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I ntroduction

Those who have been exposed to the world of
microfinance are no doubt familiar with the success
stories of ingtitutions in Bolivia, Bangladesh and
elsewhere, which have not only lent successfully to
large numbers of poor microentrepreneurs, but have
done so sustainably. These institutions have shown
that the provision of microfinance can be an
effective strategy for promoting economic
development in developing countries.

In the last decade, a growing number of institutions
in more developed countries have aso been
experimenting with this strategy. Cameadow, a
Canadian-based nonprofit organization, was one of
the first institutions to test the peer group lending
model in North America and for years was the
largest microlending institution in Canada. Between
1987 and 1999, it disbursed more than C$4.6 million
in 2,558 loans to microentrepreneurs across the
country.

Cameadow has now spun-off, sold or closed all of
its microloan funds. In September 2000, its largest
and most prominent initiative, Metrofund, was
transferred to a local credit union. The sale of
Metrofund's portfolio was provocative because it
effectively ended Cameadow’s fourteen-year
experiment  with  microfinance in Canada
Calmeadow decided to sell Metrofund’s portfolio
after concluding that the stand-al one, microloan fund
model upon which Metrofund was based was not
viable in the current Canadian context. The process
through which it arrived at that conclusion is the
focus of thisanalysis.

Certainly, Calmeadow’s decision to find a new
institutional home for Metrofund closed some doors,
but it also opened up new possibilities for serving
microentrepreneurs more effectively in the future.
Cameadow’s thorough testing of the stand-alone
model yielded a great deal of information about the
market for microfinance in Canada, as well as the
effectiveness of a minimalist approach in meeting
those needs. The insight it gained into what works,
what does not, what might work and why will be
useful to anyone interested in supporting

! Unless indicated otherwise, all dollar amounts stated in this document
refer to Canadian dollars.

microfinance or community economic devel opment
in a developed country.

This document is arranged chronologically to
explore how Metrofund evolved over time and why
it eventually closed its doors despite being the
largest microloan fund in the nation. The first
section of the document looks at the fund's origins.
It briefly describes the experiences that led to the
creation of a stand-alone microlending facility for
microentrepreneurs in Toronto and it clarifies what
Metrofund was designed to achieve. The second
section describes the fund's first two years of
operation and the challenges it encountered as it
tried to establish itself and consolidate a peer group
lending product that its clients found valuable. The
third section continues the story by tracing
Metrofund's development phase — the time period
during which the fund introduced new products and
began to focus more intensely on growth.

The fourth and fifth sections of the document
explore Metrofund’'s remaining years as a
Cameadow project. They chronicle the various
methods through which Metrofund tested the
viability of its stand-alone model and they highlight
some of the fund's most interesting findings. An
analysis of those findings sheds some light on
Cameadow’s ultimate decision not to continue
operating the fund. The document concludes with a
sixth section that looks at Calmeadow’s search for
an aternative microlending model, and offers some
optimistic observations on the resolution chosen.



Getting Started

Toronto businessman Martin Connell and his wife
Linda Haynes established Calmeadow in 1983 to
provide grants to organizations in developing
countries that supported women’'s efforts to attain
economic self-reliance. During their search for
organizations with which to work, Connell and
Haynes came into contact with ACCION
International, a non-profit organization that was
experimenting with microenterprise lending in Latin
America.  ACCION used a peer group lending
model that made credit avalable to
microentrepreneurs based on character and personal
guarantees rather than collateral.

Because the majority of microentrepreneurs in
developing countries lacked the collateral necessary
to obtain a loan from traditional sources, the
introduction of peer group lending removed one of
the critical barriers to their economic development —
access to capital. With loans as small as $50,
microentrepreneurs could expand their businesses,
increase their profits, and ultimately, broaden their
opportunities. Connell and Haynes were struck by
the simplicity and potential impact of this approach
and led Calmeadow to invest in microenterprise
lending as an economic devel opment strategy.

In 1985, Calmeadow raised matching funds from the
Canadian Government’s international devel opment
agency (CIDA) and began supporting loca
microlending organizations in Columbia, Brazil and,
in 1987, Bolivia. By the end of 1991, it also assisted
organizations in Mexico, Peru, Bangladesh and
South Africa. Through its relationships with these
ingtitutions, Calmeadow learned two important
lessons. First, poor microentrepreneurs are capable
of using credit effectively and repaying their loans
on time. Second, microenterprise lending — and
more specifically, peer group lending — can be
operationally viable.

PRODEM, the local organization Cameadow
supported in Bolivia, was wildly successful with its
group loan product and by 1992 had created the first
commercial microenterprise bank in Latin America,
Banco Solidario, SA. (BancoSol). BancoSol, the
Grameen Bank, and other successful lending
institutions were consistently reporting on-time
repayment rates above 98 percent. Each time

Calmeadow visited these institutions, it returned
home with a pocket full of success stories from
clients who had used a loan to rise out of poverty.
On the whole, its international experiences seemed
to demonstrate that microenterprise lending was not
only a successful economic development strategy,
but was also a potentially sustainable one.

Early Experiments

Inspired by its experiences overseas, Cameadow
began questioning as ealy as 1986 whether
microcredit could be useful as an economic
development strategy in Canada. To test thisidea, it
launched a pilot program, the Native Self-
employment Loan Program (NSELP), in three
communities in Ontario: Wikwemikong, Kettle
Point and Sachigo Lake. NSELP ran from 1987 to
1990 and its success resulted in the creation of
Canada's first microloan fund, the First People's
Fund (FPF).

TheFirst People's Fund

FPF was a private-sector initiative designed by
Cameadow and funded by 56 foundations,
corporations and individuals to help Canada’s First
Nations communities establish and operate their own
microenterprise loan funds. At the time, it was
estimated that one out of every three households in
Native communities received a portion of itsincome
from a microenterprise? Many of these
microenterprises lacked the collateral necessary, or
were considered too small to access regular bank
loans, so Cameadow believed they would benefit
from the kind of loan program it had to offer.

FPF's strategy was to build a national network of
microcredit funds in at least sixty Native
communities over five years using the peer lending
model that had proven so successful in developing
countries. It was an ambitious agenda, but initia
results from NSEL P suggested that the model would
be effective in North America and Calmeadow was
keen to expand as quickly and widely as possible.

By the end of 1994, FPF had served more than 300
clients in 20 Canadian aborigina communities in

2 Mary Coyle, Interview, The Self-Employment Strategy: Building the
New Economy (Don Mills, Ontario: Self-Employment Development
Initiatives, 1989) 30.




five provinces and one territory. It had achieved
many important results, some of which are
highlighted in the box on this page, but it was
ultimately unsuccessful. Only four of the funds it
helped to create were still in operation by 1997 and
they had a combined portfolio outstanding of just
$31,166.

The lessons Calmeadow learned as a result of its
involvement with FPF had important implications
for its future microlending activities. At the most
general level, Calmeadow saw that applying the peer
group lending methodology in North America would
be much more difficult than it had expected. FPF's
operating costs were very high when compared to
the benefits it delivered. Yet despite the relatively
high costs, FPF was not able to provide the level of
service that was needed to facilitate the devel opment
of strong local funds.

Calmeadow realized that its nationwide focus was
too ambitious. The start-up process for each local
fund took longer, demanded more attention, and
required more involvement from Calmeadow staff
than originaly anticipated. Because the
communities involved were quite small, the loca
champions that FPF recruited to manage the funds
typically came from a small group of leaders who
were already absorbed by the demands of managing
their community. For the most part, it proved
impossible for them to devote the talent and time
necessary to effectively manage the funds. The
volunteers and part-time coordinators who did get
involved were often motivated, but inexperienced
and needed a great deal of technical support and
guidance from Calmeadow.

<~ .
,Q; A lesson learned: provide more tools than rules.

’

Although disappointed with the number of
microentrepreneurs ultimately reached, Calmeadow
recognized that it had chosen a very difficult market
with which to work. As Martin Connell wrote in a
1997 review of the fund, “The typical native
community has a small population, and therefore a

% This box draws from observations made in an internal Calmeadow
report, “First Peoples Fund: Personal Perspectives on Lessons
Learned,” January 1997.

The Native Self-employment Loan Program
and the First Peoples Fund®

The NSELP and FPF initiatives provided North
America with some of its earliest peer group lending
experiences. Not surprisingly, they generated mixed
results:

Important data on the nature and extent of the
microenterprise  sector in  First Nations
communities were made available for the first
time.

The active but often invisible role of
microentrepreneurs in Native economies was
recognized and validated.

First Nations communities participated directly
in the design and subsequent monitoring of the
programs, which built trust and confidence.

Over 300 microentrepreneurs received loans.

The initiatives did not reach the scale or the level
of sustainability expected. There were significant
delinquency problems.

Local loan funds were encouraged to design their
own rules and regulations using basic FPF
guidelines as a foundation. This allowed the
communities to customize and manage their own
programs, but resulted in sporadic enforcement of
such key palicies as on-time repayment.

The partnership between First Peoples
communities and Calmeadow facilitated an
exchange of ideas, as well as the provision of
support and training.

Few loan funds survived after their partnership
with Calmeadow ended, in part because the
independence of the loan fund management from
community politics was not safeguarded.

The loan approval process proved to be
inadequate since volunteer boards made the
second-level loan approvals, but were not held
accountable for their decisions.

FPF rolled out the NSELP model on too large a
scale too quickly. Early success and publicity
created tremendous pressure to expand, but the
nationwide program was too ambitious and
expensive. It overtaxed Calmeadow’s resources
and resulted in many weak partnerships.

The degree of commitment offered by many
communities was overestimated and the degree of
commitment that would be required of them was
under estimated.




very smal actua number of eligible
microbusinesses. The communities are remote,
often inaccessble and offer few trading
opportunities  beyond  community  borders.
Economies of scale do not exist.”*

To manage the logistics and cost of dealing with
remote, sparsely populated communities, FPF tried
to piggyback the administration of its loan funds
onto existing community organizations. What
happened, unfortunately, is that the loan funds found
themselves at the mercy of the other organizations
priorities and agendas, and that resulted in a loss of
control over the program and an increase in
delinquency.

A~ A lesson learned: FPF's early promotional
“\/< materials tended to portray its loans as a poverty

alleviation tool, which was a message that seemed
to resonate well with start-up businesses, but was less
effective among established microentrepreneurs who did
not want to be seen as poor.

Clearly, some kind of market for Calmeadow’s
services existed within Native communities, but FPF
was unable to solve the challenge of reaching that
market with a peer group loan product and a
decentralized, minimalist delivery model. It did,
however, enable Calmeadow to learn about its target
market, as well as the strengths and weaknesses of
the peer group methodology in the Canadian context.

PARD and PAL

In 1989, Calmeadow was encouraged by the
Kahanoff Foundation, and by the lessons it was
learning from the First Peoples Fund, to create its
own microcredit programs to serve non-Native
communities. It undertook afeasibility study, which
revealed a high level of demand for credit services
among the low-income self-employed in Canada
The study also identified two communities, one
urban and one rural, that could serve as test sites for
anew Calmeadow initiative.

With support from the JW. McConnell Family
Foundation and the Roya Bank of Canada,

4 Calmeadow, “First Peoples Fund: Personal Perspectives on Lessons
Learned,” January 1997, 2.

Cameadow launched the Partnership Assistance for
Rural Development (PARD) pilot loan fund in
Shelbourne County, Nova Scotia in May 1991.
PARD was designed to respond to the demand for
aternative employment strategies following the
collapse of the fishing industry. It worked with a
decentralized lending model similar to the one that
had been used by FPF, but this time it aimed to
facilitate the creation of local loan funds that did not
piggyback on existing organizations.

Instead, PARD worked with local community
leaders to build new loan funds from scratch. Each
one had its own name and its own local management
board. The loan funds kept costs low by relying on
volunteers, and in so doing, were supposed to be
self-financing. PARD provided substantial training
and support for the volunteers through a full-time
staff person based in Shelbourne. By the end of its
second year, it had created loan funds in six
communities and had made approximately 100 loans
totaling $95,000.

Ten months after PARD opened its doors,
Cameadow launched the Peer Assisted Lending
pilot initiative (PAL) in Vancouver, British
Columbia. PAL was developed with the support of
the Kahanoff Foundation, the Vancouver Foundation
and the VanCity Community Foundation and was
Calmeadow’s first attempt at urban lending. The
delivery model used by PAL was much more
centralized than the one used by PARD. PAL set
out to create just one fund with one office that would
be run directly by Calmeadow staff in collaboration
with alocal financial institution.

) - A lesson learned: A key ingredient in the success
N/« of any loan fund is the presence of a local
champion.

After eighteen months, PAL had issued 56 loans
totaling $72,000. There are two elements of its story
that are worth highlighting here. First, its decision
about the type of institution with which to partner
proved both critical and problematic. After trying to
work with a community economic development
association and, subsequently, a local credit union,
PAL eventually hooked up with the Royal Bank to
issue its loans and to manage the back office portion



PARD / Calmeadow Nova Scotia

Launched in March 1991, the Partnership Assistance for Rural Development (PARD) pilot loan fund built upon the
strengths of the First People’s Fund, but also learned from its weaknesses. While embracing a decentralized model,
PARD set out to create local loan funds from scratch, rather than rely on existing institutions with their established
agendas and priorities. It also chose to test its rural delivery model in one area of one province — Shelbourne County,
Nova Scotia, which allowed it to focus its attention and resources on a relatively limited geographic area.

Depending on how one looks at it, PARD could be described as a success or a failure. Certainly, Calmeadow
underestimated how long it would take to get each local loan fund established. It had hoped to support the creation of
ten community funds during its pilot phase, but by 1994, only six were up and running and together they had made a
total of just 138 loansto 66 clients. Calmeadow had expected much more.

Yet, on a positive note, the loan funds created during PARD’s pilot phase were community-run and community-
financed. They had a modest impact in terms of the number of microentrepreneurs served, but they also operated at a
modest cost and could be implemented in a decentralized rural context. The impact on individual borrowers was
substantial and the local funds' success with delinquency management was noteworthy.

The model proved inappropriate for Calmeadow, which was looking for a self-sufficient lending model that could be
replicated elsewhere. The local loan funds found ways to cover their own costs, primarily through the use of
volunteers, but they were unable to cover the costs of the training, technical support, and continuity provided by PARD
staff. Nor was there much hope that they would be able to cover these costs in the future since the funds operated on
such a small scale.

Thus, in 1996, Calmeadow brought together all of the Nova Scotia loan funds and explained the problems being
created by the lack of economies of scale. It proposed that they consolidate their lending operations under Calmeadow
Nova Scotia (the name given to PARD once it completed its pilot stage), which would relocate to Halifax. Calmeadow
Nova Scotia could then launch a more ambitious marketing campaign and begin to develop brand recognition for the
service that it provided. Perhaps, by moving into the urban market in Halifax, it could also amass a larger client base
more quickly and garner additional donor support for the continued development of a self-sufficient program. The
loan funds all agreed and the consolidation was completed by the end of the year, thanks in large part to the strong
support provided by the local business community. Led by the highly respected Halifax businessman, Allan Shaw,
Calmeadow Nova Scotia’s Board brought critical resources, credibility and visibility to the fund.

During the next three years, Calmeadow Nova Scotia continued to grow, although at a stubbornly modest pace. As of
May 1999, it had 163 active borrowers and a loan portfolio of approximately $395,000. It ran into many of the same
problems in Halifax that Metrofund faced in Toronto and could not make significant progress towards sustainability.
Its lack of success in this area and its inability to renew funding support led to the closure of the fund at the end of
2000. Ironically, the rural decentralized model that Calmeadow Nova Scotia discarded in 1996 is now being adopted
with some success by other organizations such as the Newfoundland Labrador Federation of Cooperatives.

of its lending operations. The relationship with the
bank made it possible for PAL to expand its services
into other neighborhoods of Vancouver, and it gave
clients access to the Royal Bank’'s ATM system,
which enabled them to make loan payments without
having to visit a specific branch in person.

Second, PAL found it difficult to build a credible
identity for itself. Even with a prominent and highly
respected local advisory board, Calmeadow was an
unknown entity in Vancouver and, at first, PAL had
to overcome skepticism regarding Calmeadow’s
intentions. Potential borrowers made such

comments as, “Is this another financial scam by
some private company? and “Why would a
Toronto-based group do something for the
downtown Vancouver people?’® Given this
skepticism, PAL’s decision to rely on word-of-
mouth for its publicity seemed appropriate. After
al, who could better promote the program than the
program’s participants themselves? The strategy
was well-targeted, but it took quite a long time for
information regarding PAL to seep through the
city’ s networks.

5 Calmeadow, PAL Annual Review, September 1993, 2.



By the end of 1993, it was clear that both PARD and
PAL were making a positive impact and their
repayment rates were high, but neither fund was
achieving the kind of scale Calmeadow had hoped to
achieve. In Vancouver, growth was made difficult
by the challenges of finding an appropriate partner
and having to get the word out in such alarge, urban
context. In Nova Scotia, growth was hindered by
the market being so dispersed. While the
decentralized model seemed appropriate for serving
distant rural communities, it took a long time to get
each community fund started and it was difficult to
manage the volunteer staff.

North American Lessons

In November 1993, the handful of institutions that
first experimented with peer lending in North
America gathered at the Couchwood Conference
Center in Arkansas to share their experiences and
discuss ideas for the future.®

Without exception, the ingtitutions acknowledged
that they were making some kind of impact. As
stated in the conference report, “When successfully
carried out, [peer lending] facilitates asset creation,
democratic access to business capital, self-help, self-
sufficiency and, ultimately, greater control of one's
life”” Each institution had stories to tell about the
clients who inspired them and the benefits yielded
through the peer group methodol ogy.

Participants were frustrated, however, that they were
unable to implement the peer lending methodol ogy
with the same kind of success that was achieved in
developing countries. None of the seven institutions
was reaping benefits on a very large scale. They
each served fewer than 300 active borrowers. Their
small lending programs were labor intensive and
quite expensive to operate. Several programs had
begun to offer training and business advisory
services in addition to credit and this raised the cost
of service provision even higher.

Participants at the conference generally agreed that
“al businesses — large and small, formal and
informal — need four essential elements: knowledge,

® The seven ingtitutions were Calmeadow, ACCION International,
CWED, The Lakota Fund, The Nebraska Micro Enterprise Initiative,
Working Capital and The Good Faith Fund.

" Calmeadow, “Going Forward,” Conference Report from The Peer
Group Lending Exchange, November 2-4, 1993, 3.

The Peer Assisted Lending Program
(Calmeadow West)

Calmeadow created the Peer Assisted Lending
Program (PAL) as a pilot project to test the feasibility
of peer-group lending in an urban setting. Its strategy
was different from that of the First People’s Fund
since it aimed to serve microentrepreneurs directly
through one central office in downtown Vancouver
rather than through a decentralized network of
autonomous local funds.

PAL was launched in March 1991 in an eastside
neighborhood known as “ Skid Row.” According to
census data, this was the most economically depressed
neighborhood in all of Canada. PAL was originally
housed in a local development agency called DEEDS
(Downtown Eastside Economic Development Society),
which had a mandate to promote and support
entrepreneurship as an answer to the area’s chronic
high unemployment problem.

DEEDS, unfortunately, proved to be a poor partner for
Calmeadow due to internal conflicts between its staff
and management. PAL'’s first loan fund coordinator
also proved to be a poor fit. As a result, not a single
loan was made in 1991. A new coordinator, Peter
Ireland, took over in January of the following year.
Ties with DEEDS were severed and the administration
of PAL’s portfolio was transferred to DEEDS banker,
the CCEC Credit Union. Ireland launched an
intensive promotional campaign and the results were
immediate, albeit still modest. By June 1993, 43
clients had received loans in eleven groups. Four
members were on their third loan and three were on
their second. In September, PAL hit its target of 15
active groups, which ensured its continuation beyond
the pilot stage.

PAL’s relatively slow take-off foreshadowed many of
the difficulties that Metrofund would eventually face.
In a large urban area, it took time to build up a brand
name and, even more importantly, a name that was
both understood and trusted. Calmeadow's most
effective marketing mechanism — word of mouth — was
only efficient within a small circle of friends, so
information about PAL seeped sowly through the
city’s networks. Also problematic was the fact that the
group lending mechanism was a new concept for many
potential borrowers, and this made it more difficult to
explain and sell the product.

PAL remained at CCED until September 1993 when it
moved into a small storefront office on the western-
most edge of Skid Row. (Continued on next page.)




The Peer Assisted Lending Program / Calmeadow West (cont.)

The move was made for a number of reasons, namely to increase the program’ s visibility, to satisfy the need for a small
group meeting space (which was not available at the credit union), to improve the level of service provided to clients,
and to facilitate the program’s expansion into other areas of Vancouver. CCEC was a community-based credit union
with a history of working with people on the economic fringes of society. PAL’s clients generally felt comfortable there,
but the fact that it had only one branch and was not hooked up to the ATM network made the CCEC relationship
inconvenient for many borrowers. Both CCEC and PAL found the loan processing cumbersome and Ireland’s lack of
access to up-to-date information on the status of borrowers' repayment made PAL’s delinquency management difficult.
To grow, PAL knew it would need a new financial partner to help administer its loans, and it found one in the Royal
Bank of Canada.

In July 1994, PAL completed its pilot phase and Calmeadow decided to convert its operations into a permanent loan
fund, Calmeadow West. Members of the local business community came together to form a Seering Committee, which
was led by the well-known British Columbia entrepreneur, Milton Wong. The involvement of these local business
leaders was critical in raising the funds, community support and awareness to make Calmeadow West a reality. By
June 1995, a new loan fund manager, Virginia Weiler, was on board and Calmeadow West had a business plan to
transformitself into a Vancouver-based non-profit organization. By February 1996, the fund had 84 active borrowers,
an outstanding portfolio of $86,000, and a 96% repayment rate.’

Later that year, a member of Calmeadow West's Management Board put the fund in touch with VVanCity Credit Union,
which had become interested in serving microentrepreneurs in the Greater Vancouver area. VanCity was the largest
credit union in Canada at the time.’® Rather than continue the difficult and expensive process of transforming
Calmeadow West into an independent institution, the decision was made to sell Calmeadow West' s portfolio to VanCity,
which would incorporate peer group lending into its regular business activities. The transfer was made in November
1996 and has been notably successful, providing Vancouver microentrepreneurs with access to a network of branches
and a range of services that would have been impossible to provide as a non-profit organization. In 1997, VanCity's
Peer Lending Program made 87 new loans averaging $1,560 and maintained a repayment rate of 96%. By 1999, it had
179 loans outstanding worth $170,000."" This fusion between a credit union and a microloan fund presented an
interesting model for the potential commercialization of microcredit in North America and had a major impact on
Metrofund’ s future devel opment.

capital, networks, and support.”® They disagreed,
however, on how to help make those things available
to microentrepreneurs.  Integrated programs were
generally able to provide many services to a few
clients, while minimalist programs were able to
reach more clients with a few services, but no
program had yet figured out how to provide its
services in away that covered its costs. Indeed, the
experiences of the last five years had led some at the
conference to conclude that North American peer
lending programs would never be sdf-sufficient.
They were a public good that would have to be, and
deserved to be, sustained through subsidies.

8 Calmeadow, “Going Forward,” 13.
9 Calmeadow News, Spring/Summer 1996, 4.

 Robert McVeigh, Chairman, Credit Union Central of Canada,
Statement before the Standing Committee on Finance of the House of
Commons, September 24, 1996.

1 vanCity, Social Audit Report 1997 and 1999.

Next Steps for Calmeadow

Calmeadow did not accept thisview. It still believed
that a self-sufficient peer lending program was
feasible in North America, and it remained
convinced that the minimalist model of reaching
many people with a few services was the way to get
there. Having seen what the model was capable of
in other countries, Calmeadow was determined not
to give up on it until it had been rigorously tested in
the Canadian environment.

Assessing its experiences with FPF, PARD and
PAL, Cameadow began to consider creating a loan
fund in Toronto for two main reasons. First,
Cameadow’s initiatives to date seemed to suggest
that for microenterprise lending to be effective on a
large scale, it had to take place in an areawith ahigh
concentration of prospective clients. If it were to
find such a market anywhere in Canada, it would be
in Toronto. Research conducted in late 1993



indicated that there was a need for microenterprise
loans in Canada's largest city. In fact, a survey of
363 microentrepreneurs in the Toronto area showed
that 86% of those with existing businesses and 76%
of those with start ups were interested in the peer
group loan product.® The research also identified a
number of training courses and business assistance
programs that supported and promoted self-
employment in the city. Together, the data
suggested that the ground was primed for the
introduction of a minimalist microcredit program.

Second, Calmeadow wanted to do something in its
own backyard. It wanted to take a shot at running a
stand-alone microloan fund that did not depend too
much on local communities or other banking
institutions. 1t wanted to have the control necessary
to thoroughly and methodically test the minimalist
model. It wanted to take advantage of the expertise
of Cameadow’s leaders and its international staff,
who were based in Toronto. Certainly, launching an
initiative in its own backyard would be highly
visble and, therefore, a risky undertaking, but
Toronto was the Canadian market Calmeadow knew
best, and it seemed to be the market best positioned
for success.

Launching Metrofund

Metrofund was created as a demonstration model to
prove that microlending in North America could be
self-sufficient. The objective was an admirable one,
given that no microloan fund in North America had
yet proven that this was possible, and it created great
expectations with respect to the fund’ s performance.
These expectations shaped Metrofund’s subsequent
development and will be explored in more detail
later in the document.

The Strategy

Metrofund is dedicated to providing credit
to self-employed entrepreneurs who are
marginalized from formal credit markets,
using a sustainable model of lending.

As illustrated in the mission statement above,
Metrofund was launched with two objectives, one
socia and the other commercial. Its social objective
was to provide business credit to low-income, self-

12 Jill Burnett, “Toronto Loan Fund Report,” December 1993, 21.

employed persons that would result in economic
growth and job creation. It would serve
entrepreneurs who were the least advantaged in
terms of their access to business credit, focusing on
women and ‘ newcomers to Canada.™®

The fund’s commercia objective was to develop a
sustainable model of lending for the microenterprise
sector in Canada that was both innovative and
efficient. It wanted to find an operational structure
that would generate adequate revenues to recover the
costs of lending and, with time, relieve the loan fund
from dependency on externa financing and move it
to a position of self-sufficiency.™

Calmeadow’s strategy for meeting those objectives
was, of course, shaped by the historical experiences
described above, but it was aso influenced by two
mentors. Jeffrey Ashe and Mohammed Yunus.
Ashe worked with ACCION International for many
years before starting his own U.S.-based
microlending organization, Working Capital. Yunus
was famous for founding the Grameen Bank.

Both Ashe and Yunus were strong advocates of
action research — the “you just gotta start doing it”
approach. Ashe, in particular, became a legend
within Calmeadow ranks for his “ready, shoot, aim”
strategy, which encouraged practitioners to learn-by-
doing and to avoid, as Ashe called it, paralysis by
analysis. The rationale behind his strategy was as
follows: since no one has yet figured out how to
make microlending effective in North America, no
one knows exactly what to aim for, and thus, the
best way to proceed is to just try something, learn
from the experience, and then aim more accurately
the next time.

Under the influence of Ashe and Y unus, Cameadow
adopted an action-research orientation toward
Metrofund. It prepared carefully for the fund's
launch and established clear goals and guidelines for
its operation, but it understood that once Metrofund
became a redlity, the fund would have to learn by
doing. Experimentation was an important part of its
mandate from the beginning.

2 Burnett 21.

4 Calmeadow Metrofund, “Business Plan: Development Phase 1997-
2001, 7.



Table 1: Cameadow Metrofund Ten-Y ear Financial Forecast, 1994 to 2003

Yearl Year2 Year 3

Yerd Yeax5 Year6 Yeaxr7 Year8 Yea9 Yea 10

Cumulative amount lent ($000s) 300 1,130 2,849
Outstanding portfolio at year

end ($0009) 88 292 675
Cumulative number of clients

served 150 410 736

Individual loans as a percentage
of total portfolio value

% Cost coverage 11% 22%  40%

0% 37% 3%

5252 8,983 13,927 19,813 28,849 39,725 51,421

960 1,587 2,122 2814 4,684 6,283 6,825

1,128 1,605 2194 2930 3,748 4,564 5,306

43% 56% 58% 61% 63% 70% 71%

48% 61% 60% 58% 82% 87% 92%

Source: Calmeadow, Ten Year Financial Forecast, April 24, 1994.

To prepare for Metrofund's launch, Calmeadow
conducted research in Toronto to determine the
specific credit needs of the microenterprise sector,
the extent of financial services available to low-
income groups, the non-credit barriers that
microentrepreneurs identified as inhibiting their
success, and the existence of training and/or support
servicesin these areas.

Based on the market information it gathered,
Cameadow developed a plan that laid out where it
thought Metrofund could be in ten years and it
established annual targets that would need to be met
to achieve its objectives. The financia forecast
prepared in April 1994 is summarized in Table 1.
As shown in the table, Calmeadow estimated that
Metrofund would be able to lend more than $51
million to more than 5,300 microentrepreneurs and
would generate sufficient revenue to cover 92% of
its annual expenses by the end of its tenth year of
operations.

Metrofund's operational strategy was similar to that
used in Calmeadow’ s other loan funds. It embraced
an essentially minimalist philosophy and was based
on the solidarity group lending methodology. The
emerging trend in North America at the time was to
shift toward a more integrated approach to
microenterprise development, which included in-
house training and other non-financial services in
addition to credit. Calmeadow believed, however,
that it could serve Toronto microentrepreneurs best
by specializing in one service — the provision of
credit — and focusing on providing that service as
efficiently and effectively as possible to as many
people as possible. Since other institutions in the

Toronto area provided non-financial services for
microentrepreneurs, Metrofund planned to refer
clients to those institutions as appropriate, rather
than attempt to provide similar servicesitself.

Metrofund’'s operational strategy was distinct,
however, from earlier Calmeadow initiatives in two
important ways. First, Metrofund was to lend from
its own pool of capital. Previously, the loans made
by Cameadow's Canadian loan funds were
administered through local banks with Calmeadow
providing the guarantees. This indirect approach
limited the loan funds control over loan delivery
and follow up, it added an extra layer of
administration, and it limited the funds revenue-
generating options (since interest revenue went to
the banks).

By lending from its own pool of capital, Calmeadow
believed that Metrofund could provide better
customer service and would have a greater chance at
financia self-sufficiency by generating income from
both interest and fees. Calmeadow also expected
that by making use of the automated payment
services of its Toronto banking partner, the Royal
Bank, Metrofund would be able to significantly
reduce the administrative costs of lending and enable
its staff to maximize the amount of time they spent
developing new markets and serving borrowers.

Second, athough Metrofund would begin operations
with a peer group loan product like that of
Cameadow’s other funds, it planned to introduce
other “second-level” financial products once it
completed its first year of operations. Calmeadow’s
market research identified individual loans, credit



lines and saving services as products that successful
clients would find valuable as their financial needs
expanded. The research also indicated that these
products would appea to a different segment of
Metrofund’'s potential market — microentrepreneurs
who did not run the smallest or poorest businesses,
but who lacked access to bank credit, usualy
because they could not meet the collatera
requirements or because they desired a loan amount
that the banks found too small. Cameadow’s
medium-term plan was for Metrofund to develop
services that could serve this type of client aswell.

The Product

When Metrofund opened its doors, it offered one
product: a peer group loan. Potential borrowers
were asked to form groups of four to ten
microentrepreneurs, each of whom had to agree to
guarantee the loans of the other members of the
group.15 Because of this cross-guarantee
requirement, Calmeadow did not demand collateral
or a business plan from its borrowers. It helped
facilitate the formation of groups by providing
information sessions and establishing a core set of
eigibility requirements (see Table 2), but it insisted
that the borrowers manage their own selection
process.

Table 2: Summary of Metrofund’ s Initial Eligibility
Requirements

e Each member of the group must have his or her own
business

e Each group member must have an account in a
financial institution

* No more than two family members per group 16

« No two group members can borrow for investment
in the same business

e Groups must have no more than 25% of its
members in the start-up phase

e Groups must establish individualized by-laws
(based on atemplate provided by Metrofund)

Source: Burnett 17.

Microentrepreneurs were expected to assess each
other’'s character, personality, trustworthiness and
business ideas to form a group upon which they

5 Group members were not legally liable for each other's outstanding
debts, but the repayment performance of the group as a whole affected
each individual’s ability to access subsequent loans.

% This digibility requirement was later changed to allow only one
member of a household per group.
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believed they could depend. Each group then took
primary responsibility for assessing the loan
applications of its members, as well as for
monitoring and enforcing loan repayment. If one
member fell behind in his or her payments, the other
group members had to make up the difference in
order to continue to be eligible for future loans.

Metrofund’s initial loans ranged from $500 to
$1,000 and subsequent loans were available for up to
$5,000. They were repaid in monthly installments
over three to twelve months and carried an annua
interest rate of 12% and a 3% administrative fee.
Payments were debited directly from borrowers
accounts on a pre-arranged monthly basis and the
activity on each borrower’s account was monitored
through direct computer link-up with the Royal
Bank.

The Clients

Metrofund amed to serve self-employed
microentrepreneurs from disenfranchised, low-
income and minority groups. There were numerous
reasons why such microentrepreneurs might not
have been able to obtain loans from traditional
financia institutions. Their business might have
been too young, the amount of money they wanted
to borrow might have been too small, they might not
have had the required documentation or known how
to prepare a business plan. Many probably lacked
collateral or had a poor or non-existent credit
history.  Others may have felt threatened or
discriminated against because of their poverty, sex,
skin color, or language. Whatever the reason, if they
had a legitimate business, Metrofund wanted to
provide the access to credit that might assist themin
developing their enterprises.

“ Our kind of lending focuses on capacity — what people
can and are doing, rather than what
they do or don’t have.”

~ Mary Coyle, former Executive Director, Calmeadow

Clearly, Metrofund's potential client base was
diverse.  Prospective borrowers included home-
based or part-time business owners throughout the
greater Toronto area, start-ups, persons who were
recently laid off and decided to try self-employment
as ameans of earning an income, and those trying to
get off public assistance.



What can a microentrepreneur do with $1,000?

Launch a marketing campaign

Buy or lease business equipment, tools or
computers

Pay for thefirst or last month’s business rent
Purchase materials or stock

Finance an upgrade course in their field

4404 48

In general, Metrofund intended to serve al of these
clients, but it planned to target women and recent
immigrants in particular. Its research indicated that
these two groups were acutely under-served by
traditional financial institutions even though they
tended to be good credit risks. Recent immigrants
were often highly skilled and hard-working, but
possessed few assets and no credit history. Women
frequently fell into the same category because their
assets were registered in the name of their husband
and they lacked a means of establishing an
independent credit history. In the early 1990s, the
financial system’'s traditional methodologies and
requirements were inadequate for judging repayment
capacity within these two groups; Metrofund
believed that with its peer group loan product, it
could step in to fill the credit gap.

Metrofund also believed that of all the potential
market segments, women and immigrants would be
most receptive to the peer lending mechanism.
Women tended to be more social than men and
immigrants often recognized the methodology as
being similar to the informal financial services
prevalent back home.

The Financing

Calmeadow faced a potentially daunting task as it
endeavored to fundraise over $1 million in loan
capital and operating support for Metrofund.
Surprisingly, it had little difficulty obtaining this
goa. The United Way of Greater Toronto
contributed $300,000. The Roya Bank of Canada
gave $200,000. The Bank of Montreal provided
$150,000, and a number of private foundations and
other donors contributed an additional $557,970.

This impressive level of support made a strong
statement about the attractiveness of the project.
Clearly, a variety of players were interested in
providing sustainable financial servicesto Toronto’s
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microentrepreneurs. The show of support aso
reflected the degree to which Calmeadow was
respected in this field, and had been successful in
selling its case to the Toronto community. Because
of its fundraising success, Metrofund began its life
as afive-year, fully-funded pilot project.



The Nascent Loan Fund

When Metrofund opened its doors, it had a staff of
two. Peter Coburn, a certified management
accountant, was its manager and Miranda Ogilvie, a
volunteer, eventually became its first loan officer.
Coburn and Ogilvie moved Metrofund into its first
office at 56 Esplanade in downtown Toronto on
Monday, April 11, 1994. The following day a press
conference was held which officialy launched the
fund and Metrofund’s phone began to ring even
before al the boxes were unpacked.

An Overwhelming Response

The initial response to Metrofund was so strong it
was literaly overwhelming. Coburn and Ogilvie
screened more than 1,000 phone calls as a result of
the media campaign, mailed hundreds of brochures
and gave dozens of information sessions. In a recent
interview, Coburn humorously recounted his
attempts to respond to potentia clients who were
knocking at the door at the same time as he was
trying to explain the peer group loan product to
callers on the phone. Metrofund was swamped with
interest.

“ The launch was on the nerve-racking side of thrilling,
but it was amazing nonethel ess.”

~ Peter Coburn, former Metrofund Manager

By the end of its fourth month, Cameadow
Metrofund had made |oans to ninety-seven clientsin
twenty-four groups. This made it larger than any
other microloan fund in Canada at the time. The
major public relations effort  surrounding
Metrofund’'s launch gave it a head start that
Cameadow’s other loan funds had not had. The
combination of television, newspaper and radio
coverage was extremely successful in getting the
initial word out. The tremendous response seemed
to confirm that the market in Toronto was primed for
the kind of service Metrofund was offering, and that
its potential for success was high.

The success of the media campaign was a double-
edged sword, however. The mass public relations
strategy created so much interest that staff spent a
great deal of time and energy screening hundreds of
cals from people who were not part of its target
market. Many wanted to start a business but had no
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firm plan yet to do so; others simply misunderstood
what the loan fund was about. Coburn and Ogilvie
waded through a number of inquiries from interested
parties before finding a client whose needs it could
actually meet. As Coburn wrote in August 1994,
“more time was spent on not lending money than
time spent on lending money.”*

<L~ A lesson learned; it's not just the volume of
< inquiries received that matters; it's whether the

inquiries are coming from the right kind of market.
To avoid having to spend a great deal of time sifting
through calls, include very specific eligibility criteria in
your promotional materials so that potential borrowers
can screen themselves.

7

Because the demand for loans came all at once like a
tidal wave, Metrofund staff could not spend
sufficient time preparing and screening their first
clients. They had planned to use the start-up period
to work closely with a few select groups and to test
the peer lending methodology in the Toronto
environment. The response to the launch was so
positive, however, that Metrofund had little time to
set up the necessary administrative procedures,
much less test and revise them before implementing
them on a significant scale.

“ Be careful what you wish for;
you might just get it.”

~ Peter Coburn commenting on the public’s
initial response to Metrofund

For the most part, Coburn and Ogilvie took this in
stride.  They agreed with Calmeadow’s action
research approach and did their best to improvise
despite their lack of background in banking and their
limited experience with peer group lending.
Because Metrofund was the first loan fund in
Toronto to experiment with the peer group
methodology, it had little choice but to learn by trial
and error.

The paradox of its initial success was that the
lessons learned had greater implications than they
would have had if the fund stuck with its original
plan and experimented first with a small number of

7 Calmeadow Metrofund, “Loan Fund Summary,” August 1994, 1.



groups. After six months, its arrears — defined as the
amount of overdue payments as a percentage of
outstanding portfolio — were a 8%. While still
within reason, this ratio was higher than Calmeadow
had experienced with any of its previous initiatives
and it caused great concern.

Adjusting for the Future

By the fall of 1994, the intensity of interest in
Metrofund had leveled off and staff were able to
devote more attention to fine tuning the mechanics
of the group lending process. Coburn and Ogilvie
had gained some valuable insight into the unique
issues of working with groups in Toronto's
sprawling, urban environment. They used that
knowledge, and the insight offered by other
Cameadow staff, to make two immediate
modifications to Metrofund’ s lending process.

First, they attempted to improve borrowers
understanding of what it meant to be a Metrofund
client by providing clearer information about the
peer lending approach and the specific requirements
of a successful borrower group. The content of
Metrofund's information sessions was revised to
provide more detail on the group screening process
and to emphasize the long-term nature of the
relationship that Metrofund hoped to establish with
itsclients.

With the assistance of Jennifer Harold, the Manager
of Calmeadow’s Technical Support Unit, a new
borrower information package was devel oped, which
included an introductory letter, a Metrofund
brochure, background articles, information session
dates, and a group resume form."”® The group resume
listed the business experience of the group members,
gave some personal information about the group asa
whole (for example, how the members know each
other), and identified the credit needs of each
potential borrower. Metrofund hoped the process
would be useful as a first step in developing group
cohesiveness, and in gathering and discussing
information that would give group members (and the

8 Calmeadow Metrofund, “Semi-Annual Report,” July 1 to December
31,1994, 2.

® The Technical Support Unit was created in 1995 as Calmeadow's
community outreach unit. Its primary mandate was to assist
communities across Canada that wanted to set up their own loan funds,
but it provided support to Calmeadow’ s other units as well.
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A Client Snapshot: Six early borrower groups*®

The Banton Group is composed of five women who
all reside in the east end of Toronto. Two create
afro-centric accessories such as hats, scarves, and
beaded jewelry. One group member frames African
posters, which she sells to people in her community,
another distributes afro-centric books to schools,
friends and family, and the final member puts
together gift baskets for special occasions.

Music and Ice. Three of the four participantsin this
group are involved in the music and entertainment
industry. One woman is a publicist who promotes
local bands and another started a record company a
year ago and needed a loan for advertising and
promotion. The third group member is a local
musician who already put out a CD but needed a
loan for advertising. The fourth member is a figure
skater with many years of training behind her who set
up a business called “ fun skate” to teach toddler-age
children how to skate.

Odyssey Group. The four men in this group are
long-time friends with experience in running small
businesses. One group member has a small
paralegal firm just outside a Toronto courthouse and
spends most of his time in small claims court
litigation. The second borrower has a business
serving legal documents and the third rents and sells
new and used video games at flea markets and retail
outlets across the city. The fourth member is
currently researching a plan to start a trade
publication focusing on cross-border business
opportunities under Free Trade.

HELP. The members of this group met at a self-
employment training course. One member, a tattoo
artist, shares his studio with another member, who
manufactures body jewelry. The two used their loan
to upgrade the equipment in their shop. Another
member of the group is self-employed as a mover of
delicate furniture for offices. The fourth member
created her own line of Victorian jewelry, which she
sellsto stores and at trade shows across the city.

Group 25. This diverse group also has four
members. One borrower runs a part-time catering
business cooking West-Indian fare for office parties
and weddings. The second borrower is a nutritionist
who used her loan to purchase the medical
equipment necessary to set up a part-time business as
a consultant in people’s homes. Two other members
distribute clothing, which they purchase wholesale;
one sells uniforms to schools.




fund) a better understanding of each borrower’'s
character, financial position and needs.

“ Certain groups are focused on getting that first
|loan and worrying about the future in the future.
Our loan product and orientation hasto be
adapted to discourage this.”

~ Internal Metrofund Loan Summary, August 1994.

Second, they reduced the maximum first loan from
$1,000 to $500. Metrofund found that most of its
defaulters demonstrated quite early that they did not
take their financial obligations seriously. After
making just one or two payments, they stopped
servicing their loan. Since the fund had few
mechanisms for protecting itself against duplicitous
groups, it reduced the amount of its initial loan to
screen out irresponsible clients at a lower risk to the
institution.

Throughout the next six months, Metrofund made
many other adjustments. It hired a new staff
member, Vicky Scully, to develop a more targeted
marketing strategy that essentially aimed to build a
network of local community groups through which
the fund could reach potential clients. It sent
information packages and letters of introduction to
dozens of community service organizations. It made
presentations at community centers, women’'s
shelters, conferences for minority business owners,
neighborhood and ethnic associations, the Toronto
New Business Development Center, the York
Business Opportunities Center, and the Parkdale
InterCultural Association, among others. It began
holding social and networking events for its clients,
including an annual picnic and a client market fair
held a a luncheon Calmeadow hosted for its
supporters nationwide.

Metrofund also used its second semester to improve
its accounting procedures and controls. By April
1995, it had developed written statements of
procedures and policies regarding loan issuance and
second loan applications. It had established
collection routines to deal with clients in serious
default and had begun work on a Peer Group
Lending Manual that was being designed to improve
client understanding of the group lending process.
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Dealing with the Past

These initiatives were important for setting a
different tone for new borrowers, but they did little
to resolve the complicated situation of current
borrowers. Without the aide of prior experience and
without the guidance provided by proper systems,
many of the groups created in Metrofund’s early
months were weak and, consequently, many of the
loans given during that period were extremely risky.

The fact that payments were made by direct
withdrawa from borrowers bank accounts rather
than in group meetings aso complicated
delinquency management. Metrofund could not
apply the “no partial payments’ policy that was key
to provoking group members to pressure each other
for repayment. Nor could it access up-to-date
information on borrower repayment, which made
immediate follow up on poor performance difficult.
Problems could fester for some time before
Metrofund even knew they needed to be addressed.

It is hardly surprising that delinquency levels grew
over the next year. As early as December 1994,
Metrofund already had 18 of its 68 groups in serious
default and 25% of its portfolio was delinquent. As
of March 1995, 30% of its client base was
delinquent and only one group had agreed to repay
the loan of its defaulting member. By the end of that
month Metrofund had made a $20,000 provision for
write-offs, which amounted to 13.5% of the loans it
had issued to date.

<L~ A lesson learned: If you shoot before you aim, you
“\/< risk hitting an undesirable target.

The delinquency situation was difficult not only
because of its effect on Metrofund's existing
portfolio, but also because of its negative effect on
new growth. According to Caoburn, the clients in
arrears consumed an inordinate amount of staff time,
and at the end of 1994, it was till just he and
Ogilvie trying to manage more than 100 loans,
perform outreach activities, and cultivate new
clients. Since the obvious priority was to get the
delinquency situation under control, there was little
time or energy available for engaging in initiatives
that would facilitate new and healthier growth.



The OneYear Review

Metrofund yielded mixed resultsin itsfirst year. As
shown in Figure 1, it got off to a vigorous start, but
its growth stagnated by the sixth month.

Figure 1: Metrofund’'s Client Base,
April 1994 to March 1995

—
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The fund came close to meeting some of its
performance goals, such as the number of clients
served and the size of its outstanding portfolio, but it
fell far short of other targets, as shown in Table 3.
It generated significantly less revenue than planned
during itsfirst year. Thiswas primarily dueto fewer
loans being disbursed and fewer dollars being lent,
but it was also a result of the fund’s decision not to
implement the $25 annual membership fee that was
included in the original budget projections.

By April 1995, Metrofund had lent only half as
much money as anticipated, yet it had to provision
nearly four times as much in loan losses. It
remained within budget only by lowering
expenditures in other areas, namely salaries,
technical support and travel.

Table 3: Metrofund’s First-Y ear Performance

Actual Budgeted
# of clients served 123 150
Total amount lent $151,500 $300,000
Outstanding portfolio $79,085 $87,500
Loan loss reserve $20,228 $4,375

Source: Calmeadow

Reflecting on itsfirst year, Metrofund identified two
challenges with which it would struggle for the next
five years, namely: 1) how to recruit the right kind
of clients; and 2) how to achieve a sufficient level of
volume to meet its internal objectives. Because of
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their importance to the overall Metrofund story,
these challenges are explored briefly below.

Recruiting the Right Kind of Clients

To succeed, Metrofund had to access large numbers
of microentrepreneurs who were in need of financial
services and provide them with a product that could
assist them in developing their businesses. An
important lesson from itsfirst year of operationswas
that finding appropriate marketing channels would
be key to getting the word out about its product, and
to accessing the right kind of client. Of course,
Metrofund wanted to serve disenfranchised
microentrepreneurs, but it also wanted to find
efficient ways of ensuring that its customers would
benefit from its services and would treat the
relationship with Metrofund serioudly.

Although the mass marketing strategy used to launch
the project raised awareness about Metrofund, it was
not an efficient way to recruit clients. In its first
year, the fund estimated that it received 1,800
telephone inquiries and held information sessions for
approximately 550 people. Of those, 123 became
borrowers. Metrofund has used these numbers to
calculate what it calls its “closing success rate,” i.e.
the number of people to whom it actually made
loans as a percentage of the total inquiriesit received
during a given time period.

Technically, its closing success rate was a mere 7
percent between April 1994 and March 1995.
Evauating the rate on the basis of the number of
people who were interested enough to attend an
information session, Metrofund’'s success ratio was
still less than 25 percent. Given that Toronto was
just getting to know Metrofund and Metrofund had
not yet honed in on its market, the low closing
success rate was hardly surprising, but was still
disappointing and frustrating to staff.

As described above, the fund initiated a variety of
activitiesin early 1995 designed, in part, to improve
that ratio. It began developing a more targeted
outreach strategy that it hoped would be more
effective in identifying clients who could make good
use of its services. It improved the quality and depth
of its promotional materials to explain more clearly
to potential borrowers how its product worked and
why. It also introduced policies and procedures to



strengthen the process of group formation and
screening.

Besides these initiatives, Metrofund began to
guestion by the end of itsfirst year whether the loan
product it offered adequately met the needs of its
intended clients. Certainly, for some, the group
lending product worked well. By December 1994,
eleven clients had paid off their first $1,000 loan and
nine had regquested and received a follow-up loan of
$2,000. Several of these borrowers remarked that
the peer group mechanism not only facilitated their
access to capital, but also provided valuable support
and networking opportunities.

The peer group lending methodology did not work
well for everyone, however, and it was often a
difficult product to sell.  Potential borrowers
frequently had trouble finding three acquaintances
with whom they could form a group, and they did
not want to guarantee the loans of
microentrepreneurs they did not know. Some found
the time requirements of group formation and
management  too  consuming. Established
microentrepreneurs often complained that the loan
amounts were too small and did not enable them
respond to timely opportunities. Metrofund knew it
could not recruit serious microentrepreneurs if its
product did not serve their needs, so it planned to
devote significant effort in its second year to
improving its service.

Meeting Volume Targets

The number of loans Metrofund hoped to disbursein
its first year proved optimistic for three reasons.
First, as described above, the fund's difficulty in
identifying and recruiting appropriate clients
hindered its ability to serve a larger number of
borrowers. Second, the turnover rate (defined as the
average number of times that each client is expected
to borrow in a given year) was estimated at 2.0.
This value proved unreadlistic due to longer average
loan terms, higher delinquency and lower client
retention than Metrofund had expected.

“The original estimate of loans per year per borrower
was unrealistically high.”

~ Peter Coburn, former Metrofund Manager

The third issue, delinquency, was by far the most
serious. Because Metrofund policy required al
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members of a group to repay their loans in full
before any member of the group could receive a new
loan, delinquency of one person affected the
turnover and retention of at least three others. As of
April 1995, Metrofund estimated that the members
of fourteen of its 30 groups would be ineligible for
future loans because one or more of the group
members was defaulting on aloan. This meant that
only sixty clients were members of groups that were
in good standing. If its estimates were correct,
Metrofund stood to lose half of its client base in the
coming year due to delinquency.

Metrofund knew it had to get the problem under
control, both for its own sake, and for its clients. Of
course, it wanted to minimize the number of
disingenuous borrowers who managed to secure
loans, but it aso wanted to avoid lending to
borrowers who did not have the capacity to carry
debt and would only be harmed, and harm others, by
doing so. When borrowers such as these defaulted,
their credit histories and their self-esteem were
damaged and, consequently, their entrepreneurial
development was hindered instead of supported.

<L~ A lesson learned: For some microentrepreneurs,

“\/< credit is a sub-optimal intervention; it can do more

harm than good.

Metrofund realized that it needed to be more careful
about whom it lent to and not just focus on the
number of needy clients that it was able to serve.
Clearly, not all microentrepreneurs were in a
position to benefit from the service it had to offer, so
Metrofund needed to find a way to identify, access
and serve those clients who could. It also needed to
pay careful attention to the elements of the peer
lending methodology that had made it successful
elsewhere and ensure that those elements existed, or
could be created, in the local context.

Consolidation and Client Service

Metrofund's second year was perhaps its most
difficult. The complications from its first year had
to be resolved at the same time as new ideas and
initiatives were developed. The fund quickly
realized that it had to set priorities. Interestingly, all
of Cameadow’s Canadian microloan funds were



dealing with similar situations at the time and the
minutes of their joint technical meeting in
September 1994 shed some light on how they
planned to proceed:

“We agreed that our priority is sustainability,
which has at least four components. quantity,
quality of loans, high impact and low cost. We
guestioned whether all of these can be met at this
point in time. The clients where we see the
greatest impact also seem to need more input
from us which increases our costs. Quality of
loans also seems to go hand in hand with high
involvement of staff, but cannot be accomplished
by one or two saff over a large number of
clients. In the end, the priority is to first get the
right product for our target group, which should
result in good repayment and a high impact.
Once this is achieved we will focus on scale and
reducing costs.” %

Metrofund continued to build its referral base and
experiment with different outreach strategies, but its
second-year agenda was primarily focused on
improving its client service and consolidating its
portfolio.

Service Quality

Although Metrofund never strayed from its credit-
led focus, it definitely adopted the view that its
service involved more than issuing loans and
collecting repayments. It recognized that peer group
lending was inherently ‘credit plus— credit plus

networking, plus peer support, plus increased
responsibility for and control over business
finances.”*

Besides its basic credit service, Metrofund believed
that it could and should provide some
complementary networking and marketing services
that could help borrowers form connections with
each other and with their external markets. This
conclusion was reached during the fund’s planning
stage, when market research identified the lack of
socia and business connections as a barrier to
microentrepreneurs’ development in Toronto.?? It
was felt that networking initiatives, in particular,
would be a unifying force for the fund and could be

2 Calmeadow, “Technical Meeting Minutes,” September 1994, 1.
2 Calmeadow, “Going Forward,” 12.
% Burnett 28-30.
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provided without too much difficulty by involving
borrower and community volunteers.

, A lesson learned: Clients need to see that they
:Q'. are gaining something of value from their
“¥"  administrative fee. Otherwise, they will perceive

it as just another cost of borrowing.

Metrofund began moving in this direction under
Peter Coburn’s leadership, but it picked up
additional momentum when a change in
management brought Vida Dhaniram into the picture
in August 1995. An immigrant herself with eight
years of banking and community development
experience, Dhaniram was well poised to help
Metrofund move into a new phase. One of her
earliest and clearest goals was the improvement of
the fund’ s client service.

Dhaniram built momentum in this area by
developing the fund's relationships with its clients.
She did this mostly by maintaining regular telephone
contact with borrowers and by using the
conversations to discuss not only clients' loans, but
also their businesses and other needs. She formed a
client advisory committee, which she convened and
consulted regularly to obtain feedback on the fund’s
performance, to test new ideas, and to stay informed
about changes in her clients' needs.

“The Client Advisory Committee not only provided
invaluable information, but also gave excellent hands-on
support and guidance.”

~ Vida Dhaniram, former Metrofund Manager

Armed with stronger rapport and more information
about what its clients wanted, Metrofund began to
sponsor additional activities. In September 1995, it
introduced monthly breakfast meetings that provided
clients with an opportunity to network, hear guest
speakers, exchange business ideas and showcase
their products and services. The gatherings were
held in a meeting room a City Hall, which
Dhaniram managed to negotiate free of charge, and
were well received by clients. Later that year, a
group of borrowers formed a committee they called
PEP (People Empowering People), which took
responsibility for organizing the monthly events.



Metrofund aso established a self-help business
center within its offices, which included a reference
library, computers, a printer, a copy machine and a
bulletin board on which clients could post
announcements and referrals for low-cost services
from both member and non-member businesses.

It introduced a client directory in 1996 entitled,
“Clients Helping Clients,” which was kept in the
business center and was taken to each networking
event. All Metrofund clients were welcome to
complete a one-page description of their business to
be included in the book. The goal was to raise
awareness of the resources available within the fund
and to encourage clients to utilize each other's
services whenever possible. Initially maintained by
aMetrofund staff person, this project was eventually
taken over by a Metrofund client volunteer.

<~ A lesson learned: Metrofund found that its
“\/< networking activities were most effective when

they were organized by a committee of client
volunteers and supported by a staff member who was
interested in seeing the committee succeed. In
Metrofund’s case, that staff member served as a valuable
source of information, motivation, quality control and

continuity.

Later, Metrofund began distributing a one-page
newsletter called “Did You Know?’ in its monthly
mailing to clients. The sheet contained business
tips, information about community events and
organizations that help small business owners,
announcements about trade shows, useful website
addresses, and more. One feature article discussed
the elements of a good business plan, while another
provided a checklist on the fatal flaws of business
ideas. A sample of “Did You Know?" is provided in
Appendix A.

Initiated by Metrofund staff in early 1997, the
newsletter was taken over by volunteers a few
months after it started with production being
facilitated by a Calmeadow administrative assistant.
No statistical analysis has been done on the benefits
that the newsletter provided to clients, but their
willingness to support the newsletter’s production
does suggest that they believed it was valuable.
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Portfolio Quality

Metrofund's other key priority during its second
year of operations was the consolidation of its
portfolio. Several former employees acknowledge
that they were naive in their initial attitude toward
the peer group lending methodology and in their
assumptions about the ability of the methodology to
facilitate successful borrowing among clients who
were not yet ready to assume the responsibilities of
debt. Staff had expected the peer group lending
methodology to reduce the risk and administrative
costs inherent in lending to microentrepreneurs, but
they found that this tended not to happen.

Why? Three main reasons were identified. First,
effective peer screening was lacking; second,
Metrofund’ s systems were weak; and third, many of
the environmental factors that had contributed to the
methodology’s success elsewhere were either not
present or were minimized in the Toronto context.
As a result, the magjority of the loans generated
during Metrofund’s first year were of poor quality.
Eventually, half of them had to be written off.®

To improve its portfolio quality, Metrofund had to
consider al three of the above causes. It had to try to
understand why peer screening was lacking and it
had to identify the environmental factors that had
contributed to the methodology’s success in other
contexts. It then had to explore how Metrofund
might create some of these elements artificialy or
find substitutes for those that did not occur naturally
in the Toronto environment.

It occurred to Calmeadow that one of the reasons for
poor peer screening might be borrowers lack of
knowledge about the types of questions they should
ask each other and the types of things they should
look for to effectively assess each other's
creditworthiness. To respond to this weakness, it
developed a client lending manual for the use of all
of its funds, which was implemented by Metrofund
in March 1995 as the Business Credit Group
Workbook.

The workbook contained a step-by-step explanation
of the group lending process, a business profile
template to be completed by each member of the

2 Eric Santor, “The Incidence of Borrower Default,” Calmeadow
Metrofund Survey Research Report, November 1999, 1.



group, and a list of questions for group members to
consider when visiting the sites of each other's
businesses. It also included short case studies about
the prevention of problems that groups had faced in
the past, sample group by-laws and formats for
meetings and minutes, aloan approval checklist (see
Table 4) and other useful tools.

Table 4: Group Checklist for Loan Approval

O Do al group members completely understand the
purpose of the requested loan?

O Does the amount requested seem realistic for what
it isintended to be used?

O Are the applicant’s
projections realistic?

0O Can the applicant adequately explain how this loan
will earn them money?

O Will the applicant be able to generate an
immediate return to pay back the loan?

O Isthe applicant asking for too much money, or not
enough?

O Has the applicant planned for repayment of this
loan if the business has financial problems?

0O Doesthe applicant have other sources of income?

O How committed has this applicant been to
attending group meetings?

O Do you feel this person can and will repay this
loan in atimely fashion?

Source: Calmeadow, “ Business Credit Group Workbook,” 20.

income and expense

Another reason for poor peer screening was the
difficulty that clients encountered in forming groups,
even when they had guidelines on how to do it. The
creation and management of groupsin alarge, urban
setting was complicated by a variety of factors:
transportation logistics and distance, the small
number of microentrepreneurs as a percentage of the
population, and their dispersal throughout the city.

Borrowers could not interact with each other in the
casual, regular manner in which borrowers generally
interacted in a place like Bolivia. There, up to 90%
of a community’s population was self-employed,
compared to a mere 13% in Toronto.* In the North
American environment, it was more difficult for
microentrepreneurs to find each other. The people
whom they knew and trusted were either not
microentrepreneurs, were not in need of a loan, or
did not live or work anywhere near them. Many
potential borrowers ended up meeting other

2 The thirteen percent figure includes professionals such as doctors,
dentists, architects and consultants.
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microentrepreneurs and forming groups after one of
Metrofund’ s information sessions.

The problem with this method of group formation,
and with many borrower groups in general, is that it
resulted in a situation in which members did not
know each other very well. The networking and
social events, such as the annual picnic, helped
borrowers get to know each other better, but were
still inadequate. It took time to build trust and
comfort within a group. Quite naturally, borrowers
who had known each other for only a short period of
time were hesitant to share detailed and honest
information about their personal situations, their
businesses, and their finances.

When such borrowers had a problem or concern,
they tended to consult Metrofund staff directly rather
than their group. Staff would have to guide them
back to the group while trying to ensure that their
problem or concern was dealt with appropriately.
Several staff members believed that it took more
time to nurture a group of borrowers than it would
have taken to deal with them as individua clients.
In response, Metrofund planned to place more
emphasis on recruitment strategies that targeted
ready-made communities, i.e. ethnic groups,
neighborhood associations, training programs or
other venues in which some level of trust already
existed and from which a more solid borrower group
might emerge.

'~ Alesson learned: Group technologies tend to be
’,OI more effective in closely-knit communities.

Last but not least, Calmeadow recognized that poor
peer screening was sometimes aresult of clients' not
taking the system seriously. For some, it was an
intentional effort to commit fraud. For others, it was
simply a question of priorities. Some borrowers
needed money, so they went through the application
process, being careful not to disclose too much
information and occasionally stretching the truth a
bit, but being generally sincere. They repaid their
loan if things worked out all right, but if things did
not work out for them or for another member of their
group, they did not worry about it. They did not
consider the longer term consequences of their
default, or if they did, they decided their money was



better spent elsewhere than on repairing their own,
or someone else’ s credit problem.

Metrofund reworked its orientation and pre-loan
training to motivate clients to be more serious about
their relationship with the fund. It also clarified
internal policies and procedures and built in
mechanisms for holding both staff and clients more
accountable to the fund’s standards. For example,
before receiving a new group’s loan application, a
Metrofund staff person reviewed the workbooks of
the group’s members to ensure that each of the
required steps of the group formation process had
been carried out, and to discuss the information,
guestions and concerns that came up during the
process.

In June of 1995 a new collections manual was
developed to assist fund managers in handling
delinquent loans. It was divided into two sections:
theory and practice. The theory section defined
delinquency, described the different strategies
employed by delinquent borrowers, and suggested
various counter strategies to be used in the debt
collection process. The practical section used a case
exampleto illustrate the use of these strategies.

By the end of July, Metrofund had begun to
implement the policies contained in the manual,
particularly the written documentation of
delinquency correspondence with clients. It had also
set up a system with the TransUnion Credit Bureau
to record clients credit history with the fund. By
September, a new loan management system, GMS,
enabled Metrofund to identify late payments
immediately. This further facilitated its delinquency
management.

The establishment of these policies, procedures and
systems brought increased rigor and discipline to the
fund. The systems, of course, needed to be tested
and integrated with other elements of Metrofund’s
operations, but they were an important next step
towards sustainability. Clients were informed of all
these developments so they would know what to
expect in the case of delinquency and hopefully be
discouraged from delinquent behavior.

Summarizing the Period

The actions taken by Metrofund since its initial
boom-bust cycle began to show positive results by
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the end of its second year of operation. Asshownin
Figure 2, the number of new clients served each
quarter grew consistently over the period. It grew
sufficiently to maintain the fund's average active
client base despite the number of individuals who
were leaving the fund due to the delinquency
problems described above. Metrofund's active
client base reached a low of 104 borrowers in
October 1996 and then rose for the next thirteen
months in succession.

Figure 2: Metrofund’s Client Base,
January 1995 to September 1996
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The value of the fund's outstanding portfolio was
also maintained. In March 1995 it was at $79,085
and one year later, it was at $80,041. By the end of
Octaober 1996, it had begun to grow and was valued
at $107,722. Asshown in Figure 3, Metrofund came
nowhere near achieving the budget projections for
its second year, but it did succeed in stabilizing its
situation. Its housecleaning resulted in $52,659 in
write-offs, and lowered its arrears to 3.5% of its
outstanding portfolio.”

Figure 3: Comparison of Actual and Projected
2"Y ear Performance
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% Calmeadow Metrofund, “ Statistical Summary at October 31, 1996.”



The Development Phase

Once Metrofund brought its delinquency under
control, established a referral network, consolidated
operational policies and procedures, and installed an
appropriate loan management system, the project
was ready to move on. The strengths and limitations
of its group loan product were clear. It could serve a
portion of Calmeadow’s target market effectively,
but it was not an appropriate product for many of the
clients Metrofund wished to serve. Borrowers
wanted the option of working with Calmeadow on
an individual basis and they wanted access to larger
loan amounts than those available through the group
lending product.

Metrofund believed that responding to these needs
was key to its viability. Its five-year life as a pilot
project was aready haf over and it was far from
achieving its original objectives. Metrofund needed
to attract more clients and it had to do a better job at
retaining the clients it aready had. Staff believed
that the revisions made to the group lending product
would make it more effective in the future, but they
also believed that the fund needed to offer more than
one product to attract and retain a sufficient volume
of clientsto achieve self-sufficiency.

In late 1996, Calmeadow’s new Executive Director,
Paul Royds, worked with Vida Dhaniram to create a
business plan for what was called “the development
phase.” The plan was designed to respond to the
client needs that had been identified and to focus
Metrofund on the challenges of reaching scale and
profitability. It wasto guide the fund’s activities for
the next five years and aimed to move the fund from
a client base of 116 active borrowers and an
outstanding portfolio of $107,722 on November 1,
1996 to 1,436 active clients and an outstanding
portfolio of nearly $4 million by the end of 2001.

New Products

At the core of Metrofund’s growth strategy was the
introduction of two new products: individual loans
and aworking capital line of credit.

The introduction of an individual loan product was
anticipated for severa years already. The 1993
feasibility study that led to Metrofund’ s creation had
recommended it, but had suggested that individual
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loans be introduced as a “second level” product once
the fund had established itself, refined its operations
and management systems, and had the opportunity
to gain more insight into its clientele.® By October
1996, Metrofund had achieved these things, so it
was alogical next step to introduce the new service.

Metrofund's rationale for offering an individual
lending product was three-fold:

1) To serve the needs of microentrepreneurs
identified as having larger loan requirements
than available through the peer group lending
model, but who remained outside the scope of
the formal banking sector.

2) To provide a continued source of credit to
successful graduates from the peer lending
program who had established themselves as
creditworthy.

3) To generate additional revenue for Metrofund to
assist it in achieving its goal of financial
viability, while effectively subsidizing the cost
of lending to the smallest and neediest
microentrepreneurs through the peer group
lending model.?’

It was relatively easy for Metrofund to make the
decision to provide individual loans to borrowers
who had already participated successfully in its peer
group lending program. The fund wanted to be able
to reward the performance of such borrowers, and to
give them the opportunity to manage their credit as
independent actors according to loan terms that met
their personal needs. Since Metrofund had already
established relationships with these borrowers, it
would be in a strong position to judge their
creditworthiness, and therefore, could minimize the
risk associated with providing partially collateralized
loans to individual microentrepreneurs.

It was a much more difficult and riskier undertaking
to offer large, individua loans to first-time
borrowers. The fund did not have the systems or
skills to manage this type of lending. It would have
to define new €ligibility criteria and documentation
requirements, set policies on collateral registration
and collection, develop more sophisticated screening
mechanisms, and hire staff with lending experience

% Burnett 13.
2" Calmeadow Metrofund, “ Individual Lending Proposal,” May 1995, 1.



Table 5: Cameadow Metrofund Product Matrix as Proposed in 1996

Product Peer Group Loan Individual Loan Line of Credit
* Newer businesses « Established businesses (i.e. « Established businesses (i.e.
e Smaller scale or less sophisticated one year or more) one year or more with a
Target entrepreneurs » Larger scale enterprises Metrofund borrowing record)
Market « Individuas who place high value wishing to have aone-to-one |+ Businessesrequiring
on business and social peer relationship with Metrofund supplementary working capital
support * Requires one-to-one
relationship with Metrofund
Account Manager
e 12% fixed interest rate e 12% fixed interest rate e 12% fixed interest rate
Pricing |+ 5% fee at commencement + 6.5% feeat commencement |+ $10 flat monthly fee
.ll\_/l axIMUM | 3 t6 24 months 3 to 60 months 3 to 60 months
erm
Limits $500 to $5,000 $1,000 to $15,000 $1,000 to $15,000
* Borrower participation in * Borrowers receive one-to-one | ¢+  One-to-one service to supply
approval process account service working capital needs
e Continued borrowing through e Flexibleloansgearedtoneed |« Alignment with chartered bank
Product group repayment + Serviceis consistent with account management facility
Features |« Proving ground for individual or conventional lending using Calmeadow “brand”
and _ conventional loans approach « Established, successful
Benefits |+ Knowledge and experience gained |+  Higher level of planning and borrowers will qualify
reviewing group business plans training experience » Sophigticated borrowing tool
e Mutual professional and personal |+ Speaks to freedom of choice in the hands of mature
support from borrowing group for microentrepreneurs borrowers

Source: Calmeadow Metrofund “ Business Plan: Development Phase 1997-2001,” Appendix F-1.

and business analysis skills. Employees who were
around at the time confirm that it was not an easy
process, yet in March 1997, Metrofund made its first
two individual loans, and by the end of the calendar
year, it had made ten more.

Metrofund lent up to $15,000 to individua clients
based primarily on their character and repayment
capacity. Borrowers had to be in business one year
and, in the absence of a strong guarantor, they had to
provide some kind of collateral. They also had to
present a business plan, a credit bureau report, and
references. With an annual interest rate of 12% and
an administration fee of 6.5%, the individual loan
product was priced below the services of finance
companies and department store credit cards but
higher than regular credit cards. Its price reflected
the higher cost of personally managed small-balance
business loans.”®

% Burnett 6.
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Beginning in the second year of its development
phase, Metrofund planned to make an additiona
product available to its clients: aworking capital line
of credit. Lines of credit were to be authorized for
up to $15,000 to clients with an established business
who had at least one year of successful borrowing
with Metrofund or who could supply appropriate
collateral and/or guarantor support. The product was
intended to serve borrowers who needed financing
for inventory purchases. For them, an operating line
of credit would be far more appropriate and
beneficial than afixed-term loan.

Table 5 summarizes the characteristics of
Metrofund’ s new package of products. Asshownin
the table, the group loan product remained
essentially the same in the development phase,
athough its administrative fee was raised from 3%
to 5% of the original loan amount. For both group
and individual loans, Metrofund decided to set a
higher fee for initial loans and to lower that fee over



time as a borrower’s loan size increased. This was
to help compensate for the higher relative cost of
processing borrowers' initial loans. Line of credit
clients would simply be assessed a flat
administrative fee of $10 per month.

Getting to Scale

The increased product offerings were key to
Cameadow’'s strategy of getting to scale. With
more products, Metrofund would be able to provide
valuable services to a wider range of clients. It
would be able to improve its client retention by
offering an alternative to clients who outgrew their
groups. Larger individual loans would also mean
higher portfolio volume, lower costs, increased
operational efficiency, and therefore, higher cost
recovery.

Contributing to Calmeadow’s optimism about the
opportunities available to Metrofund in its
development phase was the increasing evidence of a
large and growing demand for microcredit in the
greater Toronto area. In a 1996 SEDI-sponsored
project, Bain & Company estimated the number of
self-employed entrepreneurs requiring microloans to
be approximately 15,600.° With the termination of
the Y outh Venture Loan Program, and the closure of
both the Greater Toronto Loan Fund and the Black
Community Credit Union, there were few surviving
loan funds available to meet this demand.

Metrofund was well-positioned to supply the needed
services, yet by the end of 1996, it had only 114
active  borrowers. Clearly, trandating
microentrepreneurs’ identified need for credit into a
demand for Metrofund’s services would be a major
challenge in the years to come.

Although it still lacked clear answers, Metrofund
was much more knowledgeable about its target
market than it had been three years ago. It was
beginning to understand what it meant to serve an
invisible and very dispersed market. Most of its
clients ran home- or street-based businesses. Many
were not registered, few belonged to an industry or
professional association of any kind and most did
not publicize their enterprise beyond word-of-mouth.

? Cited by Rafael Gomez, “The Market for Microcredit in the Greater
Toronto Area: A Summary,” Calmeadow Metrofund Market Research
Report, December 1998, 2.

Metrofund was also beginning to understand the
diversity of its market. It served young and old, men
and women, immigrants from Africa, the Caribbean,
Eastern Europe, South Asia, East Asia, and South
America. It lent to clients from 24 different
neighborhoods in the greater Toronto area, some
with Masters degrees and others with less than high
school education. Some borrowers were social
assistance and employment insurance recipients,
others had full-time jobs. Together, they operated a
wide range of businesses, as shown in Table 6.

Table 6: Types of Businesses Operated by Cal meadow
Metrofund Borrowers

Business Type % of Clients
Clothing: Design and Manufacture 154
General Sales (Retail, Wholesale, 12.8
Import/Export)
Health and Hygiene: Hair Salon, 11.0
Barber, Massage, Cosmetics, Fitness
Arts and Crafts (including jewelry) 7.3
Restaurant/Catering/Food Preparation 6.4
Graphic Design, Printing, Copies, 6.4
Desktop Publishing, Books,
Newsletters
Audio-Visual (Photography, Video, 6.1
Music)
Computer Consulting (Webpage 5.8
Design, Networking, Hardware and
Software Sales and Service)
Janitorial/Cleaning Services 5.2
Genera Services 55
Professional: Accounting, 4.4
Bookkeeping, Legal, Insurance,
Finance, Administration, Temp
Teacher/Tutor/Daycare 2.6
Mechanic/Repair: Bicycle, Car, 2.6
Appliance
General Consulting 23
Furniture: Manufacture and Sales 2.0
Other 20
Construction/Contracting 1.2
Landscaping/Plant Nursery 0.9

Source: Calmeadow 1998 Annual Report



With such a diverse and hard to reach clientele,
Metrofund concluded that another key to its future
growth would be the continued strengthening of its
referral  network. It had aready established
numerous contacts with community, ethnic and other
social organizations, training centers, banks, and
financing companies, as well as with provincia,
federa and municipal governments. In its
development phase, Metrofund planned to leverage
its marketing efforts by building on these
relationships. The more that strategically placed
organizations knew about Metrofund, the greater the
chance that a microentrepreneur would come into
contact with someone who would share information
about Metrofund’s services. Already, Metrofund
had noticed more information requests coming in
from a larger variety of sources as its contact
network spread.

Metrofund was unsuccessful at identifying one
particular type of organization from which it could
recruit ajackpot of clients, but it thought it might be
able to identify specific neighborhoods or
communities that would be more receptive to its
services than others. It alocated a monthly budget
of $500 to experiment with local advertising efforts
designed to build awareness of Metrofund in specific
communities.

While the massive public relations campaign that
helped to launch Metrofund ultimately proved
problematic, it certainly succeeded in raising the
visibility of the fund.  Similar initiatives in
neighborhoods with a concentration of the kind of
clients Calmeadow wanted to reach might be more
effective.  Metrofund experimented with media
outlets such as community newspapers, ethnic
organizations newsletters, women-oriented
publications, radio advertisng and community
television advertising (when pro bono air time was
available). A brochure emphasizing the nature and
target market of Metrofund’s products was produced
and distributed in libraries, community centers,
immigration centers, training centers, ethnic
chambers of commerce, and educational institutions.

In addition, Metrofund made two more important
moves that were designed to help it grow. Firgt, it
physically relocated to an office downtown that was
near bus, streetcar and subway lines and had space
for a conference room and client business center.
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Although criticized for being located in the center of
Toronto’s intimidating financial district, rather than
a storefront office in a more welcoming
neighborhood, the Bay Street location was a
reasonable solution because it provided relatively
easy access for clients coming from all over the city.

<L~ Alesson learned: When searching for loan officers,
“\/< look for individuals who: 1) come from a similar

socio-economic background as the clients to be
served; 2) have an aptitude for field work; 3) are
committed to the program and to people in general; 4)
are able to relate easily and well to the target population;
and 5) are honest, independent and responsible.

Second, Metrofund hired additional personnel.
Previously, the fund had been run by a manager and
one other loan officer or administrative assistant, and
maybe a volunteer or two, but this organizational
structure was deemed insufficient for implementing
the changes described above. In January 1997,
Violeta Quintanilla was hired as a full-time outreach
coordinator. In March, Sergei Sawchuck was
brought on board as a credit officer. In May, a
former Metrofund client, Susan Weekes, was hired
as an account administration officer. The three
employees were hired not just for their technical
skills, but also for their ability to relate to
prospective clients. This mix had a very positive
impact on Metrofund’ s outreach efforts as described
in more detail later in the document.

)~ A lesson learned: Hire someone who is familiar
“\/< with a particular ethnic community to do outreach

and build a referral network within that
community.

Achievements and Challenges

During the April 1997 — March 1998 fiscal year,
Metrofund reached new heights. Its active client
base grew 112% while its outstanding portfolio grew
135%. Outreach during the period was extremely
successful, particularly within the Latino community
where Quintanilla targeted her marketing efforts.
More first-time loans were made between February



and August of 1997 than had been made during the
previous 36-month history of the fund.

The year ended with mixed results, however. After
reaching a high of 358 active clients with an
outstanding portfolio of $455,603 in November
1997, Metrofund experienced a decline in both the
number of clients it served and the quality of its
portfolio. It was a modest decline, but a decline
nonetheless, and it was a disappointment to those
who thought the fund had finally taken off on a
sustainable growth path.

As highlighted in Figure 4, Metrofund fell short of
the goals it had set for the first year of its
development phase. It made fewer loans, retained
fewer clients, disbursed less money, and wrote off a
larger percentage of its outstanding portfolio than it
had hoped. However, despite all of this, it covered
37% of its operating costs with the revenue
generated by its operational activities. This is
exactly the target that it had been shooting for, and
was a significant improvement over the 14% cost
coverage that it had achieved the year before.

The next four months were uncertain ones for
Metrofund. The total number of active clients
continued to decline, but the rising number of
individual borrowers resulted in an outstanding
portfolio volume that remained essentially
unchanged over the period. The lack of growth was
attributed to several factors including seasona
variations, personality conflicts among staff, and a
leadership vacuum. Calmeadow’s Executive
Director resigned for persona reasons in late 1997
and Dhaniram left in May 1998. Morale was low
among the three Metrofund staff who remained, but
their commitment to Calmeadow was still high.
Weekes, Sawchuck, and Carla Kendall, who was
hired as a senior loan officer in November 1997,
believed in what Metrofund was trying to do and
longed to play a more participatory role in helping it
achieveits goals.

Certainly, a great deal of progress had been made
thus far. Metrofund was still the largest microloan
fund in Canada and was among the largest in North
America. It had more than four years of experience
working with the peer group lending methodology
and more than a year's experience working with
individual loans. It had experimented with a variety
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of outreach strategies and had shown that high
growth rates are achievable. What Metrofund had
not yet been able to prove was the long-term
viability of its operations. Was growth sustainable?
Could it ever reach sufficient scale to cover the costs
of its operations? What did it need to change to
achieve this goa? These are some of the questions
with which Metrofund entered its next stage.

Figure 4: Comparison of Projected and Actual
Performance during the First Y ear of the
Development Phase
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Testing the Viability
of the Model

In July 1998, Tony Farebrother came on board as
Metrofund's third manager. With a background in
finance and accounting, a commitment to
community economic development, and more than
seven years experience managing the Bread and
Roses Credit Union in Toronto, Farebrother brought
a fresh and informed perspective to the fund. His
expertise, together with Metrofund’'s level of
maturity, made it possible to put the stand-alone
microloan fund model to afairly rigorous test.

Under Farebrother’ s leadership, Metrofund set out to
determine three things in particular:

1) How many microentrepreneurs could it
realigtically hope to reach? Is the potentia
market large enough to provide economies of
scale?

2) With economies of scale, could Metrofund serve
its market in a sustainable manner? Could it
generate enough income to cover the costs of its
services?

3) Using the stand-alone microloan fund model,
could Calmeadow have the impact it desired on
its clients' economic development?

Metrofund sought the answers to these questions
through a combination of initiatives that included
internal efforts to increase efficiency and volume, an
intensive marketing experiment in a neighborhood
with a high concentration of potentia clients, and
empirical research into the delinquency and impact
of the fund. Each of these areasis explored in more
detail below.

Operational Initiatives

The operational issues that Metrofund dealt with
during this phase were no different than those
addressed in previous phases. It endeavored to
provide a valuable service, and through that service,
to generate sufficient revenue to cover its costs.
What changed during this phase was the program’s
emphasis. Metrofund now needed to focus on the
long-term viability of its operations. In particular, it
needed to concentrate on increasing its income and
decreasing its costs.
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Metrofund had three options for increasing the
amount of revenue it generated. It could: 1) raiseits
prices;, 2) expand its client base; or 3) increase the
amount that the average client borrowed. Raising
prices was an unreaistic option for the fund. Not
only would it have been difficult to implement given
the social pressure against charging higher interest
rates to the poor, but it would also have been likely
to hinder the fund’'s efforts to attract and retain
quality clients. The fund was already lending at
rates that were within the range of retail credit card
companies and it wanted to stay below the rates of
finance companies, which had a poor public
reputation. Thus, Metrofund chose to focus on the
second and third options, making a greater effort to
be strategic in its outreach, to retain current clients,
and to increase the scope of itsindividual lending.

On the cost side, Metrofund was fairly constrained.
Since it aready operated on arelatively tight budget,
it had only two options for decreasing costs in any
significant way. It could increase the productivity of
its staff — either through the number of clients they
served or the size of the portfolio they managed — or
it could lower its arrears rate. Metrofund made
effortsin both areas.

Individual Lending

During its first year of individua lending,
Metrofund made 35 loans. This modest level of
activity gave the fund an opportunity to experiment
and to refine the new product while still operating at
a relatively small scale. Based on its experiences
with the introduction of its group loan product,
Metrofund’ s caution seemed justified.

After a year of experimentation, however, everyone
was eager to expand the fund’s individual lending.
Both loan staff and management believed that doing
so would be key to increasing Metrofund’ s portfolio
and, consequently, itsincome.

The product was expected to contribute to growth,
first and foremost, by helping to retain customers.
The group loan product was a hard sell to begin
with, and those clients who bought into the idea of
solidarity group borrowing often lost interest fairly
quickly. By providing an individual loan,
Metrofund hoped to reduce its desertion problems.



The individual loan product was also intended to
attract more clients, particularly those who operated
larger and more established businesses. This
expectation seemed realistic in July 1998, given that
Metrofund’'s average initial individual loan of
$6,413 was more than six times as large as its
average initial group loan of $1,060.%

To increase Metrofund's individua lending,
Farebrother introduced two main changes when he
came on board. First, he gave al credit officers the
authority to manage a portfolio of individual
borrowers (previously, only the manager dealt with
these loans). He gave them the freedom, within
certain established limits, to set loan size, collateral,
and documentation requirements based on the merits
of each borrower. The change was deemed feasible
because Metrofund’ s two loan officers had sufficient
experience to make wise credit decisions. Their
recommendations, however, were reviewed by an
external credit committee that was created to provide
loan officers with feedback, oversight, and training.

Second, Farebrother made it an outreach priority to
spread the word about the existence of the individual
loan product. Few referral agencies were aware that
a new product had been introduced, and those that
did know had very little information about it.
Clearly, the fund needed to market its new product
better. It designed and distributed new brochures,
updated its information sheets for the two loan
products, and re-established its relationships with
key referral agencies and their staff.

Together, these changes produced almost immediate
results. As shown in Figure 5, the number of new
individual borrowers began to increase in the third
quarter of 1998. During the eighteen-month period
lasting from July 1998 to December 1999, the
number of active individual borrowers grew 413%,
and the size of the individual lending portfolio grew
367%. This contributed to significant growth in
Metrofund’ s total client base and active portfolio, as
shown in Figures 6 and 7. By December 1999,
individual  borrowers represented 57%  of
Metrofund's 429 active borrowers and 79% of its
$1.5 million outstanding portfolio.

% Eric Santor, “Impact Analysis” Calmeadow Metrofund Survey
Research Report, October 1999, 3.
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Figure 5: Growth in the Number of
Individual Borrowers
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Strategic Outreach

Metrofund experimented with a variety of different
marketing channels during its first three years of
operation. None of them had proven to be the link to
a jackpot of potential clients. When Farebrother
arrived, it was unclear how the fund might best
recruit new borrowers.

There was a general sense that the fund needed to
review its experiences thus far as well as undertake
some additional research to identify outreach
strategies that produced the best results. Metrofund
had established contact with some 400 referral
agencies, yet Farebrother found that few of these
relationships had been maintained. Even in the self-
employment training programs where Metrofund
staff made regular presentations, teachers and
advisors often had old information. Since these
advisors thought they had “heard it all before,” they
left the room when Metrofund made presentations.
Thus, they never found out about changes and
developments within the fund, such as the
introduction of itsindividual loan product.

In response, Farebrother and his team set out to
make Metrofund more organized and systematic
about its outreach. They identified key referral
sources and sought to build stronger relationships
with the staff of those organizations. Separate
campaigns were developed for particularly strategic
referral  sources, such as the sdf-employment
training programs. In March 1999, a research
project was launched to help identify which outreach
strategies were the most cost-effective.

Metrofund redesigned its information flyers to be
more user-friendly. Appendices B and C contain the
1997 and 1999 versions of the flyer for individual
loans to facilitate a comparison of the product and its
marketing over time. The new flyer employed a
guestion and answer format that explained the basic
elements of the loan process and not just the
requirements of borrowing. It was more specific
about the details of the loan, yet it expressed
Metrofund’ s desire to be flexible and to examine the
merits of each application on a case-by-case basis.
With sentences such as, “ Y our business is important
to us,” the new flyer was obviously designed to be a
marketing tool, and not just a channel for
information delivery.
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“\/< effective way of distributing

Besides approaching its existing outreach methods
more strategically, Metrofund experimented with
several untested yet creative marketing approaches.
First, it put its application materials on the Internet.
The decision to do so was arather casual response to
an offer by Calmeadow’s Technical Support Unit,
which was revamping Calmeadow’s website at the
time. It proved, however, to be auspicious. The vast
majority of potential borrowers who inquired about
Metrofund had access to the Internet and, once they
were given a website address, could immediately
obtain additional information and an application.
They did not have to wait for documents to be sent
and Metrofund did not have to absorb the mailing

costs. This was aso a cost-effective way of
processing preliminary inquiries by potential
applicants.

)~ A lesson learned: the Internet can be a cost-
information and

application forms to both current and potential
clients.

A second strategy involved hooking up with the call
centers of major banks to access the upper echelons
of their rgjects. Metrofund actually negotiated an
initial arrangement with the Business Development
Bank of Canada that led to several referrals being
made, but the relationship, and the outreach strategy
in general, got bogged down in the nuts and bolts of
facilitating the referrals. Most call centers dealt with
callers from across the country, so it was difficult to
single out only the Toronto candidates for referral.
If acall center succeeded in doing so, it then had to
figure out how to provide the referral in a way that
preserved the confidentiality of the client’s
application, yet did not complicate its processes too
much. Clearly, sending Metrofund alist of rejected
clients together with their names and addresses was
not an option, yet having call center representatives
fax a special letter to rejected clients on a case by
case basis advising them of Metrofund’'s services
proved to be more trouble for the banks than it was
worth. Ultimately, it was a good idea that no one
could figure out how to implement.

A third strategy was Metrofund's brief attempt at
adopting a more decentralized agent strategy to
leverage its limited resources. It forged a



partnership with the Lake Simcoe Self-Employment
Training and Information Center through which the
center would make loans on behalf of Metrofund.

According to Farebrother, it was a smart strategy for
finding clients because the center was well-
connected with the community and its staff could
screen potential borrowers. It was also, however, a
costly strategy. As Calmeadow found in its earlier
experiences with the First People’'s Fund,
decentralized operations could be labor-intensive.
Metrofund had to train Lake Simcoe staff and guide
them on their first few loan applications, but with
very few borrowers, it was difficult for the local
representatives to gain expertise. Soon, turnover at
the Center necessitated additional training from
Metrofund, which eventually redized that the
partnership was going to drain rather than augment
its resources. It abandoned both the relationship and
the decentralized strategy in general >

Client Retention

By June 1998, Metrofund was well aware that client
retention was critical to achieving sustainability.
The more borrowers stayed with the program, the
larger the fund's client base and portfolio would
grow. Repeat borrowers generally borrowed larger
amounts, so retaining clients would also increase the
fund's average loan size. Furthermore, since loan
officers tended to spend less time on the application
and assessment processes of repeat borrowers,
retaining more clients should improve the fund’s
operating efficiency.

Unfortunately, by the end of May 1998, only 312 of
the 653 clients that Metrofund had served over time
continued to be active borrowers. Since the fund did
not systematically track client retention, Farebrother
did not know how to interpret this seemingly high
dropout rate when he arrived at the fund. He
conducted a small experiment, gathering data on all
clients who had repaid their loans during the four-
month period from February to May 1998 in an
effort to understand Metrofund's current retention
pattern.

3 Working Capital has experimented with the decentralized agent model
over a much longer period of time and recently completed a series of
working papers on its lessons learned. Part three of the series was
written by Jeffrey Ashe, the founder of Working Capital, and is a
particularly interesting resource for any organization that is considering
the implementation of a decentralized agent lending model.
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As shown in Figure 7, only 30% of the ninety clients
who completed their loan during the period decided
to borrow again. Seventeen percent were deemed
ineligible for future loans because they had
frequently been delinquent in making their loan
payments. The remaining 53% of the sample
consisted of clients with whom Metrofund would
have liked to maintain a relationship, but who had
decided not to borrow again.

Figure 7: Post-Repayment Decisions,

February to May 1998
Reborrowed
30%
Inactive
53%
Ineligible
17%

Farebrother attempted to contact the individuals who
fell into this category to find out why they had
chosen not to borrow. Many had either moved or
changed phone numbers so they could not be
reached, but of those who were contacted, five said
they would be interested in taking a loan in the
future, but did not want to do so immediately. Two
were dissatisfied with some element of Metrofund’'s
service, two were no longer in business, and one had
decided she did not want to borrow again because
she did not like having debt.

While Farebrother’s informal sampling was hardly
comprehensive, it indicated the presence of former
clients who were interested in staying in touch with
Metrofund, but with whom Metrofund was not
staying connected. The fund’'s policy at the time
was to drop clients from its mailing list once they no
longer had an active loan. Farebrother changed that
policy so that clients who Metrofund wanted to
retain would be identified in the information system
as “inactive” and would continue to receive updates
from the fund.

Farebrother’s informal sampling also prompted the
fund to take a more in-depth look at why borrowers
leave the fund. Loan officers began conducting
more systematic exit interviews with departing



borrowers, and external researchers helped gather
extensive data on borrowers who had already left the
fund. The results of this research are discussed later
in the document.

Within three months of Farebrother’'s arrival,
Metrofund introduced financial incentives to make it
more attractive for existing clients to maintain their
relationship with the fund. The pricing structure of
both loan products was adjusted so that repeat
borrowers would benefit from a lower interest rate
and administrative fee commensurate with their on-
time repayment performance. Beginning in
September 1998, the annual interest rate on first time
loans was set at 13% and was lowered by one-half
percent per repeat loan to a minimum rate of 11%.%
The administrative fee for first time borrowers
remained at 6.5%, but was reduced by one quarter of
a percent for every $1000 increase in the loan
amount to a maximum of $425. Metrofund knew
that these changes would decrease its revenue in the
short-term, but if the changes succeeded in
increasing client retention, the additional income
generated would more than compensate for the loss.

<L~ A lesson learned: Send good clients a letter of
“\/< congratulations when they finish paying off their

loan. It creates an opportunity to sustain a
relationship with clients by providing information about
their future borrowing options, and by inviting them to
take advantage of other services the institution has to
offer.

Metrofund also took a closer look at the non-
financial services that it had introduced in the last
two years. Calmeadow had recognized by 1998 that
it was inappropriate to take a purely minimalist
approach to providing credit for microentrepreneurs
in Canada.® Its clients demanded other services,
and it was Metrofund’ s willingness to provide these
services that helped set it apart from other lenders.
The fund’'s networking and marketing efforts had
weakened during the first half of 1998, duein part to

%2 Prior to September 1998, Metrofund’s loans were all charged a 12%
annual rate of interest. Dueto a 1% risein the primelending rate earlier
in the year, Metrofund decided to increase the interest rate on its first
time loans by 1%, and to simultaneously institute the 0.5% rate
reduction for each repeat borrowing.

% Calmeadow, “Annual Report 1998-1999,” 11.
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the departure of Quintanilla, the outreach
coordinator who had supported client volunteers in
making most of the events happen, and in part to
uncertainty about the future direction of the fund.

During the second half of 1998, Metrofund placed
renewed emphasis on these services. Five
networking/marketing sessions were planned for the
coming year in addition to the annual picnic, and the
newsletter was reinstated as a bi-monthly publication
that was timed to coincide with advertising for the
events. A Quick Reference Guide for Small
Business was compiled to help place useful referrals
a borrowers fingertips (see Appendix D).
Cameadow also formalized its relationship with
CESO, an organization of volunteer, retired and
semi-retired managers and executives, to make free
business consultation services available to
Metrofund' s clients. Once a week, active borrowers
could make an appointment to meet confidentially
with aVolunteer Business Advisor.

These initiatives, together with others described in
this section, proved effective in improving
Metrofund's client retention rate, as illustrated in
Figure 8. By December 31, 1999, the fund was
retaining approximately 59% of its clients annually,
whereas eighteen months earlier it had been
retaining merely thirty-two percent.

Figure 8: Client Retention Rates,
June 1998 to December 1999 **
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At the end of June 1998, Metrofund’s client-to-staff
ratio was at a level of 100 borrowers per loan

% Retention rates were estimated using the following formula: 1 —
[(active clients one year ago + new clients — active clients at year end) /
(active clients one year ago)].



Table 8: Cameadow Metrofund I ncentive Scheme

Quantitative I ncentive
Portfolio-at-Risk
(worth up to 7.5% GSDP)

Minimum Requirements
Targets that must be met for
any reward to be received

Qualitative Incentives
(worth up to 5% of GSDP)

Quantitative Incentive
Growth in Active Client Base
(worth up to 7.5% GSDP)

Portfolio-at-risk over 30
daysis< 10%

Loan lossrate (write-
offs) for the previous 12
monthsis < 4% of
average outstanding
portfolio

Number of active clients
increases during the
period

. If portfolio-at-risk < 8%,
reward = 1% GSDP.

If portfolio-at-risk < 7%,
reward = 2% GSDP

If portfolio-at-risk < 6%,
reward = 4% GSDP

If portfolio-at-risk < 5%,
reward = 7.5% GSDP

Criteria are determined
at the beginning of each
quarter for each loan
officer by his’her
respective manager

If misstarget by lessthan
5%, reward = 2.5% GSDP

If misstarget by lessthan
2.5%, reward = 4% GSDP
If meet target, reward = 5%

GSDP * Incentiveis customized
If exceed target by 2.5%, to each person's

reward = 6% GSDP responsibilities and the

If exceed target by 5%, unigue circumstances of

reward = 7.5% each quarter

Note: GSDP = loan officer’s gross salary during the period

officer, with each loan officer managing an average
portfolio of $150,000. These ratios were above
average for North American institutions, but they
fell far below the 250 clients and $615,000 portfolio
per loan officer targets that Metrofund had set for
the period.

One of the major challenges Metrofund faced during
this stage was to test how close its staff could come
to meeting the established goals. Calmeadow had
calculated that a 250 client per loan officer ratio was
necessary to achieve self-sufficiency, but it had yet
to determine whether this level of productivity was
attainable.

Productivity was a problem for two main reasons.
First, many of Metrofund’s clients were quite needy
and they demanded a lot of time and energy from
loan officers and other staff members. Often staff
fulfilled the function of socia workers and
counselors to help customers work through
emotional and financial crises.

Productivity was also undermined by geography.
Metrofund served the entire metro Toronto area and
some borrowers lived more than an hour away.
Since al staff relied on public transportation, a
business assessment or a delinquency visit for one
client could take the better part of an afternoon.

Beginning in latter half of 1998, Metrofund staff
strove to achieve higher levels of productivity,
particularly the loan officers. They understood the
challenge at hand and were relieved to have
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Farebrother give them more operational freedom and
alarger role in decision-making than they had had in
the past. The more participatory environment was
initially very motivating. Later, Metrofund found
that it had carried decentralization too far and
needed to make adjustments to provide a level of
structure and direction that effectively supported
staff.

In early 1999, Metrofund made an effort to motivate
its staff through financial rewards. It introduced a
performance-based incentive system through which
loan officers could earn quarterly bonuses worth up
to 20% of their base sadary by meeting certain
portfolio volume and loan quality targets. As shown
in Table 8, seventy-five percent of the incentive was
awarded based on quantitative targets that applied to
al loan officers equally. Twenty-five percent of the
incentive was customized for each loan officer to
motivate improvement in specific areas. Minimum
standards had to be met for any bonus to be
received.

L oan officers were involved in designing the system
and in identifying what they thought to be
appropriate targets, yet the system ultimately proved
ineffective in  motivating their performance.
Metrofund's portfolio quality took a turn for the
worse soon after the system was implemented and
few loan officers received bonuses after the first two
guarters of 1999.

Nevertheless, by the end of 1999, Metrofund’s loan
officers were managing an average of 143 clients



and a portfolio of $500,000, which represented a
substantial improvement over the previous June.
One loan officer actually achieved the goa of
managing 250 clients, but she also came very close
to burning out and ended up leaving the fund in
January 2000. Interestingly, she noted that it was
not the incentive system or the pressure placed on
her by others that motivated her to work so hard, but
rather, her relationships with her clients.

Delinquency Management

Even though Metrofund lowered the percentage of
borrowers who defaulted during the 1997-1998
fiscal year, itsloan lossratio still remained relatively
high at the end of March 1998 at 10.6% (see Figure
9).* Even more disturbing was the rise in its
portfolio at risk ratio, from 12.2% to 14.3% during
the same period.®*  Clearly, the fund still had
delinquency problems and managing them became a
top priority for the rest of 1998 and 1999.

Figure 9: Delinquency Management from

1997 to 1998
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While the level of arears was perhaps
understandable given the high-risk  market

Metrofund was serving, it was also costly, both in
terms of the financial losses sustained on defaulted
loans, and in terms of the time and energy staff spent
following up on delinquent clients. Farebrother and
his team recognized this and began, amost
immediately, to implement policy changes that
would attack the problem from three different
angles.

% The loan loss ratio is calculated as the total amount written off during
the period / average outstanding portfolio during the period.

% Unless stated otherwise, portfolio at risk is calculated as the
outstanding balance of loans in arrears > 30 days / average tota
outstanding portfolio.
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First, they attempted to move the fund dlightly up
market, so that it could diversify the risk it incurred
when it lent to microentrepreneurs with start-up
businesses or poor credit histories. For example,
during the process of identifying key referra
sources, staff paid attention not only to the quantity
of referrals generated by each source, but also the
quality of the clients. Many of the fund's most
successful borrowers had been graduates of Self
Employment Assistance Programs, which were
intense and competitive training programs funded by
the federal government. The microentrepreneurs
who graduated from these programs were well
prepared to take advantage of Metrofund’s services
and loan officers found it relatively easy to establish
a conscientious relationship with them.  The
programs provided a limited market for Metrofund,
since banks also served many of the graduates, but
because of the quality of the referrals they provided,
the fund worked hard to maintain strong
relationships with them.

Second, as already discussed, Metrofund tried to
strengthen the incentives to encourage clients to
repay their loans on time. Group borrowers could
hope to access individual loans, and all clients could
look forward to lower prices if they paid on time.
The fund aso looked into the possibility of
introducing a credit card or line of credit, since
research had indicated that more than 85% of its
current borrowers were interested in such a
product.’’ Given the high demand, it would have
probably been an effective carrot for motivating
clients to develop a longer term and more serious
relationship with the fund. Unfortunately,
Metrofund found that the line of credit would be
extremely complex to administer and would require
some kind of partnership with afinancial institution.
A credit card product seemed more feasible, but its
cost was prohibitive, particularly given the number
of clients whom the fund would have trusted with
the product.

The bulk of initiatives introduced in an effort to
better manage delinguency fell into a third category,
which consisted of internal policy changes designed
to reduce risk through the fund’'s processing of
loans.

8" Rafael Gomez, “A Summary of Calmeadow Borrower Characteristics:
Evidence from the 1998 Cameadow Client Survey,” Calmeadow
Metrofund/Nova Scotia Market Research Report, December 1998, 3.



= Weekly staff meetings were held to review all
applications for loans over $2,000 as well as any
collections problems. In Farebrother’s words,
“the meetings provided staff with an opportunity
to understand and learn from each other, and it
ensured that collections were given the priority
they deserved.”®

m  An externa credit committee was created to
review all applications of $5,000 or more. It
consisted of three volunteers. one from a
national bank, one from aloca credit union, and
an accountant. Farebrother was present at the
meetings, as were the loan officers who
proposed the loans.

= An effort was made to rely less on collateral and
more on guarantors in assessing individual loan
applications. Since cosigners could vouch for
the applicant’s character and the potential of the
enterprise, they were expected to provide amore
effective guarantee than collateral, which was
difficult to collect and often had little market
value.

= A $50 application fee was introduced for new
individual loans, which was deducted from the
borrower’s administration fee if the loan was
approved. The idea behind the fee was to
discourage |ess-than-serious applications. Given
that several applicants’ checks bounced during
the first six months of the new policy, it seemed
to have been awise idea.

By the end of the 1998-99 fiscal year, Metrofund
had reduced its delinquency to the lowest level inits
history. It wrote off atotal of $35,000 in bad debt,
which represented 6% of the average outstanding
portfolio during the year, and its portfolio at risk
over 30 days stayed below 5% for most months of
the period.®

But then things started to go wrong. By September
1999, Metrofund’s portfolio at risk more than 30
days had risen to 8.5% of the current outstanding
portfolio, and its total portfolio at risk (taking into
account arrears of 30 days or less) was 14.4%. There
was little consensus at the time as to what exactly

% Tony Farebrother, Interview, October 26, 2000.

% Martin Connell, Letter to Calmeadow Board of Directors, May 20,
1999.
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was causing the higher delinquency, but recent
interviews with staff highlighted several factors that
were thought to have contributed to the problem.

Figure 10: Portfolio at Risk as a Percentage of Current
Outstanding Portfolio™
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First, the internal credit meetings had broken down.
Rather than improve communication and learning,
they had increased tension among staff and
eventually became counterproductive. Loan officers
found it difficult to have their decisions judged by
peers, particularly when the criticism given was
more personal than professional. Unfortunately, the
meetings were never replaced with a more
productive dternative and the quality of the loan
approval process no doubt suffered as a resullt.

The external credit committee continued to operate,
but it too had difficulty fulfilling its mandate.
Metrofund had hoped to create a team of private
sector advisors who would guide it in the prudent
assessment of loan applications. The volunteers that
served on the committee did their best to carry out
this function and, indeed, provided some valuable
hands-on training to loan officers in the assessment
of loan applications. However, since the committee
as a whole was not held accountable for the
decisions it made, its effectiveness was limited.

If the external credit committee had been given a
dua role of approving loans and reviewing
performance, it would have had an opportunity to
learn from its decisions and could have provided

“0 This is the only table that tracks portfolio at risk as a percentage of
current outstanding portfolio. Monthly data on average outstanding
portfolio was not available so the current outstanding portfolio value
was used for illustrative purposes.



more insightful advice in the future. It could have
also transferred additional expertise to Metrofund
staff by helping them resolve problems that
developed with some of its larger loans. Metrofund
had been reluctant to request this level of
commitment from volunteers, but in retrospect
believes that such participation would have made a
significant difference in the effectiveness of the
committee.

<L~ Alesson learned: For an external credit committee
“\/< to be effective, it must be part of the process of
monitoring performance on the loans it approves.

Despite its efforts to focus less on collateral,
Metrofund found that few clients had a guarantor to
offer as part their individual loan application. This
meant that it had to rely on collateral, persona and
professional reference checks, and site visits to
assess a borrower's level of commitment.
Unfortunately, it was difficult to judge commitment
on the basis of the assets clients had to offer as
collateral. Used equipment, inventory, or a four-
year old computer could have agreat deal of value to
a client who was serious about her business and
needed the assets to operate. However, they could
also be odds and ends that were offered up by a not-
so-serious borrower. In any case, they were small
and could easily disappear. Reference checks and
site visits were much more valuable ways of judging
a borrower’s commitment, but they were not aways
carried out as part of the loan approval process.**

Some suggested that these steps were skipped
because of the pressures and time constraints that
loan officers faced as they increased their portfolio
volume. This definitely became a problem in the
area of collections. Metrofund had a policy of
giving loan officers thirty days to resolve collection
problems with their clients before turning over any

“ Site visits were a contentious issue at Metrofund. Some managers
believed they were vital to the loan approval process, while others
believed they were not cost-effective, particularly for smaller loans. By
the end of 1999, there was increasing consensus that a client’s reluctance
to accept a site visit was a fairly good indication that he/she was not
being honest about hig’her situation. For this and other reasons, the site
visits were increasingly valued, but were still operationally challenging
to implement.

2 Excerpt from a memo written by Sergei Sawchuk, former Metrofund
loan officer.
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Lessons Learned from Write-Offs; %

Be wary of loan applicants who:

» areinahurry to get aloan and who fail to fill
their application in full. If they don't have the
time to fill in their information properly, nor
have the patience to wait a few days, then
maybe they need the money for something
other than business purposes.

» have poor credit histories and have done little
to rectify their situation (i.e., they may have a
loan in collections or written-off, but if they
are making payments then it shows that they
are assuming responsibility).

P lack a stable residence. There must be a place
to run the business; if applicants move around
too much, then their business can’t be stable.

» have references (landlords, etc.) that are
difficult to get a hold of. For organizations
that do character-based lending, it is important
to talk to others to verify what is stated on the
application.

» have not disclosed their true credit position on
the application. The most direct way to judge
the honesty of the applicant isto compare their
application to their credit bureau report—
there should be very few differences.

» fail to present any business records when
applying for repeat loans. For first loans, one
can be flexible in terms of records requested,
but for each larger subsequent loan the clients
should become more serious about their record
keeping.

P cannot provide identification and other
supporting documentation.

files to a collections officer. The idea was to
encourage loan officers to take responsibility for the
loans they had approved and to find ways of
creatively resolving problems together with their
clients, thereby taking advantage of, and perhaps
strengthening, the  staff-client  relationship.
Collecting past due payments was not an easy task,
however, because loan officers had a lot of other
responsibilities. They had to do marketing, enter
data, make reference checks, approve loans, and
counsel clients. Collections needed to be top
priority, but it often was not.



There are two more factors that were thought to have
contributed to Metrofund’'s delinquency
management problems: 1) insufficient training; and
2) growth. By the end of 1999, Metrofund’s loan
officers were convinced that they needed more
training to effectively evaluate individual loan
applications, particularly those of first-time
borrowers. Without the benefit of an established
client relationship or peer group support, loan
officers had to rely more on their own assessment of
clients' character and capacity to service debt, and
they realized that their skills in the latter area were
weaker than originally thought.

Finally, growth in the size and number of individual
loans increased the concentration of Metrofund’s
portfolio. When the portfolio consisted entirely of
$1,000 to $5,000 loans, a single bad loan did not do
much harm, but as Metrofund began making more
$10,000 to $15,000 loans, individual borrowers
began to have a larger impact on the overall quality
of the portfolio. In thisrespect, growth increased the
fund’s portfolio risk, particularly when the factors
discussed above combined to decrease the
effectiveness of the loan approval processin general.

The Davenport Project

The Davenport project was a marketing strategy and
aresearch initiative rolled into one. Designed to test
the depth of the market that Metrofund was trying to
reach, the project consisted of two components. a
targeted outreach campaign and a market research
initiative, both of which were applied within a
specific geographic area— the federal political riding
of Davenport, just west of downtown Toronto.

The Davenport area had a population of
approximately 84,000 at the beginning of 1999,
which represented 3.6% of the total population of
Toronto. It was chosen as Metrofund’s test market
because of its high concentration of potentia clients.
The area had relatively high rates of sdf-
employment and unemployment, a large immigrant
population, and a lower than average household
income.

Outreach Analysis

The outreach component of the Davenport project
began in March 1999 and lasted nine months. Its
am was to generate as many new clients for
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Metrofund as possible by focusing outreach
intensely on a limited geographic area® By
targeting its efforts, Metrofund hoped to eliminate
some of the problems it faced when trying to serve a
widely dispersed population, and perhaps generate
some new ideas about how to operate efficiently in a
large, urban context.

The fund also hoped to gain a better understanding
of the unique characteristics of the Davenport
community. It wanted to use this enhanced
understanding to build and maintain a more intricate
network of referral sources, to improve its
assessment of loan applications, and to forge closer
relationships with clients, since they would be
located nearby. It expected that stronger
relationships with its referral sources and its clients
would improve character assessments, encourage
more borrowing, and bring Metrofund closer to
sustainability.

To support the project, Joni Sharkey was hired as a
full-time outreach coordinator and worked together
with the Davenport-Perth Neighborhood Center to
establish community networks, to promote
Metrofund’ s loan products, and to generate referrals.
Genera information sessions were held at the
community center one evening each week, and a
Metrofund loan officer was regularly present at the
center to meet with both existing and potential
clients.

Ultimately, the outreach project was less successful
than anticipated. It generated atotal of 184 referrals
and 24 new clients over a nine-month period. Given
that the result was made possible by the full-time
effort of one staff person and the part-time effort of
at least two others, the impact was significantly less
than that achieved by Metrofund’'s other staff
without the additional cost of an intensive campaign.
During the same nine months, Metrofund’ s four loan
officers recruited 166 new clients, more than three
times as many new borrowers per person than in
Davenport.

Of course, the short-term time frame of the
Davenport project skewed its results. The research
component of the project suggested that a significant

“ This section draws heavily from the Calmeadow Research Report
prepared by Suzanne Bradley and Joni Sharkey entitled, “Highlights
from the Davenport Outreach Project, March-October 1999.”



lag exists between the time individuals hear about
Metrofund and the time they are ready to actually
make use of its services. Thus, it is possible that the
outreach initiative would have generated more
significant returns if it had remained operative for a
longer period of time.

Recognizing that the project was limited by its nine-
month time frame, the results of the outreach
campaign were still valuable, particularly in terms of
the insight they provided into the effectiveness of
various marketing strategies. Each of the outreach
methods employed during the project was evaluated
based on its cost and the number of inquiries and
loans it generated.

<~ A lesson learned: Mass-marketing can be a very
“\/< useful tool for generating name recognition, but it

is a difficult tool to focus. Grassroots marketing is
more labor intensive, but can be used to target and
develop contacts in specific communities with high
demand potential.

In genera, the outreach methods that proved to be
most cost-effective within the budget and time
parameters of the project were referrals from
community groups and training organizations, press
articles, in-person visits, and a collaborative self-
employment workshop that was conducted with
other community organizations. The methods that
proved least effective—bus ads, newspaper
advertisements and postering—were not only more
expensive, but were also more likely to result in an
inappropriate fit between the needs of potential
borrowers and Metrofund's loan requirements.
Additional details on the evaluation results can be
found in Appendix E.

L~ A lesson learned: Newspaper articles written
-\/< about Metrofund proved to be more effective and

less expensive than general advertisements in the
same newspaper. Not only did they generate more
inquiries, but they improved Metrofund’s legitimacy and
providled a more comprehensive profile of the

organization than general ads. *

“ Metrofund did not pay for articles to be written, but the advertising it
purchased in local newspapers seems to have been important in
establishing a relationship with the media.
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)~ A lesson learned: Loan officers should make an
-\/< effort to speak directly with the owners of the

neighboring businesses of existing and potential
clients.  Besides helping assess the character of a
borrower, it gets the word out about the service the

loan fund has to offer.

Sizing up the Market

The second component of the Davenport project was
a market research initiative to assess the demand
potential for Metrofund's services. Conducted by
Suzanne Bradley, it complemented the outreach
campaign described above by providing a rich
database that could be used to better understand the
characteristics of the market in Davenport, and to
offer some insight into the potential of Metrofund’s
Toronto market more generally.

The research initiative had three objectives: 1) to
identify the needs of microentrepreneurs in the
Davenport area; 2) to estimate the level of latent
demand for credit; and 3) to estimate the size of the
market for Metrofund’ s services. Datawas collected
over a four-month period through the use of a short
survey, which was conducted by telephone and in
person. Bradley used community business
directories, local newspapers, door-to-door visits,
and tear-away ads on bulletin boards to develop a
database of more than 600 microentrepreneurs. Of
this total, approximately 200 participated in the
survey.”

The research concluded with several useful
observations.® First, it indicated that nearly one-
third of the microentrepreneurs surveyed had a latent
demand for credit; in other words, they cited the
inability to access credit as an impediment to the
operation of their businesses. When asked to explain
the reasons for their exclusion from the credit
market, these microentrepreneurs responded as
shown in Table 9 (see next page).

The research noted that microentrepreneurs with a
latent demand for credit tended to own businesses
that had been in operation for more than one year but

% Suzanne Bradley, “The Davenport Market Research Project, July-
October 1999,” Draft Calmeadow Research Report, June 2000, 4.

“6 Bradley 19-20.



less than five years. They were also frequently
members of an immigrant community, although the
relationship between being an immigrant and having
alatent demand for credit was not significant for all
ethnic groups. There seemed to be a link between
the degree of establishment of each ethnic
community and its ability to access credit, i.e. the
longer the community had been in the area, the more
likely it was to have aready built relationships with
financia ingtitutions. No clear relationship was
found between having a home-based microenterprise
and having alatent demand for credit.

Table 9: Credit Barriers Identified by Microentrepreneurs
with a Latent Demand for Credit

Personal Barriers

Poor credit history (20%)

No credit history (11%)
Bankruptcy (5%)

Lack of assetg/collateral (5%)
No guarantor (2%)

BusinessBarriers

Erratic business earnings (8%)
Lack of documentation (3%)

Institutional Barriers

Poor bank services (12%):

- highfees

- impersonal process

- red tape

- dtrict qualifications

- hasde

- intimidating

Assumed barriers to small businesses (9%)
Ethnic/gender discrimination (5%)

Source: Santor, Cameron, Bradley and Sharkey, 19.

In addition to credit barriers, microentrepreneurs
cited a number of other challenges to their
businesses, both financial and non-financia in
nature. Table 10 on the following page summarizes
the results of a survey question that asked
respondents to rank the primary obstacles to the
operation of their business and to list suggestions for
overcoming each obstacle. Based on these results,
the research report recommended the provision of
non-financial training in areas such as advertising,
cash flow, market research, customer service and
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networking to assist microentrepreneurs in
overcoming their respective obstacles.

Perhaps the most important outcome of the research
was the identification of a vast gap between the
number of microentrepreneurs with an interest in
microcredit and the number with an interest in
Metrofund's services. Twenty-one percent of those
surveyed indicated an interest in microcredit, but
only 25% of the tota actualy applied for a
Metrofund loan.

The research suggested three reasons for this gap: 1)
those who expressed an interest in microcredit may
not have been prepared to apply for aloan during the
time period of the research; 2) they may have
disliked the services Metrofund had to offer; or 3)
they may have decided that they would not meet
Metrofund's borrower requirements and therefore
self-selected themselves out of the potentia
applicant pool. Whatever the reason, the 2.5% ratio
was surprisingly low and suggested that Metrofund' s
market may not be particularly deep.

Using a Human Resources Development Canada
estimate of 121,169 total microentrepreneurs in
Toronto, the Davenport research report suggested
that although the aggregate level of demand for
microcredit within the city was approximately
23,022 microentrepreneurs, the number of
microentrepreneurs who would actually be willing to
borrow from Metrofund at any given time was much
smaller (see Table 11). Having observed a realized
demand of 25% of the microentrepreneur
population in Davenport, and having projected an
actual demand in the area of 5.0%, the report
estimated that Metrofund's real market potential lay
in the range of 4570 to 9,140 borrowers,
representing a portfolio of $23 to $46 million.

Table 11: Estimating Metrofund’s True Market Potential

Percentage | Number
_Total microentrepreneurs 100% 121169
in Toronto
Microentrepreneurs .
interested in microcredit 21% 23,022
Microentrepreneurs who
would be willing to borrow 2.5-5.0% | 4,570~-9,140
at any given time

Source: Santor, Cameron, Bradley and Sharkey, 22-3.



Table 9: Ranking of Business Obstacles and Challenges

Rank | Obstacle/Challenge

Suggestions from Microentrepreneurs

1 Lack of capital (15%)

- takeout aloan
- borrow from friends and family
- work harder to find ajob

2 Heavy competition (14%)

- diversify business/change business
- provide better customer service
- Cut prices

3 No obstacles or challenges (13%)

4 Lack of aclient base (10%)

- provide better service
- increase level of advertising
- closethe business

5 Access to credit (8%)

- getaloan
- get agovernment grant

6 Marketing/advertising (6%)

- advertiselocally
- network
- hire amarketing staff

~

High taxes (5%)

- sharelocation/change location

8 Cash flow (4%)

- find apart-timejob
- get overdraft protection or aloan

9 Government regul ations (3%) - lobby government/speak out
10 Lack of workspace (2%) - changelocation
11 Lack of managerial skills (2%) - learn by doing

- takeabusiness course

Source: Santor, Cameron, Bradley and Sharkey, 17.

Research I nitiatives

Besides the market research carried out in
Davenport, Metrofund engaged in several other
research studies, which were carried out by two PhD
students at the University of Toronto, Rafael Gomez
and Eric Santor. Together, they collected and
organized an impressive set of data on the entire
population of clients who had been served by either
Cameadow Metrofund or Calmeadow Nova Scotia
up to August 30, 1999. The data were drawn from
client files and from a survey that Gomez and Santor
designed and administered.

For Metrofund, the research yielded particularly
useful information in the areas of delinquency and
impact, so these are the two topics explored in more
detail below. The statistics cited in this section
pertain only to the 969 borrowers that were served
by Metrofund during the time period of the study.

Delinquency

The research on delinquency was designed to help
Cameadow understand the incidence and causes of
late payments and default and to provide suggestions
to improve the application, assessment, and
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monitoring processes. For Metrofund, the research
contained several surprises:

m |t revedled that 25% of dl
defaulted on aloan.

= |t suggested that, all other things being equal,
wealthier, more experienced borrowers were not
better credit risks. Household income, assets,
and business revenues were not correlated with
borrower success.

® |t showed that business characteristics such as
start-up status, being home-based, or a sole
proprietorship did not predict default.

= Findly, it argued that good repayment history
was nhot an accurate predictor of future

repayment.

borrowers had

On thislast count, the research made two interesting
observations. First, good performance on an initial
loan did not necessarily signal good performance on
later loans. Table 12 provides an example by
assessing the repayment performance of borrowers
who had obtained three loans from Metrofund by
July 1998. The “active borrowers’ repaid their loan
in full and continued as active clients in August



1999. The “inactive borrowers’ repaid their loan in
full but were not active clients as of August 1999.
The “delinquent borrowers’ did not repay their
loans.

Table 12: Average Number of Late Payments by
Third-time Borrowers

First ~ Second  Third
loan loan loan
Active borrowers 0.70 1.35 2.40
Inactive borrowers 0.90 1.00 211
Delinguent borrowers 0.38 1.15 5.08

Source: Santor, “ The Incidence of Borrower Default,” 15.

As shown in the table, delinquent borrowers actually
performed better on their first and second loans than
did active borrowers. They had an average of 0.38
late payments on their first loan while active
borrowers had an average of 0.70 late payments. On
their second loan, delinquent borrowers had an
average of 1.15 late payments; active borrowers had
an average of 1.35.

The second observation proved to be the flip side of
thefirst. Not only was a good repayment record not
necessarily a predictor of success, but early
repayment difficulties were not found to signal
eventual default. As shown in Table 13, successful
borrowers actually had repayment problems much
earlier than those who eventually defaulted. On
average, active borrowers made their first late
payment just 1.2 months after receiving their first
loan, while delinquent borrowers, on average, did
not register their first late payment until 2.3 months
after receiving their first loan.

Table 13: Average Number of Months before
First Late Payment

First Second  Third
loan loan loan
Active borrowers 1.20 1.60 2.10
Inactive borrowers 143 174 3.28
Delinguent borrowers 231 4.54 4.08
Santor, “ The Incidence of Borrower Default,” 16.
According to the research, demographic

characteristics seemed to have a significant power in
predicting delinquency. Borrowerswere more likely
to default if they were young, male, born in Canada,
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single, or had less than a high school education.
They were less likely to default if they were older,
married, or had self-employment training.

'\, A
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lesson learned: Self-employment training
implies a lower chance of default.

Despite the fact that the study analyzed more than
twenty different variables, its regression analysis
could explain only 23.5% of the causes of defaullt.
Although the implications of this finding were
many, Santor summed them up when he wrote:

Simply put, the quantifiable information
contained in the loan application form may not
provide much useful information for predicting
the incidence of default and, thus, the screening
process must acknowledge this reality....Loan
managers will need to rely more on qualitative
measures to screen potential clients.’

<L~ A lesson learned: Being a member of a club, team,

7, association or organization that meets fairly

regularly is significantly and positively correlated
with business success.

I mpact

In the area of impact, Calmeadow was interested in
answering two questions. First, was Metrofund
reaching the type of client that it had set out to
serve? Second, were borrowers better off because of
having had access to Metrofund’s loans?*

“ Calmeadow has significant impact
in economic terms.”

~ Eric Santor, University of Toronto

Tables 14, 15 and 16 present an overview of the
research results in this area. Together, they clearly
indicate that Metrofund was reaching the kind of
clients that it had been designed to serve, and

47 Santor, Cameron, Bradley and Sharkey, 12.

“ Rafagl Gomez and Eric Santor, “Membership Has its Privileges: The
Effect of Social Capital and Neighborhood Characteristics on the
Earnings of Microfinance Borrowers,” October 2000, 17.

“ The data in this section is taken from Eric Santor, “Impact Analysis,”
Cameadow Metrofund Survey Research Report, October 1999.



furthermore, that it had been doing so consistently
over time. Asof August 1999, the average borrower
had a net worth of just $6,779 and a household
income of $1,636 per month, which was below the
poverty line as defined by Statistics Canada. The
profit generated by their businesses ($1,258 per

subsequent loans. Clients who had completed three
loans saw the net worth of their business grow more
than two and a half times more than clients who had
completed only one loan.

Table 15: Changesin Household Income and Business

month) may seem small, but the impact was Performance
substantla! for households trcl)at lived so close to the Borromers | Borrowers | Borrowers
poyerty line. ' A!mqst 40% depgnded on their Variable witha2™ | witha3® | with a4®"
business as their principal source of income. loan: n= | loan:n= | loan; n=
Table 14: Profile of Metrofund' s Clients mg:rtgy household $51 $321 $122
as of August 1999
Monthly revenue $1,067 $1,031 $2,829
Demographic Char acteristics Monthly $482 $301 $2,197
«  56% of all borrowers are female expendnural
«  Ethnicaly diverse clientele Monthly profits $587 $229 $632
*  53% are immigrants (were not born in Canada) Assets - $674 $3,657 | $19,527
e 17% arelessthan 30 years old; 12% are more than Liabilities -$2,310 - $226 $15,103
50 years ol d;50 the average borrower age is 42 Net worth $1,637 $4,029 $4,423

years

Household Char acteristics

*  Average household income of $1,636 per month

*  Over hdf of all borrowers receive income from
government sources (SEA, El, social assistance)

e One-third of al borrowers do not participate in the
labor market

e 39% of borrowers rely on self-employment as
principal source of income

»  Average household net worth is $6,779

e For 40% of clients Calmeadow is only source of
credit

Business Characteristics

Source: Santor, “ Impact Analysis,” 6.

Table 16 presents a trend analysis of borrower
characteristics over time. Metrofund’s total client
base as of July 1998 was divided into four relatively
equal groups, with group one being the first set of
clientsto join the fund and group four being the last.
As shown, Metrofund served a greater proportion of
immigrants and women over time. It consistently
served start-ups and those who had no other access
to credit.

Table 16: Trend Analysis of Borrower Characteristics (%)

«  Average business revenues of $2682 per month;
profits of $1,258

e 74% of businesses are |ocated in the home

e 32% of businesses are startups

e Average age of businessesis two years.

Source: Eric Santor, “Group Lending and Borrower Default: An
Empirical Assessment,” Working Paper, October 2000, Appendix 3.

The question of whether or not clients were better
off as a result of having borrowed from Metrofund
was more difficult for the researchers to answer. As
shown in Table 15, the revenue, profits and net
worth of Metrofund clients did increase, even for
those who had completed just one loan. On average,
borrowers business performance increased with

% Craig Churchill, “ Calmeadow Metrofund and Nova Scotia Operational
Review,” June 1998, 7.

40

Group 1| Group 2 | Group 3| Group 4
Category (Aprto [(Sep94to| (Aprto | (Oct97
Aug 94) | Mar97) | Sep97) [toJul 98)
n= n= n= n=
Immigrant
status. born 239 52.3 55.8 61.0
outside Canada
Female 47.8 51.2 56.0 62.2
Currently
unemployed 313 37.2 237 42.1
Business income
ismajororonly | 354 50.7 389 315
source of income
No other sources
of credit 43.8 42.2 38.4 39.5
Start-up business| 35.1 311 355 37.8

Source: Eric Santor, “ Profiling Calmeadow’ s Borrowers,” 7-9.



This suggested, but could not confirm, the fund’'s
generally positive impact. Without a control group,
there was no way to determine whether the changes
had actually resulted from Metrofund’s services, or
whether they had been the result of a combination of
other factors, such as client ambition or an
improvement in the macroeconomic environment.

Santor and Gomez also expressed concern that,
despite improvements in the average borrower’s
situation, Metrofund loans appeared to leave many
borrowers worse off. They found that roughly one-
third of al borrowers reported lower profits and
business revenue after receiving a loan and nearly
25% of al borrowers eventually defaulted. Surely,
this had negative implications for many borrowers
self-esteem,  credit  history, and business
development.™ Even those borrowers who
improved their net worth often did so with a
significant increase in their liabilities, as shown in
Table 15.

Thus, although the two researchers recognized that
Metrofund's loans “may help a significant number
of individuals develop their own businesses and
attain new levels of self esteem and empowerment,”
they aso challenged the fund to “seek ways to
ensure that its credit is extended to those borrowers
who will be able to successfully capitalize on their
new opportunities and not fall deeper into debt.”>
Their challenge was one of those considered as staff
paused to reflect on the results of Metrofund's
testing phase.

51 Santor, “The Incidence of Borrower Default,” 7.
%2 Santor, “Impact Analysis,” 3, 6.
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Reflecting on the Results

By November 1999, Metrofund was nearing the end
of its sixth year, and Cameadow had to make a
decision about its future. Was Metrofund achieving
its objectives, or at least, was it making sufficient
progress toward its objectives to warrant additional
fundraising?

There was little doubt that Metrofund was achieving
its socia objective. Clients such as Diego Nazar,
Bibi Nusrat, Anna Mendez and Lisa Julian-Pitter
were proof of the program’'s impact (see box at
right). Their success stories, and the stories of
others like them, made Calmeadow eager to find
ways of continuing to provide microfinance services.

It was equally clear, however, that Metrofund had
not met its commercial objective, and there was
uncertainty about whether it could ever meet it. As
of November, the fund was covering only 40% of its
costs.>® Could it do better, or was the credit-led,
stand-alone microloan fund model an inefficient
strategy with which to pursue sustainability? Some
of the issues that Calmeadow reflected upon in an
effort to answer this question are considered below.

The Potential Mar ket

In the projections for its development phase,
Metrofund had estimated that it would need 1,436
active clients and a portfolio of $4,213,478 to come
close to breaking even. With 429 clients and an
active portfolio of $1,528,560 as of November 31,
1999, Metrofund was only one-third of the way
towards achieving that goal. Knowing that it would
need to capture greater economies of scale to
achieve self-sufficiency, Calmeadow re-evaluated
the market environment within which Metrofund
operated to determine the potential for future
growth.

The environment had changed considerably since the
early 1990s, when credit wastight, and privatization,
corporate downsizing and a weak economy all
contributed to the rapid expansion of self-
employment. In 1993, Calmeadow’s research had

% This forty percent figure is an overstatement of Metrofund’s true level
of sustainability since the fund received back office and oversight
services from Calmeadow that were not included in its financia
statements.
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Stories of Client Success

Diego Nazar and his wife Jais Frenandas started
D&J Cleaning Professionals, a housekeeping service.
With a $1,000 loan from Metrofund, they advertised
and distributed flyers in various neighborhoods of
Toronto and then hauled their cleaning egquipment on
public transit to reach clients homes. With a second
loan of $2,000, they were able to buy a car and
expand their business to serve clients in more distant
locations. After three years in business, Nazar was
contracting people to work for him while he went to
school full-time to get a business degree.

Bibi Nusrat used her $1,000 Metrofund loan to start
a daycare. After completing a four-month diploma
course, she used the loan to design a play-room in
her home, buy toys and books, and install a swing in
her backyard. At the time of her second loan, she
was caring for five pre-school children and made $21
per day for each child. Plus, she was able to care for
her own four children.

Anna Mendez lost her job due to company
downsizing. In the same month, her husband lost his
job aswell. They decided to be honest with the bank
about their situation and asked to have their
mortgage payments temporarily reduced. The bank
responded by calling their mortgage and Anna and
her husband were forced into personal bankruptcy.
Deciding she had nothing left to lose, Anna turned to
self-employment and started her own international
marketing company. With her first Metrofund loan,
she purchased the materials she needed to get
started. With her second loan, she purchased a
computer and printer. With her third loan, she
financed a business trip to Argentina and secured
contracts to export bicycles to Chile and Argentina.
She later opened a warehouse and has since become
one of the major contractors for salvage clothing and
store returnsin Toronto.

After Lisa Julian-Pitter’'s marriage broke up, she
turned to self-employment to support herself and
children. She designed a business plan for her own
esthetics business during a course she took with the
Self-Employment  Development  Initiative (SEDI).
SEDI introduced her to Metrofund and with a $1,000
loan, she opened Natural Choice Mini Spa. Julian-
Pitter started off in a small, one-room studio, but
within four months, she had received a second loan,
was employing a part-time assistant, and was looking
to hire two hairdressers for the front of her salon.




described the potential for small business loans in
Toronto as “vast.”>

By 1999, the Canadian and Toronto economies had
improved significantly. Jobs were more plentiful,
unemployment was very low, and a smaller
percentage of the economically active population
was being forced into self-employment. An
increasing percentage of the population was
deliberately choosing self-employment as an
aternate career path, but these microentrepreneurs
tended to be educated, computer literate, and have
access to financing.

Competition to supply small business loans had also
increased quite radically. Thanks to credit scoring
and automated teller machine technologies, banks
were making loans under $15,000 in 24 hours or less
through overdraft facilities, credit cards and lines of
credit. The loans were approved by telephone based
on a simple one-page application form. No business
plan was necessary. Just three years earlier, it would
have still been extremely uncommon to see a
business loan of this size be approved by a bank.

Since Cameadow’'s ultimate goa was for
microentrepreneurs to have access to appropriate
financial services, it saw the banks movement
down-market as a positive trend. Yet the change
complicated Metrofund’s strategy because the banks
were effectively skimming off the top layer of the
market that the fund had expected to serve. Those
with a decent credit history could now obtain a bank
loan no matter how small the amount or how short
the term requested.

Theincrease in job and credit availability since 1993
begged the question of whether a market for
Metrofund’s services continued to exist. A number
of surveysin the last three years suggested that there
were gill thousands of microentrepreneurs in the
Toronto area who needed credit, but could not get
access to it.™ Using the HRDC's 1998 estimate of
the number of microenterprises in Toronto, the
studies would have predicted a potential market for

5 Burnett, 3.

% Calmeadow, “The State of Microcredit in Canada,” February 1999.
Also, Rafadl Gomez, “The Market for Microcredit in the Greater
Toronto Area.”
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Metrofund of between 27,000 and 54,000
microentrepreneurs.®

One could argue, of course, that those numbers were
too high, since the studies estimated the number of
microentrepreneurs who wanted access to credit and
not the number who could actually benefit from a
microloan. Metrofund’'s Davenport research
suggested that the number of microentrepreneurs in
the Toronto area who had the ability to service debt
and would actually be ready to borrow at any given
time was somewhere between 4,600 and 9,200.

Even if the Davenport estimates were correct,
Metrofund could conceivably maintain an active
client base of 1,500 clients. It would be difficult,
though, particularly when its relatively high-risk
borrowers would be scattered all over the city.

Reaching the Market

After six years of experimentation, the area of
marketing remained something of a black box for
Metrofund. It had tested a variety of different
strategies, technologies and channels yet none of
them had proven to be “the key” to effective
marketing in a sprawling, urban community. If the
fund were to continue operating, it would need to
keep experimenting in this area.

<L~ A lesson learned: If you are trying to sell a loan
< product that is based on a personal relationship,
you have to market it in a personal manner.

’

By 1999, Metrofund had learned that its marketing
was most effective when it was carried out through
referral relationships that were personal and well-
maintained. Thus, its challenge in the future would
be to develop a grassroots marketing strategy that
affordably nurtured such relationships.

Metrofund saw no clear path to achieving this goal,
but staff members generally felt that there was much
that could still be done. For example, the fund could
experiment with part-time outreach coordinators,
who might even be interns contracted on a short-

% Calmeadow, “Cameadow Metrofund: The Next Five Years,
Sustainability and Success,” Discussion Paper, December 1999, 15.



term basis, to do outreach in a particular
neighborhood or ethnic community with which they
were familiar. If such coordinators knew their
community well, they could easily introduce
Metrofund to key referral sources and could provide
the links necessary to establish legitimate and
appropriate relationships within the community. To
maintain these relationships, Metrofund might find it
more effective to work with five coordinators in five
different communities who each worked just one day
a week, rather than hire one full-time coordinator
who would try to service al communities.

Metrofund could set up an ambassadors program
similar to that of ACCION New Mexico, which
trains select clients in leadership skills and public
speaking so that they can become advocates for
ACCION and for microentrepreneurs in general.
Such client ambassadors could make presentations to
policy makers, public officials, and the corporate
and banking communities to inform them of the
needs of the microenterprise sector and the potential
to become involved as mentors for clients. They
could also speak to community groups about
Metrofund and host gatherings in their homes where
other entrepreneurs could learn about the program.57

As Rafael Gomez pointed out in his 1998 research,
Metrofund could also do more trade-based outreach.
Gomez identified the occupations with the highest
number of self-employed workers within the greater
Toronto area and suggested that Calmeadow target
some of its marketing to reach specific trades,
namely  property administrators, trandators,
interpreters, interior designers, and truck drivers.®

In sum, there were still options to explore, but
exploring them would require a larger marketing
budget, and that ran counter to the sustainability
objective Metrofund was trying to achieve. As
discussed later in this section, the gap between
Metrofund's revenues and expenses was already
quite large, and was growing. A significant increase
in marketing expense would not be viable.

5 William Burrus and Katherine Stearns, “Building a Modd:
ACCION'’s Approach to Microenterprise in the United States,” The US
Issues Series, Document No. 1 (Colombiaz ACCION International,
February 1997) 24.

% Gomez, “The Market for Microcredit in the Greater Toronto Area,” 5.

The Service Provided

Although Metrofund was designed to provide
minimalist microcredit services, what it ended up
offering was a basket of credit-led services that
included a resource center, business advice,
networking, mentoring, and more. Part of
Cameadow’s reflection process was to consider the
extent to which this basket of services actually met
its clients needs. Was the service it provided
attractive enough to generate a sustainable volume
of business?

“In order for aloan fund to be sustainable it
must be relevant.”

~ Mary Coyle, former Executive Director, Calmeadow >

Financial Services

On the credit side, Metrofund offered two products:
a peer group loan and an individual loan. For more
than five years, the peer group loan was its primary
product. Then, in March 1999, it began to approve
more individual loans than group loans, and by
August, individual borrowers made up a larger
percentage of its client base and portfolio than group
borrowers.

Both staff and clients reportedly preferred the
individual loan product, for many of the reasons
cited in Table 17 (see next page). It was a more
customized product and it avoided the hasse of
group formation and management. Acknowledging,
however, that the individual loan product was not
appropriate for all borrowers, loan officers continued
to recommend the group loan product to
microentrepreneurs who they thought would benefit
from it. Since March 1999, they disbursed an
average of one group loan for every two individual
loans, or approximately ten group loans per month.

By providing both loan products, Metrofund offered
its clients a choice, and in many cases, a stepping
stone for growth. Microentrepreneurs with no
collateral, no cosigners and/or a poor credit history
could get themselves established with a group loan
and later graduate to a one-on-one relationship with
Metrofund through an individual loan. The creation
of this option no doubt contributed to the rising
retention rates that were shown in Figure 8. These

% See annex in Calmeadow, “Going Forward.”



Table 17: Advantages and Disadvantages of Metrofund’s Group and Individual Lending from a Client Perspective

Advantages

Disadvantages

* No formal collateral required

support

Offers networking and marketing opportunities

Group

« Feedback and brainstorming within the group can
encourage more viable or creative business ideas

e Group members can provide moral and/or monetary

» Canincrease members’ motivation and focus on the
business due to the need to be accountabl e to the group
» Useful for establishing or re-establishing a credit history | °

e Can be difficult and time-consuming to form
groups and maintain them over time

* Members are burdened with the financia risk of
others

» Everyone in the group must repay their loan
before anyone can access another

» Loan terms are not tailored to the needs of

individual members

Personal information is shared with others

» Memberswho are unfocused or unmotivated
can be adrain on the group

e Tailored to clients own financial and timing
requirements
* Retains confidentiality

Individua

¢ Lesshasde; no group meetings
« Ultimate responsibility lies with one person

* Does not burden clients with the financial risk of others .

» No group support, networking or business
advice

* Must bein business for one year

Must have formal collateral or cosigner

* Must have business plan

Source: Compiled from Churchill, 1998; and SELP, “ Observations about Peer Group Lending in the US” February 2001.

rates, together with the solid level of new borrower
interest observed in both 1998 and 1999, suggest
that the financial services that Metrofund provided
were valued by the market.

What Metrofund did not offer, and what its clients
clearly wanted, was access to other financia
services.  According to research conducted by
Gomez and Santor in July 1998, a line of credit
would have been useful to 91.5% of borrowers;, a
Cameadow credit card would have been useful to
88.3% of borrowers, and a Calmeadow savings
account would have been useful to 63.3% of
borrowers.® By not offering these products,
Metrofund missed out on a dua opportunity to
provide additional services of valueto its clients and
generate additional revenue for itself.

Metrofund’ s inability to find a cost-effective way of
providing such services highlighted a strategic
disadvantage of a stand-alone microloan fund.
Resource constraints and scarce opportunities for
cross-subsidization prevented it from developing a
menu of financia services that would meet the
majority of its clients' financial needs in the long-
terem.  As a result, clients were forced to go

% Gomez, “A Summary of Calmeadow Borrower Characteristics,” 3-4.
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elsewhere for such services and this weakened their
relationship with the fund. Once they established a
credit and business history, they could borrow from
a bank or credit union and take advantage of all that
relationship had to offer. This “graduation” of
clients from Metrofund to a forma financia
ingtitution  supported Calmeadow’s  ultimate
objective — the economic development of
microentrepreneurs — but it created problems for
Metrofund's sustainability because it siphoned off
the fund’ s best performers.

Non-financial Services

Metrofund offered a variety of non-financial
services. These were not products in the traditional
sense of the word. Metrofund did not charge for
them. It provided them as a complement to its
financial services in an effort to create a supportive
environment for its borrowers and to distinguish
itself from other lenders. Over the years, Metrofund
experimented with a variety of these services in the
hope of finding low cost ways of improving client
satisfaction, retention and performance.

The service that proved most valuable was the
support provided by Metrofund's loan officers.
Besides guiding clients through the borrowing
process, loan officers responded to reguests for



business advice, gave technical assistance in the
preparation of business plans, referred clients to
other sources of support when appropriate, and
offered personal encouragement. Most loan officers
went out of their way to build relationships of trust
and respect with their borrowers.

“ Calmeadow has a multicultural staff, so when | talked
about my difficulties and the barriers| faced in trying to
establish my work, | felt that the representative could
understand where | was coming from, instead of me
talking to someone who had no knowledge of what it was
like coming from another culture.”

~ Chiyuka Savije, Metrofund client

Metrofund was wise to recruit loan officers who
possessed not only the technical skills to manage a
loan portfolio, but also the people skills to manage
such relationships. The majority of its loan officers
were women, many of whom belonged to a minority
ethnic group. One was a former borrower. These
loan officers could empathize with clients and could
speak — both literally and culturally — in a language
they could understand. Their ability to relate to
clients was key to recruiting, motivating and
managing borrowers in a character-based lending
environment.

In their July 1998 survey, Gomez and Santor found
that 85.3% of Calmeadow’s clients rated the support
they received from staff as either somewhat or very
favorable.®® Loan officers were proud of this record.
Indeed, it was the strength of their relationships and
the day-to-day impact of their interaction with
clients that motivated them. This level of service
was time-consuming, however, and the more
Metrofund grew, the more difficult it became to
provide the personal attention and support that
clients demanded. Some loan officers counseled
borrowers on their own time because they felt it was
important, but they acknowledged that many clients
needed more handholding than a sustainable
Metrofund could provide.

Outside of the relationship with loan officers, the
value of the non-financial services Metrofund

® Survey results reflect data collected from approximately 650
Metrofund borrowers and 70 Calmeadow Nova Scotia borrowers.
Although Nova Scotia borrowers are included in the statistics cited, they
are a relatively small number and the results did not differ significantly
from the Metrofund only pool. See Gomez, “A Summary of Calmeadow
Borrower Characteristics.”
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provided was questionable. Certainly, the services
proved useful to particular clients at particular
moments in time, but on the whole, they did not
seem to be highly valued. As of November 1999,
only 15% of Metrofund’s clients had taken
advantage of the CESO business advisory service,
despite the fact that 86.3% of clients had said that
such a service would be useful in the July 1998
survey.® Few clients used the business center, and
the turnout at networking events was increasingly
disappointing. The client advisory committee had
disappeared and volunteer interest in the newsletter
had waned.

What happened? There is some evidence that
Metrofund's reliance on volunteers and on the
“spare time” of its loan officers to organize, market
and implement non-financial services resulted in the
deterioration of service quality as the fund's
portfolio grew. With more loans to manage, staff
members had less time to devote to non-credit
activities and to motivating clients to take advantage
of them. Furthermore, since Metrofund did not hire
another outreach coordinator after Quintanilla's
departure in December 1997, no one in the
institution was specifically focused on the non-
financial side of Metrofund’s business. Under these
circumstances it is hardly surprising that enthusiasm
for Metrofund’ s non-financial services waned.

Of course, one must also question whether clients
lack of interest in Metrofund’ s non-financial services
might have been due to their dissatisfaction with the
nature of the service being provided. Did clients
want the services Metrofund was offering? Did they
need services that it was not providing?

“Qur clients need more than just credit.”
~ Carla Kendall, Senior Credit Officer

Even though Metrofund had not analyzed the impact
of its non-financial services, its strong client
relationships gave it a fairly good idea of what its
borrowers wanted and needed. If it were to continue
operating, Metrofund would need to take a closer
look at the costs and benefits of the services it
provided to make intelligent decisions about which
services to discontinue, which to improve and how.

2 Calmeadow, “Did You Know? November 1999, 1. Also Gomez, “A
Summary of Calmeadow Borrower Characteristics,” 4.



This would not be a particularly complicated or
difficult process. Staff were fully capable of
gathering and anayzing the information necessary;
they just needed to do so systematicaly, for
example, by surveying borrowers or holding focus
groups to identify in very specific terms what clients
like and didlike and why.

The more difficult question concerned the services
that Metrofund did not provide. Loan officers knew
that borrowers had relevant business needs that were
not being met and that this hampered their ability to
manage their loans effectively.  The survey
conducted by Gomez and Santor seemed to support
this conclusion. As shown in Figure 11, some 25%
of clients left Metrofund out of dissatisfaction with
some aspect of the program’s current service while
75% left for business or personal reasons. Forty-six
per cent of the time, clients left either because their
business failed, or because it failed to grow enough
to necessitate additional borrowing. If Metrofund
wanted to retain these clients — if it truly wanted to
see their businesses develop — did it need to offer
services other than the ones that were currently in its
basket? Did it need to do more to ensure that
borrowers would be able to use its credit effectively?

Figure 11: Why Borrowers Left Metrofund ®

E Peer group difficulties

E General dissatisfaction

O Needed a larger loan

B Businessfailure

ONo need for further credit
E Other (health, personal)

Cameadow’ s international experiences taught it that
microentrepreneurs could benefit most from a
minimalist approach to credit, but its domestic
experiences demonstrated that the success of the
minimalist model depended heavily on the
environment in which it was implemented. In
developing countries, the microenterprise sector was

% Gomez, “A Summary of Calmeadow Borrower Characterisitics,” 4.
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large and dynamic, there was a scarce supply of
microcredit, and local economies were relatively
undevel oped. This made it possible for
microfinance institutions to provide affordable loans
on a large scale, thereby removing the principa
barrier to microentrepreneurs development — the
lack of accessto financing.

The microenterprise sector in Canada, by contrast,
was small, lacked cohesion and was hard to reach
(see Table 18 on the following page).
Microentrepreneurs faced complicated regulatory
barriers, highly developed markets and exacting
consumer quality standards. They had to compete
with major suppliers of goods and services whose
economies of scae gave them a huge price
advantage. Access to credit was sometimes a barrier
to microenterprise development, but it was only one
of many.

To succeed as a microentrepreneur in such a
demanding environment required commitment,
creativity, a defined market, financing, and
knowledge. Microentrepreneurs needed to know
about accounting, business planning, quality control,
health and safety regulations, and marketing.

What Metrofund provided was the financing, or at
least, a piece of the financing. Even though its
average loan was larger than that of most
microfinance institutions in developing countries, its
average loan as a percentage of per capita GDP was
much smaller, as shown in Table 19.

Table 19: Average Loan Size as a Percentage
of Per Capita GDP

Average loan as a%
of GDP per capita
Metrofund (Canada) 6

Microfinance Institution

BancoSol (Bolivia) 104
BRI Unit Desa (Indonesia) 64
ADEMI (DR) 117
Calpia (El Salvador) 66
ABA (Egypt) 75

Source: Churchill 41.

Some staff members felt that Metrofund should be
doing more to ensure that borrowers would be able
to use those limited funds effectively. According to
a recent article in the Journal of Development
Entrepreneurship, ninety-five percent of microcredit



Table 16: Comparison of the Microenterprise Sector in Developing Countries and in North America

in one local market.

Factor Developing Countries North America

Market Size Mgajority of the population. Between 60 and Small minority of the population.
80% of the households in developing Microenterprise accounts for 8 to 20% of
countries turn to self-employment to support employment.
their families.

Visibility Large, visible demand for credit. Current Hidden demand for credit. Institution needs
clients do the marketing that attracts future an aggressive marketing strategy.
clients.

Market Density Concentrated. Fifty borrowers can be found Dispersed. Clients are expensive to reach —

often one at atime.

Access to Financial
Services

Extremely limited.

Many other options available.

Income alternatives

Few. No or poor welfare system. High
unemployment and few formal sector jobs.

Many. Welfare system provides safety net.
Low unemployment and vibrant formal sector.

Regulation

Lessdefined. Generally less constraining.

More complex. Lots of bureaucracy. Not
aways favorable to self-employment (e.g.
licensing, taxation, zoning)

Barriersto Entry

Few.

Many (e.g. fierce competition from larger
businesses, strict consumer quality demands,
low profit margins).

Operational Costs

Relatively low for both clients and
microfinance institutions.

Relatively high. Wages and rent, in particular,
are expensive.

Loan Amounts Nominally small, but relatively large (i.e. fifty | Nominaly small and relatively small.
dollars can have an impact). Average loan can | Average loan just 6% of GDP per capita.
be more than 100% of GDP per capita.

Interest Rates Generally between 40 and 60% per annum. Generally below 24% per annum.

Economies of Scale Yes, incredible. Difficult to achieve.

Experience More than 25 years of experimentation with Lessthan 15 years of experimentation with
microcredit models. microcredit models.

Sustainable MFIsto Yes No

Replicate

Source: Compiled from Churchill; Burrus and Stearns; and Schreinter.

organizations in the United States were providing
training services or access to them by 1998.%
Surely, Metrofund’ s clients would benefit from such
services, but should Metrofund be the one to provide
them?

If the answer to this question were yes, then
Calmeadow would have to deem its current model
inadequate. With its existing structure and
strategies, it could not hope to provide an integrated
package of credit and training services that would be
fully self-sustaining. No stand-alone microloan fund
in North America had come close to covering the
costs of its financial services, much less its non-

® Margaret Johnson, “An Overview of Basic Issues Facing
Microenterprise  Practices in the United States” Journal of
Developmental Entrepreneurship, Summer 1998., 15
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financial services. If Metrofund were to become a
microenterprise  development organization rather
than a microloan fund, it would need to formulate a
new set of objectives, a new operational model, and
a new set of strategies for obtaining the necessary
funding.

If Calmeadow believed that Metrofund should not be
the one to provide these services, then the only
guestion it needed to answer in deciding
Metrofund's fate was whether or not its existing
services could eventually generate sufficient revenue
to cover their costs. Calmeadow considered trends
in three main areas before making a decision:
volume, delinquency, and staff productivity. Each
of these is discussed below.



Volume

In the last eighteen months, Metrofund had made
significant progress toward its volume goals. The
value of its portfolio had grown 240%, to $1.5
million, and its client base had grown 43%, to 490
active borrowers (see Figures 12 and 13). In the last
year alone, it disbursed $1.7 million, which was
more than it had disbursed in the previous four years
combined.

Figure 12: Outstanding Portfolio ($000s)
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With thislevel of growth, Metrofund continued to be
not only the largest microloan fund in Canada, but
also a major player in North Americaz.  ACCION
USA provides a useful point of comparison in this
regard because it is one of the most established
microlending programs in the United States and it
uses a lending methodology very similar to that of
Calmeadow. Four of its offices (in San Diego,
Chicago, New Mexico and Texas) opened during the
same year as Metrofund, yet only one outperformed
Metrofund in 1999 — ACCION Texas. The other
three offices had an average of 177 active borrowers
and an outstanding portfolio of approximately C$1.1
million.®®

A 1999 directory of 341 microenterprise programsin
the United States listed loan funds with portfolios
ranging from US$5,000 to US$12 million, with the
average across al funds being US$738,626, or
approximately C$1.1 million. By November 1999,
Metrofund was performing 32% better than this
North American average, but it was still failing to
meet the goals laid out in its business devel opment
plan. By the end of 1999, it was supposed to have
an active portfolio of $2.3 million and 922 active

% Averages calculated from the financial statements of the four
ACCION offices, which can be found on the Internet at
www.accion.org. United States dollars were converted to Canadian
dollars at an exchange rate of 1US$ = 1.506C$.
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borrowers. Clearly, the fund had more work to do,
but its recent growth made Calmeadow optimistic
about what might be achieved.

Figure 13: Growth in Metrofund's Client Base,
1994 — 1999

Number of Clients
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Delinquency

The future did not appear as bright when one looked
at the program’s delinquency rates. Metrofund had
been struggling since 1994 to get its arrears under
control. Each new phase of development seemed to
bring it closer to that goal, and then something
would happen to move it one step back. The last
eighteen months had been no exception.

As of November 1999, the fund had written off 6%
of the total amount it had disbursed during its
lifetime. This ratio was higher than projected, and it
was higher than that of some of its closest peers, but
it was still considered to be manageable. For
example, of the four ACCION USA offices
mentioned previoudly, three had cumulative loan
loss rates below 2.5 percent at the end of 1999 and
the fourth had a rate of five percent. Yet, the most
recent industry data available suggested that a
typical cumulative loan loss rate for a North
American microenterprise program ranged from 8.9
to 10.5 per cent. Metrofund’s six per cent rate was
hardly unreasonable.®®

What caused Calmeadow concern was the fact that
44% of Metrofund’'s cumulative portfolio was still

% A 1996 SELP review of three U.S microenterprise agency peer groups
found average historic loan loss rates to range from 8.9 to 10.5 percent.
See Elaine Edgcomb, Joyce Klein and Peggy Clark, The Practice of
Microenterprise in the U. S.. Strategies, Costs, and Effectiveness,
(Washington, DC: The Aspen Institute, 1996) 54.




outstanding, and the level of arrearsin that portfolio
had risen significantly during the past year (see
Figure 14). Could Metrofund reverse this trend?
Could it handle the cost of arelatively high arrears
rate as long as it kept loan losses below 6%? How
great was the danger of not being able to keep losses
below that level?

Figure 14: Portfolio at Risk > 30 days
as a % of average outstanding portfolio
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Clearly, the danger was quite real. Metrofund’s
delinquency rate had been highly variable over time,
and research had been unable to explain even one-
quarter of the factors that had caused default. Data
did suggest that individual loans were more risky
than group loans (18% of group borrowers vs. 22%
of individual borrowers had thus far defaulted),
which helped to explain the rise in the fund’ s arrears
as it shifted more of its portfolio to individual loans.
Given that Metrofund intended to continue
expanding its individual lending to reach economies
of scale, Calmeadow would probably need to factor
higher losses into its cost equation when assessing
the fund’ s sustainability.

There were, of course, a number of adjustments that
Metrofund could make in response to the past year's
rising arears. It had aready recognized that
additional training for its loan officers would be
useful. It was experimenting with credit scoring. In
the future, it could be more diligent about site visits
and reference checks, and could consider new
initiatives to strengthen its relationship with
borrowers. All of these initiatives would have a
cost, however, and no one knew if they would be
effective. Calmeadow could not reasonably expect
that the cost of delinquency management would
decrease even if default rates did.
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Staff Productivity

The nature of Metrofund’'s market had a maor
impact on the productivity of its staff. At best, the
fund had served an average of 145 clients per loan
officer, which was far below its 250 clients per loan
officer goal. Some of the factors behind this result
have adready been mentioned, namely, the
geographic dispersion of clients, the amount of time
that had to be spent following up on delinquency,
and the degree of handholding that many clients
required.

These factors suggest that perhaps Metrofund’ s loan
officers had reached a productivity limit. [If this
were true, then the sustainability implications for the
fund would be major, since more staff would have to
be hired to meet the fund's volume goals. Saary
expense was already the single largest component of
Metrofund’s costs, and increasing this figure would
make it much more difficult to break even.

There were other factors, however, that made
drawing a conclusion about Metrofund's
productivity potential difficult. The most important
of these was the high degree of turnover within the
fund. In six years, Metrofund had had three
managers and nineteen different employees. Given
that the average number of staff employed at any
one time was five, this meant that the fund’'s entire
staff had turned over four times.

The turnover hindered institutional growth since a
great deal of time and energy had to be spent
training new staff on the basics, rather than building
on what had already been learned. It also interfered
with Metrofund’'s ability to build customer and
referral relationships, which was a particularly
serious consequence given the trust-based nature of
Metrofund’ s business.

The ability to cultivate strong relationships, both
internally and externally, is key to any microfinance
ingtitution's success and Metrofund was no
exception.  Its referral relationships were the
principal means through which it attracted clients.
Its borrower-loan officer relationships motivated
client retention and repayment, as well as loan
officer performance. When these relationships were
solid, and when positive relationships existed among
staff, Metrofund’ s productivity was reported to be at
its highest and institutional growth greatest.



» A lesson learned: The human resource skills of a
:(2- small loan fund manager are critical.  Since
“¥" successful loan officers are usually dynamic,
independent thinkers, a manager’s ability to supervise and
motivate such employees can make or break the team.

Not surprisingly, when these relationships broke
down, both morale and productivity within the fund
suffered. Turnover was one factor that disrupted
relationships, but personality clashes, stress outside
the office, miscommunication inside the office, and
unclear expectations also played arole. Metrofund’s
small size meant that any one person’s problem
could have a major impact on the fund asawhole. It
also meant that there was no human resource person
on staff who could help resolve personnel issues,
pay attention to staff development, or ensure that job
descriptions and office routines were formalized.
These tasks were left to the Metrofund manager,
who aready had a full slate of responsibilities and
was not necessarily skilled in such areas.

“With a small staff, every person has a huge impact
on the success of the program.”

~ Suzanne Bradley, Calmeadow

According to loan officers, the result was often a
lack of effective support and guidance that
significantly affected their productivity. All three of
Metrofund’ s managers acknowledge that more could
have been done in the areas of team and staff
development, but they stress that it would have been
difficult. There were many priorities to balance and
limited resources with which to balance them. At
the time, the needs of external clients seemed
paramount; it was only in retrospect that the
importance of meeting interna clients' needs also
became clear.

If Metrofund provided its staff with additional
training and support in the future, it could likely
exceed its 145 client per loan officer record, but it
was unlikely to achieve the productivity levels that
Cameadow had seen in developing countries and
had initially expected from the fund. By the end of
1999, no stand-alone microloan fund in North
America was known to have met the 250 clients per
loan officer target that Metrofund had set for itself.
Clearly, if the fund were to be sustainable, it would
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have to cover a higher level of costs than originally
anticipated.

Covering Costs

As shown in Figure 15, Metrofund did succeed in
covering an increasing portion of its costs over time.
With the exception of the 1996-7 fiscal year, when
Metrofund was in the process of consolidating its
portfolio and preparing for the growth envisaged in
its development phase, the fund's sustainability
increased each year.

Figure 15: Cost Coverage
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In recent years, however, the improvements were
modest. By the end of its 1998-9 fiscal year,
Metrofund was covering only 40% of its operating
costs, which fell far short of the 69% level that it had
expected to achieve.”” Despite its immense effort to
improve sustainability through increased volume and
efficiency, Metrofund's cost coverage rose less than
4% between April 1998 and November 1999.

As shown in Table 18, there were two main reasons
for Metrofund’'s poorer than expected performance.
First, each loan dollar outstanding generated less
revenue than projected. Cameadow had assumed
that the fund would be able to charge a 12% interest
rate on group loans and 14% on individual loans in
addition to a 6% administrative fee and a $25 annual
membership fee. Metrofund’ s decision to reduce its
interest rates and fees in 1998 resulted in less
income being generated than planned. Continued
delinquency problems also affected its revenues.
When clients defaulted, Metrofund not only lost its

5 These sustainability statistics do not include thein-kind subsidies from
Cameadow, the decapitalizing effects of inflation on loan fund capital,
nor the real cost of donated funds.



Table 18: Comparison of Actual vs. Projected Results as a Percentage of Average Outstanding Portfolio

Apr 96-Mar 97 Apr 97-Mar 98 Apr 98-Mar 99 Apr 99-Mar 00
Actual | Projected | Actua | Projected| Actual | Projected| Actual | Projected
Revenue 38 30 26 25 21 26 17 24
Total expenses 189 64 70 45 52 37 40 34
Salary expense 111 27 42 22 34 18 18 17
Loan loss provision 18 7 11 6 7 6 14 5
Other expenses 61 30 17 17 11 12 9 10

Note: Donations are not included as revenue, but interest earned on Metrofund capital not loaned out at any given timeis included

principal, but also lost the interest payment income
stream that should have been generated by those
loans.

The second trend made clear by Table 18 is
Metrofund's higher than expected level of costs.
The fund was unable to achieve the productivity
goals it had set for itself, and delinquency
management proved to be both complicated and
expensive. Inthe 1998-9 fiscal year, Metrofund was
able to keep loan losses under control with a higher
level of personnel expense, but its subsequent efforts
to maintain portfolio quality while decreasing
personnel expenses (i.e. by increasing the volume of
business handled by current staff) backfired. Losses
rose significantly during the next fiscal year.”

Many of the assumptions with which Calmeadow
launched Metrofund appeared unrealistic by 1999
(see Table 19). They had seemed feasible six years
earlier, when microfinance in Canada was still in its
honeymoon stage, perceived demand was high, and
microfinance institutions in developing countries
had already demonstrated their sustainability. Yet as
of today, no microloan fund in North America has
been able to achieve them.

Did this mean that higher levels of sustainability
were impossible? No, of course not. Metrofund
managed to lower its operating expenses as a
percentage of average outstanding portfolio during
the last four years in arow. Its cost per dollar lent
decreased consistently as well (see Figure 16).

% While March 2000 data was obviously not available to Calmeadow at
the time of its decision-making with respect to Metrofund’s future, the
trends that show up in this data were already clear by November 1999.
The March 2000 data are included here for illustrative purposes since a
November 1999 Statement of Income and Expenses was not available.

There was no reason to believe that Metrofund could
not continue to generate efficienciesin the future.

Table 19: Early Assumptions

Assumption Actual

Loan loss reserve (%) 5 7-26
Avg. annual client base growth (%) 60 30
Avg. annua portfolio growth (%) 101 71
Avg. no. of clients per loan officer 350 140
Avg. no. of clients per staff 160 71
Avg. client retention (%) 70 45

Source: Calmeadow

The real question, though, was whether Metrofund
would ever be able to generate sufficient efficiencies
to become sdf-financing. The probability of
achieving  sustainability = without  significant
productivity improvements was practicaly nil.
Negatively influencing this probability, and missing
from the earlier cost models, was the adverse impact
on efficiency resulting from a very dispersed and
hard to find market, much more significant
budgeting for marketing and outreach, and the costs
associated with high turnover of clients. According
to one estimate, Metrofund would need a portfolio of
approximately $24 million and more than 5,000

Figure 16: Cost per Dallar Lent (C$)

$2.00

$1.50

$1.00 -

$0.50 -

. | L1

Oct-95 Mar-96 Mar-97 Mar-98 Mar-99




active clients to break even at current productivity
levels®  This level of volume was simply
unattainable given the size of Metrofund’s potential
market.

Yet, even if the fund lowered its administrative
expenses to 24% of its outstanding portfolio —which
is the average for financially self-sufficient
microfinance institutions in developing countries —
Metrofund would not be able to cover its costs with
its current level of income.® Using realistic
estimates of Metrofund’s existing capacity, Table 20
demonstrates the near impossibility of the fund ever
being able to break even.

Table 20: The Challenge of Breaking Even

Number of clients per loan officer 150
Average loan $3,500
Average income from interest and fees 20%
Total portfolio assuming one loan officer $525,000
(=150*$3,500)

Revenue for Metrofund (=$525,000* 20%) $105,000
Cost of capital (=$525,000* 7%) $36,750
Loan losses (=$525,000* 6%6) $31,500
Labor costs (salary and benefits for loan $45,000
officer)

Balance before general, marketing and ($8,250)
administrative expenses

Source: Calmeadow

Subtracting a 7% cost of capital and a 6% loan loss
provision from its average income of 20%,
Metrofund would have to lower its administrative
and operational expenses to a mere 7% of its
outstanding portfolio in order to break even, a feat
that no microfinance institution in the world has yet
achieved. It would need to consider raising its
interest rates and fees, but doing so would be
problematic given the competitive market
environment, the state of public opinion, and the
cost of doing business in Canada. With higher
prices, it would be more difficult to attract and retain
borrowers, and those who did stay would tend to be
riskier clients. The fund’s public image could suffer.
Very likely, a decrease in business volume would
offset any benefits of the increased revenue and
Metrofund would still not break even.

% Burrus and Stearns 56.
™ Calmeadow, The MicroBanking Bulletin, February 2000, 42.
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The final factor influencing Calmeadow’s decision
was an immediate and very practical one. Even
though Metrofund's level of sustainability was
slowly rising, the dollar gap between the amount of
revenue Metrofund generated and the expenses it
had to finance was widening quickly and
substantially (see Figure 17). To continue
supporting the fund, Calmeadow would have to raise
more than $300,000 a year for the next several years
just to cover Metrofund’s operational expenses. It
would also need to raise additional capital for the
revolving loan fund, but with a portfolio of nearly
$1.5 million, its sources of inexpensive and easily
available loan capital were nearly depleted. Soon it
would need to negotiate a line of credit and the cost
of capital would add to the subsidy requirements.
Cameadow did not believe it could raise such funds
without a significant change in strategy and a
willingness to sustain a heavily subsidized initiative.

Figure 17: Annual Subsidy Requirements

$400

$300 -

$200

$100

$0 T T T T T
Oct-94 Oct-95 Mar-96 Mar-97 Mar-98 Mar-99 Mar-00

TheVerdict

Ongoing and growing subsidies were exactly what
Calmeadow had set out to avoid when it launched
Metrofund in 1994. At that time, it gave the fund a
five-year mandate to prove that it could become self-
sufficient. By 1999, Metrofund had unfortunately
failed to achieve that goal.

Our five-year experiment indicates that there is a need
and a value in providing microenterprise loans, but that a
‘stand alone’ loan fund is not economically sustainable.

~ Tony Farebrother, Metrofund Manager ™

After  careful consideration and analysis,
Cameadow’s Board of Directors concluded in

™ Tony Farebrother , Letter to Ron Lauren, Senior Vice-President of
Small and Medium Business at Scotiabank, December 22, 1999.



December 1999 that Metrofund was not sustainable
as a stand-alone, microloan fund. Given the size of
the market, the high operational costs and the limited
possibilities for generating revenue, the model
proved too expensive to maintain in the North
American context.

With this decision, Cameadow’s domestic
experiment with sustainable microfinance was, in
most respects, over. It had set out to prove whether
the stand-alone microloan fund model could be
sustainable in Canada and it had presented fairly
overwhelming evidence that it could not.
Calmeadow still believed, however, that the services
Metrofund provided were worth sustaining, so it set
out to find a new way of making that happen.



| n Search of a New M odel

With this evidence in hand, Calmeadow turned to
traditional financial institutions in search of new
ideas. In general, these institutions were much more
efficient than Metrofund, they made more effective
use of technology, and they had more sophisticated
back office operations. They did not, however,
serve the type of client that Calmeadow wanted to
serve.

Cameadow began to consider the possibility of a
collaborative effort with an existing financial
institution to provide credit services to
microentrepreneurs in a more integrated and
sustainable manner. Supported by the generous and
voluntary commitment of John Macintyre, a senior
officer of T.D. Securities who was then on
sabbatical, Calmeadow conducted an updated
business review of Metrofund's activities.  The
process generated two ideas that Calmeadow
prepared to present to Toronto’s major banks and to
other financial institutions that had been supportive
of Metrofund in the past.

Alternative Models

The first idea involved the incorporation of
Metrofund's activities into the operations of an
exigting financia institution. From Cameadow’'s
perspective, this solution was attractive because it
would integrate microenterprise lending into the
formal financia system, providing
microentrepreneurs with ongoing access to financial
services.

Calmeadow knew the idea would be difficult to sell
because it required the willingness and commitment
of afinancial institution to serve microentrepreneurs
in the long term. Since Calmeadow could not prove
the short-term profitability of its proposal, it could
only argue that microlending had potential as a
source of new and loyal clients, and as a mechanism
for supporting economic development.

For the model to be viable, a financial institution
would have to believe that the value added by
microenterprise lending was worth the risk and
trouble of investing in it. It would aso have to
overcome substantial cultural barriers to serving the
microenterprise market, a feat that other institutions

55

have found difficult to accomplish. Even if it did
succeed, there would aways be a risk that the
financial institution would choose to provide
services to the top few layers of the market only,
leaving the bottom layers under-served.

The second idea involved the creation of a new,
independent, non-profit organization that would be
run as ajoint venture by Calmeadow and afinancial
institution. Calmeadow developed the proposal in a
December 1999 discussion paper entitled
“Sustainability and Success,” which laid out a broad,
five-year plan for the creation of the partnership.

In this model, the financial institution would handle
the back office and treasury functions, it would
provide loan capital, and it would help finance the
fund's core costs. Calmeadow would find, screen
and support loan fund clients. It would also handle
serious delinquency matters, in order to minimize
the workload demands on the financia institution
and to minimize the potentialy negative impact of
turning down or taking legal action against a client.
Cameadow would seek a government loan
guarantee to cover most of the cost of write-offs. In
addition, it would pursue core funding from both the
government and private foundations to support the
peer lending and outreach activities of the fund.

This second model was less risky, but it still
required significant commitment from a financial
ingtitution, as well as additional fundraising. It
would be more expensive and cumbersome to
implement than the first proposal, but would create a
middle ground that could bring microentrepreneurs
the best of two worlds — the expertise and
accessibility of Metrofund, and the resources and
ancillary services of a mainstream financia
institution. Such a collaborative partnership could
serve as a stepping stone for full integration in the
future.

The two proposals offered benefits to all concerned.
Clients would gain the opportunity to build a long-
term relationship with a full-service financial
institution. Thisimplied accessto larger and longer-
term loans, lines of credit, deposit instruments and
other useful products, aswell asthe prestige of being
associated with a mainstream financier.

The financial institution would gain new clients to
whom it could sell various products and services. It



would inherit the contacts, credibility, clients and
experience that would enable it to enter the
microenterprise market with a solid business base.
In addition, it would gain the intangible benefit of
community good will that would result from its
commitment to microlending.

The loan fund, be it independent or integrated,
would gain access to a large pool of capital, a more
sophisticated accounting and control system, and a
well-developed marketing program, including
market research. It could lower its delivery costs
and diversify its risk through the financia
institution’s other activities. Staff could have easier
and more timely access to individual loan data and
to the operational expertise and support of the
financial institution. The stronger relationships with
borrowers would no doubt improve client retention
and fuel future growth.

Partnership Candidates

All of Cameadow’s bank partners said they were
interested in seeing microenterprise loans continue
to be available in the Greater Toronto Area, but none
was willing to consider the full integration of
microenterprise loan delivery into its regular branch
network. Thus, the model that Calmeadow pursued
with banks was the independent non-profit model.

In February 2000, one of the bank partners
expressed interest in Calmeadow’ s second proposal,
although it placed two important conditions on
collaboration. First, the loan fund would have to be
owned by Calmeadow (the bank did not want to
create a joint venture), and second, Calmeadow had
to obtain a government loan guarantee to cover at
least 85% of the write-offs.

The arrangement was less than ideal, since it
represented a limited commitment by the bank to the
loan fund’ s success, but the potentia of being tied to
a chartered bank made it an attractive proposa
nevertheless. Collaboration with the bank could be
an exciting step towards the provision of microcredit
services on a massive scale, not just in Toronto, but
throughout Canada.

At about the same time, Metro Credit Union (MCU),
alocal financia institution that had been approached
by Metrofund, expressed interest in pursuing the
fully integrated model. MCU served 44,000
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members with $380 million in assets and ten
branches located in various neighborhoods of
Toronto. Some three thousand of its members were
small businesses and community organizations.

MCU had experimented with two microlending
programs in the past and neither was successful, but
the credit union had not given up on its desire to
serve that segment of its potential market. At the
time, it was providing back office support for two of
Toronto’s smaller loan funds, the Anglican Loan
Fund and the Riverdae Loan Fund, and it saw
Calmeadow’s proposal as an opportunity to get
involved in microenterprise lending at a previously
unattainable scale.

Although Cameadow initially hoped to form a
partnership with one of the mgjor banks, the idea of
collaborating with alocal credit union was attractive
for a number of reasons. MCU had a social mission
and a commitment to community. It valued and
encouraged member participation. It was less
bureaucratic, more focused on local redlities and
concerns, and more ideologically aligned with
Cameadow than the banks.  Furthermore, the
successful transfer of Calmeadow West's portfolio
to the VanCity Community Credit Union in
Vancouver provided a precedent for this type of
collaboration. The lessons VanCity learned as it
integrated Cameadow’s portfolio into its own
operations could help guide a successful transfer of
Metrofund’ s portfolio to MCU.

“VanCity was a major factor in our feeling
confident to move forward.”

~ Larry Gordon, Vice President, Devel opment, MCU

Metro Credit Union hired a consultant, which
Cameadow paid for, to visit VanCity and assess
how to integrate the operations of Metrofund into
MCU’s current lending program. The visit was
highly effective, not only because it resulted in
positive recommendations from the consultant, but
also because it demonstrated to MCU that the model
it was considering had aready proven successful
elsewhere. VanCity'sindividual microloan program
was fully covering its costs and its peer lending
program was sustainable, in part, through cross-
subsidization with its other operations. The
information gained gave MCU a comfort level that
they would not have had otherwise.



The VanCity Model for Sustainable Microlending

The VanCity Community Credit Union began making what it calls Self Reliance loans in 1995 as a response to the
massive layoffs occurring in the greater Vancouver area and the perceived need to provide access to credit so that
individuals could become self-employed. The initiative was quite bold for VanCity since it financed start-ups and did
not require collateral fromits borrowers. The program initially provided loans of up to $15,000 for terms of up to five
years, and the interest rate charged was generally prime plus 4%. In its first year, the program lent $600,000,
growing to $1.5 million in year two, and was approaching $5 million in approvals by 1999 with an outstanding
portfolio of $3.5 million. Over the life of the program, delinquencies ranged between 5 and 10%, while write-offs
ranged between 3 and 5%.

Slf-reliance loans were delivered through VanCity's retail lenders and not through its business lenders. It was felt
that commercial lenders would find it too difficult to put their normal lending criteria aside, but even on the retail
front, there was significant resistance to the new product. The program eventually took off because a small group of
lenders believed strongly in the growing trend in the economy towards self-employment and thought the program was
worthwhile. They were encouraged by a local champion who happened to be the manager of financial services for one
of VanCity's major branches. By mid-2000, four out of forty branches were involved with the loans.

After two years, VanCity wanted to extend the self-reliance program to less advantaged borrowers, but was concerned
about the risk. It was aware that the federal government operated a loan guarantee program under the Western
Economic Diversification Program (WEDP) and had been guaranteeing loans to some of the chartered banks. It
approached WEDP and a loan loss guarantee program was established. VanCity is the only microlender in the
Vancouver area that isworking with the program. Shortly after the guarantee wasinitiated, VanCity increased the size
of its term loans to a maximum of $25,000 and began to provide clients with line-of-credit loans, which were also
covered by the WEDP guarantee. The L/C loans have proven to be invaluable to the success of the program.

In 1997, VanCity purchased Calmeadow West's peer lending portfolio. Since then, the portfolio has almost doubled in
size with $173,000 outstanding at the end of 1999. The peer lending program has a staff of three holding down two
full-time positions, plus a head office person who mentors the program. Two of the staff members previously managed
Calmeadow’s portfolio, and the third came to the peer lending program from the VanCity branch providing the
greatest number of self-reliance loans. The peer lending office resides in a stand-alone neighborhood facility, but
clients can conduct transactions at any of its branches.

VanCity does not require that peer group borrowers get formal business training, but it heavily promotes such
training. Potential borrowers are required to obtain their own credit histories, which are reviewed with a peer loan
specialist one-on-one. Groups are then formed and a specialist sits down with the group to go through a workbook —
adapted from Calmeadow’ s workbook — to prepare the members of the group for a loan. Asistypical in a peer group
model, members act as loan officers and assess their peers businesses, their character, and their loan requests. Once
loans are granted, VanCity does not meet regularly with the groups, but asks for monthly minutes from the group and
follows up promptly if they are not received.

Peer group loans bear an interest rate of prime plus 3% and can range in size from $1,000 to $5,000, with the average
loan being about $1,500. Borrowers are required to have $50 in VanCity shares, in exchange for which they are
provided with a client card. They must also pay a 7% administration fee.

At the end of 1999, VanCity's peer group lending program was serving 277 active clients, and eleven borrowers had
graduated to the self-reliance program that year. During the entire life of the program, it had granted more than 380
group loans for a cumulative amount of over $570,000. Default averaged 5.5%. The peer lending program is not
covered by the WEDP loan loss guarantee, but VanCity considers it to be an integral part of its operations. Its current
budget is dightly less than $140,000 per year, of which approximately 30% is covered directly by revenue generated
from the program’s activities, and the remaining 70% is financed through VanCity's other business activities. In this
way, its microlending program as a whole is sustainable.

™ This box was created using excerpts from Hirsh Tadman's study,
“How to Integrate the Operations of Calmeadow Metrofund into Metro
Credit Union’'s Lending Program,” February 2000.
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ET R environment.

CREDIT UNION

Metro Credit Union was established in 1949 as the University of Toronto Employees Credit Union.
Today it is a full-service, community-based, member controlled financial institution with 10
branches, 45,000 members and over $380 million in assets.
institutions to conduct regular, externally verified social audits (VanCity Savings is the other). The
audit evaluates how MCU'’s business operations affect employees, members, the community and the
A copy of MCU's most
http: //mwww.metrocu.com/about/socialaudit_light.pdf.

It is one of only two Canadian financial

recent social audit can be downloaded at

On April 7, 2000, Metro Credit Union sent
Cameadow a letter of intent regarding its interest in
taking over the ongoing operation of Metrofund. It
would require that a government guarantee program
be in place for existing loans transferred from
Metrofund and for new loans written in the next
three years so that it could develop a track record
and experience base. After the three-year period
ended, MCU would review its loan loss experience
and determine if and how the program could be
managed without ongoing guarantees.

MCU estimated that the peer lending program would
require funding of $100,000 per year in addition to
the loan administration costs and support to be
provided in-kind by MCU (primarily for staff
salaries). It looked to Cameadow to help identify
and arrange the necessary funding to support these
costs during the three-year pilot phase at MCU.
Metro Credit Union intended to make the program
self-sustaining by the end of that three-year period.

A Promising Resolution?

The feasibility of both the bank and the credit union
proposals depended on Cameadow being able to
produce a government guarantee similar to the one
that had been secured by VanCity. Cameadow’s
management made a vigorous effort to obtain such a
guarantee from both the Federal and Province of
Ontario governments, but was ultimately
unsuccessful.

By early May, the effort to secure guarantees was
abandoned and Calmeadow found itself in adifficult
spot. Metrofund’s funding would run out in June
and, on paper, neither the bank partner nor MCU
was willing to proceed without a government
guarantee. What facilitated a resolution was the
desire of MCU and Calmeadow to find a way to
make the transfer of the fund happen.
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Cameadow itself ended up providing a limited
three-year loan guarantee for the portfolio it would
transfer to MCU. It aso stepped up its search for
funding to help cover the cost of the transition and
MCU'’s three-year pilot period. When that funding
failed to materialize, MCU and Calmeadow agreed
that Metrofund’s individual loan portfolio would be
sold to the credit union, but its peer group lending
program would be closed down.

The Transfer

On July 1, 2000, 239 clients and 70% of
Metrofund’ stotal portfolio weretransferred to Metro
Credit Union. Clients with a poor repayment history
were retained by Calmeadow, which passed its loan
portfolio to a financing company, VFC, Inc., for
collection. Cameadow had worked with VFC
previously in the collection of particularly stubborn
loans and VFC had treated its clients with respect, so
the existing relationship was merely extended.
Calmeadow now pays the company a monthly fee
per delinquent client in exchange for its collection
Services.

MCU was given three months to review the portfolio
it purchased and return any loan that did not meet its
standards. By September 30", it had returned 36
loans to Calmeadow worth $128,555, leaving itself
with a portfolio of $672,682 and 203 new members.

MCU hired one of Metrofund’s loan officers, Susan
Weekes, to run its new program and she spent an
intense several months converting Calmeadow’s
clients into MCU clients. The process of opening
new accounts for 203 borrowers was time-
consuming and, at times, technically challenging.
Fortunately, Weekes received strong support from
her colleagues at MCU and is optimistic about how
things will proceed. She has already noticed a
difference in the resources available to her and has
gained additional skills in the vetting of business
plans and the analysis of credit histories. Though



she will no doubt have her hands full in the coming
months, Weekes generally feels more secure about
where she and the fund are headed.

The Future

The closure of Metrofund's peer group lending
program was disappointing, and there will no doubt
be a certain segment of Toronto’ s microentrepreneur
population that will lose access to financial services
as a result. One can only hope that others will be
inspired in the public, private and philanthropic
sectors to put their heads together to find ways of
being more supportive of this usualy neglected
component of the small business sector.

The closure of the group lending program should not
diminish, however, the significance of the loan fund
transfer carried out by Calmeadow and MCU during
the last six months of 2000. More than fifty percent
of Metrofund's borrowers are now clients of a full-
service financial institution. As summarized in
Table 21, they have access to awide range of credit,
savings, advisory and other services in a
community-based environment that is unique among
Toronto's financial institutions. The benefits that
could accrue from this kind of relationship, for both
the credit union and its members, are hinted at by the
experiences of another promising venture south of
the border, the Neighborhood Trust Federal Credit
Union in Manhattan (see box on the following page).

“The service we need is a bank that integrates itself
into the community.”

~ Ramon Murphy, Entrepreneur

For Cameadow, the opportunity to sustain the core
of Metrofund’s program through MCU is a positive
and promising outcome following years of exciting
but often challenging and frustrating
experimentation. The knowledge that its efforts to
develop microlending in Canada are now being
carried out in Toronto and Vancouver with two
major credit unions isimportant to al of those staff,
donors, and volunteers who participated in the
Metrofund experiment with such  personal
commitment.

For its part, MCU believes that its new members
will make a positive, and ultimately profitable,
contribution to the credit union. It plansto track the
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lifetime profitability of its former Metrofund clients
to determine whether their growth and their use of
other credit union services make MCU’s cross-
subsidization of its microlending program
worthwhile. If its hunch proves correct, MCU’s
observations could contribute significantly to the
expansion of microfinance services elsewhere in
North Americain the years to come.

Table 21: Services Available to MCU Members
e Payroll deposits
e Savings accounts
¢ Regular checking
e Daily interest checking
¢ Regular term deposites
¢ Nest egg term deposits
* RRSPs
* RRIFs
e USdollar savings/chequing account
e Foreign exchange
e Standard mutual funds
e Socialy responsible mutual funds
e Financial planning educational seminars
e Termlifeinsurance
¢ Financial planning services
e Daily interest savings
e Persona loans
e Personadl lines of credit
e Carleasing
e First and second mortgages
e Multi-option mortgage
« Home equity line of credit
e Auto insurance
e Homeinsurance
e Credit insurance
* Mortgage, life & disability insurance
e Lossof employment mortgage insurance
e Debit card
e Car facts center

e AutoBuy
¢« ATM card
* MasterCard

e Business accounts

«  Organization accounts

e Telephone banking

e PC banking

e Safety deposit boxes

e Travelers checks/insurance
e Children’s accounts

e Senior's packages

e Utility bill payments

e Spare change fund




Thus, even though Calmeadow is withdrawing from pioneering efforts, there is a solid legacy of
domestic microlending, its experiment with heightened awareness and acceptance that credit is
sustainable microfinance continues. Because of its an important tool in stimulating economic

Neighborhood Trust Federal Credit Union

The Neighborhood Trust Federal Credit Union (NTFCU) opened its doors on March 20, 1997 in an abandoned bank
branch in a neighborhood of New York City known as Washington Heights. It is one of the city's most densely
populated and economically disadvantaged areas, with an average per capita income that is just two-fifths the national
average. The credit union is operated by a nonprofit organization called Credit Where Credit Is Due (CWCID).
CWCID promotes economic empowerment by increasing low-income residents access to, understanding of, and
control over financial services. Towards that end, it sponsors NFTCU and runs a multi-tiered, bilingual financial
literacy curriculum. It was founded by a 27-year old former schoolteacher, Mark Levine .

NTFCU offers fully and partially secured loans to individuals who want to establish or repair their credit history.
Loans range from US$500 to $10,000 with an average of $2,500. The credit union evaluates |oan applications based
on traditional underwriting criteria, but it factors character references and records of on-time bill repayment heavily
into itsdecisions. NTFCU does not use credit scoring. It charges 14.5% interest on signature loans and 8% interest on
loans that are secured by deposits in the credit union. There is an application fee of $15. Borrowers can open no-fee
checking accounts with a minimum of $100 and must maintain a balance of $50 to avoid paying fees. If the balance
falls below, there isa $1 monthly charge.

Snce its founding four years ago, over 3,500 local residents have joined the credit union, 65% of whom have never
before held bank accounts. By the end of its first year alone, NTFCU had 665 borrowers and deposits over $500,000.
At the end of 1999, NTFCU was 80% sdlf-sufficient. Currently, it has more than 3,000 depositors and loans
outstanding of more than $1 million. Its assets are valued at more than $5.5 million, which is double the amount of
deposits in most neighborhood credit unions.  NTFCU has made more than 800 micro loans, approximately 30% of
which have been for microbusiness purposes.

In July 2000, CWCID opened a new facility, equipped with a second branch of Neighborhood Trust and a second
CWCID training center. Within three months, more than 400 residents were using the services of the new branch.
Today, NFTCU'’s two branches are approximately 60% self-sufficient. Together, they have a 97% repayment rate and
a 30-day delinquency rate of 5%.

How have they achieved such remarkable numbers? Without going into detail, three factors are worth noting. First,
NFTCU operates in a densely populated, economically vibrant community. In the three-square-mile area known as
Washington Heights, 80% of the 300,000 residents are from the Dominican Republic, the largest single concentration
of Domincans in the United States. Metrofund’s experiences suggest that this level of demographic cohesion would
have provided fertile ground for the credit union’s microlending activities.

Second, in comparison with Metrofund, NFTCU located itself in an area with a huge demand for and very limited
supply of financial services. The credit union’s members tell stories of previously having no option but to borrow from
loan sharks at interest rates of 4% per week, which compounds to 341% annually. Prior to NFTCU’s opening, there
were only two bank branches in West Harlem for over 75,000 people. The area was ripe for the credit union’s
intervention.

Third and finally, NFTCU and CWCID seem to have succeeded in creating a package of financial services that add
significant value to the community. Through their school banking programs, personal financial literacy classes, and
entrepreneur education programs in particular, they have demonstrated a commitment to their community and
residents are responding by making a commitment to the credit union. Eighty percent of the staff who work at NFTCU
were hired from within the neighborhood; thirty percent had been on welfare before they got the job. The
Neighborhood Federal Trust Credit Union is a stand-alone financial institution in that it runs its own front and back
office activities, yet it hardly stands alone. The partnership with CWCID, and with the community in which it works,
provides another promising example of how the credit union model could be key to microfinancial intermediation in
North America. For additional information on NFTCU, check out their website at www.cwcid.org.
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development for those historically operating at the
margins. It is somewhat ironic that, in the fina
analysis, Calmeadow’s major contribution to North
American microfinance may not be the
accomplishments of its own loan funds, but rather,
itswillingness to let go of the programs it worked so
hard to build so that they might develop more
sustainably as part of the larger financial system.
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Appendix A

Cameadow Volumel Issue3
Metrofund June 1997

Did You Know? 3¢

An Information Newdl etter for Calmeadow Members and Associates

Calling All Members: Your “Small Business Tip” Could Win You a Column in
Next Month’s I ssuel

Cut Costs by Obtaining FREE and Useful STUFF!

You can get afree copy of the Canadian Government Small Business Services Guide by calling 1-
800-761-5133.

You can get useful information on the internet and learn from a variety of computer products free at
the Community L earning I nformation Centreslocated at three branches of the public library:

Lilian H. Smith 239 College St. (416) 393-7746

Parkdale 1303 Queen St. W. (416) 393-7686

Riverdale 370 Broadview Ave. 393-7720

Videos on marketing are available from the Business Development Bank by calling 1-888-info-BDC.

& The Canadian Chamber of Commerce offers events for small business. Y ou can reach them at
(613) 238-4000.

The Toronto Board of Trade now houses the World Trade Centre for Toronto. They have an
ongoing listing of people who want to buy and sell products. Call (416) 366-6811 or fax them at (416)
366-2444.

If you have some questions on packaging and labeling you can call (416) 224-3950 to obtain advice
from the Consumer and Cor por ate Affairs Office.

The Canadian Industrial Innovation Centre, a non-profit organization is in the business of helping
inventors and entrepreneurs in any area of counselling. Call the Innovation Centre toll free at 1-800-
265-4559.

The Canadian Federation of Independent Business has a new web site at www.cfib.ca with an
extensive menu of small business offerings.

62



Remember: To submit your Tips, please call: Louise Sankey at (416) 487-5291

8 Client of the Month: M argar et Gonya, Owner of M. Gonya Designs

M. Gonya Designs is owned and operated by Margaret Gonya. Her company manufactures and
loomed sweaters for women in natural fibres, with emphasis on texture and colour. For ten years
Margaret operated a retail store on Queen St. West in Toronto but now she has turned her attention to
building up a wholesale Business and is happy to concentrate more on manufacturing. She can be
reached at her studio on Niagara St. at (416) 504-3187.

News from Kim Koh, Business Manager at Rexdale Community Micro skills Development Centre

The Women's Enterprise and Resource Centre is an initiative in progress that currently runs a self
employment program for women. This program will provide business skills training, personal and
business counselling and business start up support for low income women who have good business
ideas. Everyone is invited to an Open House event at 1 Vucan St. in October 1997. For more
information contact Kim at (416) 247-7181, ext. 229.

v" Check this Out!

The Toronto Kitchen Incubator offers an affordable way for your small food processing company or
catering operation to make larger quantities of food and increase the size and profitability of your
business. The 2,000 square foot fully equipped commercia kitchen with access to office equipment
and space, management and marketing advice is located at 200 Eastern Avenue, Toronto.

The Small Business Centre, City of Scarborough, is holding a seminar on June 19, 1997 from 6:30 —
9:30 p.m. called “Winning Internet Marketing Strategies for Business.” For more information call
(416) 396-7169. The cost is $25.00.

A Microsoft Canada is holdi ng an exciting business show called “Success — It's Your Business.”
Thisis atwo day interactive event for business owners and entrepreneurs taking place on June 6 and 7.
For more information call (416) 234-6434.

Desh Pardesh Festival and Conference will take place from June 11 to June 15 at the Factory
Theatre. Desh Pardesh brings together participant from the U.S., India, Pakistan, Sri Lanka and the
Caribbean for five days of concerts, artist talks, discussions, panels and workshops. The event is free.
For more information, call MelinaY oung at (416) 504-9932.

A Million Thanks!!

Linda Darmanie, Chief Editor of the Magazine Upwardly Mobile, has kindly donated copies of her magazine to
be available at our self-help center. Upwardly Mobile is a magazine for small business entrepreneurs, just like
you! Calmeadow Metrofund would like to thank Linda Darmanie for her generous contribution to our clients.

This information sheet was designed thanks to the contribution of
Calmeadow Metrofund Advisory Clients Committee.
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CALMEADOW

A dix B
PPENE METROFUND

SELF EMPLOYMENT BUSINESS CREDIT

|ndividual L oans Program

(Effective March 3, 1997)

Cameadow Metrofund has now launched its new individual loans program. Calmeadow’ s attempt
is not to move away from its pioneer approach to lending in Canada (peer group model), but rather,
to provide an aternate choice for those entrepreneurs who do not wish to access credit by forming a
peer group.

The following is the criteria you need to consider when applying for an individual loan:

* You business must be in operation for at |east one year.

» Cameadow Metrofund will request a credit report from a credit reporting agency for each
application submitted. (From both existing clients & new clients.)

» Cameadow Metrofund will request a personal financial summary as well as a business financial
summary. (Thisinformation isto beincluded in the application form.)

e Lending limits must range from $1,000 up to $15,000.

» Theadministration fee for an individual loan is 6.5%.

* Anupfront fee of $10.00 will be collected at the time your application is submitted. The fee
will become part of the administration fee once your loan has been approved. If you loan is not
approved the fee will not be refunded.

* Theinterest isat base of 12%.

* The borrower must be able to meet with Calmeadow Metrofund’ s Account Manager on a
regular basis.

Noticeto Calmeadow Metrofund’s Existing Clients:

» The same criteria specified above will apply to existing clients.

* Anexisting client wishing to apply for an individual loan must meet with hig’her group
members to discuss this matter. The group will be given 6 months to find a replacement unless
the existing client wishes to remain in his’her peer group. The client must make an appointment
to meet with hig/her peer group and Calmeadow Metrofund’ s Account Manager prior to
completing an individual loan application.

To apply for an individual loan you must arrange an appointment by calling us at
(416) 362-9125. The application isto be completed in our offices the day of your
appointment.
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CALMEADOW

Appendix C

METROFUND

SMALL LOANS FOR SMALL BUSINESSES

INDIVIDUAL LOANS: Frequently Asked Questions

Whoiseligiblefor an individual loan from
Calmeadow Metrofund?

Individual loans are designed for entrepreneurs who have
operated their businesses for some time, at least 12
months, with a proven track record and individuals who
graduate from Self Employment Training Programs.
These loans are available to individuals 18 years or older
in the Greater Toronto Area.

What documentation isrequired?

The documentation requirements depend on the loan size
you request and the information you have available. For
example, if you already have a business plan, then we
would like to see it; but if you do not have a plan, we will
work with you to prepare a written business plan and cash
flow projection.

We generally like to see current financial records, such as
an income and expense statement, sales receipts, bank
statements, a list of your assets and liabilities, and any
relevant contracts. What is important is that you can
demonstrate a track record, you have a solid plan for your
business and that you can demonstrate that your business
will have the capacity to repay the loan.

What loan amounts ar e available from
Calmeadow M etrofund?

First time individual loans are usually $1,000 to $5,000
depending on the merits of the business and the
assessment of your character. The maximum loan size
available from Calmeadow is $15,000. Loan terms can
very from 6 monthsto 5 years.

What collateral isrequired?

The collateral requirements are determined on a case by
case basis depending on the loan size and the merits of
the business. With smaller loans, household effects or
business equipment can be used; with larger loans, more
tangible collateral is expected, such as a vehicle or
property. In all cases, guarantors can be used to reduce
the collateral requirement.

Istherean Application Fee?

Yes, we ask for $50.00 non-refundable Application Fee
(this is only required for first time borrowers). If you loan
is approved this amount will be deducted from the
Administration Fee.

How long does it take to approve the application?

Your business is important to us. Once al the relevant
paperwork is submitted, you should generaly receive &
response in 48 hours. It does take longer to process loans
over $5,000.

How are disbursements and repayments
conducted?

Once your loan is approved and documentation signed, we
will issue a cheque for your loan. In some cases the cheque
may be jointly payable to you and the company you are
buying equipment from. Monthly loan payments will be
automatically deducted from your bank account on the date
and for the amount agreed under the terms of your loan
agreement.

How much doesthe loan cost?

Calmeadow charges competitive interest rates on its loans
as well as an Administration Fee. The actual costs of an
individual loan depend on the loan size and the applicant’<
history with Calmeadow. Our long standing clients receive
preferential pricing. Total costs of the loan include the
interest and the Administration Fee.

What type of business does Calmeadow Metrofund
finance?

We provide loans for any legal business activity. We do
not have a preference for specific types of industries. The
business can be full or part time.

Calmeadow loans can be used to pay for anything that helps
your business. For example, you can use your loan to
purchase supplies, buy equipment, or to launch a marketing
campaign.

Calmeadow Metrofund, 365 Bay Street, Suite 600, Toronto, ON, M5H 2V1 Phone (416) 362-9125
Fax (416) 362-0769 E-mail: metorufnd@calmeadow.com  Printed May 1999
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I ndividual L oan Documents Required

Completed Individual Application

Projected Cash Flow for next 12 months

Independent verification of past business income please provide either
* Audited statements or

» Severd of the following:

Notice of Tax Assessment

PAST/GST Remittance Forms

Bank Statements (at least previous 6 months)
Copies of Contracts or Invoices

Client Names and Telephone Numbers

A list of assets or information on the guarantor offered to secure the loan

* & & o o

Photo |dentification (submit one)
» Driver'sLicense
* Passport
» Citizenship Card
Void cheque from the account where the monthly payments would be drawn from
Confirmation of the business and home address
Proof of other income (if applicable)

Business Plan (if available), otherwise a one or two page summary of how you plan to
sue the loan and how it would help you improve your business revenue

$50 application fee, fist time Borrowers only

If you are interested in proceeding, please contact one of Calmeadow Metrofund’'s
Loan Officers for an appointment and the loan application package.
Tel: (416) 362-9125 Fax: (416) 362-0769
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Appendix E: Summary of Outreach Methods: Inquiries, Loans, Cost Ratio

LOANS COST
OUTREACH STRATEGY INQUIRIES | (at study RATIO *
end)
MASSMEDIA Total: 23 Total: 4
e ARTICLES WRITTEN ABOUT METROFUND 13 3 LOW
* ADS IN COMMUNITY NEWSPAPERS 2 0 MODERATE
e TTC Bus Ab CAMPAIGN 3 1 HIGH
* WEBSITE 2 0 LOW
e POSTERS 3 0 MODERATE
COMMUNITY REFERRAL SOURCES Total: 60 Total 11
¢ COMMUNITY GROUPS 46 7 LOW
* LIBRARIES 3 1 LOW
e BANKS 5 1 LOW
* LINKAGES TO BUSINESS SERVICE PROVIDERS 2 1 LOW
* BUSINESS IMPROVEMENT ASSOCIATIONS (BIA) 2 0 LOW
e LOCAL PoOLITICAL OFFICES 1 1 LOW
* FAITH COMMUNITIES 1 0 LOW
EVENTS Total: 53 Total: 0
*  NEIGHBOURHOOD EVENTS: STREET FAIRS 6 0 MODERATE
* EXPLORING SELF-EMPLOYMENT WORKSHOP 47 0 MODERATE
MARKET RESEARCH Total: 42 Total: 6
* IN-PERSON VISITS 22 4 HIGH
* DATABASE DEVELOPMENT (TELEPHONE SURVEYS) |20 2 HIGH
OTHER Total: 6 Total: 3
*  WORD OF MOUTH REFERRALS 6 3 N/A

* Low = $500 or Less; Moderate = $500 - $1,000; High = More than $1,000
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