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Project Completion Report (PCR)

Part A - Project Data

	Project Short Title
	Peri-Urban Lusaka Small Enterprise Project
PULSE


	Benefiting Country / Region
	Zambia
	MIS code 
	072-540-017

	Current Project Officer Name
	Catherine Mulenga
	Approved Commitment
	£ 2,780,000

	Actual Start Date (dd/mm/yyyy)
	01/07/96
	Spend To Date
	£2,779,991

	Planned End Date (dd/mm/yyyy)
	31/12/05
	Date of Review 
	29 September 2005


Part B – Project Scoring Assessment

	Goal Statement
	Objectively Verifiable Indicators (OVIs)

	To increase household income, economic security and employment opportunities amongst the families of poor microenterprise owners in peri-urban areas of Zambia, through the provision of sustainable savings and credit services.
	· More than 65% of 10,000 participating households achieve  increases in inome by an average of 30%.
· 2,000 new jobs created. 5,000 jobs secured or stabilised.


	Purpose Statement
	Objectively Verifiable Indicators (OVIs )[image: image1.bmp]
	Progress
	Recommendations/Comments

	To establish PHL as a sustainable and autonomous institution, providing financial services to 7400 economically active poor clients in the peri-urban areas of Zambia.
	1. PHL receives no financial subsidies by the end of the project and achieves this goal by (a) being operationally self sufficient (OSS) by year three (2004) and (b) being financially self sufficient (FSS) by year four (2005).

2. PHL's clients show tangible improvements against locally defined poverty indicators.  
	1. a) A positive trend towards sustainability saw OSS increase from only 25% in 2001 to practically full OSS of 111% at the end of 2004. However, the 2004 audited financial report indicated a loss due to exceptional costs related to 2003 activity (including fraudulent transactions). With the continuing efforts to reduce costs, PHL’s operating plan for 2005 projected 130% OSS.
b) PHL expects to achieve full financial self-sufficiency of 100% by end of 2005.
2. Analysis of client data in the last six months was done to verify the level of impact of PHL loans to clients’ households and businesses. Self reported feedback from PHL clients in their loan applications indicates that loans supported business growth and increased incomes, directly and indirectly through employment. (see details in PULSE Final Report July 1996 to June 2005)
	In April 2001, PULSE had registered an autonomous microfinance entity called Pulse Holdings Limited (PHL).  Between July 1999 and June 2005, a total of 13,538 clients accessed 23,358 loans amounting to K18.5 billion (approx. £2.33 million at current exchange rate) from PULSE/PHL. Clients with existing loans by the end of project were 2,699. The main reason for low client retention rates was poor repayment performance in previous loans. 
PULSE has had to operate in a difficult economic environment and one with a high prevalence of HIV/AIDS (see extract from Microfinance Industry Survey commissioned by SIDA – Oct 2004)



	Purpose to Goal 

	CARE and PHL remain committed to the provision of services to poor clients and achieving financial sustainability.  However, the PHL will have to continue focusing on the institutional strengthening and portfolio quality in order to achieve the purpose. Particular attention will be needed to find the right balance between profitability and continued poverty focus.
The current logframe is a result of 2001 OPR recommendations to extensively revise the outputs of the original Project Framework. The earlier goal level statement of 10,000 active clients was assessed as unrealistic and was reduced to 7,400. At the output level, the objective statements remained the same while the objectively verifiable indicators (OVIs) were appropriately adjusted to realistic, attainable targets. Also, a fourth output was added, i.e., PHL transforms into a company limited by shares called Pulse Financial Services Limited (PFSL).


	Project Purpose Rating- General /Overall progress assessment [image: image2.bmp]
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	Justification [image: image3.bmp]

	Although the original target of 10,000 clients seemed unrealistic, the project was unable to meet even the scaled down target of 7,400 clients due to significant management weaknesses and poor client retention rates. CARE has registered PHL as an independent Company limited by guarantee. However PHL is still heavily dependent upon CARE for governance and management.  Poor financial performance resulted from high staff turnover, several incidents of fraud, managerial and operational inefficiencies. The interim management team put in place by CARE in May 2004 introduced a number of changes, including a new loan tracking system and incentive schemes for staff that led to positive results. Although substantial progress during 2004-05 indicates that useful lessons are being learnt and PULSE could achieve viability and autonomy, the project purpose was only partly achieved even by the end of the extended project period (1996-2005).


	State how far the project has helped to deliver the objectives of the Country Assistance Plan (where appropriate)

	The project has helped reduced extreme poverty by improving the livelihoods of some of the active poor in urban areas of Lusaka.  Although it is difficult to estimate exact percentage improvement, results from PHL’s impact assessments indicate that loans have supported business growth and increased incomes, directly and indirectly through employment.


	Outputs
	Objectively Verifiable Indicators (OVIs)
	Progress
	Score

	1. Microfinance operations delivering needs-based products to targeted clients efficiently and effectively.
	1.  Improved portfolio quality characterized by Portfolio at risk (PAR) >56 days of 25% or less by end of year 2003 and 5% by end of year 2004 and maintained onwards.  DFID reserves the right to terminate the contract if PAR exceeds 10% by end of 2004.

2.  On the basis of a scenario approved by the Board, and presented  DFID by July 31, 2003, reflecting review and implementation of loan loss provision and write-off policies as necessary, to achieve a portfolio quality characterized by the following:

· Loan loss reserve ratio = 10.8% by end of year 2004 and 8.1% by end of 2006

· Loan write-off  ratio=3.2% by end of year 2004 and 3.1% by end of 2006

3. Client caseload reaches average of 337 and 350 per CO by end of year 2004 and 2005 of NCE period, respectively. 

4. Client retention rate reaches 80% by end of year 2004 and maintained onwards, with increased customer care. 

5. Operational self-sufficiency of 114% and 159% by end of 2004 and 2006, respectively 

6. Financial self-sufficiency of 94% and 121% by end of year 2004 and end of 

2006, respectively. 

7. Product design and delivery maintained in line with client needs, and linked to industry best practices whilst maintaining portfolio quality. 

8. Impact assessment institutionalised within PHL by end of 2003, and implemented semi-annually starting 2004. 

9. COs fully appreciate new direction and product delivery strategies as indicated by improved client caseload and portfolio quality.

	1. PAR>56 days increased significantly over the life of the project, going from 14% in June 2002 to 46% in June 2005. However, a detailed analysis of the portfolio estimated that with proper re-scheduling of past due loans based on new agreements entered with clients, the PAR was only 20%. PULSE expects that 50% of loans classified as medium risk have a high potential for recovery.   Measures have been put in place to identify weaknesses that contribute to delinquency.  (It was not clear why PAR > 56 days was used as an indicator. Normally PAR>30 days or PAR>1 day is used)
2. Loan write-off was not regularly implemented over the life of the project, which led to high loan loss reserve ratios.  As at end 2004, the loan loss reserve ratio was 15.9% and by end June 2005 it was 19.4%.  
3. Over the years of project implementation, client and portfolio caseloads performance lagged behind targets. Until 2002, PULSE focused more on group loans. The drop in client caseload from 210 in June 2003 to 187 in June 2004 was due to write-off of most group loans and increased disbursement of individual loans. Client caseload increased to 245 in June 2005.
4. There was a downward trend in the client retention rate from 80% in June 2002 to 58% in June 2005. Many borrowers who fully repaid were not given follow-on loans because of poor repayment record. Credit officer (CO) turnover also contributed to delinquency and poor client retention.
5. Had the exceptional cost items not been considered, the OSS could have been 111% in 2004, close to targeted 114%. As at end June 2005, PHL managed to attain 115% OSS and projected that the target of 134% OSS by end of 2005 could be achieved.
6. PHL’s FSS was 91% in 2004, 91% as at end June 2005 and the year-end target was 100%.
7. During the last year of the project, PHL introduced new products and revised designs of existing loan products, introducing more flexibility in terms of loan size, term of payment and methodology. PHL also focused on customer relations by improving its loan documentation, simplifying its loan processes and introducing a client incentive scheme. However, poor portfolio quality remained an ongoing source of concern.
8. An impact questionnaire was integrated in the design of repeat loan applications. Through the form, clients provide feedback on the perceived effects of PHL loans to a client household and business (since the form is filled by those seeking fresh loans, it could suffer from two weaknesses --record better client performance (weaker clients may not re-apply);  and encourage clients to report positive impact to improve prospects of approval of loan application)
9. Though staff expressed verbal approval of adopting business culture in lending, this was not seen in terms of caseloads and portfolio quality, despite incentive systems put in place. Periodic cases of staff inefficiencies, dishonesty and staff turnover contributed to low outreach, disruptions in monitoring and poor portfolio quality. Recruiting staff with high integrity and entrepreneurial values and sustaining robust internal control remains a challenge for PHL.  
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	2. Management system and capacity in place to monitor and support the operations 
	1.  Loan system continues to produce reports on demand with a bi-weekly  standard timeframe and updated as necessary

2.  Loan performer fully reconciled with individual ledger cards weekly

3. Credit procedures and Operations Manual and the Pre-Registration Training Manual undergone annual general review, updated and adopted

4. New credit officers orientation manual compiled by August 2003

5. Accounting and Finance Policy Manual reviewed and updated annually 

6. HR Manual reviewed and updated annually

7.  Finance systems produces financial reports within 7 days after end of each month

8.  General and Business Practice Policy Manual reviewed/updated annually

9.  Management and staff committed to self-monitoring at all levels using trend and comparative analyses against projections and historical performance on a monthly basis.

10. Staff capacity built according to identified training needs as and when required.

11. Annual plans developed, implemented and monitored every financial year.

12. PHL is sufficiently capacitated with a right corporate mind-set and more effective and detailed management to grow the institution.  


	1. Because of many design limitations and system bugs of a first loan system, PHL shifted to the Loan Performer (LPF) tracking system in 2000. The LPF loan system produces different portfolio reports on demand, and currently updates to two-day standard timeframe. Though systems bugs still occur , the service provider is available to provide advice and technical assistance.
2. As a result of the various frauds experienced by PHL, internal system checks and controls were put in place. These controls have allowed reconciliation of loan performer with client ledger cards at any given time.
3. In 2004, a new Operations Manual was produced combining the Credit Procedures and Operations Manual and the Credit Orientation Manual into one.
4. Same as above.
5. PHL’s Accounting and Finance Manual has not gone through any revision since it was developed in May 2000. A new Accounting and Finance Manual based on the new LPF system was targeted for completion by end 2005.
6. PHL Human Resources Manual was approved by the Board in November 2002 and an updated manual was targeted for end 2005.
7. Since 2002, preparation of financial reports had been a struggle due to turnover of Finance Managers, computer thefts and fraud. The interface of accounts and portfolio systems has so far improved work efficiency and as at end of June 2005, financial reports were produced within four days after the end of the month.
8. The General and Business Practice Policy Manual developed in 2001 was planned to be updated end 2005.
9. The introduction of Management Performance Record, including an incentive system, in 2003 improved appreciation and commitment of staff towards self-performance monitoring. .  However, it did not change the passive work attitude of some staff.  PHL has now introduced a simple incentive system based on overall profit to encourage team effort among staff.  
10. Capacity of staff has been built through in-house and external training, increased responsibilities and promotions.
11. Due to delays in financial audit for the years 2002 to 2004 and the turnover in Management, operating plans for these years were not prepared. In May 2005, PHL completed the annual operating plan for 2005.  
12. The interim management put in place by CARE in the last year of the project introduced measures to cut costs and improve efficiency, which led to improvements in terms of operational and financial self-sufficiency. These achievements point to a positive change in corporate culture. However, uncertainties remain, with the new CEO, expected to start end 2005.  
	3

	3. PHL operates as an independent institution with a new image
	1. The Board assumes full governing functions and oversees the operations of PHL

2. Board Governance Policy document developed and implemented by Sept 2003.

3. The Board identifies areas where technical assistance is required and opens dialogue with CARE who are the contract holders

4. The Board takes a lead in providing timely and informative reports to all the stakeholders at agreed time intervals

5. Re-launching of PHL: with a new image/identity by November 31, 2003
	1. An MoU was signed between CARE and PHL for the Board to assume full governance, but difficulties experienced in recruiting suitable senior management within the Zambian marketplace placed considerable demand on the Board.  Several board members have expressed desire to step down. In May 2004, CARE’s two representatives on the board were nominated to assume the role of CEO and of Chairperson,
2. Initial attempt was made to prepare a draft Governance Policy document. However, this initiative has been postponed until the Board is reconstituted once the transition of PHL to a shareholder entity is completed.
3. CARE has continued to provide TA to PHL, including the provision of an interim CEO.
4. Although timeliness of report submissions have not been consistent due to Management and staff turnover, systems inefficiencies, fraud and delays in audit, informative reports have been provided to stakeholders. It should be noted that the PULSE Final Report, on which this PCR is based, was of particular high quality.
5. A combination of advertising and stricter guidelines to COs have helped PHL re-new its image as more business like and professional.
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	4. PHL transforms into a company limited by shares called Pulse Financial Services Ltd (PFSL)
	1. PFSL registered by June 2004

2. Functioning operating systems transformed from PHL to PFSL by December 2004

3. Disposition and transfer of assets from CARE to PHL/PFSL completed by December 2004.
	1. The transformation of PHL into a shareholder entity has been delayed due to fraud investigations, audit delays and difficulties in recruiting senior management. In addition, new laws governing MFIs in Zambia, that will determine shareholder structure, have not been passed yet.
2. Same as above. However, financial and loan tracking systems are being aligned and manuals updated to prepare for the future PFSL structure.
3. It is contemplated that the final transfer of revolving loan capital as well as other assets could be made more appropriately to the future legal structure.
Conclusion: This objective has not been achieved due to elements outside of PHL’s control, as the necessary microfinance laws are yet to be passed.
	X


	Project Outputs Rating- General /Overall progress assessment 3PP
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	Justification 

	A combination of managerial and operational inefficiencies, several cases of fraud and a difficult environment for MFIs in Zambia led to poor performance during several years. In 2004 an interim senior management introduced a number of measures to improve performance. During the last year of the project, results were encouraging and major progress was made in financial and operational performance. However, new Chief Executive has to take up position in late 2005, some of the board members wanting to resign have to be replaced and many operational changes are still needed to improve portfolio quality and to achieve self-sufficiency. PHL is on the right track, and has drawn valuable lessons from the hard experiences but considering that the organisation remains fragile and improvements are so recent, it is too soon to confirm the sustainability of the turnaround of the organisation.


	Purpose Attribution 

	The attribution to the purpose is high, as PHL’s performance over the duration of the contract has been highly correlated with governance and internal management systems (loan tracking, internal audit, human resource policies and management oversight)  It should however be noted that external factors have also played a role in PHL’s performance. No MFI in Zambia having reached self-sufficiency, lack of trained manpower and difficult economic environment (high inflation, and low economic growth) have added to the challenges for PULSE/ PHL to achieve scale and economic viability.


Part C – Risk Management

	Risk category[image: image4.bmp]High
	

	Has the Risk Category changed since the last review? If so explain why)

	

	Key Risks

	 How successful was the action taken to monitor / manage these risks  .

	1. Fraud: New and streamlined loan tracking and accounting systems should ensure improved monitoring and control making frauds more difficult.
2. Poor portfolio quality: A range of measures have been introduced to improve portfolio quality. Since 2002, PHL adopted ‘delinquency is all about the institution’ as one of its operating principles.  This meant that blaming delinquency on the clients was not an acceptable reason for Credit Officer’s low performance. PHL also examined its product design, methodology and operating structure to identify weaknesses that contributed to delinquency. PHL is also experimenting with credit agents to pay agents based on portfolio performance.
3. Difficult microfinance environment in Zambia: The negative impact of the poor economic performance of the Zambian economy has not spared the micro and small enterprises (MSEs) and this partly explains the poor performance of MFIs in Zambia. All other MFIs in the country, including the four largest organisations, have been struggling and outreach has been poor.
4. Inappropriate lending methodologies and products: Group lending methodologies have proven less successful in Zambia than in other countries. Poor repayment rates have led to poor portfolio quality for such loans. PHL has in the past few years moved to individual lending, which is proving more profitable.
5. Staffing inadequacies: Staff showing poor performance or fraudulent behaviour have been dismissed. Appraisals and staff incentive schemes have been revised to improve performance. 




	Method of Scoring – state the team composition, the methods used to conduct the review, how the scoring was agreed upon,  and whether partners and stakeholders were involved

	The team was composed of Sukhwinder Arora (Enterprise Development Adviser, DFID), Katja Silva-Leander (Associate Professional Officer, DFID), Catherine Mulenga (Programme Officer, DFID), Waleed Rauf (Assistant Country Director, CARE), and Tess Bayombong (Small Enterprise Aid Development Advisor, CARE).  The review consisted of a field visit to clients and interviews with loan officers and senior management.
Scoring was done jointly by the DFID team and the PHL/CARE management team. The project was scored looking at the full duration of the project rather than the current situation. Thus, previous poor performance along with recent improvements was used to give a complete picture of the achievements of the project.


Part D – Lessons Learned

You can no longer input general lessons learned. You need to specify at least one of the categories of lessons learned in sections 1,2 and 3 below.
	Lessons learned, and suggested dissemination. [image: image5.bmp]

	1. Working with Partners
	DFID supports CARE in a number of countries. This project reconfirms the lessons learnt by DFID and other donors elsewhere – that providing large grants to NGO may not necessarily be the most cost effective approach to rapidly expand provision of financial services to poor households. 

	2. Best Practice / Innovation
	Product Innovation: When the group lending methodology did not work, individual loans were introduced. PHL experience re-confirms that product innovation requires detailed market research, pilots and strong staff back up. The same product was more successful with a high performing credit officer but did not get good customer response in other areas even with similar customers. 

	3. Project / Programme Management
	Governance: The root cause of many of the problems appear to have been in the overall governance and ownership of PULSE/ PHL and the ability to appoint appropriate management and demand accountability.  Many of the Board members had to take on additional responsibility (thrice a board member was appointed as acting Chief Executive Officer). However some of the board members saw low benefits and high costs in board membership. It was also difficult to attract new board members/ investors when the organisation’s performance was weak and highly variable. 

Management: The project faced dishonest customers and staff, but the management systems of financial accounting, internal audit, information and monitoring were inadequate to quickly identify and redress the problems.


	Key Issues / Points of information

	DFID will cease project oversight with this project completion report. However a short review in two to three years time would be invaluable to track further progress, and generate a short case study for wider lesson learning and dissemination.


	If appropriate, please comment on the effectiveness of the institutional relationships involved with the project

(eg comment on processes and how relationships have evolved)

	


	What key documentary evidence is available to support the conclusions of this report? List any supporting documents annexed to this report.

	Documents attached: PULSE Final Report July 1996- June 2005

Documents Available: No Cost Extension Project Framework; PHL Audited Financial Reports for 2004; Case studies on PHL Clients; PHL Organizational Structure; PHL Six-Month 2005 Interim Financial Report; Table of Contents of PHL Operations Manual ; PHL Business Plan (2005 – 2007); Request to DFID Zambia for Disposition of Assets to CARE Zambia; 


Project Completion Report (PCR) PULSE 29 September 2005








Project Completion Report (PCR) V1.0








Page 2


[image: image6.png][image: image7.png]