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"My family was very poor before I became a Small Enterprise
Foundation member and started my spaza (shop). We didn't make
decisions; we didn't have options. Now I can pay school fees, so my
children go to school and we eat meat with our meals."

Mamayila Baloyi (SEF Member)
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The Small Enterprise Foundation, SEF, is a non-profit, non-government organisation dedicated
to ending poverty. The organisation was registered in July 1991 and disbursed its first loans in
January 1992. The following is a summary of performance:

Number of loans outstanding 14 371 13 387 12 247
% Women clients 98% 98% 98%
Value of loans outstanding R 9.2 million R 8.0 million’ | R 7.4 million
Current average loan size R 1045 R 1033 R 1149
disbursed

Number of loans disbursed since 101 681 94 603 72 188
inception

Amount disbursed since inception | R 98.2 million | R 91.5 million | R 70.2 million
Bad Debt rate 0.6' % 23% 2.5 %
Portfolio at risk > 30 days 0.2% 0.5% 2.1 %
Since inception Re-scheduled R 125731 R 121 875 R 86 198
loans {due to illness)

Death Write-Offs R 7402 R 38 695 R 41,846
Total Savings as held by clients R 2,3 million R 2,2 million R 2,2 million
Total staff 101 103 94
Total Operations staff 81 81 79
Development and Training Staff, 20 15 15
Loans Administration,

Head office

Clients per loan officer 236 209 231
Operational self sufficiency’ 59 % 51 % 66 %
Financial self sufficiency’ 59 % 51% 65 %

' As improvements in performance have become more marked in the guarter following the end
of the financial year data for this period are also presented here.

At$ the close of the financial year the Rand/US$ exchange rate stood very close to R10 =
US 1.00

Annuahsed figure i.e. R 12 368 for the quarter multiplied by four

* Operational self sufficiency = L.oan interest income / (total operating costs + loan loss
?rowsmn)

Financial self sufficiency = Total income / (total operating costs + total financial costs + loan
loss provision)
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Introduction
The Small Enterprise Foundation is a growing development organization.
Values
We believe in :
Respect for all
Having positive impact on the lives of our stakeholders
Striving for operational efficiency and self-sufficiency
Mission

To work aggressively fowards the elimination of poverty by reaching the poor
and very poor with a range of financial services to enable them to realize their
potential.

Vision

A world free of poverty

BACKGROUND

As the above statements indicate the aim of SEF (The Small Enterprise Foundation) is
to strive for the alleviation of poverty by working with the very poor in a sustainable
manner. The principle methodology used is group-based microcredit, modelled very
much after the approach of the Grameen Bank. In group-based lending personal
guarantees amongst a small, five person, group replaces the conventional lending
requirement for collateral. Loans are for enterprise only, with a series of checks being
in place to ensure that loans are not diverted for other purposes. Since inception SEF
has disbursed 94 603 loans to the value of R91.5 million (US%$9,2 million). SEF
currently serves 13 387 poor clients.

While SEF may not collect savings it facilitates regular savings through the existing
Post Office network. Total client savings as held in group accounts at the Post Office
amounts to R2,2 million (US$220,000).

Within SEF there are two programmes; the original one, MCP, the Micro-credit
Programme, which serves existing micro-enterprises and currently has 8 163 active
clients and TCP, the Tshomisano Credit Programme®, which was started in 1996. TCP
focuses exclusively on those households with an income approximately equivalent to
that of the poorest 30% in the province in which SEF works.” TCP uses a targeting
methodology, Participatory Weaith Ranking, to identify the poorest households and
has developed a range of strategies to ensure positive impact when working with the
poorest. At year-end TCP had 5 224 active clients.

¢ Tshomisano is the Northern Sotho word meaning “Working together”.

" The “household subsistence” level is used as the poverty line. In 2001 this stood at R920
(US$92) per family of five per month. 40% of households in the Northern Province live below
half this line.
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OPERATIONAL PERFORMANCE REVIEW

In our last annual report we noted that:

portfolio at risk over 30 days, which had been virtually nil since the inception of the
organisation, had reached a high of 3.2% in March 2001;

the rate of growth in the number of active clients for the year ended 30 June 2001 had
been only 9% whereas since 1997 this rate had been between 30% and 70% per annum;

principal outstanding had falien by 11% whereas it had grown by a minimum of 48%
per vear for the previous four vears;

operational self-sufficiency had improved to 67% but that it had been budgeted to
improve to 75%, and

the drop-out rate, defined as the percentage of clients who complete their loans and do
not return for a further loan, had deteriorated significantly from reasonably stable levels
below 20% to 33%. '

In hind-sight we are now convinced that these setbacks reflect two phenomenon:

SEF’s staff had grown to just over 100 — SEF had hit one of the classic “glass-ceilings”
predicted by management theory. Essentially the organisation’s systems, in our case
primarily our system of management delegation, responsibility and authority, were not
up to the changes that were required of management as the organisation grew to this
size.

In an outright drive to attain self-sufficiency quickly the organisation had introduced an
incentive scheme in January 2000 which rewarded field staff on the basis of the size of
their principal outstanding (as well as applying severe sanctions for arrears). This led
to too many field staff “pushing” loan sizes, resulting in arrears, drop-outs and client
dissatisfaction as they were forced to meet their guarantees of fellow group members.
The increase in arrears and drop-outs led to significant management pressure on field
staff and falling staff morale.

During the 2001 and 2002 financial years a number of corrective actions were taken to address
these issues. These included:

Total revision of the field staff incentive scheme.
Revision of those loan policies that allowed the “pushing” of loan sizes.
Implementation of a comprehensive performance management system.

Stricter enforcement of performance management with associated corrective action.
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Ll Restructuring of Zones and Branches to ensure stronger management and to concentrate
efforts to address poor performance.

= In addition, although shortcomings with its loan and savings products were not seen as
significant causes of the deterioration of performance — after all these had worked very
well for the previous eight to nine years, the organization carried out very thorough
market research, using MicroSave market research tools, to review its loan and savings
products. This led to the design of new loan products and to improvements to existing
products.

" While the organization had always known that the skills of its Branch Managers had to
be improved it was only during the second half of this financial year that it really
recognised the critical importance of Branch Management.

" This has led to concentration on this level of management in SEF which has involved:

*  building awareness amongst these managers of how critical their performance is to
the survival and growth of the organisation,;

= concentrated training, and

= replacement of those who have not been able to respond, through performance, to
these interventions.

FURTHER CORRECTIVE ACTION IN LATE 2002

During the last part of this financial year the organisation focussed its attention on prospects for
self-sustainability. By this time average loan sizes had returned to levels that, while being a
little conservative, are in all likelihood more realistic for the client market. When financial
projections were done with the income that would be derived from these loans it was seen that
as it was structured SEF could not become self-sufficient, even in the long term.

This led to a serious review of operational efficiency and of the organisation’s cost structure.
The results of this review were:

" A recognition that the organisational structure that had been put in place in June 2001,
where branches consisted of just six Field Workers® with three branches to a Zone, had
essentially done its job of turning performance around but was now inefficient and
costly. It was noted that many microfinance organisations, and for that matter many
companies in other industries, are structured with a ratio of about ten branches
reporting to a regional manager. Where the organisation strengthens its branch
management capacity then there would be little reason for it to not have a similar ratio
of branches to regional management. Subsequent to the end of the 2002 financial year
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SEF term for an extension or loan officer
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FURTHER CORRECTIVE ACTION IN LATE 2002 (Continued)

the organisation was restructured to an intermediate stage of two operations managers
managing SEF’s e¢leven branches. By January 2004 these eleven branches will all
report to the General Manager-Operations.

. The organisation could not afford to have a separate research and development
department. Ongoing research and development could be addressed by the Operations
Managers with some external support. SEF’s Head of Development has taken the role
of one of the two Operations Managers, leaving one officer to focus on impact and
research work. This position is funded by the Ford Foundation/IDS ImpAct project.

- The Loans Administration could attain greater efficiency by centralising from two
" offices to one office. This would enable a reduction from nine to seven staff.

" The incentive scheme 1s again being revised to give greater rewards to staff who attain
more than the standard of 63 groups. Another feature of the current incentive scheme
that has been perceived by some staff as being a disincentive to increase their portfolios
is also being addressed.

" A market assessment was carried out to determine the market size required for a Field
Worker to attain and maintain a full portfolio of 320 clients. This was done on the
basis of determining the market size of field staff who had been successful in this
regard. This resulted in an allocation of more areas to some Field Workers.

In the past SEF had hoped that, through its TCP program, it would be able to reach and work
with 40% of the very poor’ in each community in which it worked. While this may still be
possible in some cases the standard has been revised to 20%. In some ways this can be read as
SEF’s current answer to the eternal question of “Is micro-enterprise credit meant for all the
poor?” — at least 20% of the very poor can benefit from micro-enterprise credit but perhaps not
many more than this, well at least not if a program is also to attain self-sufficiency.

It is firmly believed that the above actions will be sufficient to ensure that the organisation
attains financial self-sufficiency by December 2004. Nevertheless a number of new initiatives
are also being pursued to improve performance even further. I look forward to reporting on
progress with these in the next annual report.

® SEF uses the CGAP and Microcredit Summit definition of the “very poor” as being those whose
housghold income is below half of the national poverty line.
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FURTHER CORRECTIVE ACTION IN LATE 2002 (Continued)

The following graphs illustrate how SEF has turned its performance around and broken through
the “glass ceiling”.

Figure 1 - Portfolio at Risk Figure 2 - Active Clients

Figure 3 - Principal Outstanding Figure 4 - Drop-Out Rate
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Management is fully confident that now that the “glass ceiling” has been overcome the number
of active clients will continue to increase steadily, the drop-out rate will continue to come down
and principal outstanding will increase in line with organisational budgets.
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SELF-SUFFICIENCY

Through to June 2001 the organisation had made good progress in moving towards self-
sufficiency. The past financial year, however, saw operational self-sufficiency falling from
66% to 51%. While costs had continued to increase at the same rate as in previous years loan
interest income declined by 9%. This is directly attributable to the fall in average loan size, a
result of loan sizes returning to more sustainable levels.

As the organisation punched through the 12,500 active client level the principal outstanding
increased by 7% for the six months to June 2002 (and a further 7% in the quarter following the
end of the financial year). Management is fully confident that this trend will continue and
principal outstanding will increase by 38% to R 11,2 million by June 2003.

The restructuring of the organisation, as described above, will allow the organisation to keep
costs under control, with head office and operational costs expected to rise by no more than 7%
for this financial year.

The result of increasing income and contained expenses will see operational sustainability
improving from 51% to 65%.

Thereafter SEF’s business plan sees the organisation’s progress to self-sufficiency as follows:

Active Clients 13 387 18 100 20400 21 000
Principal Outstanding | R 8.0 million R 11 million R 14 million | R 16 million
Operational Self- 51% 65% 88% 110%
Sufficiency
Financial Self- 51% 62% 83% 100%"
Sufficiency

'® The last month in which SEF will experience an operating loss, including financial expenses,
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IMPACT

From 1998 to 2000 SEF conducted a professional, longitudinal, impact assessment on a group
of clients over a period of two years. The results of this were compared against outputs from
TCP’s impact monitoring system. Analysis of this database demonstrated an overwhelming
positive impact for TCP members with four impact indicators — quality and quantity of food
consumed, quality of housing, contributions to ROSCAs and value of the clients business — all
showing average increases over time.

Contrary to the arguments of many academics (for example Hulme and Mosley) quantitative
data suggested that TCP’s poorest members performed at least as well as the average
performance for the programme. This conclusion was also borne out by the qualitative
analysis. What is also very clear from the impact assessment case-studies was the high value of
small initial livelihood changes for the very poor. For example the securing of the business
leads to regular and reliable income. Small income changes for the very poor have
proportionately much greater impacts on livelihood, than those for the better off. For example,
the rapid and significant changes in impact scores related to food consumption provides
evidence that small income changes are having great impacts. The pattern of increasing
consumptive use of business income on later loan cycles also suggests that livelihood changes
are greatest for the very poor.

For example, the graphs below give a good picture of the impact of the TShomisano Programme
(TCP) on client’s livelihoods:
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HIV/AIDS AND MICROFINANCE PILOT PROJECT

In recent years some evidence has emerged from countries with a high AIDS prevalence that
households in poor communities which are engaged in micro-enterprise and which work with a
microfinance programme, are better able to cope with the effects of AIDS. Furthermore it has
been noted that such households alse have a lower AIDS prevalence than others.

In 2001 SEF began to work with the Health Systems Development Unit (HSDU) of the
Untversity of the Witwatersrand on a pilot to test the impact of an intervention which
specifically combines HIV/AIDS education and health support with microfinance for
enterprise. The pilot, which will run for three years, aims to understand more clearly the
observations noted above.

During the current financial year the following activities took place:

= A Dbaseline survey of 1600 households was conducted to examine household
composition and socio-economic status

= A baseline survey of over 3000 young adults was conducted to examine aspects of
reproductive health and sexual decision making, in addition to an anonymous
determination of HIV status using a saliva assay.

= 430 loan client households have been recruited by SEF during year one, all of whom
will participate in the evaluation cohort,

= All 430 loan clients and 430 matched households from comparison villages have been
surveyed to explore aspects of agency, well-being, household dynamics and gender
inequalities, social networks and social capital.

] All young adults (14-35 years) living in the above households have been surveyed as
per (2).
" 10 PLA (participatory learning and action) workshops on gender and HIV/AIDS issues

have been conducted with 250 of these loan recipients and the series has begun with the
remaining clients.

= A process of ongoing qualitative assessment has been established which includes
community profiling, key events calendars, structured monitoring of loan centre
meetings, focus group discussions with diverse loan groups, key informant household
interviews and peer group monitoring among young people.




THE SMALL ENTERPRISE FOUNDATION

(AN ASSOCIATION INCORPORATED UNDER SECTION 21 OF THE COMPANIES ACT)
MANAGEMENT REVIEW

FOR THE YEAR ENDED 30 JUNE 2002

FUNDING

All of the work of the Small Enterprise Foundation has only been possible with the ongoing
support of our funders. The organisation would like to record its most sincere thanks to the
following and recognise their efforts to bring about the alleviation of poverty in rural South
Africa, through the auspices of SEF:

. The United States Agency for International Development

] The Ford Foundation

] Hivos

- ImpAct — a Ford Foundation/Institute of Development Studies project

SEF also continues to fund its loan book through loan facilities with Khula Enterprise Finance
Limited and Triodos Bank. The organisation wishes to thank these agencies for their ongoing
excellent service.

Particular thanks are also due to Calmeadow, Vulindlela and Barbara Calvin, who worked with
SEF on behalf of these organisations. Calmeadow received a technical assistance contract from
USAID to support SEF over a period of four years and later passed this on to Vulindlela. We
are grateful for the technical assistance provided. Over and above this, however, when they
realised that they would not require the full amount allocated to them for the technical
assistance work they motivated USAID to allocate an amount close to US$100,000 from their
budget to SEF’s operating budget. We greatly appreciate and admire this selfless deed.

DIRECTORS

This year SEF’s board was strengthened by the addition Mr Ben Nkuna, SEF’s General
Manager-Operations. The appointment of another executive director was in part in response to
the King Report recommendation of a balance between executive and non-executive directors.

I would like to thank all of SEF’s directors and in particular our current chairperson, Mutle
Mogase, for their ongoing support and guidance. SEF’s directors work on an entirely voluntary
basis, seldom even claiming travel expenses. I wish to recognise their contribution to SEF and
their demonstration of their concern for poverty in our country.
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