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BACKGROUND
The House Building Finance Corporation (HBFC) was set up under the Government Act (titled “HBFC Act-1952”) as a public sector enterprise soon after Pakistan’s independence in 1947.  Thus HBFC (the Corporation), established in 1952, became the country’s first specialized housing finance institution and is currently ranked amongst the oldest housing finance institutions in Asia-Pacific region.  
During the time of partition between India and Pakistan within the Indian          sub-continent, there was a large influx of refugees crossing the border in to Pakistan to settle mainly in the larger cities of Karachi and Lahore.  Rehabilitation of these refugees, encompassing the provisioning of housing and employment, became the foremost issue facing the leadership of the new born state. In order to economically empower the people for housing and gainful employment, two institutions were created by the founding fathers of the country:

(i) The Refugees Rehabilitation Corporation, and
(ii) The House Building Finance Corporation.
With this purview, HBFC was created as a State Enterprise and by default, being in public sector became victim of the:

· Pros and cons inherent to a Public Sector Enterprise within a developing country.

· Over the years it became an administrative arm of government’s Social Service program and got plagued with inefficiency, corruption, political influences, and poor market perceptions.

· Nearly its entire loan portfolio was declared as either Non-Performing Loans (NPL’s) or potential NPL’s raising the fundamental question of its commercial viability and sustainability.

WORLD BANK ASSESSMENT 
A World Bank Report in June, 7 2002 “A Housing Finance System for Pakistan – Issues & Options” carried out a detailed review of HBFC and commented:

“Given the low rate of provisioning, HBFC may be in a situation economically equivalent to bankruptcy”. “(P-2)”
Furthermore, it also observed that:

“Given its legacy as a Development Finance Institution (DFI), attempts to restructure HBFC as a commercially operating housing finance institution are not provisioning.  Rather HBFC might focus on becoming an efficient manager of Government programs of social housing products, which would still require a major upgrading of its internal corporate environment….
…. “flawed charter, poor governance with administrative and political interferences… “(P-14)”
…. “A vast majority (98%) of credits due for more than 3 years (a very substantial share over 12 years).  Recovery prospects are slim or nil [for these credits].” (P-14)”
“HBFC has a long-standing reputation problem domestically and even abroad among donors.  These reputational problems must be factored in and addressed by any restructuring plan for HBFC.”(P-27)”.
In addition to the aforementioned analysis by the World Bank, an inspection report of the State Bank of Pakistan (SBP) on HBFC, prepared for period ending 2004 reiterated similar remarks on the status of NPLs in HBFC’s loan portfolio.
APPOINTMENT OF NEW MANAGEMENT
Around that period, the then Prime Minister of Pakistan, Mr. Shaukat Aziz (previously serving as the Finance Minister of Pakistan) began emphasizing the importance of the issues of housing and housing finance in the country, leading to the creation of the following three main initiatives:
(i) Announcement of a National Housing Policy - 2002 (the first ever such document prepared on housing within Pakistan).
(ii) The State Bank of Pakistan (the country’s central bank) started encouraging commercial banks to enter the business of mortgage finance.
(iii) The Government of Pakistan (GOP) also decided to try and revive HBFC to play its due role as the pioneer specialized housing finance institution in the country.

Building on this momentum, in January 2005, the GOP appointed a professional banker from the private sector as the new Chairman and Managing Director at HBFC.  To start, the new management was tasked to come up with candid answers to the following fundamental questions:

· Was HBFC still needed as a specialized housing finance institution given that approximately 20 commercial banks had now entered and are competing with one another within the housing finance business?  If the answer is YES, then
· Can HBFC be transformed into a commercially viable and sustainable housing finance institution?
The new management at HBFC first conducted a comprehensive review of the situation and noted its response as follows:

· The business focus of HBFC is Small & Medium Housing (SMH) for Low and Middle Income Groups (LIG) of the population.  There is no financial institution except HBFC currently catering to this substantially large,            un-served and/or underserved market segment. The Management argued in view of the Government’s polices on SME bankding that even though it is promoting specialized SME banking, no commercial bank has focused on SMEs finance despite the fact there are more than 40 commercial banks are operating in the country.  The fact remains that SME represents a very sizeable business segment and thus needs to be accurately served with a business focus.  The same holds true for justifying HBFC having a business focus for SMH financing. 
· The following game plan was imperative in succeeding to remake HBFC into a commercially sustainable entity:

(a) A comprehensive “reforms and restructuring” program to develop an efficient mortgage delivery platform.

(b) Drawing upon international expertise (possibly with the technical and advisory support of the IFC/World Bank Group) to develop a “business plan” and a “capacity building plan”.

(c) Complete support and dedicated commitment of the Ministry of Finance (MOF), the SBP and the Board of Directors to achieve (a) and (b) above.

A presentation on management’s view point was given to the GOP and finally the Management was given the go ahead to proceed as per plan.
GROUND REALITIES FACING NEW MANAGEMENT
In order to present a better comprehension of the ground realities faced by the new management in its endeavors, it is necessary to provide a review of some critical functions and activities at HBFC:
(i) HBFC prior to January 2005 (where they were).
(ii) HBFC subsequent to the reforms program & turnaround of 2005-2007 (where they are).
(iii) Future of HBFC (the way forward).

HBFC PRIOR TO JANUARY 2005 (WHERE THEY WERE)
A brief overview of state of affairs, as prevailing prior to January 2005, would facilitate a better understanding of “where it was” and “where it is today”.  To asses the state of affairs needed time and lot of active involvement from the new management.  The new management was convinced that any “effective treatment” would depend upon the quality of “diagnostics”, so a comprehensive review of the state of affairs was immediately initiated.

1.
Non-Performing Loans (NPLs)
As mentioned earlier, a very sizeable portion of the corporation’s loan portfolio was non-performing.  The actual size of NPLs and the provisioning needed accordingly was hiding behind the definition of “loan classification”. The State Bank of Pakistan’s (SBP) Inspection Report for period ending December 2004 had remarked that out of a total asset size of approximately Rs.20 Bn, nearly Rs.12 Bn were classified as NPL’s which did not include other potential NPL’s of around Rs.6 Bn.

The World Bank report for the year 2002 accorded the entire portfolio of HBFC as literally delinquent in contrast to the 90% estimate awarded by the SBP.  In the absence of precise data, the management classified the portfolio, partly using Ageing Analysis, to be as follows:
	NPL’s = 54%
	Defaults age of 3 months and above.          A sizeable outstanding portfolio has finished its 20 year tenor.

	Potential NPL’s= 15%
	Same as above, but not classified.

	Partly Performing = 31%
	This comprised of the portfolio which was irregular, and/or performing.


On the liability side, HBFC had an outstanding credit line of approximately          Rs.13.5 Bn payable to the SBP. As such, if the situation would have continued, the much needed provisioning/write-offs would have wiped out the entire assets along with any chance of repaying the SBP credit line.  Therefore, in the eyes of the new management, the first and foremost challenge was “default management”.

2.
Financial health of the Corporation
(a) HBFC as an “on-going” entity:

The two main issues severely eroding the health of the organization were:

(i) Need for more provisioning and write offs:  In the absence of any attention focused on loan recovery from NPL’s and Potential NPL’s, and defaults getting deeper in ageing, the eroding assets would have eroded any chance of HBFC honoring its financial commitments.

(ii) Negative Cash Flows: As concluded in the World Bank report, the organization was gradually approaching bankruptcy. The SBP was refusing to roll over its credit lines since 2002, and instead demanded repayment of existing credit lines under a very tight repayment plan. This, coupled with very hefty establishment expenses created doubts on HBFC as an “on-going” entity. 
(iii) No efforts were made to obtain market based funding, nor was it possible to do so in view of the unhealthy accounts of the Corporation. During 2004, the corporation had sizeable negative cash flows, and if that situation would have continued, by middle of year 2007 HBFC would have had no money to pay even for staff salaries.
(b) Cost of funding:  The return to SBP on its credit line was not on normal credit terms having an agreed cost of capital. The return was based on HBFC paying a percentage of its profits to the SBP and the remainder to its shareholders in the form of dividends.  As such, the operational staff at HBFC never learned the concept of external funding costs, and had no mechanism of intermediation cost and spread based lending.
(c) Very high loan processing cost: The average total yearly establishment expenses during 2000 to 2004 were around 40% of average value of annual new loan productions. The following factors were responsible for the abnormally high loan processing costs:

· Overstaffing coupled with poor human asset value (4 - 5 loans per staff).

· Since there was no concept of branch profitability, approximately half of the branches (out of a total branch network of 55) were not meeting their own establishment costs.
· Very low business volume, both in number and value of new loans.

(d) Misleading financial results: Since the corporation’s accounts were not being maintained per “Generally Accepted Accounting Principles”, the operational results reflected in financial statements were also not indicative of the true state of the Corporation’s affairs.  In certain instances, due to inadequate training and the absence of adequate systems, a single-entry accounting practice was being followed.

Although more than half of the loan accounts (213,000 out of 430,000) had been closed in the branches, settlements in these closed accounts were still appearing in the Head Office control accounts, thus incorrectly reflecting the income due to unrealized/unearned income.
 Furthermore, to compound the magnitude of this error, taxes and dividends were continuously paid on these inflated profits. Such practices, in addition to erroneous low provisioning, were resulting in financial results contrary to factual position.

3. Poor Accounting Practices

Since 1982 (a period of 23 years), the Corporation’s accounts were being “qualified” for “non-reconciliation of accounts”. While the issue had originally surfaced in 1972 as in the World Bank Report, the previous managements failed to resolve this issue, which subsequently became the root cause of corruption and many more accounting malpractices. The new management decided to address this and many other accounting issues and initiated a comprehensive review and reforms of its accounting system.  The Annual Accounts for year ending Dec 31, 2007 are now “qualification free”, first time since 1982.
4. Absence of Systems & Manuals

Since its establishment in 1952, the corporation never initiated any efforts to develop and/or design systems, processes or manuals. In one of its initial Board Meetings in 1952 the Board decided to follow the Government practices and policies till such time. Rather than developing Policy and Operational Manuals of their own, the operational matters were being delegated by management to be managed through policy circulars and directives.         As evident in the review of majority cases by the new management, even though these circulars and directives lead to many conflicts and contradictions, they had not even been compiled in one place for ease of review in managing the affairs of the Corporation.
5.
Poor personnel policies and Human Resource Planning

· Excess staff: The Corporation had more than 1,450 staff which was too high in relation to the size of its portfolio.

· Lack of professional staff: The majority of the staff was not professionally qualified (e.g., CA’s, CPA’s, Risk Managers, MBA’s etc.) nor was any effort made to improve their quality/performance through training and continuing education.  

· Performance measurement:  As the corporation followed government policies and procedures on personnel matters, it never developed a performance measurement system.  One out of every third employee within the Corporation was involved in some sort of litigation/contestation against the Corporation on issues like promotions, increments, transfers etc. Due to bureaucratic red-tape, any efforts by management to punish someone on corruption charges would take 4 to 5 years, which was the biggest deterrent for any management action against culprits.
6. Low level of computerization and use of technology

The corporation was operating on an abysmally low level of computerization which was limited to accounts and personnel functions at the Head Office. The use of other technological aids was literally non existent. The Corporation’s new management realized that a massive initiative was drastically needed in the areas of software development, provision of hardware, IT Training, and networking for the Corporation to even contemplate surviving in the future.

HBFC: SUBSEQUENT TO THE REFORMS PROGRAM & TURNAROUND OF        2005-2007 (WHERE THEY ARE)
In accordance with the Companies Ordinance, 1984 (corporate law in Pakistan), a company’s Chief Executive Officer (CEO) is appointed for a three year term.  The new CEO was appointed by the Prime Minister of Pakistan to head the Corporation from January 2005 to December 2007, and has completed his three years tenure.

Following the diagnostic analysis of the corporation, a comprehensive Reforms and Restructuring program ensued.  This program was divided into the following three segments:

· Establishing the direction for the Corporation – Vision & Mission.
· Setting the house in order – a comprehensive Reforms Program.
· Instituting a Roadmap for the future – Business Plan
1.
Establishing the direction for the Corporation:

HBFC did not have a defined business focus, although it had been drawing its main clientele from low and middle income segments (LIG) of the population, with an average (since inception) loan size of less than Rs.100,000.  Today the average loan size is Rs.350,000* Furthermore:

· its operational polices did not have a business focus for the LIG market segment;

· it had an upper loaning limit of Rs.7.5 mn., and 
· it was considering to enhance that upper limit with a view of capturing the high end market. (the business focuses for commercial banks).
Since its inception in 1952 till 2000, HBFC literally enjoyed a monopoly status in the housing finance market.  It was only after the SBP directive in 2000 that other commercial banks were allowed to enter the housing finance market, and a market competition surfaced for HBFC.  Since then, nearly twenty five commercial banks (out of more than 40) have entered the housing finance market. The new situation demanded that HBFC should position itself for a market niche.  An analytical view of the “housing market continuum” is presented in Fig 1. 
___________________________

* Exchange Rate Rs.60 = 1 US$
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Housing Continuum:

A brief look at the above Housing Continuum, developed by HBFC, as a best estimate based on whatever statistics were available, highlights the main issues of mortgage affordability, housing finance players, housing market, market segments, income distribution, and housing shortage in Pakistan. 
(a) 
Social Housing (Micro & Small):
Social Housing deals with low (small) and low-low (micro) income segments of the population. The market players are currently not interested in this segment resulting in a “social crisis situation”. This is mainly due to:

· The small and micro housing segment is the most oppressed and immensely neglected segment of the market. 

· For “small” the monthly income ranges between Rs.4,001 to Rs.10,000 (representing 40% of the total population of Pakistan) whereas for “micro” it is a mere Rs.4,000 and below (representing 20% of the total population of Pakistan).

· The huge existing disparity between real estate prices and mortgage affordability within the Social Housing segment which is widening further with time.

· Nearly 60 % of the population falls within this category resulting in a massive housing demand/supply gap and practically no “organized” supply.

· Housing affordability of this segment ranges from Rs.0.20 to Rs.0.50 Million. 

As can be gathered from the above analysis, without any government intervention/support in the past, this situation has lead to the creation of illegal habitats and squatter settlements (commonly referred to as “Katchi Abadis” in Pakistan) to epidemic proportions within major cities.
(b) 
Market Housing:
· Market housing mainly caters to the High-High, High, Upper Middle and a portion of the Middle income segments of the market. 

· Monthly income levels are between:

· High-High – Rs.1 lac & above (representing 1% of the total population of Pakistan) 

· High – Rs.100, 000 (4% of population) 
· Upper Middle – Rs.25,001 to Rs.50,000 (15 % of population), and 
· Lower Middle income groups – Rs.10,001 to 25,000 (20% of population). 

· Commercial banks are focusing only the High-High and High end market segments with mortgage affordability of Rs.2.5 million and above, whereas HBFC is solely taking care of the housing needs of the Upper Middle, Lower Middle, Small and Marginal to Micro Level income groups.
· Housing Continuum reveals that Market Housing deals with that segment of the population where market mechanism takes care of housing issues since:

· affordability and property prices have a match, and

· against a relatively smaller demand there is a matching supply.

The market scenario led the management to the following conclusions:
· Currently all commercial banks are targeting their efforts towards the High End of the housing market which comprises approximately 10% to 15% of the total housing market and as such HBFC has no role to play in that segment.  
· 10% of the market comprising of the Upper-Middle segment represented a grey area where HBFC and commercial banks could compete if necessary.  However, the commercial banks would still maintain an obvious differential competitive advantage.

· 55% to 60% of the market segment comprising of Low and Lower-Middle income segments is an area which commercial banks currently are not interested in pursuing.  This is the segment where HBFC has traditionally been an active operator, and over the years has developed itself as the sole brand servicing this segment. 

· The Low and Middle income market segments would not be an attractive and commercially viable market segment for commercial banks in view of comparative higher risks and higher processing costs vis-à-vis the size of earning assets being booked.

· Due to risks involved in titles, property valuation and income assessment, commercial banks were focusing only within a few large cities and a few posh localities (“safe-heavens”).  Nearly 90% of the urban areas were undeclared as “no-go-areas” for commercial banks housing finance activities.                     In comparison, HBFC enjoyed operations within nearly 50 cities of the country and had a very good understanding of the Low and Middle income housing market.  

(c) 
Vision and Mission statements:

In light of the aforementioned analysis, the new management, in consultation with the Board of Directors and the shareholders of the Corporation, envisioned the following Vision and Mission statements for HBFC:

Vision: 
“To be the prime housing finance institution of the country, providing affordable housing solutions to low and middle income groups of population by encouraging new constructions in Small & Medium Housing (SMH) sector.”
Mission:
“To be a socially responsible and commercially sustainable housing 


finance institution.”


To reflect the new Vision and Mission of the Corporation, a new slogan was coined: 
“HBFC, the Housing Bank for Small & Medium Housing (SMH) finance.”  
The SMH market-niche provided a justification to the Government and to the SBP that focusing on SMH finance is as important for the housing sector as Small and Medium Enterprises (SME) are for the manufacturing and trade sector.

The corporation’s logo was accordingly changed to reflect the new business focus:
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The new logo was designed keeping in mind the following nuances:

· Low income segments do not dream of owning a fancy home. Their dream is for a roof, a shelter over their head.

· The logo font was changed from capital to small alphabets to reflect a shift in the Corporation’s business focus i.e. from large to small.
· The alphabet “b” for “building” was highlighted, showing that the new business focus was to promote new construction i.e. building finance. HBFC’s mission is to operate in the primary market and increase housing stock through new housing construction. That is not the case for commercial banks, which mainly operate in the secondary market where nearly 3/4th of their mortgage finance is focused on. In contrast, more than 3/4th of HBFC’s financing is for new constructions.

2. 
Setting the house in order
In order to prepare the organization to play a much bigger role, in a more prudent and efficient manner, a comprehensive Reforms & Restructuring Program was designed in 2005 and immediately put into action.  It was consciously decided that for the next two years (2005 to 2006), before trying to accelerate the new housing loans portfolio, management will focus all their concentration in setting the house in order, developing an efficient delivery platform, and envisioning a well thought out Business Plan covering both the assets and liabilities sides of the Corporations balance sheet.

In this arduous journey of transforming this ailing institution into a vibrant, proactive and forward looking institution, the new management decided to take all those who matter “on board”, without whose support and commitment the mission would become a mission impossible.  Through a carefully worked out plan of presentations and briefing sessions, the management took the following crucial parties on board:

· The Board of Directors
· The Shareholders of the Corporation (GOP and the SBP)

· The HBFC staff
Through these presentations the management created awareness that if the present state of affairs were to continue, the Corporation would no longer be considered an “on-going” entity. A reformed and restructured HBFC will not only be commercially viable and sustainable, but will play a much bigger role in the housing finance market in the country.  It needed a major operation overhaul to ensure its viability and sustainability. In short, in order to survive, it was time to change.               The salient features of the Reforms Program covered:

(a)
Loan Recovery and Default Management

The first and the foremost mission was two pronged:

· to improve the financial health of the corporation by making loan recoveries from NPL’s and potential NPL’s, and 
· to make the remaining irregular portfolio into a truly performing portfolio.
Due to persistent defaults, the outstanding loan amount against borrowers was manifolds than the original loan amount (3 to 5 times in certain cases). To facilitate the borrowers, a partial relief in the amount of interest payable to the Corporation was allowed under three different Relief Packages:

	Relief Package 2005
	Time Expired – where the loan tenor      (20 years) had expired and the loan still remained outstanding.  The borrower was asked to pay back the loan as determined on a simple formula of Principal Plus, giving more relief based to smaller loans.

	Relief Packages 2006 and 2007
	Time Remaining – Outstanding loan was rescheduled and rephrased after giving a concession on the interest rate.


Previously, the task of loan recovery was the additional responsibility of the credit staff without any insights either from the field staff or by management.  To counter this, two new functions were established, “Default Management” and “Potential NPL’s and partly Performing Portfolio”.  Country-wide recovery conferences were held to educate the field staff on the new Recovery Plan, which also highlighted the newly introduced incentive scheme for staff involved in recovery efforts.  The success of this endeavor is evident from the results itself, as during the last three years the Corporation has made cash recoveries of more than Rs.10 Bn. The table below gives the movement of NPL’s from 2004 to 2007, and a projection till year 2012:









     (Figs. are in %)
	Year
	NPL’s
	Potential NPL’s
	Performing
	Total

	
	
	
	
	

	2004
	54*
	15*
	31
	100

	2007
	38
	5
	57
	100

	2008
	24
	0
	76
	100

	2012
	9
	0
	91
	100


* For year 2004 the actual figures might be even higher, since NPL’s classification at that time was not in accordance with State Banks’ Prudential Regulations on Provisioning.
Since the NPLs’ are getting under control and are targeted to fall within single digit by the year 2012, the two separate departments for recovery (i.e. loan servicing and default management) have now been merged into one. The main emphasis now is on strictly monitoring the process of granting of new loans, so as to ensure that fresh loans do not add to the size of the non-performing portfolio.
(b) 
Business Growth Plan

Technical assistance from the International Finance Corporation (IFC) was sought in development of a long term business plan.  The business plan was developed by CMHC of Canada and funded under the IFC’s technical assistance program.          The Plan projects home financing targets for the next 10 years (2007-2016), both in terms of value and number of mortgage assignation.  The Business Plan projects that 194,000 new mortgages aggregating Rs.218 Bn would be produced during the next       10 years, gradually rising from 8,000 new mortgages/year in 2007 (valued at Rs.4 Bn) to 32,000 mortgages per year by the end of 2016 (value Rs.40 Bn).  In order to fund fresh loans of Rs.218 Bn during the period, the Corporation would need fresh funding of Rs.164 Bn to be raised from the market, while the balance would be funded through loan recoveries from the existing loan portfolio.  Thus, the business plan posed two new challenges to the management:

(i) A wider product range, outreach and market penetration to ensure that enough business will be available to meet targets.

(ii) Since the funding to support business will have to be market based, it was essential to design, develop and launch new instruments of finance and simultaneously develop HBFC’s image as a credit worthy institution.

(c) 
Product Range

The HBFC is targeting to expand its product range from two to ten and more products in the coming years. The range would cover retail as well as wholesale (or project) housing finance products.

(d)
Market based Financing Instruments

The corporation has started necessary preparations to raise market based/cost efficient medium to long term funding through instruments like Mortgage Backed Securitization, Sukuk (Bonds), REITs, and Certificates of Investments (COI’s). Since the corporation had never initiated/raised market based funding in the past, it was by itself a challenge to improve its perception as a bankable entity within the financial market.  By the end of 2007, HBFC has already managed to float its first ever Sukuk of Rs.1.5 Bn, which has been very well received by the financial market. This successful launch has set up a good bench mark for raising further funding. During 2008 HBFC intends to raise an additional Rs.6.0 Bn through issuance of Sukuk in two tranches of Rs.3.0 Bn each.  These funds are needed to finance new mortgages of Rs.7 to 8 Bn planned for the year 2008, which are more than double the 2007 level.


(e)
Computerization
Since the corporation was computerized at a very basic level and only for the functions of accounts and pay-roll, a comprehensive computerization was a massive need and challenge. Management was cognizant of the fact that unless the functions of loan origination, processing, servicing and other related accounting functions were not fully computerized and integrated, the Corporation would not be able to handle the planned business growth. 
The comprehensive computerization of HBFC had 3 pronged challenges for the management.

(i)
Changing the mind set:  

Getting the staff motivated and committed for a fully computerized environment was a major challenge.   The staff, which for many years was used to doing things manually, was opposed to moving towards a comprehensive computerization environment. In the end, management was able to convince and motivate the staff on job enrichment, job security and the concept that without computerization and technology, HBFC would never move into the future.

(ii)
Development of Comprehensive Software:

By engaging a local software company, an eight Module Loan Management Program and a Three Module Financial Management Program was developed. The software is under implementation at the Head Office and also in the field.
(iii)
Hardware:

As mentioned earlier, in the past basic networking of workstations and a general level of computerization was only confined to the accounts and personnel functions.  As such, a comprehensive plan of computerization and development of workstations was prepared for all levels followed by provisioning of hardware and networking. Local Area Networking (LAN) has since been completed and now Wide Area Networking (WAN) is nearing the completion stage.

(f)
Use of Technological Aids for Efficient Management

The Corporation had a wider geographical spread in the country, a large branch network, and a sizeable head office in addition to a large field staff.  For effective and cost efficient operations, the management decided to maximize use of technological aids as follows:

· A Biometric Attendance System linked to payroll.

· Video and Audio Conferencing to facilitate interaction and wisdom sharing with Head Office and field staff.

· Introduction of a Tele-Monitoring System: Through SMS Messaging, generated through the new introduced software system, existing clients are now being reminded about due installments, payments received etc., as well as providing an inexpensive additional medium to the Corporation to market itself to existing and potential clients.

· Establishment of a Client ID Verification System: On-line ID Verification System (VeriSys) of the National Database & Registration Authority of Pakistan (NADRA) has been installed at HBFC premises through which identification details of the applicant and his “family tree” can be pulled and fed to the database. HBFC is now working on to link its clients identification database, with the national database through biometric identification system.  

· HBFC is also now running a fully operational Call Centre to facilitate its existing and potential clients.

(g)
A dynamic website
In keeping with the rebirth of HBFC’s image, the Corporation’s existing website has been redesigned, technically upgraded and comprehensively updated to include additional contents.  It now provides:

· On-line loan application facilities (e-home)

· On-line customer account statements
· An on-line mortgage tracker to facilitate new buyers of property

· A mortgage calculator

· An information portal on relevant real estate related matters
(h)
Improving the work environment & culture

As can be imagined, the work environment and culture at HBFC was of a typical public sector enterprise in a developing country. This not only created a de-motivating environment for the existing staff, it also proved to be an inherent inhibiting factor for management in trying to induct professionally competent fresh blood from the market.  As evident from the pictorial images, extensive renovation work is now being done in all the offices of the Corporation to improve the work environment, remake the organization to meet modern day operational challenges, and to create a workplace conducive for enhancing productivity of the work force.
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(i)
Expansion of Outreach

Since HBFC’s business focus under its new Vision and Mission statements is Small & Medium Housing (SMH), it essentially needed to expand its outreach from big cities to small cities/towns in addition to low income habitats on the outskirts of big cities.  Management realized that, in light of the Corporations existing heavy establishment expenses, opening new physical branches would be a cost prohibitive option and would adversely affect its financial viability.  Therefore, HBFC designed and implemented a novel “expansion of its outreach” program, under which the “HBFC on Wheels” (Mobile Service Vans) program was launched, and Stationary Service Agents were also appointed in different cities:

· Stationary Service Agents: 
These are essentially pseudo franchise arrangements (or Service Centers), under which Service Representatives are appointed to originate, process mortgage applications and submit completed applications on-line to nearest HBFC branches. These Representative Offices are equipped with the necessary computer hardware/software and are linked to nearby HBFC branches through networking.  These Service Reps. are rewarded through service fees/commissions on successful deal closures and subsequent servicing of these loans.  Under the program, HBFC’s outreach has already expanded from           50 to 85 cities, and is likely to expand to 150 cities by the year 2010.
· HBFC on Wheels (Mobile Service Vans):
Vans bearing the HBFC logo and operating as mini-mobile offices have been launched to further expand HBFC’s reach to suburban areas of many big cities and to smaller towns which are not or can not be covered through Service Representative Offices.  These mobile offices are equipped with all the necessary “on-line” services as any other representative’s office, enabling HBFC to serve potential borrowers for on-line submissions of loan applications, getting information on loan balances or HBFC products.  
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(j)
Human Resource Planning

Even though many existing officers had gained an invaluable and vast experience working for the Corporation, there was still a dearth for well qualified and educated professionals.  The new management was cognizant of the importance of human capital and immediately launched a comprehensive HR Program aiming at short, medium and long term objectives.  The program covered:

· Inducting graduates (e.g. MBAs, CPAs, M.Com etc.) directly from universities at an entry level position as “Management Trainees”.
· After one year as a Management Trainee, good performers were then inducted into regular service and mostly positioned in field offices.

· Initiated a career planning program to develop future leadership.

· Conducted selected inductions of experienced hires at middle and senior level management.

· Actively participated in the IFC sponsored “Capacity Building Program” of SBP to develop training modules in Housing Finance.
· Realizing these changes might create a conflicting culture of values between existing and newly hired staff, management initiated efforts to identify, manage and effectively mitigate any obstacles to the development of a more harmonious work environment.

(k)
Co-Branded Credit Card
Due to high inflation and costs of living, low and middle income borrowers occasionally face adverse cash constraints which ultimately impact their ability for timely repayments, leading them to become unwillingly defaulters. The management realized that these borrowers may not default if they were provided with some short term cash support. For this purpose, HBFC made arrangements with a local commercial bank to issue a Co-Branded Credit Card to its clients.  At this point it is crucial to highlight the fact that most of HBFC’s low and middle income clientle did not have any type of banking relations, nor a credit card facility, and are thus being gradually brought into the banking net.
These arrangements allow HBFC to facilitate its borrowers for payment of (up to) three monthly installments through a “blocked Credit Card facility”.  This facility provides 45 days interest free funding to the borrowers and is secured by the “loan security” available to HBFC.  However, the credit card company would still follow a default client under its normal process.
(l)
Digital Archiving, Disaster Recovery & Continuity of Operations
The above program was commenced in January 2006 with the important task of archiving of critical records.  Being a 54 years old institution, HBFC has a large collection of critical documents including title documents of mortgaged property, accounting records, minutes of Board of Director meetings, personnel files, loan documentations, etc. The new management realized that the current manner in which these documents were being stored/maintained carried a lot of risk, more so in case of a natural disasters like fire, earthquake etc. The program has an ultimate objective of gradually moving towards a ‘Continuity of Operations’ plan.  Currently, the electronic storage of such documents with offsite back-up is in progress. 
FUTURE OF HBFC (THE WAY FORWARD)
1.
Financial Restructuring

A financial restructuring plan has been submitted to the GOP/SBP with the following main components:
· Voluntary Separation Scheme (VSS):  A grant has been sought from the Government whereby the Corporation would be downsized to replace ineffective and excess staff.  Approximately half of the staff has been offered a voluntary separation under this scheme and the payback period of the scheme is expected to be 5 to 6 years.  The Government, as part of a revival plan, had in the past provided similar financial support to other state enterprises and financial institutions.
· Conversion of Debt to Equity: Per SBP regulations, HBFC is required to raise its Capital from the existing Rs.3.5 Bn to Rs.6.0 Bn.  A higher Capital base is nonetheless essential for the Corporation to support its projected business growth in addition to maintaining its capital adequacy.  In view of this, the GOP and SBP have been approached to convert part of their outstanding credit lines to equity (Rs.3.2 Bn.).
2.
Privatization
Following the financial restructuring stage, the capital of the Corporation would have been raised to approximately Rs.6.5 Bn and the Corporation would be wholly owned by the GOP (MOF&SBP).  Under the envisioned privatization plan, majority of the shareholding (51% plus) will be divested as follows:

· Pre-IPO offer to IFC: About 15-20% of the shareholding would be divested to IFC under an Initial Public Offering (IPO).  The IFC has (in principle) shown an interest in the HBFC pre-IPO offer, subject to successful financial restructuring and a firm committed privatization program.

· In the next phase, 15% of the shareholding will be divested at premium by the GOP to the general public through a stock market listing.  The terms determined so far are an offer price at premium of Rs.25 per share (par value of Rs.10 per share).

· In the third and final privatization phase, 26% of the shareholding, along with management rights, would be offered to strategic investor(s) having a proven standing in the mortgage finance business.

Management envisions that under the above privatization program, which is likely to be completed by end of 2009, the GOP is expected to receive about Rs.8.0 Bn as privatization proceeds by divesting a part of its shareholding, and would still continue to maintain a 45-49% shareholding in HBFC. Valued at offer price, the value of GOP’s remaining shareholding in HBFC will be around Rs.8.0 Bn, and is expected to go much higher, if HBFC achieves its business targets.

3.
Micro Housing & Housing Finance

Since about 20% of Pakistan’s population can only afford micro housing and housing finance, the Board of HBFC has decided to promote a separate platform for the purposes of “micro housing finance”. Under the program, the following four institutions are in the process of being established:

(a) Social Housing Company: To promote and develop micro-housing schemes, a separate company in collaboration with NGO’s and the corporate sector is being set up.
(b) Social Housing Bank: A micro-housing finance bank is also being established, with possible equity participation from multi-lateral agencies and the corporate sector. The bank will provide micro-finance to purchasers of micro-housing being developed by the aforementioned Social Housing Company and similar programs.  The bank will be regulated under the State Bank’s regulatory regime for micro-finance banks.

(c) Centre for Low Cost Technology and Low Cost Construction Materials:  With technical support from a local engineering university, the “Centre of Excellence & Research for Low Cost Construction Technologies” is being established to provide technical support to builders of low cost housing schemes.
(d) Sponsor a Shelter Foundation: Since HBFC has been the oldest government financial institution providing housing finance to the low and middle income groups it has always been facing social and political pressures to waive off loans. The new management categorically reiterated the business perspective of the Corporation that HBFC is an “opportunity organization” and not a “charity organization”.  As such, any charity platform wishing to waive off existing loans to the needy and poor had to be an absolutely separate entity from HBFC. For this purpose HBFC has proposed to GOP to set up a “Sponsor a Shelter Foundation”.  This foundation will be funded by religious charities and through tax deductible donations from the general public and the corporate sector.  
Conclusion
The housing and housing finance sector, more so for low and middle income segments of populations, is crucial for developing countries both socially and economically.               The institutions like HBFC have a critical role to perform, and thus their owners and stakeholders have a responsibility to ensure that management of such organizations are given an enabling environment to deliver on their objective. Many of such institutions in the developing world, being in the public sector, are faced with the challenges of very poor performance, inefficiencies, corruption etc. leading to a major challenge of commercial viability and sustainability.  The case of HBFC is a candid example wherein by inducting professional management, and with commitment of the Board and the stakeholders, such institutions could be prepared to effectively serve their mission.  While the Reforms and Restructuring achieved at HBFC during a short period of three years is commendable, the institution still faces the challenge of continuity and sustainability of the Reforms Program.  Unless HBFC is privatized, and continues to remain in the public sector, the potential threat of its going back to its past will remain.  In State Enterprises, the Government has the privilege to appoint leadership of the enterprise, this privilege is generally mis-used.
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� Since the accounts are physically settled/ closed in the field and files were then sent to the head office accounts for making entries in the system Head Office (HO) Control Account. The people at head office would take time either due to negligence or due to lengthy procedure for closing an account. The system involved re-submission, by a client ,the proof of payments made in say 20 years, which again may take months. During all these gaps between settlement of an account in the field and actual closing entries at HO control account, the account will remain operative in the system and charge interest. Sometimes HFBC would claim this additional interest from the client and closure would get further delayed.


� 1 lac is Rs 100,000. 
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