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activity is entirely consistent with the purposes
of the original AID loan.

Physical facilities, primarily student housing, have
been expanded, although earthquake related inflation
sharply reduced the amount of construction possible
under the dollar amounts available for the construction
portion of the loan.

The student loan fund has permitted considerable cx~-
pansion in necessary finanéial aid,  although .delinquency
experience has proven considerably worse than antici-
pated. (See Appendix C, pp. 1-3)

In summary, from an academic standpoint, INCAE has
made genuine progress during the life of the AID loan
agreement. The school and those responsible for this im-
portant academic accomplishment should be congratulated.
It is impressive.

IThe same conclusions, unfortunately, cannot be rcached
for the final, and perhaps most critical sipg%e reason
for the 1972 AID loan: to assist in the financial streng-
thening of INCAE for the long term. The major portion of
this report discusses and analyzes the long-range finan—
cial viability of INCAE, since it is in this area, as
opposed to academic performance, where major risks and

problems remain.












2 T? plan and develop a "profit making" consul-
ting business which would generate additional
revenues for INCAE.

3. To develop a student loan fund which, after a-
few years, would become a net source of cash
“revenue to INCAE.

4, To engage in considérably greater fund raising
activities from £he pfivate sec¢tor. |

After summarizing these;prindipal strategigs, there
appears, on page 65, a summary section entitled "Conclu-
sion: Capacity to Bepdy." The following quptétions from
pages 65 and 66 sunmarize the principal conciusions in
‘this seckion of the loan paper:

The financial projections show that with the sup-

port of the $3.9 million loan, INCAE will be able
to eliminate its operating deficit, improve its work-
ing capital position, and service its long-term debt.
The projections further show that by the end of the

. four-year disbursement period, FY 75/76, INCAE will
for the first time have generated from ils own re-
venues a rescrve for contingencies and an endowment
fund for a combined total of about $267,000. Such
results would not be attainable without AID's most
concessionary terms and a rewvised repaynent schedule
of the CABEI loan (now being negotiated) that will
permit INCAE to make repayments commensurate with
"its ability to repay."

To conclude, repayment prospects of the lcocan at
the terms recommended are favorable. The loan is
timely and provides INCAE with the financing it nceds
to improve qguality and expand. As the financial
statements indicate, the programs to be developed
will be sufficiently diversified so that a failurg
in any one will not jeopardize the overall viability
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and structure of INCAE. It should be clear why a school
with INCAE's structure and concept will always prove re-
latively expensive and'éomplex to oPefate. The reasons
supporting this conclusion Qill be developed in detail
in the next section of this report.

The absence of any prov1510n for permanent, dependable
sources of income from funds such as endowment reflects
a major problem in the orlglnal and c;ntinulng planning
for INCAE. This is certalnly true as to the 1972 AID
INCAE loan. A school such as INCAE, given its goals, ob-
jgctives, and mode of operation, simply cannot function
in the long term without permanent captial. A ﬁajor'gradu—
ate school of business in“the United Sﬁatef could not be
fully flnanced solely from regular operatlng revenucs were
it to undertake the full range of services and quallty

which INCAE presently provides for its students, faculty,
and administration. -

fhe lack of Sufficiént_annudllrevcnug to finance the
school is cléar becausg: . ‘

(L) INCAE, from the beginning in 1964, has always
operated.gt aﬁ annual deficit, recenkly in the
range of approxlmatcly $200,000 per year; and
that deficit haa grown from 205 000 in 1974
to $235,000 in 19?5, and to a pleched def1c1t
of more than $350,000 in 1976. (See Appen-

dix D, pp.2-9).
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expenses, and capital requirements. 1In effect
AID grants and a major porti&n of the AID 1972
loan have acted as temporary endowment which was -
consumed to finance annual 0perations; Presum-~
ably this source of support is now coming. to an
end -and there is no viéible evidence of a re-
placement source of equivaleﬁt magnitude and
dependability.

The numbe; of faculty and staff now used to op-
erate INCAE on its ptesent model is_excessive.

In June, 1976, toﬁal faculty numbered 40 and to-
tal support staff of all kinds Qas 156, for a
total INCAE payroll of 196 persons. This is sim-
ply too large for a school of this scale.
Finally, because of all the foregoing, the school
is complicated and difficult to administer. Com-
plexity always has an adminiétrative and finan-
cial cost--sometimes a serious one. INCAE it-
self is a good sized manageﬁent Challénge and
because of its:diversity it is difficult to con-
trol. Similarlys it is easy to loée financial
control unless great care and a ccnétant vigi-
lance is maintained. Finally, the school is al-
ways subject to serious factors completely outside
of its control (earthquakes, policital considera-
tions, sharp swings in commodity prices such as

coffee, etc.).
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not only of these alternatives, but presumably of others
which could be generated by the Board ofADirectors, tﬂe
management, and the faculty of the school. The recom-
mendations below are intended to stimulate discussion and
to offer some suggestions for further examination. In

any case,‘howéver, a prompt and thorough exploration of
these problems and various rccommendations for their solu-
tion should be undertaken p.comptly by the Roard of Direc-

tors and the management of INCAE.
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are to be solved, they must be solved by INCAE
management and by the Board of Directors. Tech-
nical advice ta the Board,_ﬁowever, might be help-
ful. It is most important for the full Board,

and if possible the Executive Comﬁittee, to be-
gin aE once this process of greater involvement,
familiarity, and undefétanding of the Institute's

financial problems.

The Board of Directors must insist now, for

1976-77, on a realistically balanced budget. INCAE

‘is now living beyond its present means and this

must end. Mo deficit should be permitted for
1976~-77 and management should be so directed. Every
possible effort should be focused toward balancing

the budget as soon as possible.

The Board must insist on realistic, cbnservative
financial projections. In the past revenue has
often been over-estimated and dxpenées under-esti-
mated. This pattern must end. Management must be
held fully vesponsible for achieving operating

results consistent with financial projections.

The Board of Directors ‘should plan to take enough

time at each Board meeting to review fully and
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fact, it has negative endowment due to

$4.5 million in total ‘debt.

A realistic and careful estimate of long-term
capital needs muét be prepared. Without such an
estimate it is impossible to determine the full
magnitude of INCAE's financial préblems. It
should now be clear, however, that twelve yecars
of continuous deficits cannbt long cohtinue.
Without further AID financing, a cash crisis
could swiftly develop. INCAE's long-term capital
needs will be.substantially influenced by (a) the
amount by which.operating costs can permanently
be reduced, and (b) the amount of additional op-
erating revenues which might be raised, and

(c) the guality of management éontrol which is

exercised over operations.

Special Note: INCAE cannot railse prices on
acadenic programs without running the risk of pri-
cing itself out of the markét. The Masters pro-
gram is now fuily priced. Ixecutive programs
could go up sdmep but not excessively. At the
same time, debt services on the AID and the CABEI
loan continue and principal plus interest payments

will add heavily to negative cash flow, especially
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