin problem discussed above. On the other hand, by under-funding these activities, KDA also under-emphasises them, which jeopardises future portfolios and profitability.

When the management chooses to discount its hourly rate, therefore, it is discounting it from a rate which appears lower than it is. Add to that the fact that follow-up, analysis, and product development costs are underfunded or unfunded, and the picture becomes even more disturbing.

1.4.5.4 Overhead

The meagre margin problem is compounded in all departments by excessively high overhead. While this situation is probably worse in the offices of the competitors, who are free of the discipline of the market, there are still significant ways in which KDA’s high level of capitalisation, overhead, and salaries place it in a situation where the market may not bear the true cost of its services. This does not appear to be true of the Promotion department, whose sales staff work on commission, but so little information is available about this department that drawing any conclusion is risky.

Some of the aspects of this high overhead are: 

1. the salaries are unsustainably high, even compared to other salaries in Kosovo. While this is an important element in a development strategy which focuses on normalising and Europeanising the economy, it is a business liability. 

2. KDA is lightly over-capitalised, in terms of level of technology and equipment. This places pressure on operating costs, which also drives up overhead. This is seen in the fact that while there are more than four printers in the office, and at least 10 computers, there is only one toner cartridge, which moves from machine to machine.

3. While the CARE/HIVOS relationship has financial benefits, it also has identifiable costs, which, in effect, “weigh down” KDA administration with things it would not need if it were only operating commercially in the local economy. The requirement for donor standards for cost- and administrative accounting introduces additional administrative costs, and the search to maintain donor funding adds to the payroll of Headquarters, especially in the form of the salary, travel, and representational budget of the Director. When the CARE project manager/team leader is present, according to staff, some, not easily quantifiable amount of time is spent in meetings, which has a definite opportunity cost for the SME and Training departments.

4. In addition, there are direct costs attributable to the cultural ideas of propriety and hospitality when there is a foreigner regularly present in an office, particularly when that foreigner is associated with financing. Local staff may be willing to work without lights and heat if they know that the money saved goes to their salaries, but if a foreigner is present, they feel obliged to provide the light and heat. The foreigner’s ideas about propriety and acceptability raise certain material standards of the organisation in a subtle way, often without either the staff or the foreigner being conscious of this.

Middle- and long-term survival of KDA Training, SME, and Headquarters departments depend, therefore, on somehow reducing the overhead and fixed costs over the long term. The problem with this is that by reducing salaries, the SME department will also risk losing trained and skilled consultants, its most important asset and resource, to competitors. The strategy proposed in the SME departments own “new products” document of January 2002 proposes that consultants receive a fixed salary of 60% of their entitled salary, and have to earn the remaining 40% in commissions or bonuses. The evaluation team sees this as an entirely sensible and viable framework for reducing payroll costs, but suggests (1) that there needs to be more incentive on upside potential, so that in exchange for receiving a fixed 60%, the consultants can earn not only the remaining 40%, but up to an additional 50% of their salary in fees, profit-sharing, or the like, and (2) that the upside gains need to be collective, both within and between departments, and not only individual. This scheme might also push the consultants to be more aggressive in marketing their services at prices that cover the real costs.

1.4.5.5 Other impacts of donor funding

As has been indicated elsewhere in this document, while the staff of KDA are clear that they need donor support, the effect of being a donor-supported organisation is not without costs, and these costs in effect weigh the organisation down. As long as the competitors are also donor-funded, and to the extent that the presence of the international community in Kosovo makes all “markets” somewhat artificial, his is not so much of a danger. When the banks are operating “normally”, and when other local institutions start to poach on KDA’s market, there will be a need to shed some of this weight in order to participate in the “real” marketplace -- as that marketplace also evolves.

For this reason, it becomes necessary for KDA to carefully evaluate the nature and extent to which it wants to remain donor-connected, or donor-dependent, during this period of consolidation. 

1.4.5.6 Strength of varying income generation patterns

In the evaluation, an interesting feature of KDA became clear, which strengthens the financial flexibility and survivability of the organisation as a whole. The differing nature of its departments gives KDA the advantage of having within its purview and experience a number of differing models of income generated from donors and clients:

1. the development assistance and co-operation model of CARE and KDA, in place for all KDA and especially the SME department, where the development partner finances fixed and variable costs, and collaborates with the local organisation in accomplishing development goals they both share. This results in a series of transfers at medium intervals, which are nevertheless at high risk of arriving late or not at all.

2. the donor client model, which is the basic mode of work of the Training department, where the donors are clients who buy a service (in this case training), on behalf of their local target groups. The target groups do not participate in defining the product or the service that they receive from KDA; the KDA training department responds to international interpretations of local conditions and needs. This model produces regular transfers at medium-term intervals, but these can also be delayed.

3. the development intervention model, typical of the KDA development projects funded by DFID (and earlier by CIRE). KDA as the local partner responds to a program opening by submitting a proposal that fits the donor’s needs and priorities, and, if awarded, they implement the project and are paid partially with advances and partly upon completion. In this model, the participation of the local target groups is highly dependent on the working style, policies, and network of the local partner. The local partner may initiate these, but in fact the donor is again, as in the case of the Training Department, the main proxy client. This model produces large transfers very infrequently, once or twice per year. The size of the transfers makes them useful for liquidity, but there are also large transfers out of the bank account which are related to expenses of development projects, and protecting KDA liquidity to ensure that it is possible to make these is a big challenge.

4. the donor-free model, in which the revenues are earned in direct service to the local private (and public) sectors, without any direct involvement of donors. This is the way that the SME department has gotten its revenues (although with donor price subsidy), and it is also mostly the way that it appears that the Promotion department operates, although the information available about the Promotion department is rather scant. The characteristics of this type of income are that comes in smaller quantities at shorter intervals, allowing for continuous liquidity at a low level, and also keeping the organisation afloat when the donor funds are delayed or cancelled. A review of available petty cash records for the first three months of 2002 suggests that this is in fact happening when the Promotion department is in sales mode.

5. the sales model, typical of the promotion department, in which small amounts of income have to accumulate to pay for a large production expense at the end of the marketing period. The small transfers can provide an aid to liquidity, but there is a big risk that there will not be enough to pay the main activity at the end, a situation which arose for the Promotion department in printing the KBD in 2002.



 Each of these types of income implies somewhat different cash flow and accountability, and this variability appears to have been one of the major factors allowing KDA to bridge liquidity gaps and continue to increase its operations. At the moment, the presence of all of these types of donor-related (or not) income streams clearly contributes to KDA’s financial sustainability, and was most likely one of the reasons for its ability to survive a “cold” cut-off of funds in the beginning of 2002. The evaluation team sees the risk of losing this financial flexibility and nimbleness as perhaps the greatest danger in splitting the organisation, or even in “autonomising” the departments. While autonomisation promises both institutional benefits to KDA and increased accountability, transparency, and financial control to CARE and HIVOS, it could prove in the end to be a greater danger to long-term sustainability than the loss of donor funds. For this reason, the evaluators believe that the process of autonomisation requires time, reflection, and analysis, so that balancing, reporting, and transparency mechanisms which would otherwise be lost in the process can be re-created to fit the new situation.

1.4.5.7 Marketing strategies

One of the interesting features of KDA is that each of its four operational departments, SME, Training, Development (when there are projects) and Promotion, perceives the Kosovo market quite differently (from each other), has a quite different marketing strategy, and, as a consequence, has very different types of income and expenses.

SME Department

SME department manager Mullabazi is clear about what his marketing strategy includes and how his markets work. SME enters a new market area by offering free or under-priced services, until they understand the market and can understand, as well, their own pricing factors (with the caveat that they are not pricing accurately, as discussed above). Then they start to introduce modest, “trial” prices, but these remain below the cost of providing the service. Like the farmers in the pricing session of the training the evaluators observed, the SME department works on the basis of what (they believe that) the market will bear, not the cost price of producing the service or product. The SME department shaves their prices, so costs of marketing, overhead, and the like are not factored into the price.

Over the longer term, the SME manager believes that he can get a high return of the under-pricing investment in terms of creating longer-term, full-service relationships with clients, where he will have more than 100% profit. He states that there are already two such relationships in the KDA portfolio, and he proposes to acquire them at the rate of eight per year. If the current trends continue, the SME department should have just over EURO 40,000 in income in 2002.

The importance of donor support to the SME department is that it is seen as a way to continue to get work, and to afford to do it without taking a severe loss. Kosovo salaries are between two and three times as high as those in surrounding countries of Albania, Macedonia, and former Yugoslavia (REA promotion document; observation) and those of KDA are quite generous even for Kosovo standards.

Training department

The Training department has a marketing and pricing strategy based on convincing their clients, who are at this point exclusively donor organisations, that they offer the best quality in Kosovo. Donors are supporting the Training Department on a fee for service basis, a model which also has some potential for the SME department. The price is fixed, includes overhead, and the margins are attractive. Co-ordinator Vezvesja asserts the Training department’s ability to compete with all present or future competitors based on quality: price competition does not enter her statement at all. As a result, the Training department has the best current financial profile, with healthy margins, but their future is much more clouded.

The Training department has a backlog of requests from the Kosovo private sector, and private business associations, for training for businesses, start-ups, and the like, but they are postponing or avoiding these types of trainings because the margins are too low, or the opportunity costs are too high, as long as they can have a full portfolio of donor-funded trainings with attractive margins. They project income upwards of EURO 25.000 for 2002, but are waiting for the end of 2002 to see what the donor community wants to do in 2003 before making projections. 

The Promotion department

The Promotion department has a direct marketing and sales strategy, in which five external salespeople are retained and work on a small guarantee against a commission. The Promotion department is not, at the present time, selling projects to clients. They are selling space in the 2003 Directory. Additional activities are planned, but have not been articulated. The Director is actively seeking donor support for the Promotion and Training departments though contacts with Swiss Contact, Belgian donors, and others.

Development department

A fourth area of KDA is the Development department, although it has no staff of its own. It is not clear what the acquisition strategy is for this department, other than opportunism, based on contacts made by Bekim Panxhaj. As far as it was possible to tell, there have been three significant development projects, one involving importation of cattle, one of building bee-hives for widows. The nature of a third project, funded by Cordaid, is not clear, and could not be determined within Kosovo. If the idea of an incubator is further developed, it is likely that KDA will seek funds for this as well. In addition, there is a clear idea of begin operations in Northern Albania, a new development focus area.

Donor support in the area of marketing

There is a need for donor support in the area of marketing in the following areas:

· there is a repeating theme in all departments of lack of middle- to long-term monitoring of the clients, beyond that which is directly paid for by the contract. KDA staff are following up neither on training participants; business plan and loan application clients; receivers of cattle or bees; nor purchasers of space in the KBD. This lack of follow-up represents an important missed opportunity for marketing, as well as an untapped potential for analysis and information necessary to refine existing products and create new ones. Donor support in the form of pilot projects for following up on clients could help in creating and field-testing monitoring instruments, data management tools, and the like.

· another theme is that marketing activities are not well-financed within KDA. They are hardly factored into overhead calculations, and if they are, it is only the most obvious costs which are included. Therefore donor financial support may be necessary, in the first instance, to build the analytic capacity of the staff to recognise and analyse marketing costs, to deploy these expenses more strategically, and to support the cost of marketing in the short and middle-term. 

1.5 Institutional history and donor relations

1.5.1 Synergy and opportunism at the base of the collaboration

According to reports of KDA management, and CARE documents insofar as they are available, Bekim Panxhaj founded Cap Espoir in Belgium in 1999, together with some Belgian investors who financed the initial activities in Kosovo. The NGO Cap Espoir-KDA was founded in 2000, together with DRA (later CARE), which was independently looking to start an SME support organisation in Kosovo, but decided, instead, to collaborate with CE-KDA.

The earliest form of the organisation was an office in Pejë managed by CARE, and an office in Gjakovë managed by Cap Espoir. CARE project management staff were based in Pejë until early 2001, when the Pejë office looked to be having difficulties as a support centre. When that staff moved to Gjakovë, Pejë became the home of the newly-founded KDA promotion department, which had started in Prishtina. But already by February 2001, CARE project manager Amadou was based in Gjakovë, while he died in June 2001. From May 2001 Marcellien Joosten (Junior Consultant) was based in Gjakovë, and when Frans Wittermans became team leader, he was also assigned to Gjakovë.

The early relations between DRA/CARE and CE-KDA appear to have been good, with KDA Kosovo staff valuing the technical inputs of the CARE expatriate staff, and CARE generally approving of the activities in Gjakovë and Pejë. According to CARE staff, some of the current problems were probably seeded during the tenure of Amadou in Pejë, a period in which there was not very much attention paid to administrative requirements, transparency, or rigorous reporting.

1.5.2 2001, a year of problems and worsening relationships

According to annual reports and other documents, 2001 was a problematic year for the project. First, the CARE project manager, Amadou, passed away, and when Frans Wittermans arrived to take his place, he was installed in Gjakovë. The Gjakovë office was used to the level of autonomy consistent with Amadou’s hands-off management style, and the presence of Wittermans, a strong hands-on manager with a directive and detail-oriented style, appears to have cramped the freedom of operations that Gjakovë had enjoyed, creating significant resistance on the part of KDA Director, Bekim Panxhaj.

2001 was also the year in which DRA became CARE, a development which did not affect KDA directly but brought the CE-KDA project under the umbrella of CARE International Kosovo, like CARE Nederland a member of the CARE family, but one with a different style of management, and without any prior history in the project
. One indirect effect of this change was that the CARE adviser, Michele Bluteau, was released by DRA/CARE when his contract expired. Up until this time the relationship between DRA/CARE and KDA appears to have been good, but when Bekim Panxhaj re-hired Bluteau to run the newly-formed promotion department, According to the CARE Team Leader, CARE did not see the necessity for new operations, and declined to expand their mission, particularly when the budget for 2001 was already fixed. This appears to have been the source of the first set of tensions between CARE and KDA.

The situation worsened when Bluteau insisted in having the Peje office to himself for “his” promotion department, causing the three other Peje consultants to be moved, against their wishes and those of KDA management, to Gjakovë, then a small office in the basement of Bekim Panxhaj’s house, where there was really no room for them. Bluteau finally departed in December of 2001, apparently released by Panxhaj, or at any rate under some kind of cloud.

In addition, KDA staff reports that their previous location in the office resulted in the frequent meddling of Panxhaj’s mother (who had no official identity at KDA) in the affairs of the organisation, when KDA was located at the Panxhaj home, especially when her son was absent and in Belgium. This is cited by a number of the staff as a source of aggravation and an impediment to professionalism in this period. This added to CARE’s frustration, and created additional tensions.

In the second half of 2001, KDA had some difficulty getting enough contracts, but the training department was doing well, and, in addition, Bekim Panxhaj won a development project from DFID to import and distribute cattle to farmers. This project was going well enough that the 2001 annual report cites it as the one bright spot in the activities of KDA in 2001.

Quite unexpectedly, at the end of 2001 -- beginning of 2002, word came from CARE that HIVOS was not going to support the project any longer, after a period in which the CARE team leader had been assuring the SME department that support was coming. This created a financial crisis, which threatened to close down the organisation. The staff – led by the SME department – made their own choice to continue working and live off of their earnings, a strategy which lost the SME department three or four of its consultants.

The (ultimately temporary) withdrawal of donor support appears to the evaluation team to have been a watershed in institutional development for KDA, as well as an important factor in the current relationship between CARE and KDA.

On one level, in this period, CARE lost much of its influence over KDA in general, and Bekim Panxhaj in particular. This appears to be in part related to the physical absence of the team leader during this period (the team leader also did some “volunteer” work in this period, but unlike the SME consultants, CARE as an institution did not choose to continue working, and this distinction is not lost on the KDA staff, who see it as giving them some kind of moral high ground). At a second level, KDA had to function in this period as an independent entity, and they made decisions without the input of CARE. When CARE returned to the relationship, the KDA perception of CARE was quite different, while it is not clear whether CARE itself was aware of this change in perception. 

Thirdly, KDA staff simply lost their trust in CARE and HIVOS as external supporters. KDA staff repeatedly mentions this when they talk to the evaluators: they see the clear need for external support, both technical and financial, but they say that they cannot survive another break in funding and still return to a donor-driven development strategy. The friction between CARE and KDA on the one hand, and uncertainty about the conditions for the future, are largely responsible for the elevated level of anxiety which the staff express in the current situation.

One additional blow to the relationship was a misunderstanding about the cattle project, which was budgeted by KDA based on its understanding that, as a tax-exempt organisation, the importation of cows would also not be taxed. The relationship hit a low when CARE received and presented to KDA an excise tax bill for DM 10,000, in a quarter when it had also summarily withdrawn its support for KDA.

Trust was broken internally within KDA in this period as well. When the information came that funding would not be forthcoming, both main departments, SME and Training, decided to continue their operations and live on their revenues. To supplement their earnings, early in 2002 the SME department asked KDA director, Panxhaj, for salary support for its consultants from the main KDA bank account, which had until then been accumulating the revenues from all departments. The SME staff say that this bank account had, at that time, more than DM 10.000 from SME department activities, and additional funds from Training and Development department income. While an agreement with Panxhaj was reached to distribute this money between SME, Training, and Promotion departments, SME department consultants state that none of it was ever received by their department. This money allowed the other two departments to pay their staff full salaries, while SME staff were able to earn only 60% of their revenues from the fees from their operations. Thus, the SME group felt abandoned not only by CARE and HIVOS, but by Bekim Panxhaj and KDA management as well. This appears to have reinforced the idea that the SME department should split from KDA and function as an autonomous entity. 

In response to this, SME department manager Shani Mullabazi, together with the SME staff, made the decision not to put their earnings into the KDA bank account, but rather to keep them as a pool to pay salaries in the difficult period. This decision was first resisted, then tolerated by Panxhaj, who, even though he did not make the money available, did not charge rent in the period, and also paid all telephone and electricity bills himself
. The staff of the SME department was satisfied with the workings of the pool, which also increased their interdependence on and trust of each other. 

When the CARE team leader returned to Gjakovë in May 2002, one can infer that the situation he encountered reinforced CARE’s provisional decision to support only the SME department, that is, to continue the partner relationship with KDA while neutralising or even shedding the difficulties with the KDA director. At some point, then the splitting off of the SME department from the rest of KDA, and its removal from the influence of Panxhaj, became and remains the CARE Nederland strategy for continuing to leverage support for KDA. 

While this strategy is shared by some of the SME department staff, and may indeed have originated from them, it has apparently been reinforced by CARE, because SME department staff, at the time of the evaluation, stated their belief that their access to continued support from CARE/HIVOS would depend on their taking this position. And while they clearly like the idea of departmental financial autonomy, they view the prospect of splitting from KDA with considerable hesitation and ambivalence. 

The nature of this ambivalence has (among many aspects) to do with their loyalty to KDA’s Director as the person who hired them, as the person with the vision that created KDA, and as their Director (a concept of formal hierarchies very important in the post-communist Balkans). The staff also have a clearly expressed conviction that the SME and Training Departments need each other on a substantive and organisational basis; and that they also need Panxhaj, not only as Director, but for his promotional activities and as a creative force in opening new markets, finding new donors, and developing new activities. The split is even more vigorously opposed by the training department and KDA management, who see it as unwarranted interference by CARE that risks fragmenting and disrupting a functioning organism, and destroying important financial and substantive synergies. 

The precise nature of CARE’s involvement in the “formalising” the separate SME financial structure by opening a bank account in the name of Shani Mullabazi-KDA/SME on 30 August, just before the departure of the Team Leader for a month, is not clear, but it was the CARE project manager who wrote the memo informing Panxhaj about the opening of the bank account, an event in turn interpreted by Panxhaj as a direct power play by CARE; now characterised by the Director as an attempt by CARE to force a rupture in his organisation. 

It in fact caused a crisis in KDA leadership and management at Panxhaj’s return to Gjakovë in the lead-up period to the evaluation, which began on 24 September. One result of this crisis was a trip taken by Panxhaj, Shehu and Mullabazi to Albania on 21-24 September, in which they not only studied the market for KDA expansion and investor and donor support in Northern Albania, but also used the time to discuss together their vision of the future development of KDA. During this trip, Mullabazi is reported by the two others to have agreed that opening the bank account was improper, although he himself says he said no such thing, and there appear to have been productive discussions on how to achieve the levels of self-reliance and autonomy which the SME department is seeking while keeping the organisation together as one functioning whole.

1.5.3 A few silver linings

1.5.3.1 Catching up with natural evolution

The opening of the SME “sustainability fund” bank account, while disruptive, appears to have laid the basis for the idea that separate bank sub-accounts are now necessary for Training, Promotion, SME, Development, and Headquarters departments, a first step to a process of  “autonomisation” of the departments which also involves allocating the costs of Headquarters to the other four departments or activities. The evaluation sees this process of autonomisation as a kind of natural evolution in the development of KDA as an organisation or system of organisations.

While forcing the question of a split of the SME and/or Training departments as a whole appears to be inappropriate at the present time, the evaluators do believe that this idea may ripen into a consensus position that ultimately allows both the SME and Training departments, together or separately, to be “spun off” as separate companies
. This could set the stage for another development in which KDA itself becomes an incubator, in which the goal is to start, nurture, and spin off not only business services companies, but also direct commodities- and service-based enterprises.  This could add an integrating longer-term focus to KDA’s vision of itself and its mission. It could also help to solve some of the long-term financial sustainability issues discussed elsewhere in this document.

1.5.3.2 Beneficial effects of the funding gap

The CARE team leader stated that the funding gap resulted in an important and positive shift in attitude toward work, at least in the SME department. He reports that when he returned to Gjakovë in May, the consultants were working better, harder, and more independently than before, with measurably better results. Certainly the increase in clients, projects and income in 2002 over 2001 supports the idea that this is the case.

1.6 Institutional framework: KDA as one organisation, or many

1.6.1 Institutional aspects

In this section the evaluators look at the institutional aspects of KDA and its internal department structure, to evaluate the abilities of each department to (a) stand alone without the other departments, and (b) to operate without external financial and technical support.

1.6.1.1 A maturing organisation

The first thing that needs to be said is that KDA is already -- at slightly more than three years of age -- a maturing organisation, one which has passed its period of initiation and exploration. Products and structure are clear, and there is now a need for consolidation of gains, streamlining of activities, and modifications of the structure to respond to the needs of the future, rather than the past.

Like any adolescent, KDA’s relationship to all its “parents”, including Panxhaj, CARE, and its Belgian sponsors or donors, is under pressure to evolve and change, under influence of the growth and development of the organisation. The evaluators see at least some of the current problems as having to do with this process of growth and development. The fact that neither CARE nor Panxhaj maintain a continual presence probably exacerbates this, because they do not see the changes as they are happening, but are confronted with them afterwards.

1.6.1.2 The need for spinning off companies

Counteracting the need for inter-department balancing of funds and activities is the fact that the departments themselves have their own growth rates and internal dynamics, some of which may make it impossible, at some time in the future, to keep them in the larger organisation. For this, the concept of KDA the parent organisation as an incubator is quite useful, and the fact that KDA’s Director and Vice Director came forward during the evaluation with this concept (which may originally also have come from CARE staff or consultants) is a positive indication of creative thinking.

1.6.1.3 The concept of an incubator

The concept of an incubator is one interpretation of the history of CE-KDA up to the present, and as such, its adoption as a kind-of framework for future development does not represent a break with the past, but a formalisation and intensification of the experience to date. In this concept, the “parent NGO” CE-KDA Kosovo, remains a development organisation whose goal is to promote development and to create commercial service or other types of organisations which themselves contribute to the development process on the one hand, and participate in the local economy as (private-sector) economic actors on the other. Looked at this way, the promotion department, although created last of all KDA’s departments, has in fact been spun off first, since according to the information of KDA staff, it already functions only on a commercial basis.

1.6.2 The SME department

1.6.2.1 Staff

The SME department has five consultants, including its manager, and one support staff, plus partial access to a second support staff who combines secretarial, administrative, translation work, and administration.

1.6.2.2 Management

The management consists of one SME manager, and one head of agency, both of whom are trained as economists. One of the other three consultants is an engineer, and other two are economists, all with University degrees. The two managers work together to analyse existing experience, market the SME products, and develop new products. One of the strengths of the SME department is that the manager and one senior consultant have worked for a long time in industry, and the lead consultant in government as an analyst of industries and companies, giving them a good understanding of both sectors.

1.6.2.3 Activities

The SME department’s main activity is consulting, in the form of preparing loan applications and business plans. These are priced based on an estimate of the number of hours needed to prepare the documents, but in practice there is a fixed price per business plan of E750, and for loan applications between E50 and E150. In practice the SME department will allow the price to sink to the point that they will not lose the client to a competitor. This has a good effect on their portfolio, but it reduces the profit margins to a dangerous level.

Participating in trainings of the Training Department is an important secondary activity, and other kinds of consulting are increasing. At the moment, the SME department negotiates for each training a flat fee, which is only loosely based on the time requirement to fulfil the training obligation. But it appears that on average, the amount paid per hour for participation in trainings is higher than what the SME department can earn in consulting.

1.6.2.4 Future plans

New products for the SME department include variations on the business plan, and a new set of products and services related to the preparation of Kosovo’s Socially Owned Enterprises (SOEs) for a coming privatisation initiative. Although the SME department does not yet acknowledge it, the growing competition and downward pricing pressure on the loan application product may soon make it no longer an economically viable product for the SME department, although it could shift to being a “loss leader”.

1.6.2.5 Economic viability

The economic viability of the SME department depends on its ability to increase its margins on the work that it is doing. The marketing strategy (described above) has succeeded in establishing KDA as the highest-quality business service entity -- certainly in Gjakovë and most probably in Kosovo -- but it is a high-cost strategy, in terms of the opportunity and human costs of under-pricing the service.

The second economic threat to the SME department’s viability is the fact that its fixed costs are too high. The market in Kosovo -- as the consultants themselves analyse it -- simply cannot bear the cost of supporting an organisation whose fixed costs are, according to the SME manager, already approaching EURO 15.000 per month.

The largest factor in this high fixed cost is the payroll. Salaries in the SME department range from EURO 100 to EURO 900 per month, plus tax. While opinions differ as to whether this is above or below the cost in Kosovo as a whole, there is no disagreement that the regional market outside of Kosovo cannot support these kinds of costs, even if the politics of the region would allow them.

The pressure caused by slim-to-non-existent margins on the one hand, and the need to hold their staff on the other creates a financial performance gap. The SME department’s own projections show an ability to cover close to 75% of their costs by 2005, if current trends continue, but they do not see how they can reach 100%. 

The threat of splitting from KDA under pressure from CARE is a two-edged sword. On the one hand, it continues to provide support to the consultants, giving them more breathing room. Balanced against this is the risk of making them permanently dependent on donor support. Splitting them from the rest of KDA would mean a loss of some work currently reaching the SME department from the Training department, and also a need to increase the level of support and administrative staff, to compensate for the presumed loss of services of shared administrative, secretarial, and book-keeping staff. There could also be a need for a politically connected Director, and/or a new General Commission, all of which would take substantial resources.

1.6.2.6 Need for external financial support

In the middle term, covering the income-expense gap of the SME department is an important contribution that HIVOS can make to the SME department’s viability. Over the longer-term, the evaluators believe that an additional source of earned income will be necessary -- perhaps one related to risk- and profit-sharing with clients, creating a holding company, building their own spin-offs, and the like.

1.6.2.7 Need for external technical support

The SME department has good consultants doing good work for the development of Kosovo. These consultants believe that they themselves need additional training to continue to grow, and to offer new products. The evaluators see this technical support as primarily falling into the following areas, some of which may be better provided on a consulting basis than in the form of a permanent technical support person.

1. capacity building in analysing the department’s own performance and costs;

2. capacity building, training, and pilot projects in monitoring and analysing client results, maintaining a client data base, and refining products as a consequence of longer-term information on client performance;

3. training, education (longer-term than training), pilot projects, and exchange visits related to the development of new products for environmental management, ISO 9000 and 14000 audit and certification services, and energy conservation and efficiency audits and analysis;

4. capacity building and support for an internal innovation facility, which focuses on producing and testing new products each year and which supports the proposed incubator function;

5. support for an in-service training programme, that allows for salary support to young or inexperienced (and therefore non-productive) trainees or interns, who can assist the consultants while learning the skills, and bring down the average (real) cost per hour of the services provided.

1.6.2.8 Form of support

The evaluators suggest that this support take three forms, in the context of supporting all of KDA.

1. A “block grant” to the SME department for internal staff and department development, management support, and training, to be budgeted and spent according to department and KDA priorities.

2. Support structured in performance contracts for the development of environmental products, especially EMS, ISO 14000 audit and certification products, energy and waste audits, and the like.

3. Matching grants to a sustainability fund in which income from all of KDA is combined, and which CARE then matches at the end of the year, providing discretionary income.

1.6.3 The Training department

1.6.3.1 Staff

The training department has three staffpersons, amounting to two and a half full-time equivalents. The training department manager, works full-time, and is joined by the KDA vice Director who is assigned half time to the training department, together with a full-time assistant, who also has significant computer skills.

1.6.3.2 Management

The lines of management authority in the training department are confused, even though the department is small, by the fact that the KDA Vice Director is the uncle of the Director and is senior in age and social authority to the training co-ordinator, even though he came to KDA later than she did. She has the official management position, but defers to him, so that he in fact makes all the decisions.

The training department is working on donor-funded training, for which they receive a more or less fixed price per training, regardless of the number of participants in the training. There does not appear to be any difference made for trainings for which a new curriculum has to be developed, so that the development costs must be absorbed by overhead.

Also, the use of external trainers or SME staff is common in the trainings, which reduces fixed costs; many of these “external” trainers are in fact from the SME department.

1.6.3.3 Activities

The Training department provides trainings for farmers, starting entrepreneurs, and specialised groups. The two most common training products are accountancy training and entrepreneurship training for farmers. The department has also experimented with English language and computer training for other groups, with recycling training for Roma “Gypsy” people, and with miscellaneous other training.

The trainings are scheduled in advance, and up until the present, the Training department has not scheduled more than one training concurrently, that is, they do not run more than one training at a time. Training is done using the client’s or local infrastructure, computers, meeting rooms, and the like. Because they work all over Kosovo, the Training department did not, at the time of the evaluation, have its own school or training facility. One section of the new office is designated for training of small groups, and the computers for this are already in possession of KDA.

1.6.3.4 Future plans

While the SME department has a culture of dynamism, growth, and expansion of products and services, the Training Department has an attitude of static complacency which is consistent with their favourable margins. They are not looking for new products or services, they state that they “are the best, and clients will continue to choose them because they offer the best quality.” Nor are they considering whether they can keep the market share that they have. They are also not considering expanding to meet the demand which is arising from the private sector.

1.6.3.5 Economic viability

At the present, the Training department is more economically viable than the SME department, because their clients are donors, who are willing and able to pay overhead, marketing, and product development costs in the fees that they pay. The fact that the training department may not be calculating these costs fully reduces their margins, but because they design their overhead and fixed costs to remain relatively low, they do not appear to be concerned about lost revenues, especially when charging these might cause them to increase their costs.

The most serious threat to the Training department’s appears to be its own policy of not responding to private sector demand. While private-sector demand may have smaller margins in the short-term, a failure to connect with services demanded by a growing private sector in Kosovo is a danger to the Training department in two ways. First, the Training Department is not in contact with the private sector developments, dynamism, and trends, in the way that the SME department is. Secondly, if this demand from the private sector is not satisfied by the Training department, it will certainly go elsewhere, and will finance, in effect, competition. This competition could well affect the Training department in the future, either by squeezing them out of their niche, or by splitting the donor “pie”, precisely in the same period that the international and donor presence in Kosovo is expected to decrease. Training department staff are not concerned about this, a fact that in and of itself raises concern about their ability to analyse the market and plan for sustainability.

1.6.3.6 Need for external financial support

At the moment, the evaluators can not identify any practical needs of the Training department for external financial support from CARE/HIVOS, in part because it is already involved with donor-clients having an ability to pay for services on a full-price, rather than an under-priced, basis. Training department staff, when presented with this opinion, concurred that they do not have needs at present. They stated that they felt a need for donor support in the area of a buffer, or contingency fund, in case they have unexpected gaps in orders from their clients in the coming years. If the training department itself is not interested in assuring its future, the evaluators cannot make the case that the donor should invest where they themselves do not see a need for it. 

However, the evaluators do see a strategic need for the buffer, and for KDA as a whole, not to let the demand for training build competition elsewhere. and so would suggest the use of donor funds to stimulate the Training department to work with the private business sector demand. On the other hand, if and when the Training department makes the commitment to work for the private sector, they will run into the same type of pricing problems already experienced by the SME department, and their margins will decrease.

1.6.3.7 Need for external technical support

The priority needs for external technical support in the training department relate to their own ability to analyse and respond to the demands of the Kosovo market, and to plan and position themselves strategically for the future. The failure of interest in private-sector demand suggests to the evaluators some kind of a residue of socialist-era mentality in the Training department, in that as long as things are working well at the present, there is not a perceived need to expand or extend the reach of the activities.

The evaluators suggest that the donor inputs to the training department consist partly of capacity building for analysis or innovation, combined with a CARE/HIVOS financed monitoring and analysis programme, that serves the needs both of product development for KDA and of monitoring of interventions for the donors.

In addition, the evaluators think that the best place to incorporate gender into KDA’s work is through a programme of gender analysis located in the Training department, but involving significant collaboration with both the SME department and the Development department.

1.6.3.8 Structure of support

The proposal here is that CARE/HIVOS structure its assistance to the Training Department in three ways:

1. a guarantee of three “free” trainings per year paid for by CARE, at the rate paid by the other Kosovo donor-clients, which the Training department can schedule themselves, with any groups that they choose, and on any topic that they themselves find to be strategic.

2. a contract to develop trainings in the area of gender, something which is of interest to many European donors.

3. the above-mentioned “matching grants” to a collective sustainability fund.

1.6.4 The Development department

The Development department is not actually a separate KDA department, but a kind of virtual superstructure which occasionally does development projects. The evaluators believe that it should be merged into, and become a formal part of, the Headquarters department, since the development activities are conceptually and operationally similar to the role played by Headquarters in the founding of the SME and Training departments.

1.6.4.1 Staff

In the departmental cost allocation exercise
 under way at the time of the evaluation, a half staffperson is assigned to the development department. Presumably this is the Director, Bekim Panxhaj, who acquires, promotes, and implements the development projects. There is reported to be some project support from other staffpersons, especially from the KDA Vice Director, and also from Training department staff, but this is not reflected in any official allocation or recognition of responsibility.

1.6.4.2 Management

Management and implementation are together in the Development department.

1.6.4.3 Activities

The Development department has had at least three projects since 2001: one project to distribute dairy cows to farmers, funded by DFID; a project to help war widows get into the bee-keeping business; and a third project funded by Cordaid, whose nature is not clear.

These activities are funded on a project basis, and provide large fund transfers at long intervals.

1.6.4.4 Future plans

There are no documented plans or strategies for the Development department, but it may be a useful framework for the idea of an incubator. It also may provide an important outlet for the creativity and experimentation of the Founding Director.

1.6.4.5 Economic viability

With such low overhead, the economic viability of the Development department is not really an issue; its costs appear to be entirely variable. However, there is a need to keep it financially integrated with the other departments because of its contribution to liquidity. If merged into the Headquarters department, it could provide a stream of income to support KDA management and overhead costs.

1.6.4.6 Need for external financial support

The Development department does not, at this time, appear to have a need for external financial support. There is, however, a general need for a more permeable boundary between the financial support to other departments and the Development department. Attempting to isolate the Development (and Promotion) departments prevents the kind of financial interactions which give KDA its strength.

If the Development department is to become an incubator, it will have some needs for external financial support, particularly in building up its management and technical capabilities. The evaluators believe that the appropriate path for this might be to merge the Development department into Headquarters, which has more capacity. This would give Headquarters its own source of income, something which would in general support the balance and viability of the whole organisation.

1.6.4.7 Need for external technical support

The evaluators see the Development department as an opportunity for bringing new products, services, and income streams into KDA. External inputs will be needed if the Development department is to become an incubator or a laboratory for new products and sources of income.

The main barrier to using the Development department as a channel for technical support is its lack of transparency: no-one at KDA really knows what the projects are, how the finances go, or what the goals and accomplishments of this department really are.

1.6.5 The Promotion department

The Promotion department was set up in 2001 by Panxhaj, with Michele Bluteau as manager. At first it was located in Prishtina, then later in Peje, and it was moved to Gjakovë in December of 2001, after the departure of Bluteau. It is the only department that remains behind at the old KDA address, where it operates from an annex to the Panxhaj house.

1.6.5.1 Staff

The Promotion department has one full-time manager, Edita Panxhaj, the sister of Bekim Panxhaj. The rest of the (reported) five staff are sales agents working with a small guarantee and earning the rest of their income on a commission basis. CARE staff are reported to have resisted the idea of the founding of the Promotion department, and have consistently declined to support it, believing it was necessary to concentrate on existing activities before beginning anything new.

1.6.5.2 Management

There is one manager of the Promotion department. She formally has a fixed salary, but states that she did not take this salary in 2001-2002; she states that she financed her own participation from the income from her business in Brussels. 

Edita Panxhaj manages the Promotion department tightly, according to her own statement, and does not tolerate slack work habits, which she attributes to the other KDA departments. She prefers her salespeople to be on commission: “so I don’t end up paying the time that they drink coffee, do their shopping, or sit in the office twiddling their thumbs.”

She concurs with the staff of SME department that there is a need for a full-time Managing Director at KDA, and also suggests that Bekim Panxhaj is not the correct profile for this position.

1.6.5.3 Activities

The only known activity of the Promotion department is the compilation of the Kosovo Business Directory (KBD), a professional-looking book which profiles Kosovo businesses. The Promotion department sold half- and full-page listings to more than 100 Kosovo businesses, at a cost of E400 or E 600 respectively. The approximately E60.000 revenue was enough to operate the department and pay the costs, according to Ms. Panxhaj. This does not, however, explain the cash transfers to the Promotion department from KDA.

In the course of compiling the Directory, or of renewing the entries, the Promotion department salespeople also perform a preliminary analysis of the listed businesses, and make referrals to the SME and Training departments where they believe there to be a potential for marketing other services.

1.6.5.4 Future plans

The future plans of the Promotion department are to expand and re-issue the KBD each year, and, from this base, to begin to build up other commercial activities. It may be that the Promotion department can begin to turn itself into an advertising agency with more services.

1.6.5.5 Economic viability

In the absence of financial data, and therefore based solely on statements of the Promotion department manager, the evaluators believe that the Promotion department is, generally, economically viable under its current construction, although its long-term perspectives are not clear. Its finances are completely non-transparent, as its financial relationship with the rest of KDA, and this needs to change simply for it to qualify for any kind of donor support.

1.6.5.6 Need for external financial support

The Promotion department has some need for external financial support to be successful in integrating with the rest of KDA and setting up its finances in a transparent manner. It also has some capacity which could be useful in further developing KDA’s other departments, and in building the capacity of staff.

The evaluators would suggest CARE reaching an agreement with the Promotion department to work with all of KDA on monitoring, results analysis, and extended marketing strategy. CARE would then pay for this on a project basis.

1.6.5.7 Need for external technical support

The Promotion department has some modest needs for external technical support in what they are doing now, but the real benefit of external technical inputs would be to get them to be more active in general promotion and marketing.

1.6.5.8 Structure of support

The evaluation team feels that the support to the Promotion department should occur in two forms:

1. A performance-based contract to follow up on clients, and monitor the performance of other KDA divisions, for which the staff will have to be trained quite intensively;

2. Inclusion in the matching fund.

In return for this support, the financial reporting of the department will need to be brought into the system of the rest of KDA, the sales persons will have to become acquainted with other KDA staff, and the like.

1.6.6  “Headquarters” as a separate department

In the last several months, there has been an increasing recognition within KDA that there is, in practice, a fifth Department, which is being called “Headquarters.” This department is functioning as the management arm of KDA, and as such it has three main areas of activity:

1. Administrative and financial management functions

2. Marketing and promotion functions

3. New activity development functions

Each of these is briefly discussed below.

1.6.6.1 Administrative functions

Headquarters is the official institutional and financial home of the KDA Director, Vice Director, and Administrator-accountant. It is the institutional but not the financial home of the Department managers; while they are functionally both part of their departments and part of Headquarters, their costs are allocated to their departments.

Headquarters is also the institutional host for capital costs, office running costs, transportation which is not directly attributable to the departments, telecommunications, and other functions which go with normal organisational overhead.

Headquarters is charged with financial management of KDA, a function that it performs poorly if at all. The problems with financial management range from “poaching” of project funds for cash or other withdrawals, to non-transparent re-allocation of surpluses from one department to others. 

The administrative functioning of Headquarters is also less than optimal. It is reported that KDA has failed to present annual reports to UNMIK, and it has also failed to constitute and report to a General Committee (Board of Directors). The staff states that all taxes are paid, but the evaluation team was not able to verify this.

One main indicator of these problems is that the department managers state that they do not trust Headquarters to manage their money, and that KDA has now reached a stage of growth and maturity where the departments need their own bank accounts, to which the managers and one other person have access, but which are not available to the director without their approval.

Headquarters is also the locus for donor reporting and administration, and this is a relatively heavy responsibility, some of which is currently devolved to the on-site CARE Team Leader. This is also a function which appears to have been done with difficulty, and not adequately, in the past. The removal of the computer with financial data to Belgium, the reported loss of certain files, and the like, cast doubt on KDA’s ability to pass a financial audit, should this be required by CARE, HIVOS, DFID, FAO, or any of the other donors supporting KDA or purchasing its services.

Headquarters should also be providing leadership, personnel management, staff allocation, and other types of management functions, but at the present it is not doing any of these things. This appears to be due primarily to the fact that there is a management void: Bekim Panxhaj may be the Director, but he is not functioning as a Manager even on the rare occasions when he is in Gjakovë. The Vice Director, Besim Shehu, is caught between Headquarters and Training: in fact, he spends more time in the Training department than is healthy, so that there is no-one managing the organisation as a whole. Also, his part-time assignment to Training introduces a bias in his overall management: when Swiss Contact, for example, came to talk to KDA about support, he almost forgot to invite someone from the SME department to attend.

The conclusion of the evaluators, together with a large majority of KDA staff, is that there needs to be a full-time Managing Director on site, working for a local salary, resident in Gjakovë, and present most if not every day in the KDA office. This individual needs to be experienced, a native or fluent speaker of Albanian and English, with a good knowledge of business. The profile is likely to fit a number of Diaspora Kosovo Albanians who are looking at their options to return. 

There have been a number of suggestions for how to recruit this person, among them the (radical) idea that CARE, instead of a Team Leader, could hire this individual and provide them to KDA through a secondment (“detachering”) agreement. This would radically change CARE’s relation to KDA, and this would only work if KDA senior management agree that it is a viable idea.

It is not clear whether Bekim Panxhaj would be willing to cede power to this person, but his co-operation is critical if Headquarters is to function properly as a management organ of KDA.

1.6.6.2 Marketing and promotion functions

The Director’s promotion, representational and marketing activities, including presentations to donors and investors, are functions of Headquarters. Headquarters also bears the cost of the Director’s travel between Belgium and Kosovo. These activities add to the credibility and reach of KDA, and attract the interest of donors and other potential clients. Their positive value added is difficult to quantify, and the staff, while they see the importance of the Director in these functions, are also unclear as to how much of the cost should be born by a young organisation.

1.6.6.3 New activity development functions

Headquarters is, by default, the department which develops new activities for the organisation as a whole, as opposed to new product development within the departments. In the future, there is an interesting scenario in which Headquarters becomes the “incubator” for new economic activities. KDA has need of these, because for financial self-reliance it will need some additional income to what it is presently able to earn, or even what it can project as future revenues.

The process of “spinning off” the businesses once they have been incubated requires a certain amount of attention, especially in creating a construction where they retain a connection to KDA and continue to return income to the mother organisation.

1.6.6.4 Need for external financial support

There are two ways in which the Headquarters department needs external financial support from the donor, in the view of the evaluators. The first is that without that support, Headquarters, or KDA’s Director, can be expected, based on past experience, to poach income or surpluses from the other departments. This may be done transparently, as is currently being discussed in the three scenarios for cost allocation, or it may be done tacitly or even secretly and against the wishes of the managers, as has happened in the past.

In the evaluators’ opinion, one of the strategic miscalculations made by CARE (under pressure from HIVOS) in 2002 has been to deny the need of the Director for support, and to attempt to restrict or cancel financing of the “non-productive” activities of the Director. This is in part a clash of cultures: both in Balkan and in Francophone culture, a Director has to be able to wheel and deal, has to move around in style, and to have a formal role in which representation is an important element. The evaluators believe that this role needs to be explicitly acknowledged and accepted by CARE and HIVOS, and, preferably, given a modest budget line. Whether this is done through paying a 25% salary to the Director, or directly supporting international travel and paying a consulting fee per days in Kosovo, or some other construction, remains to be negotiated. But the evaluators believe that this should be agreed in advance, and treated, in practice, as the discretionary fund of the Founding Director.

The second reason for external financial support to Headquarters is to support the introduction of the position of Managing director, a position which is badly needed for both the growth and stability of the organisation. 

1.6.6.5 Need for external technical support

Headquarters needs external technical support in three key areas:

1. capacity building, training, and supervision in donor proposal-writing, reporting, and financial administration;

2. capacity building and training to prepare it for an incubator function; and

3. training in management, supervision, quality control, staff development, and the like. KDA is a business development organisation; its management must also be an example for the local business sector on how to manage a business. It is far from that at this time.

1.6.6.6 Form of support

The evaluation team suggests support to Headquarters in two forms:

1. a block grant to Headquarters, based on a budget agreed by KDA and CARE, which can be used to support the Director’s activities; and

2. the matching grant for a sustainability fund that has participation from all the KDA departments, which can also be used to support Headquarters. 

CHAPTER 2   Recommendations of the evaluation team

2.1 Principles for continued co-operation between CARE/HIVOS and KDA

In spite of the current state of poor relations, and the history of misunderstandings, the evaluation team believes that there is a sufficient basis of mutual self-interest for the co-operation relationship between HIVOS, CARE and KDA to continue, and recommends to continue to finance that relationship, although in a quite different manner than previously.

To set the stage, the evaluation team first recommends to CARE, HIVOS and KDA that they agree on a set of principles for co-operation for the future.

2.1.1 General principles applicable to all parties

· All parties need to acknowledge that the development phase of KDA is over, and rather than a “development of KDA” project, the project becomes “support of KDA”.

· The emphasis needs, therefore, to shift from project management to management of KDA as a growing local organisation.

· The framework for co-operation has to become more businesslike, and less personalised, to reflect this new reality.

· Support, evaluation, and continued funding needs to be linked to performance and indicators, agreed to an legitimised by both KDA and CARE, and these need to relate both to substantive and management factors.

· Any department receiving assistance needs to take responsibility for managing, documenting, and accounting for the funds it receives.

2.1.2 Principles applicable primarily to KDA

· KDA has to have a full-time managing director on site in Gjakovë.

· KDA, not CARE, has to manage its own organisation and departments in a transparent, culturally appropriate, professional manner.

· KDA departments have to participate directly with CARE in making the annual or multi-year budgets and co-operation requests to HIVOS.

· Departments need to separate their bank accounts, and receive funds directly into those accounts.

· KDA departments have to respect the autonomy of other departments’ activities and funds.

· KDA has to fully comply at all times with local UNMIK administrative, taxation, and financial reporting requirements.

· KDA has to upgrade the quality, accountability, rigour, and transparency of its financial reporting.

· Full financial and substantive archives dating back to 2000 have to be maintained in an accessible location in the Gjakovë office.

2.1.3 Principles applicable primarily to CARE

· CARE needs to recognise that KDA is one organisation, and to see it as it is, not as CARE would like it to be.

· CARE’s local project manager or team leader must speak Albanian, in addition to English, or, if this is not possible, than both French and Serbo-Croatian.

· CARE cannot involve itself in micro-management of KDA activities or finances.

· Any technical assistance, capacity building, senior or junior consulting, or seconding that CARE provides to KDA must be on the basis of a TOR prepared by the relevant KDA department, in consultation with Headquarters and the CARE project manager in Den Haag. KDA should also be part of the consultant or trainer selection process.

· CARE needs to pay attention to the continuity of institutional memory of the project, creating complete and transparent dossiers which are accessible both in Gjakovë (or CARE International Kosovo office in Prishtina) and Den Haag, and fully briefing any CARE personnel before they arrive in Gjakovë, in order to avoid burdening KDA staff with a reconstruction process.

· CARE Nederland and CARE International Kosovo (CIK) need to co-ordinate so that KDA gets more consistent oversight, attention, and support from CIK.
Scenarios for the future

In this section, we consider the scenarios proposed by CARE for external support and internal organisation. In general, the evaluators feel that the options proposed by CARE need to be “tweaked” to more accurately respond to the on-the-ground realities of the situation. In order to do this, the CARE scenarios have been supplemented or refined.

2.1.4 External support scenarios proposed by CARE

2.1.4.1 KDA continues without any external support;

This is the “default” scenario, and the period January to June 2002 provided a kind of “dress rehearsal” for this scenario. Because of this, it is possible to quite accurately project the advantages and disadvantages of this scenario.

The advantages of continuing without any external support are that there is more pressure for cost control, and a greater stimulus for self-reliance and entrepreneurial activity on the part of staff. There will be likely a re-design of salaries, to lower fixed costs, which will increase competition and incentive among staff.

The disadvantages are that the activities which are currently under-funded, like follow-up, monitoring, analysis, new product development, and marketing, will likely receive even less attention, jeopardising the long-term viability of the organisation. A corollary to this is that under-funding, pressure, and competition risk causing anxiety, stress, and overwork among the staff, and this can lead to attrition, health and psychological impacts, and decreased productivity.

In general, the evaluators believe that the withdrawal of support will retard the development of KDA, and decrease its chance of longer-term viability.

2.1.4.2 KDA continues with financial, management, capacity building, or other forms of external support to some departments and activities;

This is the “status quo”, the scenario which corresponds to the current situation. In the judgement of the evaluators, this approach has caused more problems than it has solved, and it is this approach which has brought about the current state of institutional conflict between the CARE team leader and the KDA director.

A differentiated or discriminatory financial support scenario has the advantage of directing the donor’s funds into the areas which are the greater priority for the donor. It purports to stimulate greater accountability, and if it did this, it might also be an advantage.

The disadvantages of this approach have been shown to be quite large, however. In the first place, distinguishing between departments imposes on the local situation a filter which does not, in the opinion of the evaluators, correspond to the realities. It works in service to re-inventing KDA in the image that CARE would like to see, rather than promoting a practical view of on-the-ground realities.

Secondly, it creates resentments within the organisation, and these resentments inhibit good management and free exchange of opinions between departments. They also inhibit, but fortunately do not prevent, the departments co-operating on an operational basis on training and marketing.

Thirdly, there is an implicit attempt here to discredit the Director and to stimulate staff to act autonomously, without or in direct contradiction to the Director’s wishes. In the opinion of the evaluators, this goes beyond the prerogative of the donor, and it violates the boundary between project management and the internal management of the local organisation. It is also quite difficult to achieve in the context of Balkan organisational culture.

Fourthly, the post-financing gap experiment with applying this strategy to KDA, in which the SME department received significantly more support from the donor than Training (and in which Development and Promotion received none), appears to be backfiring both operationally and strategically. Operationally, it appears to have stimulated, rather than stopping, the tendency of the Director to take undocumented cash withdrawals to cover legitimate business expenses, including his own salary, when CARE refuses to cover these as a result of disagreements over how KDA is being managed, or whether the expenses are legitimate. As such, it makes it even more difficult to determine what are legitimate, and what illegitimate, uses of donor funds. 

Strategically, it has sharpened the resistance to oversight, and caused internal departments within KDA which have delayed, up to now, the preparation of quarterly financial reports for the first two quarters of 2002. It may also have indirectly stimulated the removal of the computer to Belgium, and be related to the non-availability of documents in Gjakovë. It has also so angered the Director that certain aspects of his behaviour and certain statements he makes suggest that he may be considering legal action against CARE.
The evaluators therefore would recommend against this scenario as it has been attempted by CARE in the last months.

2.1.4.3 KDA continues with financial, management, capacity building, or other forms of external support to all departments and activities;

The evaluators believe that this is the only viable way to restore trust and co-operation between KDA and CARE. KDA is one organisation, and a decision to support it by CARE/HIVOS has to take the organisation as it is, “warts and all”, rather than try to skim off those parts which are consistent with CARE’s vision and aspirations.

This being said, however, the evaluation team also believes that the support needs of the different Departments differ among themselves, and that the CARE/HIVOS support needs to take these differences into account. What needs to change, in the opinion of the evaluators, is that the KDA departments themselves need to participate in the decision to allocate funds among themselves, to prioritise their own department needs, to prepare and justify their own support budgets, and to be accountable for their own use of funds.

Furthermore, the evaluators also believe that at this phase of the development both of KDA and of Kosovo itself, that there needs to be a shift of emphasis from the project to the business of SME sector support. In practical terms, this means a probable de-emphasis in external project management and the role of the team leader, and an increase both on organisational management by KDA itself, and on demand-driven technical support to the KDA departments. 

2.1.4.4 Restructuring development co-operation and technical assistance to KDA: four instruments

In general, we propose that the support to KDA be structured in four support instruments:

1.  “block grants” to some of the different departments, based on a budget request which they have prepared; or

2. service, project or training contracts, in which CARE shifts its relationship from one of donor to one of client of KDA.

3. on-demand technical or training assistance to the departments.

4.  “matching grants” to a collective, inter-departmental sustainability fund, which supplements resources which KDA itself can reserve in a separate fund.

Block grants

The evaluators suggest the allocation of “block grants” to the Headquarters department and to the SME department. Each of these departments should prepare its budget for 2003, plus a three-year budget for 2004-2006, and indicate for which activities it would like CARE/HIVOS support. CARE/HIVOS can then structure its assistance according to this budget, and agree on clear performance indicators for the purposes of monitoring. There should be room in the agreement for the departments to actually use the funds differently than they are budgeted, if they are able to adequately explain the deviation and justify it after the fact. Block grants should be given on an advance basis, where at least 35% is advanced, an additional 35% to 50% is paid at the end of the period or distributed monthly or quarterly, and the last part is reserved for payment upon submission of the final report with monitoring information in an adequately professional and verifiable form.

Service, project or training contracts

The evaluators suggest using the form of a service, training, consulting, or project contract for moderate amounts of highly conditional support to the SME, Training and Promotion Departments. Each of these contracts would ideally be based on a TOR prepared by CARE, to which the relevant department would respond with a cost and technical proposal, which would include their own activities, hard costs, and the use of external consultants and experts, to be selected in discussions with CARE. A suggestion of the focus of these service contracts follows, but others are possible as well.

We suggest to contract with the Promotion department for development and operation of a programme of monitoring, follow-up, documentation, and video-documentation of KDA clients and activities, possibly resulting in a documentary.

We suggest to contract with the Training department for educating itself and the other departments on gender analysis and the integration of gender concerns into KDA operations of all divisions, and then to conduct a series of gender trainings for two particular constituencies: bank managers (related to differences in credit profiles of women and men); and KDA staff and other business consultants in Kosovo, on how to think about gender in relation to SME development.

In addition, we offer the idea of supporting the Training Department by agreeing to contract two or three “free” trainings per year (or at least in 2003), for groups and on topics to be selected by the Training division in consultation with CARE and Headquarters. The Training department could then use these to explore new markets, to fill gaps in the portfolio, or to finance the training of private individuals who cannot pay the full cost of their training.

We suggest contracting with the SME department to research, develop, field-test, and integrate into their operations a series of products related to environmental management and environmental impact analysis in the SME sector. The subjects that immediately suggest themselves are: 

1. environmental impact analysis for privatisation; for siting, expansion or construction of production facilities; for changing of technology; for importation of new kinds of products and packages; and the like;

2. ISO 14000 self-audit and certification processes for larger SOEs (privatised or not) and production facilities;

3. Energy and waste/materials audits for factories, municipalities, and public and private institutions;

4. Micro-privatisation of village and small city waste management, sanitation, energy and transport functions;

5. Micro-hydro, wind, and solar energy installations, and/or supplemental energy systems for blocks of flats, industries, and agriculture.

On-demand technical assistance to the departments

The evaluation team recommends that a part of the budget be reserved for technical assistance -- fees, travel and DSA -- for consultants, training, or exchange visits which provide to KDA departments the assistance which they feel they need. Like the “block grants”, funding for technical assistance should be reserved in a block, and it should be up to the KDA departments to negotiate among themselves about which departments may use this, and for what purposes.

Collective inter-departmental sustainability fund

In addition to the block grants, the evaluators suggest that CARE/HIVOS set aside a third “pool” of money for “matching” a collective sustainability fund which all of the departments contribute to. In this way, some measure of external support is tied to sound financial management within and between departments, and is based on the ability of departments to communicate with and co-operate with each other. 

During the year, the departments put their surpluses into this fund, which is matched by CARE/HIVOS (on a one-for-one or even a two-for-one basis) the end of the year, doubling or tripling the savings/profit of all departments, thus rewarding efficiency and good financial management.

2.1.5 KDA internal organisation scenarios

The first thing that the evaluation team observes about the KDA organisational structures is that these are, in some very fundamental sense, beyond the direct control or sphere of influence of CARE. Even though CARE was involved with CE and CE-KDA in their earlier stages of development, CARE can not consider itself to be “the owner” or “the parent” of KDA. Furthermore, the practical absence of CARE from the local scene during six months of critical development and growth of the organisation have diluted any residual moral authority or influence that CARE might have had over the internal organisational structure, had that absence not occurred.

That being said, it is still worthwhile to comment on the scenarios proposed by CARE, and to indicate how current developments within KDA are shifting those scenarios.

2.1.5.1 KDA keeps its existing structure as a four-department NGO, and restores normal and legally required NGO institutional characteristics such as a Board of Directors/General Committee.

In practice, KDA is a five-department NGO, when Headquarters is taken into account. The need for a General Committee to participate in oversight was mentioned by several of the managers when discussing KDA’s future, but in the opinion of the evaluation team, an even more urgent need is for there to be a full-time Director of KDA in the office in Gjakovë. 

One way of achieving this is for the current Director to choose to fulfil this role, and to make the commitment to move his domicile, etc. to Kosovo either permanently, or for a period of three years. The evaluators are of the opinion that this would be the ideal, but that the level of mutual trust between Bekim Panxhaj and CARE is now so low that this would be likely to exacerbate, rather than solving, the problem.

A second model would be for the current Director to shift from being -- in effect -- the Managing Director, to one of two other positions. The first possibility is that he shifts from a non-functioning director to becoming the “Founding Director”, a position with representational and ceremonial, but no management, authority. The new position of Managing Director would then be created, and the individual who fills it would have authority to actually manage the organisation.

A third option is for Bekim Panxhaj to move from being Director to serving as the President of the General Committee, and in this function, to recruit and appoint a new Director, and to oversee the organisation, together with others, from a position of greater distance. This would solve the legal problems of KDA not having a functioning general committee as well.

2.1.5.2 KDA shifts its organisation of four departments to a for-profit company of four or more departments.

The August 9 MoC appears to force the issue on this, and in effect requires the founding of a company. The evaluators believe that a for-profit company will at some point be inevitable for some of the departments of KDA, but that it is premature to force this upon the organisation before it is clear what the “organic” evolution will produce.

2.1.5.3 KDA splits the departments in some manner, with two or more independent entities, which may be NGOs or private companies with no connection between them;

The evaluators see this as the greatest possible threat to the continuity and sustainability of KDA, as it disrupts both the explicit substantive and operational synergies, and the largely unrecognised financial synergy and resilience caused by different types of donor relations and income streams.

2.1.5.4 KDA splits the departments in some manner, with two or more independent entities, which remain federated or associated under a third umbrella entity;

This is the internal organisational structure which the evaluators believe corresponds most closely to the evolution taking place within KDA, and the one which has, in concept, the most promise for maintaining what is good, while allowing the type of growth and change which is necessary, for KDA’s own development in the Kosovo context.

The recent developments and proposals to autonomise move KDA significantly in this direction. But the idea of an incubator suggests some additional features of this arrangement, which may enrich the formulation. What follows are the suggestions of the evaluation team for a variation on the idea of federation.

1, Headquarters as an incubator, developer, and promotion facility

The evaluation team suggests that it may be time to rethink the separate position of the Development department, and that it might be useful to merge this into Headquarters. This would have the advantage of giving Headquarters some income of its own, as well as reflecting more accurately what appears to be the current reality, since Development department projects are in fact mostly done by the Director. In the scenario in which the Director becomes a “Founding Director” and cedes power to a new Managing Director, the current Director could maintain a role in development projects.

In addition, merging development with Headquarters would give the Headquarters department an explicit mission to start, nurture, and ultimately “spin off” additional activities, products, organisations, and the like, in effect making the most productive use of the creative energies of the Director.

2.
The Promotion department as the first “spin-off”.

When looked at in this manner, the Promotion department can be seen as one activity which was created and has already been spun off by Headquarters, since it functions almost independently. However, the “spin-off” was perhaps too early, and is neither complete nor transparent. Some re-integration and capacity building would be advisable, before Promotion becomes fully independent.

3. The SME and Training departments, the next in line for “spinning off”.

With this lens, it also appears that the SME department might be ripe for spinning off in the medium-term, either together with the Training department or separately. This approach would allow for a period of autonomisation, with a goal agreed upon between all departments of the target turnover to permit a viable spin-off, together with the target date for achieving that turnover.

The Training department could also be a candidate for a spin-off in and of itself. But there is another possibility, and that is to spin off the part of the training department which works for donors as an NGO institute, and then work to incubate and eventually spin off a training company which works for private clients. Another variant would be to “give” the training of private clients to the SME department, which is already working for private clients in a significant way.

4.
Mechanisms for preserving synergy in the idea of federation

As mentioned before, a good part of the strength of KDA lies in the variety of structures and incomes which its five departments represent. So in the scenario where Headquarters becomes an incubator, and the departments spin off, there needs to be some mechanism for continuing this synergy. 

The evaluation team suggests, in the short-term, the development of a collective sustainability fund as one such mechanism. Additional possibilities include an exchange of stock or shares between the departments, formation of an association or co-operative, or creation of other intermediate structures. If CARE and HIVOS agree to let this process occur over a longer period of time than is stated in the MoC, there will be time to think through the implications, and to come up with a strategy that achieves all aims.

5.
The view from the incubator: the importance of the process of parturition

In the scenario described here, the process of spinning off needs to become the focus of both KDA and CARE/HIVOS attention in the following year, because the earliest spin-offs will establish the procedures and set the stage for future activities in this direction. The evaluation team therefore recommends that this become one area for support, technical assistance, and monitoring in the co-operation relationship between CARE/HIVOS and KDA.

2.2 Suggested co-operation trajectory and exit strategy for the period 2003-2005.

The Terms of Reference of the evaluation ask for an exit strategy for CARE/HIVOS. The evaluators concluded that if the support strategy becomes more transparent, businesslike, and consistent with the KDA realities, CARE could exit at any time, once contracts for particular services are completed. Also a shift to performance-based indicators and support instruments means that every monitoring cycle can become an exit, if KDA is not complying with the terms of the contract.

In general, the evaluation team suggests the following as a co-operation and exit strategy.

1. Q4 2002: rebuilding of trust and transition to a new co-operation relationship; completion of departmental strategies and business plans; set-up of collective sustainability fund under signature of Training and SME department managers; preparation of one or more TORs for CARE support to KDA in 2003-2004; shift of Bekim Panxhaj to Founding Director or Chair of General Committee; installation of full-time Managing director of KDA; re-construction and re-energising of the General Committee; evaluation of new indicator-based reporting and management; preparation of KDA annual report 2002; preparation of CARE-KDA report to HIVOS 2002

2. Q1-2 2003: decisions about new KDA structure and relationship between the departments; preparation of a three-year plan for each department; introduction of new products and operations for each department; revamping of pricing; introduction of new co-operation structure between KDA and CARE-HIVOS; preparation of proposals for ongoing support to some or all departments, or decision not to continue.

3. Q3-4 2003: implementation of new KDA structure or refinement of old one; completion of new product development and testing; evaluation of new indicator-based reporting and management; decision whether to continue with co-operation, and if so, of what type; 

4. Q1-2 2004: preparation of KDA annual report 2003; preparation of CARE-KDA report to HIVOS 2003.
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Figure 1-B. Organisational diagram of KDA according to KDA management�--- for external purposes





Development


Department


B. Panxhaj (as needed)





Promotion Department


E. Panxhaj


5 sales staff





Training Department


B. Shehu (50%)


I. Vezvesja


B. Hasimja (50%)











SME Department


S.Mullabazi


F. Krelani


3 consultants


2 support staff





Headquarters


B. Panxhaj


B. Shehu (50%)


S. Panxhaj


B. Hasimja








New  Products, Services, Companies for Spinning-off 





General Committee 


(Bekim Panxhaj, Chair)





KDA-Belgium and Kosovo Diaspora 





CARE , Swiss Contact, Other Donors





Development Department





Promotion Department


E. Panxhaj


5 sales staff





Training Department


B. Shehu (50%)


I. Vezvesja


2 new trainers


B. Hasimja (50%)











SME Department


S. Mullabazi


F. Krelani


3-5 consultants


2 support staff





Headquarters and Incubator


B. Panxhaj, Founding Director


Managing Director (Vacant/Seconded)


Administrator-Secretary


Translator-Interpreter








Figure 2. Suggested Future Organisational Diagram of KDA from the Evaluation Team
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Figure 1-C. Organisational diagram of KDA according to CARE-KDA August MoC





Figure 3. Different income and expense patterns in KDA departments
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� “Partnerships are mutually beneficial alliances of diverse types between organisations where roles, responsibilities and accountabilities are clearly defined. Partnerships facilitate continuous two-way learning and are based on trust, shared vision and commitment to common objectives. Partnership is a means to achieve improved quality of life for more beneficiaries through sustainable service delivery, better responsiveness to local development needs, and increased scale and scope of programs.” From CARE International Kosovo Vice Director Dawn Wallow’s letter to the evaluators, Appendix 2 of document 1.





� While there are clearly a number of examples of this kind of support, they have never been quantified, nor can any of the KDA staff, nor its Director, say clearly how much this kind of support has contributed t


in the first instance to Cap Espoir’s functioning, and more recently to KDA’s growth and current strength in the Kosovo marketplace. Quantifying this support would be a highly desirable exercise, since it significantly shifts the picture of KDA  as an organisation dependent on Dutch government financing to one in which Dutch financing plays a large, but not total, role.


� The MD should be an Albanian-speaking individual, possibly someone from the Kosovo diaspora, who has international and business experience, and who understands the requirements of donor funding, in order to increase the professionalism and transparency of reporting to donors, to UNMIK, and the like; who can guide Department heads in making strategic decisions, and who can understand and take advantages of synergies and complementarities between the departments which are currently unnoticed or unexploited.


� In two interviews with CARE International Kosovo, the evaluation team received the impression that the CARE staff in Prishtina is aware of the headlines of the project, but that their priorities are with their own projects, rather than with KDA. Whether this has to do with the influence of USAID and the fact that AID funds KBS is unclear. This impression was strengthened by their hands-off attitude towards the evaluation mission: they could not provide relevant background data; no representative attended the stakeholders’ meeting, and travel and financial support was at a bare minimum.


� There is some confusion about whether these were forgiven, or will be re-billed to CARE at the end of the 2002 contract.


�  The terms of the August 9 MoC force the company to be formed immediately. This may be premature, it may be better to relax the time period in which this is required to take place.


�  The initial impulse to autonomisation appears to have been a combination of the experience of the SME department in managing its own cash flow. With the analysis that accompanies the process of separating the finances of the two big earners, SME and Training, has come a realisation that they need to allocate some of their earnings to support Headquarters. The administrator has prepared three scenarios for this, which are currently under discussion within KDA.
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