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result of the recent changes in VO nuab xrs and meémbership, and any further
changes proposed under RDP V.

Review the system and achicvements to date to recover the costs of the technical
inputs to the sector programs, and consider what changes should be introduced to
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required.

In the event of a shortfall of credit capital, explore the various mechanisms available to
BRAC to access funds from commercial banks, privale sector sources and/or GOB nt
concessional rales of interest.

Review the consequences of the proposed raise in weekly savings from Tk 2 to Tk 5 for
(potential) beneficianes,

6.3. INSTITUTIONAL

6.3.1

6.3.2.

6.4.1.

Review BRAC's policies and proposals in respect of loans outstanding, in light of the latest
and likely future levels of loss and VO closures.

Review and assess capability of BRAC staff at Head Office, Regional and Branch levels,
and the instruments available to monitor, analyze and manage credit and linance.
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EXECUTIVE SUMMARY
Final Financial and Credit Report - RDP 1V Appraisal

The Exccutive Summary highlights the most salient points of our mission, without regard to the sequence of
the Terms of Reference (TOR). The body of the report tracks the TOR point-by-point. We recommend that
the Donor Consortium approve the US $54 3million funding request from BRAC for the five-vear period of
1996 through 2000, subject to BRAC demonstrating that it has the mangement and business planning in
place to prudently oversee the planned expansions of the sector programs.

CURRENT STATUS OF RDP AND RCP

- BRAC's loan portfolio has continued to grow at a rapid pace, with 1994 disbursements over Tk 2.1
billion (equal to US $50 nullion). This is up 60% over 1993 totals; excluding the branches newly
opened in 1994, the existing branches increased disbursements by 53%. When incorporated into (he
long-term financial projections, this increase in loans oulstanding suggests that RCP will be
financially viable if operating costs remain reasonable.

- Loan repayment has achieved extraordinary improvements, with December 1994 APO showing that
92% of the loans outstanding have missed no payments (this does not include Housing loans, which
register the lowest performance, with just 62% up-to-date). Sce Appendices A and B,

- BRAC has appointed a Program Manager of Credit and Savings, as well as an RDP MIS unit,
indicating a true commitment to seeing the credit program succeed. We have encouraged NRAC to
hire a senior manager for all of the the sector programs, as well. In addition, we recommend that
BRAC maintain a strong independent Monitoring and Audit Departmient, Lo provide imternal cross-
checks for the RDP program and to help ensure reporting accuracy and program (ransparcncy,

- Membership loss continues at an unexpectedly high annual pace of 10% of average membership. We
recommend that BRAC monitor the reasons for this loss, to help both the Donors and themsclves
better understand the development process and why members may drop out of the progam. Sce

Appendix C.
MAJOR OBSERVATIONS AND CONCLUSIONS

The RDP IV Budget Proposal is for Tk, 2.17 billion, or US $54.33 million, [or the live vear penod [rom
1996 through 2000, The total project cost is Tk 4.63 billion (US$ 115.8 million), but intemally-generated
project income of Tk, 2.46 billion (US $61.5 nullion) reduces the budget request to Tk. 2.17 billion (US

$54.3 million.'
The most significant features of the RDP 1V budget request and proposal are summarized below.

Continued expansion of RDP/RCP through the addition ol 95 branches, bringmg the total number of
branches to 330 (30 more than the onginal plan of 300 branches) Branch and regional oflice
operations, credit stafT, and the loan fund requirement total Tk 2.4 billion (US $60 nullion, or about
50% of the total project cost.

- Major funding requests to (1) expand the five seclor program income-generating activities

'All US dollar amounis assume a Tk 40 per dollar exchange rate.
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throughout the RDP/RCP branch system, and (2) deepen each sector program into a more vertically
mtegrated production system. The latter includes establishing rural commercial enterpnses (or
program support enterprises) to produce the key raw material inputs for the sector, such as day-old
chicks and poultry feed for poultry, fish meal for fisheries, and seed production for agriculture, In
addition, it includes expansion up the production chain to the marketing andselling of end-products
{such as production of silk and marketing of products (rom all sectors).

- A large-scale expansion of the sericulture program by the year 2000. The first phase is the base level
of sericulture activities included in the May drafi of the Proposal for Tk. 379 million (LIS$ 9.4
million). BRAC had proposed a second tier expansion in 1999 and 2000 for Tk. 208 nullion,
bringing the total investment i RDP IV to Tk 388 mullion (US $14.7 million), however BRAC has
removed the second tier expansion from this Proposal at the Donors' request.

- The addition of an Essential Health Program (essentially an expansion of the WHP program
clsewhere in BRAC) to the current social development activities wathin RDP (Tk. 263 million) and a
significant expansion of Human Rights and Legal Education training for members (Tk, 188 million),

- No funding for Non-Formal Primary Education has been included in the final RDP [V Proposal, as
all of NFPE funding is now through a separate funding request (NFPE had represented 18.1% of the
onginal RDP IV Proposal).

In RDP IV, BRAC plans to significantly increase its "sel{-sufficiency ratio," or increase the percentage of
operating cosis covered by internally-generated funds.  This would reduce BRAC's dependence on donor
funding. However, cerfain activities are more likely to achieve significant cost recovery than others, For
example, the credit program should achieve financial self-sufficiency.  The Health program and other support
programs will never generate significant revenues and will therefore need to rely on continued Donor funding
or cross-subsidy from elsewhere within BRAC. Although BRAC's original RDP [V proposal anticipated
achicving almost complete financial sell-sufficiency by the year 2001, that goal has been prudently
moderated to relleet more gradual progress in reducing dependence on external funding sources. This helps
ensure that cost-cutting measures do nol threaten the quality and development impact of BRAC's
development programs.  RDP IV represents BRAC's strategic plan to improve cost-recovery and improve
financial self-sufficiency in o balanced way.

We recommend that the Donaors fund the expansion and deepening of BRAC's credit, sector, and social
development activities that arc already part of RDP's programs. Based on the financial and business analysis
available to us, we are concerned that BRAC needs to strengthen its internal business planning and
management systems to undertake the planned vertical expansion of hte sector programs. The proposed
vertical integration into raw material production and marketing (these (or-profit enterprises are referred to in
this report as Rural Commercial Enterprises and by BRAC as Program Support Enterprises) are very
different businesses than the production and income-generating activities currently undertnken by BRAC
members. The scale of these investments suggest significant financial nisk for BRAC unless appropriate
management talent and systems are in place.

As part of the Appraisal Mission, BRAC has responded 1o some of those concerns by scaling back certain
investments and by developing more detailed pro formas and projections for some of the Program Support
Enterpriscs.  The revised RDRP IV Proposal dated July 1995 is much improved over the carlicr dralls
available to the Appraisal Mission. While the rational and business assumptions underlying these
investments are better articulated in this version, BRAC - like many entrepreneurs -- focuses on production
costs and capacity, with little analysis of the market, competition, or management capacity.  With these
exceptions in the sector programs, BRAC has revised the RDP [V Budget to reflect nearly all of the

Final Financial Review, ROP IV Appraisal, November 1995 2



recommendations from the Appraisal Team.
Based on the work completed, our general observations include:

- Financial Self-Sufficiency: The Social Development Programs, Special Programs, and miernal
Support Services will continue 1o need donor funding and/or cross-subsidy from RCP after RDP IV
RCP itsclf is just beginning to emerge from two difficult vears financially and should be on solid
financial footing by the end of RDP IV. The Scetor Programs cost recovery plan appears to chart a
course lor recovering direct stafl costs for providing the technical assistance for members to engage
in these income generating aclivitics. However, the programs do not forecast covering the costs of
new member raining, new product development (R&D), or markel development.

While the goal of financial self-sufficicncy is designed to strengthen BRAC, we worry that BRAC's
development mandate would not be served if development services sullered in the rush to meet a
self-imposed deadline for financial sell-sufficiency. We strongly support BRAC's more incremental
approach of developing a sustainability workplan based on the experience of the next few vears to
identify which programs will need engoing subsidy and external support and “hmh can achieve a
higher degree of sclf-sulTiciency.

- Cost Recovery in Sector Programs: BRAC now has some histonical experience with the costs of
providing sectoral technical assistance. There is, however, less history on which to judge the service
charges that are projected in the cost recovery forecast and RDP IV Budgel.  The Budget lorecasts
full recovery of all direct staff costs and head ofTice costs for most of the sector programs by the year
2001 (with sericuliure as a major exception).  Our experience in working through this proposal with
BRAC siall suggests that the fundamental program building blocks are just now being fully
developed,  We are not certain that all of these projections are based on licld expericnce; some
appear 1o be designed to fit the cost-recovery nbjcmwa without a realistic basis for what may be
accomplishable,  Although we commend BRAC's more thorough planning within cach sector, we
recommend that the Donors be prepared for a slower than projected path towards the cost recovery

goal

- New Investments in Rural Commercial Enterprises (or Program Support Enterprises): At the
time of the Appraisal, BRAC provided insufficient information to evaluate the new product
development and marketing line ttems or the investments in program support enterprises (the name
for the capital investment projects meant to stant immediately as for-profit businesses). Although
BRAC has provided more detail since March, we believe these investments still ment real business
plans that rationalize these requests and will guide BRAC's own implementation and management of
these activities. The benefits of preparing o business plan are undeniable: it identifies clear
objectives and action steps, focuses on markets and demand. delines management and moniloring
systems, and sels performance measures and targets so management can track progress.  This is
particularly important for the large expansion in Sericulture.

- Management Depth and Capacity: BRAC's difficulty in assembling this complex proposal
indicates that they need additional managers to undertake an expansion of multiple new business
ventures simultaneously.  While the much improved RDP 1V Proposal reflects the strong skills of
the existing scctor managers, addtional management depth in business operations may be needed.
We recommend that BRAC stagger their investments in these new commercial enterprises based on
their ability to identify capable managers and develcp specific business plans for each sector.  Any
organization that has grown as quickly as BRAC must tocus on developing a strong second tier of
managers. We recommend that BRAC lurther merase its efforts to cultivate potential managers

Final Financial Review, ROP IV Approisal, November 1995 3



from within BRAC's ranks and to reeruit available outside talent. It may be that the most difficult
obstacle to BRAC's continued innovation is the ability to find the talent to implement its ambitious

plans.

- Orgunizational Structure Issues: RDP IV proposes the creation of several Program Support
Enterprises that would be larger scale, for-profit businesses to support vertical integration in key
business sectors. In sericulture alone, these represent 66% of the budget* These investments raise
the question of management oversight and structure, structuring Donor participation and
investments, and the use of any surplus funds. Because we did not receive sufficient information to
determine the commercial viability of these ventures, our comments speak only 1o the broad choices
these ivestments present (or the Donors. BRAC recognizes the value of managing these businesscs
scparately from the RDP program, but we do not know the details of how this will be accomplished.
Once the business plans are preépared, we believe funding for these commereial operations might be
structured in two or three tranches with releases tied to realistic performance objectives. Because
these enterprises are for-profit businesses with specilic objectives, we also behieve that BRAC should
review whether these enterpnises should be managed separately from the RDP program.

SUMMARY RECOMMENDATIONS

RDP 1V Budget

- We recommend that the Donors fund this budget for USS 54.3 million, although disbursement of
funds for investments in the program support enterprises might be staged and tied to the completion
of business plans and identification of management (particularly for Sericulture).

- While the revised RDP IV Proposal articulates cost assumptions and budgets clearly, it does not vet
address the market and management issues of a business plan that also guide management decisions.
We recommend that the Donors seek a clear development justification. business plan, and a clear
understanding of the use of future carmings from these ventures.  BRAC should present a well-
reasoned business plan for cach sector and recommend several options for the investment ol [uture
camings (e.g. to finance future investment in each sector, to cover additional member training and
sector costs, or to flow to BRAC).

The Budget currently includes a line item under Program Income for the operating deficit or surplus
generated by the Program Support Enterprises which reduces the total funding requirement from the
Donors. We support this, however, the business rationale for how to invest these surpluses should be
developed. The use of any surplus should be highly transparent to minimize the temptation to use it
os a slush fund

. Unless BRAC 15 able to offer some contrary reasoning, we believe it is reasonable for the Donors to
require BRAC to contribute some of its own equity to the total financing cost of the Program
Support Enterpriscs, much as a traditional busincss lender requires a business o invest some ol its
own resources. Although the current budget includes 100% of these investmient costs’ the Donors
might ask BRAC to share in these equity investments (for 3% to 10% of each project, for example).

ol investiments are Th 235 million, Including Th 100 nullion for Graindge Cenlers, Tk, 100 mullon for Reeling
Units, Tk. 15 mullion lor 4 Sericulture Resouree Center, and Tk 20 mmilion for Chowki Rearing Centers,

"The ariginal RDP 1V Propesal included 30% of costsfinanced by the Donors and 7075 financed by banks

Eiral Farancial Review, RDP IV dppraisal, November 1995 4



While large capital investments in the production, marketing, and distribution of silk may be
important strategic investments, we believe BRAC should support this expansion with a thorough
business plan and budget that also identifies market demand, business risks, and clear production and
development output targets, Thus would help the Donors understand and evaluate such projeets.

We recommend that BRAC develop a more detmiled business plan for REP to justify the scale of the
Donar investmenlt requested and to give BRAC the management toals to evaluale REP's future
performance against those objectives. BRAC has revised the TR, 160 million REP budget down to
Tk 133 nullion.

We recommend that BRAC prepare a more detailed explanation of the market development priorities
for the sector programs.  The current Budget's Market Development Program line item for Th. 50
million is not sufTiciently detniled.

Loan Portfolio:

We recommend that BRAC managers pay special attention o the DTW, Livestock and Fisheries
gectors. Histoneally, these were problem areas and therelore ment special ongoing monitonng.

We once again emphasize the importance of adding the housing sector to the APO report to increase
ils visibility and ensure management atiention.  Because only 62% of principal is current in this
sector, BRAC should consider apponting a special task foree o mvestigate and recommend action
for improving the repayment rate on housing loans, including any adjustments to the policy for
disbursing new housing loans.

During RDP 1V, the total sector portfolio is projected to grow up o 50% of all loans outstandings
(although the consultants were unable to reconcile this projection with the preliminary projections off
the individual Sector Programs - see Appendix E). Therelore, the APO sectorwise report should
breakdown the portlolio by each of the sector arcas. Separate reporting for sectors that arc small and
not relevant to program staff, such as Services, should be discontinued.

We endorse BRAC management's plan to produce a 2-page APO trend report that includes housing
loans and General Loans on one page and the new sector loan portiolios (Enterprise Loans,
Poultiv/Livestock, Fishenes, Social Forestry, Sericulume. Vegelable and REP) on o second page. We
emphastze the importance of the monthly trend report Lo highlight changes in performance over time.

We urge caution and careful monitoring of the new six-month, seasonal loans in the loan portlolio so
BRAC can identify its impact on both the growth and repavment rate ol the loan portiolio. These
should be tracked in a separate category of APO Lo determine repayment pattems and delect
problems carly. Note: Grameen introduced Seasonal Loans in 1993 and saw loan volume increase
dramatically, but we do not know what impact this had on delinquency and loan repayment.

We endorse BRAC's wrilten policy of ending the availability of grace period loans and strongly
discournge any deviation from this policy unless a pilot program is monitored separately. Like
BRAC, we believe a wiser course is to conduct a pilot project with careful evaluation before starting
a similar experiment system-wide.

cinl Viabili

We recommend that the Donor’s aceept BRAC's proposal that RCP lease branches from RDP. While

Final Finaneial Review. RDP [V Appratsal, November [99F 5



this inflates the RDP [V budget by Tk 227 MM, it is in the best long-term interests of RCP. With
this additional financial support, the revised long-term financial model indicates that RCP will be
financially self-sustaming. The key asssumptions in this forecast are loan volume, savings levels,

operating costs, and loan repayment rates.

- The model reinforces how important savings are as a source of funding for RCP, Generating o
sufficient local deposit base will be essentinl for BRAC Bank. To improve the monitoring of this
critical variable, we recommend that the Accounts Departiment begin to track the two difTerent
savings types (compulsory 5% of disbursements and voluntary) separately.

- We recommend that BRAC adopt a written policy for how to determine interest rates, We suggest
several elements to be included 1 such a wrilten policy (see page 40).

- We recommend that BRAC monitor the reasons for members' expulsion or retirement.  The 10%
annunl membership turnover suggests that BRAC needs more mnformation about the development
process and why members leave. This would assure BRAC that 1ts membership policies are not
inadvertently forcing out members for the wrong reasons. We have no information as to whether this
is the case, however, this pace of membership tumnover threatens BRAC's ability to achieve linancial
viablility because ol high continuing training costs for new members and lower savings.

- We recommend that BRAC review its progress towards cost recovery within each sector annually
and revise its projections for RDP 1V accordingly. We advisc BRAC 1o set conservative targets in
case the plans need to adjust. This process would be lelitated by developing management
information tools for the sector programs, including sector-wise financial statements that show
managers the operating costs and revenues within cach sector and the variances from the planned,

branchyear-wise progression.

- We encourage BRAC Lo input the plan for cach sector inlo a compuler cost recovery model so BRAC
can adjust key variables and still forecast the full amount of cost recovery going forward, This might
be developed with assistance of consultants at the next review, While BRAC has developed the
management tools o monitor and manage the loan portfolio, it has not vet developed similar wols for

the sector programs.

. We also encourage BRAC to develop a collection sheet for service charges at the branch level. Thus
will ensure that there is information from both the accounts department and the Program side on
whal scrvice charges are collecied and from whom. Most monitoring is done verbally, at this point.

- For the Sector Revolving Loan Funds, there should be clear responsibility for collection of these
loans in the Ficld. The Sector PAs and POs should have clear responsibility for collection of these
amounts, An carly warning system should also be i place to ensure that these loans are monitored

and do not (all through the cracks. Two suggestions arc:
(1) Inelude all Sector RLFs, Enterprise loans, and REP loans on the second page of the APO
report to allow senior management o review repayment performance (see loan section)
(2) Maintain a cap on how much can be oulstanding at any time in an RLF.
- We strongly recommend that BRAC appoint a senior manager responsible for all sector programs

Just as credit now has an accountable semor manager who oversees all credit and savings. the seclor

Final Financial Revwew, ROP IV Appraisal, November 1995 6



programs also need the focused attention of a single manager.  Although the sector specialists are all
very techmcally competent, the sector programs now warrant stronger busincss management.

Orgonizational |

- As noted above, we recommend that BRAC identify separate mangement positions for both
credit and the sector programs. This both focuses attention on cach as a key "business unit,"
cach with its own development and linancial goals, and protects the integrily of credit
decision making from objectives of the Scector Programs. Program Managers for RDP and
RCP should also be independent from other BRAC-managed enterprises that supply or
purchase goods from VO members

- We encourage BRAC to manage the commercial entities separately from the development
programs that are significantly grant-funded.  While these managers must confer and
coordinate, they run distinet businesses with difTering objectives, and should avoid linancial
conflicts of inlerest that would impair their business or development judgments.

- BRAC's sophisticated and delicate balance between commercial and grant-funded activitics
should be strengthened with some formal policies concerning cross-subsidy and movement
ol funds among different BRAC entitics.  In the United States, for example, many
organizations create scparate legal subsidiaries to clearly deline and separale business
activities and ensure arm's length and transparent financial transactions between businesses.
By law, American banks must maintain very scparale business units to protect the credit
operations from the financial risks of other ventures.

- As BRAC joins an elite group of NGOs that have become sustminable and permaneni
institutions, it must invest in stall development to build future managers, 1o microcredit
financial institutions, successful managers need a breadth of understanding that allows them
to balance finaneial viability objectives with achievement of development goals. Cultivating
these future managers requires 3 tasks: cfficicnt recruitment, stalf training. and cvaluation
and compensation systems. While BRAC has a recruiting and training mechanism in place,
regular feedback 1o managers on their performance is a missing component. 'We recommend
that BRAC conduct annual performance reviews of all branch managers and above to focus
their energices on both financial efficiency and development impact.

- The sceming "objectivity" of financial statements, and the temptation to use them as an casy
performance gauge, causes some to lear that BRAC will lose sight of its development
mission. Because of BRAC's strong organizational ethic of working in the program arcas
and visiting the ficld offices, we are less concerned. However, BRAC should address this
concern head-on by formulating some development eriteria or other nuanced methods of
documenting impact on borrowers and members (prepared half-vearly, for example),

. BRAC should maintain a strong finzncial monitoring capability outside the program area.
Currently, ageregate financial records can be cross-checked by comparing the Collection
Sheets (from Program Area) and the Revenue and Expense ledger (from Aceounts).
However, the Program area would be best served by also having independent, frequent
monitoring audits ol this information.  This would ensure (1) the Program Collection Sheels
are not misrepresented by lield stafl who want to please supenocs, (n betler transparency of
the program to outside consultants, and (111} shorter time lag in correcting data ¢rrers than
awaiting accounting reconciliation.

Final Finanelal Review, ROP [V Appraisal, Nevember 19957



FINANCIAL CONSULTANTS REPORT

6.1. SOCIAL

6.1.1. Assess to what extent the credit and financial management plans are
appropriate for the needs and resources of the target groups, paying
particular attention to socioeconomic stiatus and gender.

RDP IV's credit and financial management objectives for the year 2000 are:

The credit programs will achieve full financial self-sustanability going forward,

2 Sectoral programs will have provided sulTicient start-up Lraining to members, and the programs
will be widely accepted as valuable by the members, so that service charges will Tully cover
ongoing program costs (refer to the Cost Recovery Section for explanation of which costs will be
covered),

3. The Essentinl Health Care Program will collect service charges to cover some portion of its total
Cosls,

4. Other social development programs, such as NFPE and IGVGD, will be expanded and will
continue to be ofTered without charge: at the conclusion of RDP [V, these programs will be
funded from outside the RDP Donor Consortium:

5. BRAC expenses such ns RED and other Support Services will not generate revenue and

therefore require ongoing Donor funding.

—

BRAC proposcs that by the year 2000, the credit program and the sectoral programs will be
Linancially self-sustaining, meaning that the beneficiarics will pay program costs in the same penod
that they receive the services, The credit and sector programs must cach recover their own costs
mterest on loans to pay for credit program operations, and cach sector's service charges to pay for
that sector’s program operutions. BRAC's motivation 1s 10 increase its cost efficiency and its
accountability, not to transition away from its target group.

For BRAC's development mission, this plan presents three issues:

< Farst, s this an appropriate strategy for a development organization” Achieving 100% cost
recovery is a reasonable measure of ( 1) whether recipients recognize the value of BRAC's
service and (2) whether BRAC's expense corresponds to the wealth created. It is a disciplined
approach to operational efficiency. Business development organizations in many dilferent
countries have recognized that the more thewr own organizations operate on the same principles
a8 their customers, the more likely they are to succeed. From the benelicianies’ perspective,
experience across culturcs suggests thot beneliciaries value and accept business advice more
rendily when they pay for it. BRAC's avowed goal in its interventions is to ercale wealth lor VO
members. Services directly designed to promote beneficiaries’ econonme wealth (distngushed
from those directly targeting social development) scem espeeially appropniate lor cost recovery.

= Second. as a matter of development, can BRAC reach the target group wath a fee-for-service
structure”? In our discussions. BRAC management was quite aware and sensitn ¢ 10 the nead 1o

provide special outreach to the target group, both for eredit and sector programs. [t 15 logical
that some beneficianes may be so income poor and so needy of current cash, that any user fee
hurts ther current welfare. This would apply to loan repayments as well.
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BRAC operates some programs with special subsidized efforts to reach the poorest villagers, but
always with the goal of mainstreaming them into the fee-for-service model. For example, the
IGVGD Food-for-Work program, jointly funded by the GOB and BRAC, explicitly targets the
poorest 10% of women. BRAC estimates that more than 200 women ot each branch participate
in IGVGD. Women receive 20 kg of wheat for work, 12 order to prevent starvation.  For three
vears, the IGVGD program subsidizes and channels women towards the poultry sector. Aller
three years, participants should be able to jown the regular RDP programs. Another example is
the recent change to the weekly savings plan, increasing target savings lrom Tk 2 per week to Tk
5 per weck. While HO has increased the weekly average target, HO expects that 10% Lo 15% of
members will continue at Tk 2, in order to assure that members are nol unintentionally priced

out

- Third, 1s BRAC capable of designing and delivering services that create enough member wealth
0 that they can pay user fees to cover the program costs? Ultimately, this is an empunical
question Lo be demonstrated in the field. Over the last 12 months, BRAC has impleniented
service charges in all sectors, but to our knowledge, there are no existing branches that hayve
achieved 100% cost recovery. As financial consultants, we can say whether BRAC's future cost
recovery projections are internally consistent, meaming that il achieved, then cost recovery is
possible. Some parts of the cost recovery system are out of BRAC's control, such as the market
price for rice, poultry, ele. Whether the projections can be achieved is n question better
apprmsed by enterpnse experts, and ultimately tested by practical experience.

A commitment to 100% cost recovery (or financial sustainability) means measuring the cosis of o
program versus its revenue. To evaluate whether BRAC's commitment Lo cost recovery will alter its
programs, one must know what costs are included and what revenues are included. Simplistically, it
15 akin to the dynamic of a simple balance scale, placing the revenucs on one side and the expenscs
on the other. As charted below, BRAC does not intend to recover the costs of NFPE, Human Rights
TFraining, or any of its Support Services,
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Program Revenues Expenses Related Costs
Not Included
Credit Program Interest Income Personnel: Human Rights Training
(after graduation Rent Income - Regional
into RCP) { - Branch
Some ongoing training
All Operating Cosls
All Real Estate Cosis
HO/RO Allocation
Sectoral Program Service Charges Personnel: Member Traming
- POs and PAs Stationarics
Staff Training Occupancy
Direct Operating Cosls Accountant
HO/RO Allocation

BRAC's philosophy is to implement its development mission while also holding some of its programs to the
test of financial viability. BRAC must accomplish both development and financial viability to achieve
arganizational success. The benefit of this approach is that some of BRAC's programs should become
financially independent. Running more cost efficiently is essential for BRAC to operate eventually as a Bank.
If BRAC were ever to place a disproportionate emphasis on financial success, it might lead BRAC to
overlook opportunities for grant-funded enhancements to its development programs. However, when BRAC
achieves these linancial goals in the year 2000, management fully expects to develop new programs and
continue existing ones (e.g.. NFPE) that will require ongoing Donor support.

Al the end, BRAC hopes to have created an arganized infrastructure of VO's and trained BRAC stall in place
1o deliver other development services, The discipline of cost accountability for the Credit and Sector
Prograuns should improve operating efliciency. BRAC management finds l]ml well-organized credit and
savings programs improve the other development programs.

6.1.2. From the perspective of the beneficiaries, different sources of financial support, both formal
and informal, will be compared with BRAC s suppaort.

To our knowledge, there are few. if any. attractive alternative sources of financial support. By reputation.
money lenders’ usunous loans are the only widely available alternative. BRAC management reports that
some agricultural banks have begun to consider smaller loans in mare rural locations, but there are no
substantial programs. The major NGOs and GOB programs (Grameen, Proshika and RD-12) arc essentially
stmilar i program requirements and generally do not compete in the same villages.

We have no reason Lo believe that bencliciaries would find alternative financial sources to be more appealing
than BRAC"s programs.
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6.1.3.  Assess the appropriateness of financial support, credit and technical assistance BRAC
provides from the point of view of the beneficiaries. In particular, attention will be paid to the
potential of the interventions to reduce external dependency among beneficiaries.

The possibility of reduced beneficiary dependency depends both on higher wage-caming activities and social
change that enhances women's social situation. Several aspects of BRAC's programs suggest this
possibility, although there is no additional hard data on this point aside form the vanous BRAC impact
studies. Promising aspects of BRAC's credit and technical assistance programs include (1) Sector
concentration which improves the possibility of unplanned economi¢ improvements, (ii) related commercial
enterprises (RCEs) that are of a larger commercial scale, and (iii) experimental Enterprise Loans that are
larger than previously available BRAC loans.

BRAC's eredit is increasingly channeled to sectoral programs. Today, approximately 1/3 of all loan principal
15 in sector programs, and BRAC management hopes to reach 1/2 by the vear 2000. The sectoral lending and
technical assistance focuses on Links in the supply chain, in order to assemble a vertically integrated industnial
chain, For example, in the poultry sector lending and training begins with the chick rearers, then Lo key
rearers, combined with the nssisiance of paravets and egg collectors. In the sericulture sector, the mulberry
tree monitor sells to Lthe chowki rearer, who sells eather to village reclers or to the recling center, and so on.
BRAC borrowers are not restricted from buying and selling with non-members. This seclor concentration
and the high number of microenterprises provides a more fertile base from which higher order cconomic
activities may emerge: Tor example, distribution improvements in poultry, more diverse sericullure weaving,
and design activities, and the attraction of other non-BRAC resources to the sector.

The success of BRAC's sectoral programs also creates openings for new Related Commercinl Enlerpriscs
(RCEs). These RCE's -- such as Poultry Feed Mill, Fish culture Feed Meal Processing Center, Prawn
Hatchery, Sericullure Weaving Centers, Vegetable and Social Forestry Seed Production Center — supply
inputs to or purchase outputs from members' sectoral activitics. RCE’s also buy and sell from the private
markel. The proposal Lo start these RCE's indicales that the previous microenterprise aclivitics have become
large enough to outstrip the existing supply of inputs or outputs. This is a measure of the microenterprises’
SUCCESS.

In RDP 1V, BRAC proposes Lo expand ils experiment with Enlerprise Loans. These are loans up to Tk
25.000 for VO members who might graduate to larger econontic enterprises,  Providing credit, prudently, is a
proven method for aceclerating cconomue growth, This is a clear mdication that some members are ready to
move to slightly larger business activitics,

BRAC tries to ensure the "appropriatencss” and success ol its programs through RED pilot tests.  The high

repayment track record 15 good, indicating that the members can succeed in these activities. BRAC ficld tests
new sector programs in a three-step way:
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1. Rural Expenimental R&D
Enterprise '
Project

2. Seclor Pilol fGicld tests
Loon Funds

3 General Rollout Lo all members
Loan Fund

This gradual introduction of credit, and allowing for the adjustment of loan terms is a good trial-and-crror
method of ensuring good "fit" for the beneliciaries, BRAC's use of credit aims ot altering the social status of
+ the poor and of women. It is "appropriate” by the measure of improved cconomic well being and more equal
social standing with men and with local village elites, but this directly challenges social status quo.

BRAC managemenl staled that credit can be understood as the organizing comnerstone ol social development
as well, Controlling an asset and believing that one can earn an income creates sell-esteem. When savings
and credil programs arc succesgiil, there 1s an immedinte increase i ccononuc wherewithal. A member 15
therefore less dependent on the social mores Lo provide economic sustenance, The ultimate cffect of these
social changes would be determined by more inlensive field studies. g

6.1.4.  Review the relative importance of savings and credit for beneficiaries, and the role of savings
and access to savings in poverty alleviation,

-

Savings and credit are one essential input, or "raw material”, of economic enterprnise. Savings cushion the
elfects of unforescen calamities: illness, death in the family, natural disaster, crop [ailure. Therelore,
increased savings enable a poor person to weather the external life forees that could otherwise destabilize
both the individual and the family. Without savings, a person survives "hand-to-mouth” on whatever current
ncome genernting capacity he or she possesses. '

Savings permil a person (o change income sources and to live olf ol accumulated savings while waiting for
the new activity lo generate income, For example, waiting for mulberry trees to mature and produce leaves
for sale. Knowledge that one controls savings reduces anxiety and fear of the future. Thus there is a psychic
hiealth that comes from possessing suvings. ,

Both savings and credit permit a person 1o invest, that is, to deploy funds i another's enterprise. For
example, investing in a fisherics pond, The sharcholder may not participate actively in the day-to-day scheme
management, but still shares in the end-of-season profits. BRAC members could use thewr savings o
purchase shares, although @ypfbnlly VO mambers do not have enough savings and so must borrow to
purchase shares.

Borrowing enables one to control a larger assot and therefore generate larger carnings. For example, by
purchasing a cow with a BRAC loan. a woman can earn more money than in simple manual labor. Borrowing
enithles a person 10 participate m trading, an available cconomic activity that can introduee women into the
market  For example, purchasing goods wholesale in the urban markets and reselling them retail locally, or
by purchasing rice paddy and milling it in the home for local sale.

To the extent that paverty allevintion means the ability to generate income and control one’s own economic
choices, savings and credit are imeplaceable ingredients.
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6.2. ECONOMIC

6.2.1. Undertake a budget review of the overall proposal. Review the main categories of
expenditure to date and the proposed categories and levels of expenditure under RDP 1V, and
nssess the appropriateness of the budget.

In the Drait RDP IV Proposal dated February, 1995, BRAC requested US$95 million to fund the operations
of RDP for the five year period beginning in 1996 and ending in 2000.  After revising the proposal with the
Appraisal Mission, BRAC submitted a July 1995 RDP IV Proposal requesting US$65.0 million.
Negotiations with the Donor Consortium i September and October reduced this amount to $54.3 million.

The final RDP [V Proposal (see the Proposal document dated July 1995 and the Budget dated 10 October .
1995) provides signficantly more detail on the sector program expansions and addresses many of the
concerns raised by the Appraisal Team. It also reflects several substantive changes from the original RDP %

Proposal dated March:
l. Elimination of NFPE as a budget item in RDP (all of NFPE is now funded scparately (rom RDP).
2. Elimination of staf housing loans (US$4.0 million) from the Loan Fund Requitentcnt;

3 Removal of US$827,531 from Capital Investment forr the purchase of additional furniture and
fixtures for the new Head Office Building,

4 Inclusion of the projected camings (or losses) from the Program Support Enterprises as project
income, therefore reducing the total funding required (total income of Tk 37.5 million, heavily
weighted to the later years of the funding period).

The RDP IV Budget 15 organized into six parts, reflecting the different types of acliyitics within RDP:

I Organizational Development and Credit ngrnm (51.8% of total RDP IV project cost),

i Sector Programs, or income-gencrating activities (25.8%),

1L Social Development Programs (10.3%);

v Special Programs, targeting the poorest or other specilic groups (5 4%)

V. Support Services, including BRAC's internal functions (1.0%);

V1.  Capital Investments (5.9%). *

The overhead costs of Regional Managers and Head Office staff and support functions (including Accounts,

Monitaring, Personnel) are allocated to cach program as 10% of their individual budgets. All internally-

generated revenue is shown as Project Income at the bottom of the summary budget and as a reduction in the

Total Project Cost. BRAC shows the revenues paid by RCP 1o RDP (each branch is "sold” 1o RCP at the end

of its fourth vear) as one of these sources.  Total project income equals 33% of the Total Project Cost and
BRAC is requesting Doner funding for the other 47%.

The major clements of the RDP IV funding request arc
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This mr.:ludts lhn npansmn uf RDF thrnug,h nslnbllslung 60 new hrnnchcs and absorbing 30
branches that were previously funded by other sources (the Small Livestock Development Program,
or SLDP, branches). These SLDP branches are a net benefit to RDP because they enter as vear 3
branches with loan portfolios that are generating positive income and because RDP sells its branches
to RCP, bringing more cash into RDP. However, this increases the total funding needs of RCP by
raising the total number of branches to 330 from the 300 branches originally planned.  This requires
RCP to seek additional resources from RDP, which must be approved by the Donors (see discussion
under RDP Budget - Capital Investment and under Long Term Financial Viability).

- el Jeni r Programs:  The primary costs of the sector programs are
persmuml snlar} nm:l nxpunsl:s. mmnl:h:r training expense, and R&D (new income gmmlung
activities and market development). In RDP [V, BRAC has added new capital investments in the
verticil integration of the high-growth sectors (including production of raw materials and markel
development).  We endorse BRAC's deepening of the sector programs through increasing its ability
to provide key mputs and improved technical supports, however, the capital investments and large
investments in R&D must be carclully evatuaied.  Afler discussions with the Appraisal Team,
BRAC agreed that certain capatal investments should wait until more detailed business planming and
analysis can take place to justify the investments. In addition, while some resources lor new product
and market development are essential in certain sectors, BRAC has reduced some of the R&D budget
to better match identified needs.

} al Dev grams.  With Non-Formal Primary Education
now ledud sn:pmullal;a-, lhls ma:ludes Humsm R.lglus and Lngnl Education (an expanded legal
awareness training), the new Essential Health program, and the pilot program in environmental
health and sanitation. These programs generale minimal revenue, yel are an essential component 1o
BRAC's development goals.

- Continuance of existing and new Special Programs:  The Vulnerable Group Dcm!upmmu Program

targets the poorest 10% of the rural poor in a program in which training and help in income
g-‘.:m:rutmg activities is supplemented by a daily ration ol wheat rom the government.  This program
in being expanded since BRAC believes this program helps those members make the transition to
successiul RDP membership. In addition, BRAC will provide some assistance to small NGOs and
Community-Based Organizations. (The oflen-discussed Urban Development Program has been
delerred to some point in the future),

- BRAC Support Services and Capital Investment. We recommend that Donors fund these project

costs because they are an essentinl component of BRAC's RDP and RCP operations. However, we
have recommended that BRAC develop internal management mechanisms (o ensure that Research
and Evaluation (RED) is held accountable for its operating costs and the quality of its products.
Capital expenditures include motoreycles and bricks and mortar for new new branches and regional

offices.

Although the RDP activitics all require continuing significant subsidy through the vear 2000, BRAC has
planned steady progress towards substantial self=sufficiency by the vear 20001 As expansion stops, the
maturing branches should cover most of their credit delivery costs through interest income. Similariy. the
sector programs should reach near cost recovery as costs drop sharply due to fewer new members being
tramned and increased serviee charge collection. The Social Development Programs and Special Programs will
contimue 1o need subsidy each year. In addition, additional investment in the sector programs wall require
addivional fwnding.  The question will be how much of that subsidy will come from within BRAC versus
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outside sources.

A.

Recommendation: We recommend that the Donors fund this budget for USS 54.3 mullion, although
disbursement of funds for investments i rural commercial enterprises mught be staged and tied to the
completion of business plans and identification of management.

Bu Oy

The five-year budget for RDP IV refleets BRAC's live-year strategy and projects funding needs for live
major activitics. Based on its experience of the last several years, BRAC believes that a disciplined credit
program is the foundation upon which further empowerment of VO members will grow. Village
Organization (VO) development is therefore included as a cost of the credit program.  This section
summanzes the major expenditures in cach of the five budget categories. A detailed line-by-line analysis
follows in the next section.

As shown in the Summary Budget Table on the following page, the main RDP IV Budgel categories are:

I

Expansion of Credit - 52% of total R0OP IV expenditures: RDP will expand by opening 95
additional branches and increasing the level of loans outstanding at cach branch:  RDP will open 30
new branches i 1996, 35 in 1997, and will absorb 30 "3rd year" branches from the non-RDP funded
SLDP program. After 1997, no new branches will be opened and the number of branches in RDP
will reduce as year Five branches transfer into RCP. Al the end of RDP IV, RDP will have 0
branches and RCP will have 330, Institution-building activitics have been streamlined and are
viewed as necessary re-requisites for the eredit program and are therefore part ol the credit program's

Cosls.

Sectoral programs = 26%: Although much of the methodology for the mcome-generation aclivities
m the sector programs is the same as in RDP 111, the seetor programs are being refined and expanded

in three ways:
(1 Geographic expansion to a larger number or in some cases all RDP and RCP branches.

(2) The addition of new income-generating activities for members that should streamline and
improve the quality and volume of production. For example, BRAC is adding a new
income-generating activity in poultry and livestock programs, called calf-rearers and pullet-
rearers, o improve the mortality rates and economic benefits to BRAC members. In
addition, BRAC is training members to become key suppliers for the production chain
currently in place (e g ceg producers and artificial insemination centers).  Fisheries,
vegetable cultivation, and social forestry are all being expanded both geographically and
verbically.

(3) Investments in rural commercial enterprises (or Program Support Enterprises) that produce
key raw materinls for certain sectors or add value through further processing of the output
from group members. Tlhis includes fish meal production for fisherics. cgge hatchenes and
poultry feed production for poultry, quality sced production for agnculture, and silkworm
egg production, reeling centers, and marketing for Senculture. These activities are large-
scale and will be run by BRAC, selling outputs to BRAC members and to the market as a
whole. They will be for-profit businesses that earn a financial return and face market

competition,
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L Social Development Programs -- 10 %: This budget fell sharply with the removal of the NFPE
budget to fund 14,000 schools during RDP IV and prepare for its transfer out of RDP after the year
2000. The programs remaining in this budget include Human Rights and Legal Education (an
expanded and formalized paralegal training 1o be offered (o all members), the new Essential Health
program to be delivered through a mini-clinic at cach RDP branch, and a pilot program in
environmental health and sanitation.

IV.  Special Programs — 5%: As part of BRAC's renewed focus on serving the poorest 10% of the
Bangladeshi population, the Vulnerable Group Development Program (or IGVGD) will expand from
36 10 56 thanas. In this program, the Government finances the credit program costs and BRAC
provides sectoral technical assistance in poultry-rearing. stafl, and ofTice space. These women
receive 30 Kg. of wheat through the Government of Bangladesh's Food-for-Work Program and
engnge in small scale income generating activities, such as poultry rearing. 1o move towards self~
sufficiency. BRAC has found the program to be very effective in reaching this most disadvantaged
group and in preparing them to be RDP members. In addition, BRAC will begin o pilot program in
Urban Development and is now budgeting for ongomng assistance to small NGOs and Community-
Based Organizations in Bangladesh.

V. Support Services— 1%; This includes Research, Evaluation and Development (RED) RED's
aperating budget is usually about 1.5% of the total RDP annual operating budget, but RDP
management is beginning to take steps to reduce that cost and ensure that the products from RED are

closely tied to RDP prioritics.

VL Capital Investments - 6% Capital investments includes those for credit operations and the new
BRAC Headquarters Building.  Capital investment meludes the costs ol building new branches aind
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regional offices, motoreyeles for new staff, and about USS$ | million for furmture and fixtures for the new HO
building in Dhaka

The annual funding requirement falls from US$20.8 million in 1996 to US$2.4 million in 2000, For
comparison, the total funding requirement in 1994 was US$36 million.

RDP 1V Branches and Transition to RCP

RDP will operate the following number of branches during RDP IV:

RDEP IV Proposal 1996 1997 1998 1999 2000 201
<
# of new branches (Year | branches) 30 3&1 0 0 0 0
# of SLDP* branches (Year 3 branches) 17 13
Less: Year 4 branches sold to RCP 20 25 47 33 30 A5 ¥
g 6S 3s
Tolal # ol branches - RDP 142 160 Ha (] &0 0
40 15 2\ 2%y s
Total # of branches - RCP 5T 175 222 273 205 330

* Small Livestock Development Program branches will enter as Year 3 branches.

At the end of their lourth vear, RDP branches arc "sold" 10 the Rural Credit Program (RCP) and become part
of the permanent credit institution.  RCP was prelunded by the Donors (o acquire 300 branches from RDP
and to become o sell-sustaming credit program.  The addition of the 30 SLDP branches that had been started
with non-RDP funding will requirc RCP (o ncquire 330 branches, rather than 300, While this will increase
RCP's loan portfolio and should mmprove its financial performanee, 1t also requires additional funding for
RCP 1o buy those branches in the near term,  BRAC has proposed that those additional resources be "given"
to RCP by a change in how RCP pays RDP for branches, therefore mereasing the cost of RDP by Tk 227
million. This additional cost appears i the RDP [unding request to the Donors.”

During RDP 1V, the number of RDP branches goes up slightly and then drops sharply as branches mature to
their fifth year and are sold to RCP increases each vear. RCP pays cash for most of those assets, and the sale
gencrates the strong positive cash flow for RDP shown under the line item RCP Financing in the Summary

Budgel
Costs and Internally-Generated Revenues

In each of the five budget categories, the programs have different level of attainable cost-recovery and sell-
sufficiency. At present, the eredit program continues to bear 100% of the costs of branch and regional office
operations and overhead: the sector and other programs pay for their stalf, member training, and program-
specific costs. The eredit program will generate interest income sufTicient to cover all operating costs of
credit delivery (excluding the cost of capital or the loan fund requircmient). Although the Scctor Programs are

‘Discussions of BRACs credit operations must include both RDP and RCP, since they are merely the first stage and
second stage of the credit program,  The entire credit program will be in RCP after the yvear 2000 once all branches are
ransferred. RDP and RCP are two accounting entities within BRAC.
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forecasted to generate enough service charge income to cover the direct costs of service delivery (stafT salary,
transportation, and trmning costs), the progress i1s very gradual and based on future assumptions. The social
development programs have no or limiled income sources and will always require subsidy. These, as well as
the Special Programs, perform an imporiant "pump-priming” function that enables BRAC members (o
participate in sustainable scctor and credit programs. The table below shows the relative degree of self-
sufficiency of different programs by calculating interally-generated funds as a percentage of annual
operuling costs (note: investmenis in Program Support Enterprises are excluded from annual operating costs),

RDP IV BUDGET: "Self-Sufficiency Ratios" for Selected Programs
(Internally-Generated Revenues as a Percentage of Costs)

(Taka millions)
Program 1996 1997 1998 1999 | 2000
1. Credit® Internally Generated Revs | Tk 106 MM | 159 153 01 | o8
Annual Operating Costs Tk. 167 MM 202 152 90 54
Self-Sufficiency Ratio 64% 79% 100% | 112% | 126%
2. Sector Programs® Internally Generated Revs Tk. 16 MM 24 32 37 40
Annual Operating Costs Tk. 149MM 175 167 118 118
Self~Sufficiency Ratio 1% 4% 19% 3% | 3%
3. Social Programs Internally Gencerated Revs - -- - -- -
Annual Operating Costs Tk. 82MM BS5 a7 101 108
Self-Sufficiency Ratto % 0% (0% 0% | 0%
4, Specinl Programs Internally Generated Revs -- - - e -
Annual Operating Costs Tk, 45MM 46 52 33 54
Self-Sufficiency Ratio 0% 0% 0% 0% 0%

Inctuddes Net luterest Income on loans, not fees collected at the branch level nor procecds from the sale of RDP
branches 1o RCP.  Annual operating costs inelude stall costs, member traming, branch and regional oflice operating
expenses, and HO overhiead, but ot the loan fund requirement.

Tevenues inelude service charpes realisad, annual operating costs iclide member and staf) ramng expenise, statl

salanes, matenals and supplies, and Head Office overhead, but exchudes capital investments in Program Suppornt Enterprises
ot the assumplion (hat ihese will not be repeated annually (see Table onpage 51 for cost numbers),
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5. Support Services’ Intermally Generated Revs | - = - = =

| Annual Operating Costs | Tk.75MM | 100|100 | 725 | s0
SelfSufliciency Ratto 0% 0% 0% 0% 0%

Operating Revenues/ 8.4% 12% 15% 16% | 18%

Operating Costs .

Proceeds from sale 173.0 2265 4413 | 5235 | 3198

of branches to RCP

Total Revenues as % | Self-Sufficiency Ratio 20% 26% | 48% | 70% | 62%

of Total Project Cost

Investments in 65.5 705 78.0 805 | 60.5

Program Support

Enterprises

* Excluded from the Sector Operating Costs and Revenucs because they may be run separately from the
RDP programs.  This reflects only the first phase of the Sericulture expansion.
** Shown as a percentage of Health Costs, only,

W droaw three major observations from the above Table:

()

(2)

(3)

Crudt delivery is largely self-sustaining.  When the loan fund requircmcnt 1s subtracied (a 100%
cost of capital that is due 1o RDP's grant funding status; RCP will [und loans from capital and
deposits), mierest income covers operaling eosts as branches mature and their Joan portfolios grow
i size. Once in RCP, the interest income should cover operating costs plus the cost of capital,
according to the long term financial projections (see discussion under Long Tern Financial Viability).

Sector programy can make significant progresy lowards cost recovery, but will continue 1o need
additional investument 1o dewelop new products or make dnvestments.  The sector programs serve
both RDP and RCP branches. The hughest costs for the sector programs are 1) training of new
members, nhlghaxpmscalhcpmmupmd to all of the RDP and RCP branches, and (2)
investments in commercial enterprises in senculture, poultry, fisheries, and vegetable cultivation and
general R&ED.  The first type of expenses will drop sharply when the programs are in place at all 330
branches and BRAC only has to train new members cach year.  The second type wall continue to be
important and will need outside funding  Service charge income wall cover a high pereentage of the
ongoing operating costs of the sector programs once they are in place. However, these two expenses
will need additional funding. BRAC management believes that profits from the Rural Commercial
Enterprises should be able 1o fund those investments in the future.  Cost Recovery is discussed in

greater detail under Section 6.2.7,

1GVGD and the Soctal Development programs will continue to need ongoing subsidy. BRAC may

choose to cross-subsidize those arcas or seck outside funding for operations beginning in 2001 For
example, BRAC plans 1o seck govermment or other ongowng funding for NFPE at that time

Includies Research and Evaluation (RED) only, nol Capilal Inviestinenis
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This RDP IV Budget includes only cash expenditures that BRAC is secking from the Donors. It thereliore
excludes noi-cash expenses (e.g. depreciation) and decs not contain items for which BRAC is not secking
funding (e.g. the lrmigation sector program).  All RDP branches are assumed to graduate into RCP afler 4
years and become part of an ongoing BRAC-owned credit stitution.  Other general assumptions are:

- Annual inflatton rate: Project costs are calculated in 1995 Taka lor cach year of RDP IV, The
totals are increased 5% per vear to reflect annual inflation and the higher amount of Donor funding
required for that year's operations. This is based on the actual 1994 nfation rate in Bangladesh of
4.9%:

- Head Office overhead: A charge equal to 10% of project costs is pdded to each program's budget to
reflect Head Office Logistics and Overhead.  Actual expensc has been 8-9%. Beginning in RDP IV,
this overhead allocation will include: Monitoring (previously budgeted as part of Support Scrvices)
and the cost of Head Office and Zonal level staff for both credit and sector programs.  There is one
program manager or sector specialist at HO and usually 3 Zonal level managers who oversee the
regions. The Accounts (Finance), Personnel, and other operating support functions are covered by
the 10% overhead allocation.

- Staff traveband transportation expense.  Primanly the cost of fuel for PO motoreycles, tus is
budgeted at 30% of salary and benefits for Area Managers, Pos, and Accountants. Program
Assislants ride bicycles. Previously budgcted ot 35% of salary, this figure has been consistently
lower than budget. Given the sensitivity of this number to Foel prices. 30% is conservative yel
reasonable,

- AT;}R training and developmeny: Budgeted al 10% of salary and benelits, up lrom 7.3% in RDP 1L
Staff tromning costs have been high due (o a lugh drop-out during catly training ol new POs and PAs,
Actual 1994 expense was about 9% of stall salary and benefits. For RDP IV, training will include
creditand basic financial accounting for Credit POs, sectoral program traming for Sector PAs and
PQs, and some common training (¢.g. gender training) Tor both:

BRAC builds a contingency cushion into its budget through both the mflation assumption and individual cost
assumptions, rather than'as a separate line item.  For example, stafl training costs have been over budget due
to the rapid growth of programs, but the cost per person is probably between 7.5% and 10% of salary, The
financial consultants have tried Lo identify where such assumptions are reasonable and have discussed them
with BRAC 1o ensure they match actual experience.

B Line-By-Line Budget Review

This section is organized around the five major sections of the budger, The numbers and sub-numbers
correspond (o the detailed budget produced by BRAC. The revenue line item s also discussed withun the
relevant section.

I Credit
The budgel for credit operations has five major components, cach ﬁf which are discussed below,  The credit

program currently bears 100%; of operating costs for branch and refional offices. Loan volume, and therefore
interest income, 1s driven by loans outstanding.
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Regarding the overall eredit operations, the revenue from the sale of branches to RCP provide more cash than
RDP needs to lend through its shrinking # of branches. Therefore, the credit-related operations contribute a
positive cash inflow beginning in 1999 because of the RCP branch purchases.

Projected Loan Fund Requirement - RDP IV

Taka millions
Millions of Taka 19944 | 1996 1997 | 1998 | 1999 | 2000
General Loan 168 472 447 301 176 102
Housing Loan - Members 59 47 34 19 14
Housing Loan - Stafl’ 21 { 0 (1 0 0
Enterprise Loan 10 20 20 25 25
Total Loan Requirement 168 504 315 355 220 141
Less: Sale of Yr. 4 branch 173 226 441 523 320
loan portfolios to RCP
Net Loan Fund 168 351 289 (86) (303) (179)
Requirement for RDP

As shown in Lhe earlier table RDP eredit operations reach breakeven without the RCP financing even sooner
when the capital required for the loan fund 15 excluded.

1.1 izati velopment (VO Organizing and lostitution Buildin

BRAC has adapted the Village Organization orgamzing activities and institution-building activities into a
six-week training program activities into a more streamlined, and lower cost, six-week orientation and a
series of issucs-based meetings. In 1994, Institution Building included Functional Education, Paralegal, and
Leadership traming (all under the name Social Awareness Education, or SAE) at a cost of Tk. 4 1.5 mulhion.
From 1995 onwards, BRAC categorizes the upfront VO organizing and annual VO workshops as part of the
cost of delivering credit.  Annual costs are projected (o be Tk, 6.0 nullion, TK. 5.2 million, Tk. 6.1 million,
Tk. 7.1 million, and TK. 7.4 million during RDP IV, These costs total Tk. 32 million during RDP IV and
reflect the cost of organizational development with Village Organizations in RDP and RCP

In the origmal RDP IV budget, BRAC assumed a flat Tk. 25,000 for the ve-yvear penod. During the
financial consultants mission, BRAC refined this into a more specilic plan and assumption, rusing the total
cost during RDP IV to Tk. 30.4 mullion.

1.2 Bran rati

The budget includes cash operating expenses for each branch multiplied by the number of branches cach vear
(cach branch is in RDP for a full vear, since new branch openings and sales to RCP ocour January 1),

Branch expenses here include overhead and credit staff only. Al sector program stafl are reported under the
Sector program budgets. Deprectation (non-cash) and interest on BRAC funds (an internal accounting

%
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adjustment) are not shown in thus budgel.

Branch Operating Costs - Per Branch in RDP

Category 1994 Actual 1995 Forecawt* | 1996 -2000 Budget

Salarics & Benelits: Tk 609,788 Tk 595,000 Tk 607,000

- Manager

- 2 Program Organizers(Credit)

- | Accountant

- 10 Program Assistants{Credit)

- 1 Service/Cook

Travelling & Transportation Tk. 61,895 Tk, 82,800 Tk. 86,400

(30% of AM, PO, Acct salarics) (20% of salaries (30% of (30% of salaries)
salaries)

Travelling & Transportation Tk 30,000

(10% of Program Assistant salaries) {10% of salary)

Recurring Expenses: Thk. 88,400 Tk 72,000 Tk 72,000

- Rent, if needed, utilities

- Office stationary

- Mnienanes

- Gen'l expenses

Head Office Overhead (109%) Tk, 14,353 Tk, 86,760 Tk. 76,560

Total Cash Expenses Per Branch Th. 834,864 Tk. 786,000 Tk. 875,160

* Source: Accounts Department

Although salary levels have remained the same as in RDP [ except for annual inflation increases, BRAC is
reducing the number of POs at RDP branches from 3 to 2 (effective late 1994). Each Credit PA will now
visit 3 VOs per doy. The average size of a VO has dropped. however, so the number of members per PA will
stav the same (about 110), In addition, Travelhng & Transportation is now budgeted at 30% of salany. not
35%, reflecting revised travel patterns implemented in 1994 1o reduce casts, These revised branch opérating
costs are reflected i the 1993 forecast. The total cost iy 1996 1s projected to be shightly more than a 5%
werease over 1995 due to recognizing travel and transportation expense for Program Assistants (budgeted ot
10% of salary, or Tk. 30,000 per branch). Subsequent years' expense growing only at the rate of inflation.

Although BRAC has had difTiculty mamtaining low branch operating costs i recent years, the budgeted
levels appear reasonable il they can achieve the 1995 cost reduction and reassign stall quickly. However, if
RDP no langer opens new branches, the overage salary level may increase as fewer young POs and PAs are
bemg introduced. Therefore, BRAC may face additional pressure on average stafT costs. Overall, BRAC 15
focused on controlling branch operating expenses, but time will tell whether these costs remain low enough to
maintain RCP's financial viability.

1.3 Regional Office Operating Costs
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This table compares actual regional office operating expense to budget amounts in RDP 1V,

Millions of Taka 1994A 1995F 19968 19978 19988 1999B 20008

RO Operating Cost | 6.16 14.9 18.4 135 7.5 42

Regional Office operating expense is projected to be Tk. 949,000 per office per year starting in 1996,
compared to Tk 616,000 in 1994. The annual cost will be higher than current levels due to the addition of 3
new credit PO stalT at the regional office level. With only two PO staff per branch, additional staff are
needed to fill in during stalT vacations, training, and other nosences. The total expenditure grows and then
declines due to the falling number of branches in RDP. The number of regions is projected to be 14, 17, 12,
7, and 4 between 1996 and 2000, Of these, slightly less than 50% pay rent for temporary space. In addition
to the Accountant and Auditor, BRAC plans one computer operator and one computer in cach Regional
Office during RDP [V to help with data entry (for the sector programs, in particular). Other office costs arc
projected to remun constant.

1.4 S ‘raini lopmen

As mentioned under Universal Assumptions above, staff trmining and development is budgeted at 10% of
salary and benefits for Program Assistants, Program Organizers, Area Managers, and Accountanis and is
therefore driven by the number of those stalf in a given branch or region. This number will reappear [or stafl’
in cach Sector program, the Social Programs, and the Special Programs. Including the 10% allocation for
Head Office and inflation adjustmients these amounts range from Tk 10.4 mullion in 1996 to Tk. 3.1 million
in 2000, reaching a total of Tk 4 1.4 million.

1.5 Loan Fund Reguirement:

Shown in the Table at the beginning of this section, the loan fund requirement is the amount necded to lnance
the lending program in RDP. It is estimated by the forecasted growth in loan loans outstanding for all
branches during the year. This captures the inerease in loans outstanding and the additional amount of
funding required above money available through loan repayments. The Loan Fund includes three types of
loans:

- General Loans™: Nearly 95% onc vear loans. these include all loans for sectoral acuvities and
traditional income-generation (e.g paddy husking, rural trading, rural transport). Loans outstanding
per branch are forecasted based on the assumed growth of the model branch which, lor Years | -4,
has been relatively consisient with actual loans outstanding, The effective interest rate is about 25%.

- Houstng Loans®. Housmg loans to members are forecast separately because they are | - 3 year loans
and carry only a 10% interest rate (since they are not meome generating investments). Although
growth has been much lower than projected in RDP 111, management would like housing loans (o be

*I'tie types of General Loans and Joan poliey changes adopted by BRAC are discussed in the Status of the Loan
Portfiolio section

Housing loans are described in detml under Status of the Loan Partiobio
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10% of disbursements.'® Most housing loans will be disbursed in RDP branches, since people
usually upgrade their roof or home only once.

- Enterprise Loans: A new component, Enterprise Loans are meant to provide a pool of loans for
those members who have demonstrated significant success in their income-generating activities and
who are ready to establish a micro-business that may employ other workers. These loans will be
slightly larger and perhaps of longer term than General Loans and will require approval of the
Program Manager, The objective of this loan product is to help selected members move to higher
level economic activities, or running micro-businesses. The interest rate is expected to be the same
s for General Loans.

The projected amounts by loan type are shown above in the table on Projected Loan Requirement at the
beginning of the credit section (page 11). The total loan fund requirement is Tk. 1.89 billion, or 32% of the
total projeet costs. The Net Loan Fund Requirement is much smaller (as shown on page | 1) due to the sale
proceeds [rom RCP and imterest income on loans. We believe the loan volume assumptions are reasonable.
The Model Branch assumptions for loans outstanding have been met by vear 1-4 branches in 1994 and the
forecast of loan volume is consistent with that history.. Note: Loan volume has been far below forecast for
RCP branches (vears 5-10) and is discussed in detail under Long-Term Financial Viability.

2, Sectoral Programs

BRAC encourages members Lo invest their loans in five secior programs that BRAC believes provide higher
income-generating potentinl than traditional activities of paddy-husking, rural transport, and rural trading.
Although about 70% of the loan portfolio s currently for traditional income generating activities, BRAC
hopes to grow these sector activities 1o 30% of the loan portfolio by the year 2000, (During our visil, the
Program Stafl and the Accounts StalT had not reconciled the linancal objective - 1o growth the sector
petivitics to 50% ol the port{olio — with the progrom activiiv goals. Sce Appendix E)) The total sector
program budget has the following components, each discussed in detail below.

¥The repsyment rate on hmtsm; loans has improved. See discussion of housing loans in the Statos of the Loan
Partfolio section
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Sector Total Taka- RDP [V % of Total Project Cost

21 Poultry & Livestock Tk. 238.1 million 5.1%
22 Fishenes Tk. 171.5 million 3.7%
23 Social Forestry Tk. 8$9.4 million 1.9%
24 Sericulture and Silk Devel Tk. 379 2million 82%
25 Rural Enterprise Program Tk 133.8 mullion 2.9%
26 Horticulture and Vegetable Tk. 131.6 million 2.8%
27 Market Development Jk. 50.0 million 1%

Total Seclor Programs Tk. 1,193.5 million 25.8%

Please also refer to Appendix D. The sector programs are expected 1o achieve long term cost-recovery after
the year 2000. The concept is that after its fourth vear of engaging in a type of activity, a branch's service
charges should cover the ongoing operating costs of providing ongoing technical assistance, an allocation of
Head Office and Regional Office overhead, and a small budget for ongoing staff training and refresher
courses for members. Service charges are not projected Lo cover traiming of members, reat, occupancy
expense, or other shared costs with the credit program, or any future new program development.  Therefore,
the cost of new market and product development and investments will need to raised from other sources, This
budget anticipates BRAC's funding needs for those purposes through the year 2000, After the end of RDP
IV, however, BRAC management believes the profits from the Rural Commercial Enterpnises wall finance
additional investments in each sector.  (See Cost Recovery for a more detailed discussion.)

Each sector program budget has five main components:

(1) Staff costs for providing technical support:  There are sector PAs at the branch level and a sector
PO covernng a certain number of branches (usually 10, or all the branches in a given Region). This
include salaries, travelling and transportation, and stall raning expense.

(2) Training Costs for Group Members:  Driven by the number of new members tramned per branch, the
number of branches where the activity shall oceur, and the cost per training. In addition, this includes
refresher courses given to group members who received the training a vear ago and who are currently
engaged i the activity. Numbers | and 2 are both driven by the number of branches and manber of

members participating in the program.

(3) R&D and New Product Development: New in RDP IV, BRAC has budgeted a certain amount in
every sector program (and in REP for all non-scctor activities) for (a) experimental project materials
and (b} a revolving loan fund. These are used to finance pilot income-generating activilics by
members. The product is developed with [unds from the Experimental Materials budget and the test
loans are funded from the scetor Revolving Loan Fund until it has been proven in the field. Once
proven, it is available to all members through the general loan portfolio.  Nan-scctor specific or new
sector activitics will be funded in REP, particularly small enterpnises (like carpentry shop. mechanics
shop, women-owned restaurants),

In addition, BRAC is now budgeting for market development activities, particularly within
sericulture and silk development  The Market Development line item for all scctor programs is Tk
50 mallion, however, BRAC believes (he mpority of these funds will be used for Sericuliure.

4) Investments in Rural Commercial Enterprises; Equity investments in certain business activitics
that provide essential inputs (e | day old chicks) or key outputs (¢ g a recling factory for sitk) 1o
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(5)

the sector programs and remove constraints en member income-generating activities. Examples of
such constraints include the limited supply of 1 day-old chicks from the government-owned hatchery,
the poor quality and limited supply of silkworm eggs from the government source, and scare supply
of fish meal to support the expanding fish culture activitics. See the table showing Sector Capital
Investments in RDP IV (at the end of this section).

These are a new and important part of BRAC's strategy to build market demand and supply. BRAC
is requesting Donor funding for the upfront capital -- operating losses and/or profits will be the
responsibility of BRAC. The total amount of funds for these investments is Tk, 505 million, of
which Tk. 440 is for sericulture (Tk. 290 Mmin phase 1, Tk. 150 MM in phase 2), According to the
Director of Field Operations, profits from these investments will stay within the sector programs to
fund future market development and growth.

Service charge income: Fees are paid by members for the technical assistance support they receive
from BRAC staff. Service charges have been phased in during 1993 and 1994 as o way to allow
BRAC 1o provide sector training to members on a sustainable basis. The market test of those fees
will occur during RDP V.

Overall, growth in stall costs and member training costs (arcas | and 2) are driven by expansion of the seclor
program and by RDP opening new branches. The R&D, new preduct development, marketing, and Rural
Commercial Enterprises (areas 3, 4, and 5) are new expansions in the Sector Programs.

While the financial analysts have reviewed and revised these numbers with BRAC staff, we depend upon the
Sector Program Consultants to review the underlying assumptions about growth and program design. BRAC
has revised tis origmal ROP 1V Budget to deliv some of the large capital investmenls in sencullure ( the silk
spun mill, modern weaving factory, and Dying and Printing Factory) and to change the linancing assumplions
for the Grainage Center and Recling Factory (both onginally planned to be 70% bank financed, now [00%
BRAC financed). In addition, BRAC has reduced the REP RLF by TK. 30 mullion at the Financial

Consultants' request

1.1

Poultry & Livestock

The growth 1n Poultry & Livestock is due to (1) higher number of members parucipating in each
branch, and (2) growth through newly opencd branches. A well-proven development tool for BRAC,
the program is now benelitting from several improvements based on RDP 111 expenence:

- To improve survival rates of 8 week-old chicks and of young calves, BRAC has introduced
both the pullet rearer and the calf rearer traning. These women buy the ehicks/call and
raise them until they are adults before selling them to Key Rearers or Model Cow/Goat
Rearors, (see Sector Chart in Appendix).

. BRAC is focusing on Model Rearers who can ratse up to 15 birds or three cows or goals.
The Model Rearers achieve beller profitability and can pay the service charges 1o BRAC,

- BRAC has organized the production of 150,000 chicks per month through member-owned
mini-hatcherics and a few BRAC-owned small hatcherics, The member-owned mini-
hateherics, made of rice husks, have been very successful ond many members want o
participate in the activity. This also addresses BRAC's shortage ol | day old chicks for the
entire Poultry program and reduces its dependence on the irregular supply: Government and
the few private hatcherics
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- Artificial Insemination centers have been erealed where BRAC has traned expenicnced
paravets to do the Al procedure.  These appear Lo be profitable to the paravels, who charge
Tk. 10 per insemination, and will be expanded.

Total inflation-adjusted cost in RDP IV 15 Tk. 238 million. Stafl costs and tromning represent 32% of
the total five year Budget. Member training is 14% of total expenditures, and declines as the last
new branches are opened.  Capital investments are 22% of the budget, including 3 poultry farms for
Tk. 10 mullion cach and a feed mill for Tk. 15 million. Both types of capilal nvestments appear to
be essential inputs for the BRAC members' income generating activities. Therefore, these
investments will leverage BRAC's existing investment in the chain of poultry and livestock related
nclivitics.

Budgeted service charge income is based on the sector-wise analysis and forecasting conducted by
each seclor specialist.  The financial consultants and the Accounts Department verified these
calculations and have inserted them into the budget. The service charge forecasts are discussed in
detoil under Cost Recovery on page 42.

2.2 Fisheries

Total RDP IV Budget 1s Tk. 171.5 nullion. The Fisheries program is expanding to bring more
decimels of water under cultivation.  The basic program has stayetl the same. but the number of
branches covered and the number of fish pond farmers per branch have mcreased.  Stafl-related costs
are more than 50% of the budget, while member training 15 about 7%. [n RDP IV, the Fisheries
program plans Lo serve many more branches and to collect more service charges. The newer items
for RDP 1V are:

- a line item for new product development and expernimentabion with new scclor achivities;

- The addition of a second Fisheries PA at each branch due to the high pumber of members
per branch engaging in fish culture (based on the recommendation of the Fishenes

Consultants with the Appraisal Mission);

- Tk. 20 nullion in capital investments for a five foed meal processing plants and five pravwn
hatcheries (as can be seen in the Fishenes Consultanis’ Report, these prawn haicherics and
feed meal centers are expected to break even relatively quickly and tum a prolit).

The Fisheries Program is discussed in greater detail under the Fisheries Consultants’ Report

23 Social Forestry

Total RDP IV Budget: Tk 894 million. While smaller than many of the other sectors, Social
Forestry has begun a rapid expansion to approximately 175 branches (those with arable land suitable
to cultivation). During RDP 111, this category included vegetable cultivation, which has become a
separate seclor activity in 1995, Social Forestry includes three member activilies:

- Nursery: Growmg saplings and young trees of vanous food-producing varicties (lemon,
mango, banana, cte) and selling these young plants to local farmers and villagers to plant
near their homes.  The growing season 1§ winter and spring and most sales occur during the
planting season of July and August.  Members take a loan 10 buy the seed stach or grafted
varetics and to finance the growing penod
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- Grafting Nursery: More recently introduced, BRAC is training members in grafling of
certain high export quality or cash crop fiuit trees (e.g. mango and lemon) that are not widely
cultivated throughout Bangladesh. For example, the mango trees of a certain region
produce the best fruit, but they are not widespread in the country.

- Agroforestry:  For an individual farmer or village member, this allows them 1o cultivate a
plot of land with a planned mix of short-term (vegetables), medium-term, and long-term
crops to spread cash fow throughout the year. BRAC has developed a model plot layout
and mix of crops that optimize the land available and income camed.

Like other sector programs;, the largest costs are a Program Orgamizer ot cach Regional Office and a
Program Assistant at cach branch that will be engaged in the activity. The PAs focus on mulberry
plantation at present, and their cost should probably be under the sericulture program,  BRAC's
sector specialist also anticipates implementing the Social Forestry program into only 175-200
branches based on the soil conditions and availability of land, rather than i all 330 branches. The
current budget reflects a PA at all 330 branches and thus overstates this amount slightly.

In addition to staff costs, the Social Forestry Program will establish a Mother Tree Center as the
basis for their grafting program ol a cost of Tk. 450,000, This is budgeted for 1996.

Sericulture and Silk Development

Total RDP IV Budget: Tk. 379 million, Sericulture 15 by far the largest sectoral program,
representing 8.2% of the total RDP IV Project Costs and 17% of the total funds requested (rom
Donors. Over 60% of the total amouil is for mvestments m Program Support Enterprises, The text
of the Revised RDP IV Proposal deseribes the program more ¢learly than caclier dealls and provides
additional budget assumptions regarding the operating costs and expecicd cash flows from the RCEs.
The largest obstacles 1o BRAC's sericulture program have been the poor qualily of silkworm cggs
(reducing the yield of Discase Free Layings. or DFLs) and the lower vields from minimally-trained
rearers who produce the cocoons. Test marketing appears to confirm that the quality of silk
produced can be high and has a market.  However, these points need to be developed further in the
business plan, and BRAC has not addressed the nisks to expanding these activitics so substantially.
The number of members participating is found through the member tramning line item and the service
charge forecast is again discussed under Cost Recovery,

Seniculture is item 2.4 in the Budget. In addition, it may represent o large share of item 2.7, the Tk,

50 million allocated 1o Market Development. Stalfing meludes: A Sector Specialist and three Zonal
spectalists ot Head Office (their costs are part of the 10% Head Office overhicad allocation);
Regional Program Organizers who ¢over multiple arca oflices and is usually based at the Regional
Offices (33), Program Assistants who monitor Lhe participating member activities at the Branches (1
per branch). Two new posttions are: Rearing Managers, Program Organizer - Seed Zone, and
Granage Assistants who have monthly salanies of Tk 6,000, Tk. 3500, and Tk. 3300, respectively.

Stall Traming and travelling and transportiation expenses are at the standasd rates of 10% and 30"s
of salary and benefits, respectively. In addiion, BRAC has budgeted Tk, 630,000 over the five years
for overscas training (1o be spent in 1998, 1999, and 2000),

epl el i Rulberry
At the recommendation of the Sericulture consultants, BRAC has elimingted the Tk 85 million line
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item for the planting of replacement mulberry trees since the supply of trees and leaves is far more
than projected demand.  However, BRAC has included Tk 17 million for tre¢ improvement and
maintenance in the Conditional Provision (phase 2) of the Sericulture Budget

M s
This s training of group members in the various types of cocoon production activities. It s driven
by the number of new members being trained, not existing participants, times cosl per trainee. The
training and member activities are:

- Progressive Silk Farmer
B Chawki Rearers (early stages of silk worm rearing)
- General (or Silk Worm) Rearers (later stages, to cocoon production)

- Reeling workers (few in number, but Tk. 10,000 per trainee)
- Sapling Nursery (Nursery and roadside plantation of mulberry trees)
- Bush plantation (ditto, bul in acres rather than roadside)

Of the above, the Rearers and mulberry tree sophing growers take loans from the RDP credit
program.

; lopment
BRAC budgets Tk 2 million per year on R&D during RDP IV. There is no line item specifically for
market development in sericuliure, but the Market Development Program for all sectors (item 4.7)
has a Tk. 50 million budget. A significant portion of that budget 1s carmarked [or sericulture. In
addition, BRAC has budgeted Tk. 2 million for a consultancy in 1996,

ital Inv T
As shown in the table below, the sericulture budget for RDP IV onginally included seven types of
large capital investments. The Grainage Center, Sericulture Resource Centers, and Chawki Centers
are necessary inputs to improve the quality of silk production (better quality Discase Free Lavings, or
DFLs, and better rearing practices).  The numbers of each were reduced. however, based on input
from the Appraisal Team. The Reeling Centers were argued to be an essential production capacity (o
produce market viable silk. The Silk Spun Mill, Modern Weaving Factory, and Dying and Printing
Centers were all significant capital investments for which BRAC has not vet developed a full
business plan.  BRAC has decided to eliminate those latter mvestments from the RDP 1V budget
because the need for them was not yet well defined and the financial costs were not fully estimated.
The table below summarizes the sericulture-related capatal mvestments, now all forecast to be 100%,

financed by BRAC.
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Sericulture Capital Investments/Rural Commercial Enterprises - RDP IV

Investment # of Units - RDP IV | Unit Cost Total Investment

I. Chawki Centers 400 Tk. 50,000 Tk. 20 million

2, Senculiure Resource Center | 3 Tk: 5 nullion Tk. 15 million

3. Grainage Center 10 Tk 10 million Tk. 100 million

4. Modern Reeling Centers 10 Tk. 10.0 mullion Tk. 100 nullion

3. Sulk Spun Mull l Tk. 25 mullion Tk. 25 million
DELAYED (70% bonk finonced)
6. Moderm Weaving Factory 3 Tk. 30 million Tk. 90 nullion
DELAYED (70% bank financed)
7. Dying and Printing Factory 1 Tk 50 million Tk 50 million
DELAYED (70% bank financed)
Total Investment (excluding Tk 235 million

#5, #6. and #7)

Total Funding Request Th. 235 million
{100% of items | -4) (US$ 5.9 million)

We have not seen any pro formas for these im'csmm;us to show capital costs, working capital
required, cash flow statemients, or project break-even. Ilmportantly, no losses or income streams are
shown in the Budget. BRAC is asking Donor funding for its upfront investment only.

Service charge income 15 projected o be relatively small for sericulture, totalling only Tk. 17.0
million over five years. The cost recovery assumplions are discussed in detail under Cost Recovery

(page 42).

Recommendation: While these capital projects in the production, market development, and
distribution of silk may be strategic invesunents, we believe BRAC should support the sericulture
investmont requests with a more thoroughly developed business plan and budget. as well as clear
projected development outputs. These must be grounded both in production capacity assumptions
{which BRAC does very well) and in market-demand assumptions (which are less well-defined).
This would help the Donors understand and evaluate such projects.

25 Rural Enterprise (and Craft Development) Project
Total RDP IV Budget: Tk 133.8 million. REP's role is to develop non-sectoral, experimental

imcome generating activitics and to conduct pilot programs to fully evaluate an activity before RDP
and RCP distribute loans on any scale, With the creation of the Sector Revolving Loan Funds, REP
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will focus particularly on small-scale enterprises and micro businesses.  This suggests that REP
should get smaller in size and have fewerstaff. In 1994, the budget was about Tk 6 million, but
was overspent and totalled Tk. 19 million. During RDP IV, REP forecasts a budget of Tk, 17.6
mullion in 1996, o dramatic increase {from actual expense in 1994, For the § year funding period,
REP has budgeted Tk 133 million, but has not detniled how these amounts will be spent other than
in general categories,  After discussions with the Donors and the Apprasal Team, BRAC reduced

this budget from Tk. 168 million.

BRAC forecasts 20 REP Program Organizers and 40 Program Assistants.  In addition, there is a
budget line item for local and international consultants for Tk. 1 million per year. The other budget
sub-categories are;

Local and Internalional Consultants Tk 5 million

Experimental Project Materials © Tk 40 million
Rural Craft Centers Tk 22 million
Cralis Jraining (and supplics) Tk 10 nullion

When pressed, BRAC ¢ould not provide detailed rationales for these estimales, but reduced them
from earlicr projected levels for rural crafl centers and crafls traiming. This item mught be front-
loading the possible costs BRAC may need to incur after the year 2000 to continue developing the
sector programs. Becouse BRAC has vowed to reach full cost recovery by the end RDP IV, it 1s
building a large bufler into the REP budget for anticipated luture funding needs. BRAC anticipates
receiving no service charges from REP participating members because these are pilot programs nol
vet well developed.

Recommendation: We recommend thal BRAC develop a more detailed business plan for REP 1o
justify the scale of the Donor investment requested and to give them the management Lools to
evaluate REMs performance against those busimess objectives. With that sauisfactory information,
the Donors should fund this line item.

2.6 Horticulture and Vegetable

Total RDP IV Budget: Tk 131.6 milion. The vegetable seetor has been very suecessiul in nurturing
small scale businesses and encouraging a large number of BRAC members (0 participale in vegetable
cultivation. The rapid expansion of this activity has lead BRAC to separateit from the Social
Forestry sector effective in 1995, This program encourages both cultivation of a plot of land (for
which members often barrow), or as smaller scale cultivation around the family home. BRAC has
also promoted this program heavily to inerease the supply and consumptions of fruits and vegetables
among the rural landless (o improve nutrition, According to BRAC, the only consiraints on the
growth of this scctor are the availability of land and program staff. BRAC plans for this activity to
be in 260 branches {again due to the availability of arable land).

Traming of members includes training for farmers, fodder crop cultivation, crop diversification, and
seed production.  The significant capital cost isthe construction and operation of a Sced Production

Center m which hvbnid sceds will be cultivated and then sold (o those fapmers rusimg seeds (o
muluply the supply.” Two sced production eenters are planned at acostof Tk |5 mullion each

N Market Development Program

The purposc of the Marketl Development Program is to create a pool of funds 1o finance the
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will focus particularly on small-scale enterprises and micro businesses.  This suggests that REP
should get smaller in size and have fewer staff.  In 1994, the budget was about Tk 6 million, but
was overspent and totalled Tk. 19 million. During RDP IV, REP forecasts a budget of Tk, 17,6
nullion in 1996, o dramatic increase from actual expense in 1994, For the 5 year funding period,
REP has budgeted Tk 133 million, but has not detailed how these amounts will be spent other than
in general categories,  After discussions with the Donors and the Appraisal Team, BRAC reduced

this budget from Tk. 168 million.

BRAC forecasts 20 REP Program Organizers and 40 Program Assistants.  In addition, Lhere is a
budget line item for local and international consultants for Tk. | million per year. The other budget
sub-categories are:

Local and International Consultants Tk 5 million

Experimental Project Materials ' TK. 40 million
Rural Cralt Centers Tk 22 mulhion
Cralis Jraining (and supplics) Tk 10 nullion

When pressed, BRAC ¢ould not provide detailed rationales for these estimales, but reduced them
from earlicr projected levels for rural crafl centers and crafls training. This item mught be front-
loading the possible costs BRAC may need to incur after the year 2000 to continue developing the
sector programs. Because BRAC has vowed to reach full cost recovery by the end RDP IV, it s
building a large bufler into the REP budget for anticipated luture funding needs. BRAC anticipates
receiving no service charges from REP participating members because these are pilot programs nol
vet well developed.

Recommendation: We recommend that BRAC develop a more detailed business plan for REP 1o
justify the scale of the Donor investment requested and 1o give them the management tools Lo
evalunte REMs performance aganst those busmess objeetives. With that satisfactory information,
the Donors should fund this line item.

2.6 Horticulture and Vegetable

Total RDP IV Budget: Tk 131.6 million. The vegetable seetor has been very suecessiul in nurturing
small scale businesses and encouraging a large number of BRAC members 1o participate in vegetable
cultivation. The rapid expansion of this activity has lead BRAC to separate it [rom the Social
Forestry seclor effective i 1995, This program encourages both cultivation of a plot of land (for
which members often barrow), or as smaller scale cultivation around the family home, BRAC has
also promoted this program heavily to ingrcase the supply and consumptions of fruits and vegetables
among the rural landless to improve nutrition, Aceording to BRAC, the only constrainis on the
growth of this scctor are the availability of land and program staff. BRAC plans for this activity to
be in 260 branches {again due to the availability of arable land).

Trammng of members includes training for farmers, fodder crap cultivation, crop diversification, and
seed production.  The significant capital cost isthe construction and operation of a Sced Production

Center i which vbnid seeds wall be caltivated and then sold to those fapmers rusing seads 10
mulupls the supply.” Two sced preduction eenters are planned at acost of Tk |5 nullion cach

27 Market Development Program

The purpose of the Market Development Program is to create a pool of funds to finance the
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1.

development or new market development strategies.  According lo BRAC management, most of this
will be used for sericulture, but the details of how these funds might be spent is not yet determined.
The necessary investment in Market Development is discussed under the Sericulture Report.

Major components of this budget item include: salanes for one marketing manager, three designers,
seven quality controllers, seven senior marketing managers and 14 marketing officers; working
capital of Tk. 5 milliowin 1996 and Tk. 7.5 million in 1997 and 1998; and BRAC has budgeted
nearly Tk. 6 million for foreign consultancies and foreign travel cost.

Recommendation: Again, we recommend that BRAC prepare more detailed proposal identifying

its major market development prioritics lor the sector programs and their relative costs, At present,
there is not sufTicicnt detail in this line item to justify the Donor's investment.

Social Development Programs

Both NFPE and the Essential Health Program were reviewed by independent consultants as part of the RDP
IV Appraisal Mission. The revised Project Proposal has climinated NFPE from this I'mduw, request and
therefore it is not part of the final budget and is not deseribed below. This section summarizes the major
clements of the budget for Essential Health, but defers 1o the independent consultants report for more detailed
analysis of the budget and révisions that may have been negotiated with BRAC.

3.1

3.2

Human Rights and Legal Education

BRAC has reviscd its paralegal course for all new members to cover famihiar issucs moro deeply and
introduce people o the concepls that are part of the Bangladeshi constitution, ete, The HR & LE is
one course with several in-depth modules. [t appears to be the same amount as the former Functional
Education, leadership troining, and paralegnl courses oflered in the past. However, il 18 scparate and
will get its own materials and information for dissemination to members:

Actual expenses include a PO in every region and o PA ot every brangh to provide these services, and
a small amount for teaching matenals and workshaps All BRAC members are anticipated 1o
participate in (s revised trninmg. Total program cost for RDP IV is Tk, 187.8 million, or nearly

3.2% of total expenditures.
Essentinl Health Care

As part of RDP 111, BRAC will ereate o streamlined version of the existing WHDP program to run
through the RDP and RCP branches. Like WHDE, the program will rely on the Shebikas in the
villages to buy medicines from the branch and sell them at a slight profit (with no salary from
BRAC), In addition, the health worker will promote elean water and sanitation and help distribule
and scll concrete slabs and rings.  Although BRAC origmally envisioned a structure with a medical
doctor in every region, the health consultant encouraged them to address more basic care and test the
medical elimes coneept al the branch level ns a pilot program. BRAC plans to implement 300 elinics

at un additional cost of Tk. 37 mullion. Thecomplete impact of the program design changes are
described [ullv in the Health consultants report.  The overall budget umpact is 1o revise the cost of
the Essential Health program 1o T 263 million (US $6.7 million), or 4.4% of the total RDP [V

Budget.

Any sigmficant cost recovery in the Essential Health program is unlikely, according to the Health
Consultant. BRAC is considering internal funding sources from elsewhere in BRAC. For example,

- .
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development or new market development strategics  According to BRAC management, most of this
will be used for sericulture, but the details of how these funds might be spent is not yet determined.
The necessary investment in Market Development is discussed under the Sericulture Report.

Major components of this budget item include: salaries for one markeling manager, three designers,
seven quality controllers, seven senior marketing managers and 14 marketing officers; working
capital of Tk 3 millionin 1996 and Tk. 7.5 million in 1997 and 1998; and BRAC has budgeted
nearly TK. 6 million for foreign consullancies and foreign travel cost.

Recommendation: Apain, we recomnead that BRAC prepare more detailed proposal identifying
its major market development priorities (or the sector programs and their relative costs, Al present,
there is not sufficient detail in this line item to justify the Donor's investment.

0ci | o

Both NFPE and the Essential Health Program were reviewed by independent consultants as part of the RDP
IV Appraisal Mission. The revised Project Proposal has climinated NFPE from this funding request and
therelore it is not part of the final budget and is not descnibed below. This section summarizes the major
clements of the budgel for Essenual Health, but defers 1o the independent consultanis report for more detuled
analysis of the budget and révisions that may have been negotiated with BRAC.
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3.2

Human Rights and Legal Education

BRAC has revised its paralegal course for all new members (o cover familiar issucs more deeply and
introduce people to the concepts that are part of the Bangladeshi constitution, cte, The HR & LE is
one course with several in-depth modules. [t appears to be the same amount as the former Functional
Education, leadership traming, and paralegal courses offered in the past. However, il 15 separate and
will get its own materials and information for dissenunation to members.

Actual expenses include a PO i every region and a PA ot every branch to provide these services, and
a small amount for teaching matenals and warkshops. All BRAC members are anticipated 1o
participate in this revised training. Total program cost for RDP IV is Tk, 187.8 million, or ncarly
3.2% of total expenditures.

Essential Health Care

As part of RDP 111, BRAC will ercate o streamlined version of the existing WHDP program to run
through the RDP and RCP branches. Like WHDP, the program will rely on the Shebikas in the
villages to buy medicines from the branch and sell them at a slight profit {(with no solary from
BRAC). In addition, the health worker will promote ¢lean water and sanitation and help distribute
and scll concrete slabs and rings.  Although BRAC originally envisioned a structure with a medical
doctor in every region, the health consultant encouraged them to address more busic ¢are and 1est the
medical clinies concept at the branely level as a pilot program. BRAC plans to implement 300 clinics
at an additional cast of Tk. 37 nulbion. The complete impact of the program design changes are
described fully i the Health consultants report. - The overall budget impact 1s to revise the cost of
thie Essential Health program to Tk 263 million (US $6.7 nullion), or 4.4% ol the total RDP 1V

Budger,

Any sigmficant cost recovery tn the Essential Heaith program is unlikely, according to the Health
Consultani. BRAC is considering mternal funding sources from elsewhere in BRAC. For example,

- w
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3.3

V.

4.1

4.2

one source of revenue could be the difference between the 25% mnterest rate on RDP and RCP loans
and the effeetive average interest rate of 27%-29% that is actually realized. This 2-4% interest could

pay for up to a third of the annual budget for the Lealth program.

Environment Development Program

The main thrust of this new program is waler sanitation. Formerly buried within the WHDP
programs. this program is basically the water sanitation efTort that BRAC has been promoling across
Bangladesh through WHDP.  This mvolves the establishment of nearly 1000 rural water and
sanitation centers with a revolving loan fund for the purchase of the equipment.  According 1o
BRAC, WHDP has had significant expenience i implementing these centers and has good control
aver both costs and revenues,  Tlis program will expand this same activity to more locations in
which RDP operates.  Total cost during RDP [V is TK. 23 million, or US$575.000,

Program

Vulnerable Group Development

As part of BRAC's rencwed focus on scrving the poorest 10% of the Bangladeshi population, the
Vulnerable Group Development Program (ar 1IGVGD) will expand from 36 (o 56 thanas. In this
program, the Government finances the credit program costs and BRAC provides sectoral technical
assistance in poultry-rearing, stafl, and office space. These women receive 30 Kg. of wheal through
the Government of Bangladesh's Food-far-Work Program and engage in small scale mcome
generating activitics, such as poultry rearing. lo move lowards self-sulliciency. The wheat
supplement losts for two vears. BRAC has found the program Lo be very ellective in reachimg this
most disadvantaged group and in preparing them o be RDP members.

This program started in the 19805 as a jomt venture between BRAC and the Government off
Bangladesh,  Women join an IGVGD branch as IGVGD members. There are perhaps 3-3 per
village, so IGVGD travel longer distances for a single branch than m RDP.

The total RDP IV budget for IGVGD is Tk 210 million. StalTing includes Thana program
managers, 1GVGD PAs, and Poultry PO and PAs in the ficld to provide technical assistance. There
15 little overlap between the RDP poultry sector stalf and the IGVGD poultry sector stall, since the
IGVGD stafl spend more time with individual borrowers.  BRAC plans 1o continue the 1GVGD
program because it appears to be an effective way of reaching the poorest 10% ol Bangladesh's
lundless.

Assistance to Small NGOs and Community-Based Organizations (CBOs)

Budgeted at a total of TK. 40 nullion during RDP 1V, this line ttem is important 1o BRAC for two
reasons, First. BRAC is receiving an inereased number of mquiries from small NGOs and CBOs in
Bangladesh who seck BRAC assistance or want to implement a school program similar to NFPE and
needs (o cover those costs, Second, BRAC needs to build sironger relationships with the smaller
Bangladeshi NGOs who often have entticized BRAC for not shaning information or of baing alool

In the origmal budget. BRAC also included Th. 100 mullion for an Urban Development Program.
According to BRAC manngement, BRAC has been considenng the addition of a development
program that would target the urban neighborhoods of Dhaka. The Director of Ficld Operations has
visited the Proshika program in Dhaka and several other NGOs 1o gain o better of understanding
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V.

about how all they manage these programs.  Given the uncertainty of when BRAC might start an
urban program and the as vet undetermined seale, BRAC has reduced this line stem from Tk. 100

million to 2ero.,

Support Services

In RDP 111, Support Services included the cost of Research and Evaluation, the Monitoning Department, and
capitnl mvestments in bricks and mortar and vehicles.  For RDP 1V, the Monitoring Departmient has become
apart of the Internal Audit Department and is now an expense covered by the 10% overhead allocation lor
Head Office Logisties and Support.  BRAC needs to maintain some of its intermal cost centers, like
Monitoring and RED, to provide needed information and services to internal audicnces (both Momtoring and
RED) and external audiences (perhaps just RED). Momilering, for example, is a key pant of the internal
checks and balances and gives the program staff valuable msight into what vanations are happening in the
Field. However. the costs of these internal departiments mut also be “mchwd carcfully since they face less
"market pressure” to be cost-effective.

=1

Research, Evaluation, & Development (RED)

This internal department evaluates current programs and produces research papers on various Lopics
relevant 1o BRAC's development activities (mostly within RDP). In 1994, RED's budgel was aboul
1.5% of the annual RDP operating budget, bul the actual Taka expenditures increased sharply in
1994, RED is technically under the oversight of the RDP Dircctor of Field Operations, but seems lo
have operated as o relatively autonomous unit for many vears. Because RED is a support function
with no exposure to the discipline of market forees, il must be careful to balance its costs with the
benelits it provides to the rest of RDP

In January 1995, BRAC semor management met with RED and the Monitoring Department (part of
Internal Audit and Monitoring, n cost covered by the 10% Head Office Logistics and Managenienl
Support) to ask them to refocus their monitoring and assessment activitics (o credit, savings, and
membership.  In addition 1o asking them to {ocus in those areas during the vear, senior management
asked them to "cost” their products so the department "buying” their services can evaluate whether
the price 1s worth the end product. A [requently used management technigue Lo control mternal cost
centers, this approach creates some internal accountability to their peers to encournge cost reduction.
It is important o note, however, that BRAC may have made a policy decision that RED will also
provide information (or externnl audiences and that the full price of their products must therelore
include the costs of those other services.  The Fingncial Consultants assume that the budgeted costs
for RED are for the most part reasonable, based on 1994 expense. However, we recommended that
BRAC manngement consider internal mechamisims to ereate accountability and constraclive pressure
1o control costs.

Capital Investment

Total capital imvestment during RDP 1V is budgeted to be Tk. 272 million, or US$6.8 million, less
the sale proceeds and lease income from assets sold to RCP. There are several components:

Branch Bwilding Cosie, The cost of butlding a new branch is Th |0 nulhon tineluding land for
Tk 230,000, building for TK. 1.2 mullion, and furniture, fixtures and equipment for Th. 120.000),
and BRAC plans to build 95 new branches i 1996 through 1998, [n addition, new motoreveles for
nesy POs totals TR 20 mitlion.
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Regtonal Office Costs:  About 50% of the Regional Offices are i rented space because they may
shift location as they cover different combinations of branches. Fixed capital costs are furniture and
fixtures and vehicles (budgeted for 10 m 1996),

Head Office Costs: The investments for Head Office include (1) Tk 15 million for vehicles (10 in
1996), and (2) adding computers to the Field level (the Regional Offices) 1s projected to cost Tk 33
million. Total Head Office costs tatal Tk. 58 million during RDP IV

These expenses appear reasonable and are based on histoncal costs. These amounts are reduced by
(1) the sale procecds of fixed asscts from RCP (Tk. 52 mullion over 5 vears), and (2) lease income
o the land and buildings of the branches sold to RCP (Tk. 64 million). This is the accounting
change referred Lo earlier and under the discussion ol Long Term Financial Viability. During RDP [1
and H1, RCP purchased the land and buildings of branches from RDP for cash. To avond the squeeze
on RCP resources imposed by buying 330 branches rather than 300, and to save cash at RCP, these
Iransactions are now structured as a 20 year lease.  This elfectively spreads the cost of buyving those
assets over a longer time frame and saves RCP a significant amount of cash duning 1998 and 1999,
when high numbers of branches are transferring 1o RCP. This is discussed further under Long Term
Financial Viability.

Offsetting Revenue: Net Interest Income and 2% Loan Loss Reserve

We agree with BRAC's.forecast of loans outstanding in RDP based on a review ol actual performance
1994 relative to mternal targets. The 25% nominal interest rate produces an effective interest rate
signilficantly higher than 25% (27%-29%) when a member pays ol their loan in 46 weeks rather than taking
the full 52 weeks allowed on account of holidavs and other days when no VO mectings occur.

BRAC is continung it's practice of allocating a loan loss provision cqual 1o 2% of disburscments.  Thas
amount bulds the un-allocated portion of the loan loss reserve for uncxpected problems. This practice
reflects conservative management and 1s a good way 1o binld the loan loss reserve dunng a period ol high
loan growth. Because the quality of BRAC's loan portfolio has improved greatly over the past several years,
we recommend that BRAC and the linancial consultants revisit this assumption during RDP 1V to ensure that
this assumption 18 not overly conservative.

6.2.2, In collaboration with the other consultants, suggest possible alternative budget scenarios
based on likely assumptions, program modifications, or funding possibilities,

Several different budget scenarios were Lested, as deseribed in the section discussing Long-term Financial
Projections (6.2 4 ). Other modilications to operating assumptions were developed side-byv-side with BRAC
stalT involvement.  These changes are reflected in the various drafls that have been produced during the
comsuliants’ on-site work:

6.2.3,  Review the latest status and composition of the loan portfolio of RDP/RCP, and the impact on
the portfolio of such changes as may be proposed during RDP IV, e.g., in respect of loans for
specific purposes such as housing, livestock and DTW,

From January through December 1994, RDP and RCP disbursed Tk. 2.1 billion in new loans for

microenterprise and housing (equal to US $50.9 mullion). This is a 60% increase over 1993 lotal
disbursements of Tk. 1.3 billion. RDP started 20 new branches in 1993 which disbursed Tk 98 million of the

Final Finaneinl Review, RDP IV Approisal, Nevember 1995 360



tolal. Excluding the new branches (in order to compare the performance of the same branches from 1993 1o
1994), disbursements increased from TK. 1.3 bilhion to TK2.0 billion, a 33% increasc.

At the end of 1994, the term mix was 91% short term, 7% medium term and 2% long term. This continues
the trend over the last few years of a greater proportion of short-term (1-vear) loans. In 1989, BRAC
anticipated a term nux of 57% short term, 37% medium terma, and 6% long term. BRAC has had lower loans
outstanding figures in recent years than expecied i the 1489 Project Document., and this 1s due, in part, to
this shull towards shorter term loans. Long-term loans build up the outstandings faster than ghort-term loans
because they are not paid back so quickly. The experience with one-vear loans suggests that borrowers
receive sufficient economic benefit that they are able to repay in onc year. Histonically, BRAC's expericnce is
that loans over one year have poorer repayment histories. In the last vear, repayment discipline and
mformation tracking systems have improved markedly, so there 18 reason to believe that it will not return as a
problem. In this regard, BRAC has adapted its lending practices to the lessons in the ficld,

BRAC disbursed Tk 40.9 million in Imgation loans, which is the reselling of shares in the Deep Tube Wells.
BRAC repurchased these DTW shares because of low profitability of cach DTW, and issues of how best to
organize members to manage the schemes. At the ime of the repurchase, these loans were particularly slow
i repayment. The other seetors with many loans over one year were Livestock (mentioned below) and
Fisheries.

Recommendation: We rwanuncﬁﬁ that BRAC managers pay special attention to the DTW,
Livestock and Fisheries scctors. Historically, these were problem areas and therefore nierit special
ongoing monitoring.

At December 1994, RDP + RCP loans owstandings siood at Tk 1.3 billion (including housing loans). This is
an increase of 30% from the end of 1993, OF the total loans outstandmg, 33% were for activitics for which
BRAC provided special sector supports, These activitics are Agrniculture and Horticulture, Fisheries.
Sericullure, Poultry and Livestock and Irrigation The major activities are in the traditional arcas of Rural
Trading (30%) and Food Processing (22%). although theso two areas declined 6% as a portion ol the
portfolio in 1994 The areas with special sector suppons increased by 4% as a portion of the portfolio in
1994, with most of the merease due to Agriculture, which rose from 9% of December 1993 outstandings up
to 13% at end of December 1994, See Appendix A

(2 Repayment of the Loan Portlolio:

BRAC's dramuatic success in improving the collection of its loans is an ideal example of management
direction translated into action. See Appendix A. During 1994, BRAC continued to reduce the portion off
the portfolio with any payments past due, from 20% to §% at the end of 1994, For comparison, in carly
1992 the portfolio showed over 65% with at least one payvment past due. This improvement stems from
BRAC management's willingness (o deal with the issuc head on. All obsen ers of this organizational
transformation should recognize this signal achievement.

The most stubborn poar paying sector does not regularly show on the APO report: Housing. This sector
finished the year on the improvement trend, but sull only 61% of the loans were up-to-date as of December
1994, A this point, 19% of the housing loans hnd missed over 50 weeks. During 1994, housing loans
increased 200%, from Tk 43 million outstanding to Tk 123 million. Housing loans currently bear a 10%
miterest rate, so BRAC suspects that some members may be diverting the funds to other income-generating

activities. See Appendix B.

Recommendation: Add the housing scotor to the APO report for visihilin BRAC should appoant

-
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a special task foree to investigate and recommend action for improving this situation, including any
adjustments to the policy for disbursing new housing loans.

Al December 1994, the sector with the highest late payments continued to be Livestock: taken as a whole,
Livestock is 9% of loans outstanding, but it represents 23% of loans that are over 26 weeks past due. The
program stall' is already devoting special atlention to collecting investigating the causecs of this anomaly. As
an example ol program changes, Livestock loans were 2 1o 3 vears long in the past, but in 1994 BRAC
shortened the term Lo one year, Of the Tk 169 mullion in 1994 livestock loan disbursements, only 10% were
for a period over one year.

Today, there are Tk, 3.7 million in loans oulstanding in sericulture, only 0.3% of the entire portfolio. Given
the proposed RDP IV sector emphasis on Sericulture, it n.ust be mentioned that this seclor is not currently a
strong performer. Whereas 92% of the total portfolio is up to date in payments, only 83% of the Sericulture
sector i1s. This indicates sub-par performance that should be watched for any signs of weakness during the
next fow years ns this sector grows.

Recommendation: During the RDP [V project, the total sector portfolio is to grow up to 50% of all
loans outstandings (The preliminary projections of the Accounis Stalf and the Program Stafl do not
reconcile -~ See Appendix E). Therefore, the APO seclorwise report should breakdown the portiolio
by each ol the scctor arcas. Separate reporting for seclors that are small and not relevant 1o program
staff, such as Services, should be discontinued.

Recommendation: We endorse BRAC management's plan to produce a 2-page APO report Lhat
includes housing loans together with General Loans, and a sccond APO schedule for the new sector
loan portfolios: Enterprise Loans, Poultry/Livestock, Fisheries, Social Forestry, Seniculture,
Vegetable and REP.

(3) BRAC Loan Policics - Effective in January, 1995

The following summarizes BRAC's loan policies in place at the tme of the Appraisal Mission, Please see
Appendix K for a chart summary.

- Loan Sives: The first loan can be up to Tk 4.000 (increased from Th. 3,000), second loan up to Tk
6,000, and third loan up 1o Tk 10,000, Members must have savings equal to 2%, 3%, 10%, and
20% for the first, sccond. thurd, and fourth loans, respeetively, Members are eligible for housing
loans only 1f they have saved an amount equal to 25% of the loan

- Elimination of Group Trust Fund and Insurance Holdbacks. Based on dissatisfaction voieed by
members about the mandatory deduction of 4% of any loan disbursement for deposit into a group
suvings account, BRAC will no longer deduct gither 4% for GTF or the 1% previously deducted for
msurance. Five percent will continue to be deducted from disbursements as compulsory savings for
individuals. The net result is that borrowers receive 95% of a loan amount in cash upon
disbursement, rather than 90%.

- Interest Rate:  Effective January |, 1995, BRAC has increased its interest rate from 20% 10 25%. In
the field, weekly payments are calculated on 15% lat rate (which assumes weekly repavinents over
46 weeks). Pavments arc calculated on o 46 week basis, but BRAC assumes that VOs will not meet
every woek and the actual number of payments will occur over a 32 week period.  Result: For the
barrower, the weekly payment amount increased [rom Tk, 22 per week to TR 25 per week ona Tk
1,000 loan.  Because the number of pavments are caleulated on a shorter term (46 weeks), the
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effective interest rate lor the borrower is actually 29%. For BRAC, the total amount of interest
collected on a Tk, 1,000 loan is Tk 130 versus Tk 118, In conclusion, the higher interest for the
borrower remains small relative to the income generated with the loan. For BRAC, the additional
incomc is crucial 1o its [inancial self-sufficiency.

Loan Approvals: Loan requests are approved by the Branch Manager, unless more than 1 vearin
maturity or i borrower is a late paver on previous or existing loan, or if loan size is larger than loan
ceiling,

Seasonal Loans: Offering 26 week loans lor vegetable and fish cultivation (caleulate at 10% Nat
rate), no grace period. Borrowers pay 100 Taka interest on a Tk, 1000 loan, or two-thirds of the
interest due on a onc vear loan.

Recommendation: We urge caution and carelul monitoring ol the volume of the new six-
month, scasonal loans in the loan portfolio so BRAC can identify ils impact on growth of the
loan portfolio. Note: Grameen introduced Seasonal Loans in 1993 and loan volume
mncreased dramatically.

Grace periods: Given for loans starting m 1994 for loans where activity did nol gencrate income
right away. Given grace periods of 3-6 months for fish eultivation and vegetable cultivation.
Estimated at 5-10% [ portfolio, but no way to segregate those loans. Appear to have had a poor
collection experience, because are curtailing program in 1995,

Recommendation: We endorse BRAC s written policy of ending the availability of grace
period loans and strongly discourage any deviation from this policy unless o pilot program is
monitored separntely. Encouwrage pilot project with careful evaluation before starting a
similar experiment system-wide.

Enterprise Loans: Special purpose loans up to Tk 25,000, Any loan over Tk, 10,000 requires
Nabi's's approval. Objective: To grow certain borrowers into more complex economic activities or
create jab opportunitics (e.g Dairy (arms. reeling centers). Customers would be of 3 tvpes: (1)
experienced BRAC VO membars with ability to mannge larger business, (2) employers of the
landless, and (3) non-Members who are the near lundless.  Estumate that maybe 15% of BRAC VO
members may be able to grow nto larger colerpriscs

For enterprise loans, borrowers will need more wechnological support from BRAC and these
businesses will be charged ligher service charges (for Fisheries Hateheries, for example, service
charges will be Tk 1,000 per vear).  Reelmg centers and dairy farms will also need larger volume of
actvity and more technical assistance.  BRAC munagement noted that a big challenge will be for
BRAC staff to think of these customers as bli§inesses, not as beneliciarics,

Housing loans are now on Lhe sector-wise list that the Manager of Credit and Savings, Mr, Nabi,
tracks and he now is holding AO Managers accountable for General Loan and Housing Loan,

Seniculture loans should be identified as a separate sector on the seclor-wise APO report. Although
thus sector uses fewer loans to members than others, it is growing rapidly and any slow repayment
cannot be tolerated.

Restanrants are currently recorded as Rural Trading. This represents Th. 16 MM as of end of’ 1994,
so BRAC will break it oul as a separate sector. Services is nol lprge enough to warrant a separate
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category of the sector-wise portfolio analysis:

Portfolio Analysis: There is evidence that BRAC is using the tools of sector-wise analysis (o better
identify problem arcas in the loan portfolio.  For example, the head of RDP focused on the lower
repavment rate/high delinquency rate on livestock loans and questioned why repayvment was so slow.
The sctor specialist went to Mr. Nabi, the Credit Program Manager, for help, Nabi asked for
computer print out of all Livestock borrowers branch-wise lo see who were lale payers and lo
identilv which branch nianagers to speak to.

Waorkout and problem loans: (1) Branch Managers can request an additional PA in their branch to
help with collection ol bad loans or late payers, We encourage BRAC o develop a specialist
capacity to handle difficult loans, since regular PAs will not have time to focus on problem
borrowers. (2) the Program Manager of Savings and Credil produces a Defaulters List that allows
him to identify where the worst defaulters are located andwhich branches are responsible.

Other BRAC Policy Rexisi

6.24.

Weekly Savings: Weekly savings are now Tk 5, up from Tk. 2. Although this hugher level is the
target and is strongly encouraged, savings contributions of TE. 2 will be permitted 1o ensure that the
poorer beneficiarics can continue to participate. BRAC estimates that 10-15% of any branch's
members may save at the lower rate. See Appendix H for actual 1994 data.

Membership Fees: No longer charging a Tk 10 closing Iee to cover "closing costs," BRAC now
charges a Mat Tk 10 annual membership fec per vear, Use of this amount 15 unclear: According lo
the Accounts Departsent, it will be used by the ¥ Os for materials for mectings, herelore showing
not as mcome but as a Liability on the branch's balance sheet. Altematively, program stall are
considering using those [unds as part of the Emergency Fund to cover life insusance.  Tlis would
generate Tk §7,000 for each 3rd year branch, for example, in a year, an amount equal to more than
5% of branch operating costs per year.

BRAC has several pools of funds and income sources ot the branch level:

s 50% of GTF (the portion not refunded).

- Difference between 253% official interest rate and an cffective rate of 27-29%s creatcs a
possible source of funds for cross-subsidy:

- Membership fee of Tk. 10 per vear (income or held for their pecount?).

- Existing Insurance Fund previously colleeted and now held by BRAC (now totals Tk 49
million compared 1o an average annyal cost of about Tk 3 MM in pavments.

BRAC 15 considering how Lo use these funds on an ongomg basis and whether some of these sources
would be used 1o cross-subsidize the Essential Health Program, for example.

Review projected financial performance during RDP 1V, in particular Tevels of savings, likely
loans outstandiag, and overall profitability.

RCP is only just emerging [rom a difficult twe-year [inancial period  Begimming in 1993, it was clear that
branches sulfered both revenue shortfalls and expense ove Tuns from:

Low loans outstanding, which dimimshed mtercs! acome:
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2. High branch operating expenscs, due to limited management attention and the need for more staff (o
collect slow paying loans;
3. Savings arc behind targets, which reduces the available funding for RCP,

In 1994, branches improved in all regards. Nonetheless, to preserve RCP's financial health, BRAC did not
charge RCP the discretionary 9% annual debenture that was built into the original model,

We incorporated recent changes in operating policy into the RCP long-term financial projections with BRAC
Accounts department, and tested the sensitivity of future projections on key vanables. The Base case

assumptions include the following modifications from earlicr models:

- Loan interest rate increase from 20% to 25%:;

- Savings deposit interest rate decrease from 9% to 6%
- 1994's term mix of short/medium/long term loans:

- Higher branch operating expenses;
- Expected savings withdrawal rate, and
- Elimination of GTF and return 1o members.

The most important variables tested, and the different values for each are listed in the table:

Variable Appendix for High Consultants Low
further Assumption Assumption Assumption
analysis
et DX utsiitiding Mppendioc I & I 7594 Targets 1984 Actonls 20 baslow
(] (5o attnchments | (See Alached 1994 Actuals
unid, graphs) gruphs) {See Altached
graphs)
Savings (Mumbers Appendix H 1994 Targets 1994 Actunls 1994 Actuals
{wn) =Tk 5 / week =Tk 2/ week =Tk 2 / week
How IRCP* pays for the Appendix | Lensed Bought Bought
real estate in the
brunches that come from
RDp
MNumber of Branclyes ALY F 300

The variables were tested in different combinations, and their effect on RCP's linancial health 1s displayed
below. The full printouts are in Appendix J1:

—
Sectinrio L VS savings Lase/ Ty Nuniber of Imervmental Weakest Year of
Branches Effect on RDFP RCT (with batance in
Assumption Anauimfitio Asseeptlon IV Rudget Investment aeet)

| Higls High Leass 330 + TR 2T MM 1994

Th 103 MM
q Low Low Fuy 130 WNone 2001

Tk 427 MM)
5 Low Low Lease 330 «Th 227 MM 1999

Th LS MM
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" 7 Low Low Buy 300 Nomg 2001
[Tk 204 MAL)

¥ Lo Lavey Lonse 3od + T T2T MM 19599
Tk 345 Mt

Together with BRAC stall, we examined cight scenarios, The five seenanos that provide the most
mnformation are presented here. We used the original numbering from our records and from BRAC's records,
which explains why the table lists Scenarios # 1,4, 5, 7 and 8. The full printout of these scenarios is attached

as the final Appendix.

For RCP to maintamn a positive Investments account (which allows it some financial buffer), some
ingremental funding must come into RCP. The last two columns show that incremental additional funding
could be wrapped into the RDP IV rnqum Ijm hc dc.smbed mnmtml},'l ar muld CONCEIV nblp g0 d:mcl.h. to
RCP. The long-term financinl proj sure o

adequate financial cushion for RCP's health as  permancat development finance institution,

The first scenario is the RDP IV Proposal. So far, the tasgets established in 1994 for loans outstanding and
savings are above historical performance (see Appendix F and G), There is not yet demonstrable evidence
that branches can perform at these levels. The second two vanables must be decided with Donor
consultation. The RDP IV propoesal takes the high version of cach of the above assumptions. Under such o
scenario, RCP i3 financially sustainable.

RRAC proposes that the RCP branches lease the land and building of the graduating RCP branches. rathier
than purchasing il outright. RCP would still purchase the loan portfolio and the savings per the onginal plan,
The 1989 RCP Projeet Document dictated that RCP would purchase RDP assets. including land and building,
when the branches "graduated” after their 4th year. If the land and building are leased instead, then RDP will
not receive the expected up-front cash [rom RCP. The proposed leases will run 20 years (strmght-line
paydown), equal to 5% of the asset price nnnually. Therefore, by propasing that RCP will lease the RDP land
and building, the RDP 1V proposal implicitly benefits RCP by saving it the purchase cost of the branches'
fixed assels. This keeps extra money in RCP and allows RCP to cam interest on it as well. This also inflates
the necessary RDP IV request by the amount of the forogone purchase rovenue. The cumulatine addmonal
cost ta RDP of the lpase arrangement is Tk 227 MM from 1995 through 2000, See Appendix L.

If, however, the high targets for Loans O/S and Savings are not achieved and instead, future performance
follows the 1994 pattern, the donors may choose (i) to fund RDP the extra amount to permit RCP to lease
branches from RDP, or (i) 1o fund RCP dircetly. Taking the lowest of the above four assumptions, RCP will
have a capital need of Tk 467 million, incurred m the years 1999 through 2002, The lowest assumptions are
close to the original 1989 RCP Project Document. That Document contemplated a fixed asset purchase for
RCP and only 300 branches

Recommendation: Balancing the cost of ongoing financial support 1o achieve the sustainability of
RCP, and the lowest cost method of achieving this, we recommend the Donors aceept BRAC's

proposal that RCP lease branches froms RDP. This mflates the RDP IV budget by Tk 227 MM
With this additional financial support, the low assumptions mdicated that RCP financial patterns can
sustain themselves.

Recommendation: RCP'S current financial situation emphasizes the importance of gencraling a

sullicient local depasil base, To improve record keeping. we recommend that the Accounts
Department begin to track the two different savings types (compulsory 3% of disbursements and
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voluntary) separately.

6.2.5. Review the consequences of the proposcd increase in the interest rate on loans from 20% to
15%, and recommend the policy and eriteria which should in future serve to determine the
appropriate rate of interest on loans. This will be assessed both from the perspective of the
beneficiaries and their capacity to pay interest, and form the point of view of recovering costs

for BRAC,
Current Situation
Beginning in January 1995, BRAC raised its interest rate from 20% to 25% on a declining balance

calculation. BRAC instituted several other changes at the same time that reduce the out-af-pocket expense lo
the borrawer. Here is a comparison showing the effect of all the changes:

Old System Mew System
Sample Loan Tk 1000 Tk 1000
S of Weekly Installment Tk 22 Tk 25
# Payments 33 46
Tolal Colleoted Tk 1118 Tk 1150
faller refund for any surplus)
Espectad 56 weeks 52 weeks
Repaymenl Period
Eftective Declinmg Interest 23.3% 33.2%
Rate (1 paid inmin time)
Elleulive Declinung Interest 21 .6% 29.3%
Rt (if pusd over mox. time)
Group Trast Famsd Tk 40 None
(4% of the |oan}
Insurance Fund TR0 None
(10% of the loan)
Total Paid by Member during | Tk 1118 Realizable Tk 1150 Realizable
bk of the Joan Tk 50 Savings Tk 50 Savings
Tk 40 GTF
Tk 10 Insuranee
Th1218 TOTAL Tk 1200 TOTAL

Two ndministrative ilgms:

- Under the old system, BRAC expected to receive 52 payments, but would allow borrowers up
to 56 weeks to pay (due to holidays). The new system contemplates receiving full payment
within 52 weeks, but in order to account for holidays, BRAC now calculales 46 payments. The
effective interest rate depends upon whether the borrower pays in the minimum or the maximum
allowable time period. The longer time period decreases the effective interest rate.
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- Under the old system, BRAC would collect Tk 22 per week for 52 weeks, for a total of Tk
1144, At maturity, BRAC would rebate Tk 26 to bring the total collected down 1o Tk 1118,
This rebate was difficult 1o track, especially when borrowers were often delinquent on their
regular pavment. The new system dispenses with this process.

In the above example, the rate hike increases the weekly mstallment by Tk 3 per week. This is pminﬂ:-'&[fad
by the elimination of both GTF (automatic 4% of the joan) and the Insurance Fund (sutomatic 1% of the
loan), With those elinunations, over the life of the loar, the borrower now pays Tk 12 less

Other international micro-credil institutions charge mors than this rate. Bank Rakyat Indonesia (BRI)
charges its borrowers an effective rate above 35% annually. BKK i Indonesia charges above 50% in annual
interest. A recent World Bank study comparing nucro-credit institutions urged BRAC and other Bangladeshi
micro-credit institutions to increase their rates to achicve linancial sustmnability.

While BRAC's policy making in this regard must account for local perceptions, this rate increase reflects the
true costs of delivening credit. RDP requires grant funding to cover its costs, and RCP has been only slightly
profitable over its life.

Future rate increases

BRAC (and other Bangladeshi NGO's) onginally set their interest rates at 16% because this was the
prevailing rate of the Bangladesh Bank. To our knowledge, this rate did not give primary consideration to the
cost of the program.

Since that tune, BRAC and other NGOs have become more conscious and more experienced in managing
their program costs. Interest rates have been st with an eye towards both the long-term linancial viability of

the programs and the members® ability to repay the loans. Balancing these objectives is ultimately the
responsibility of BRAC management and the BRAC board of directors.

Recommendation: We recommend that BRAC adopt a written policy for how to determine interest
rates. We suggest the following elements of a written policy:

1. At a minimum, interest revenue (and therefore interest rates) should be sufficiem to
cover:

credit stalf salanies,

training,

direct costs (travel and stationeries),

deprecintion on offices; fumiture and real estate used by the credit sialT

o fixed Taka amount for RO and HO management of the branch.

This equals the cost of delivering eredit at the branch level plus a fixed Taka amount for

oversight. 1f the oversight is a percentage ol RO and HO costs, then overhead may

become bloated

2 Changes to rates should be submutted 1o the BRAC board for their formal approval and
to the Donars for their approval (if the change comes in the middle of a program period).
After the program period, the BRAC Board should assume full responsibility for these
decisions.

3 Changes to the interest rate should include a written justification in order Lo provide a
rationale and prevent arbitrariness. The written justufication should iclude and be
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- Under the old system, BRAC would collect Tk 22 per week for 52 weeks, for a total of Tk
1144, Al maturity, BRAC would rebate Tk 26 to bring the total collected down to Tk 1118,
This rebate was difficult to track, especially when borrowers were oflen delinquent on their
regular payment. The new system dispenses with this process.

In the above example, the rate hike increases the weekiy installment by Tk 3 per week. This is partially offset
by the climination of both GTF (automatic 4% of the loan) and the Insurance Fund (automatic 1% of the
loan). With those climinations, over the life of the loan, the borrower now pays Tk 12 less,

Other international micro-credit nstitutions charge mors than this rate. Bank Rakyat Indonesin (BRI)
charges its borrowers an efliective rate above 35% annuallv, BKK in Indonesia charges above 50% in annual
interest. A recent World Bank study comparing micro-credit institutions urged BRAC and other Banglndeshi
micro-credit institutions to increase their rales to achieve financial sustainability,

While BRAC's policy making in this regard must account for local perceptions, this rate increase reflects the
true costs of delivering credit. RDP requires grant funding o cover iis cosis, and RCP has been only slightly
profitable over its life.

E I I i
BRAC (and other Bangladeshi NGO's) oniginally set their intercst rates at 16% because this was the
prevailing rate of the Bangladesh Bank. To our knowledge, this rate did not give primary consideration to the
cost of the program.

Since that time, BRAC and other NGOs have become more conscious and more experienced in managing
their program costs. Interest rates lave been sel with an eye towards both the Tong-term Mnancial vislalily of

the programs and the members® ability to repay the loans. Balancing these objectives is ultimately the
responsibility of BRAC management and the BRAC board of directors.

Recommendation: We recomumend that BRAC adopt a written policy for how to determine interest
rates. We suggest the following elements of a written policy:

1,  Ala minimum, interest revenue (and therefore inlerest rates) should be sufficient 1o
COVET:

credit staff salaries,

training,

direct costs (travel and stationeries),

deprecintion on offices, furniture and real estate used by the eredit stall

a fixed Taka amount for RO and HO management of the branch.

This equals the cost of delivering credit at the branch level plus a fixed Taka amount for

aversight. If the oversight is a percentage of RO and HO costs, then overhead may

beecome bloated

2 Changes to rates should be submitied to the BRAC board for their formal approval and
to the Danors for their approval (if the change comes in the middle of a program period).
After the program period, the BRAC Board should assume full responsibility for these
decisions.

3 Changes lo the interest rate should include a written justification in order to provide a
rationale and prevent arbitrariness.  The wnitten justification should include and be
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based upon the annual budget approved by the Board (and the Donors if during a project
period).

6.2.6. Review the level of branch operating costs and the likely changes in these costs as a result of
*  the recent changes in VO numbers and membership, and any further changes proposed under
RDP 1V.

We flagged the problem area of high branch operating costs in December 1993 and agaun in October 1994,
Since that time, BRAC has appointed a cost review committee comprised of senior stafl from Accounts and
from Program arca. Implemented changes that be2an to be introduced in fate summer 1994 include:

I. VO can be formally constituted with 30 members, rather than delaying until 50 villagers join. This
speeds the process bff lending (o those members as well

2. With the smaller number of VO members, PA's now visit 3 VOs per day. rather than two.

3. Traveling routes have been rationalized (o reduce travel costs,

4. The Annual Operational Plan with the BM's is more formalized and the BM's are held more
accountable for achieving it

5. Variable costs under the BM's control are his responsibility to control

6.2.7. Review the system and achievements to date to recover the costs of the technical inputs to the
sector programs, and consider what changes should be introduced to ensure full recovery of
all such sectoral expenses by the end of RDP 1V.

BRAC has further refined its commendable strategy to aclueve consistent gost recovery on the sectoral
program technical assistance it provides 1o its members. In preparing the RDP IV propesal, RDP scelor
programs have had to reach greater clarity on the “model branch” assuniptions and how the multiple branches
of RDP will attain their cost recovery goal by 2001,  We have several observations

- BRAC has wisely reviewed the service charges currently in place and reduced their application Lo one
or lwo member activities where the borrower can straightforwardly recover or pay the service charge
from selling her product, For example, pouliry serviee charges will only be collected frony the chick
rearers who pay a Tk 1.3 service charge vwhen they buy one-day old chicks. This cost can be passed
on in the price she ¢harges 1o the Key and Model Rearers. In addition, BRAC is trving to concentrate
the number of participants in a particuln: wctivity in a branch territory in order to increase operating
elfigiency,

- Most service charges are paud in cash and collected by the Credic PA at the branch. If the fee is not
paid, it is the responsibility of the Sector PA to revisit the member to collect payment.  Although
deductions from a project account al the branch or area office usually vield a higher collection rate
(e.g- for Irrigation loans), payments in cash encourage the borrower to accept business and
development responsibility for payment and BRAC to provide quality service to cam the fee. Across
many cultures, the experience has been that group members value technical assistance more if they
have to pay something for it; in turn, this forces the service provider 1o provide quality service,

(1)  Overview
The costs and revenues of providing sector technical assittonce for all RDP and RCP branches are part of the

RDP Budpet Service charges paid by members were inbioduced by BRAC v 1993 1o help the technical
assislance program cover its operating costs. BRAC'S plan i3 to ingrease the amount of service charges and
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streamline the costs of delivening the technical suppaort by the year 2000 so that each branch is able (o cover
the costs of personnel and all regional office and head office overhead by the fourth year of cach sector’
operations at the branch. Overhead costs include the technical support by sector specinlists und general
management overhead (Accounts Departiment, Persannel, ete), Note: The credit program continues 1o begr
the shared costs at the individual branch, with no allocation 1o the Sector programs. Service charges will not
cover the cosis of developing new programs or products, or of developing now markets (mosily for
sericulture) and that cost wall continue (o require subsidy. BRAC hopes that internally gencrated revenucs
from the Rural Conunercial Enterprises in cach seclor will pay these costs i the future.

Most service charges are collected in the field by the Credit PAs at the weekly VO meeting.  Irrigation
service charges, which are deducted from the project account at the branch, have a very high rate of collection.
Similarly, the charge per chick in poultry is collected as part of the price of the chick paid by the chick rearers
and deposited directly into the branch.  If someone does not pay, the Credit PA reports it to the Seclor PA
who is responsible for revisiting the member to collect payment. There are no collection sheets for service
charges nt this time, s0 all service charge collections are reporied through the Accountant when the Credit PA
deposits the momings collections.  Each Sector Specialist at Head Office tracks the cost recovery
performance in their sector.  The cost recovery targets are based on the model branch assumptions of how
muiny members are eogaged in a certain activity multiplied by the service charge fee structure.

(2)  Cost Recovery in 1994

Cost recovery in 1994 was better than in 1993, Amounts vaned from target due to slower or faster expansion
of the program, supply constraints, and poor erop yields by members

Sector ) 1994 Target 1994 Actual Variance
Poultry and Livestock Tk 5.9 mullion Tk 4.9 million - 18%
Irmigation Tk 4.97 million | Tk 348 mitlion - 30%
Fisherics Tk 1.7 million Th. 2 86 mutlion +63%
Sovidl Forestry nid Vegetuble TK. 5.2 million Tk 4.0 suillion - 23%
Serculiwe Tk 3.3 million Tk 1.8 nullion 4T
REP Tk O Tk (.05 mullion

lavan : 0 Tk 1.5 million

Poultry and Livestock: Poultry & Livesiock service charges were below target primartly due 1o a shortage of
chicks and therelore fewer chicks purchased by the Chick rearers. Through the end of 1994, service charges
were collected at several points. from the Chick rearers (TK. 1 per chick). from the goat rearers and cow
rearcrs, and by sclling the rearers o Vaccination Card whuch listed the 6 vaccinations necded from the
paravets. Beginning in 1995, service charges wall be collected only from chick rearers and model goat and
cow rearers only (mode! rearers raise 3 or more cows or goats, rather than | or 2, and benefit from more
technical asststance from BRAC), BRAC has found that Key rearers (only 20% of whom take a loan for this
purpose), goat rearers; and cow rearers do not need traiung and therefore should not pay service charges.

Fial Finineial Review, RDP IV dppeaisal, Novuiber 1925 46



Irngation and DTWs: Cest recovery continued to go well for this sector, primanly because service charges
are deducted from the VO's Project Account at the branch. In 1994, BRAC revised it's service charges to TK,
120 per nere for the Boro cultivation (changed from a sliding scale of Tk, 100, Tk. 125, and TK. 150
depending on the year of operation). According to the internal [rrigation Report: 1993-94 Boro Season, the
rate of service charge recovery was 98% for Tk. 2.8 million, compared to 88% in the 1992-93 Boro season,
However, much of this was paid in crop rather than in cash and the price of nee was very low. Therefore, the
profits to the DTWs were minimal. Going forward, BRAC has said that it wall require service charges to be
paid in cash.

Fisherics. Charging Tk 5 per decimal of water body, the fisheries service charges are collected when the fish
are harvested and paid in cash by the members. This service charge will continue through RDP V.
Collection was over the targel amount because the fisheries program has expanded more rapidly than
expected and there were mare water bodies under cultivation (because members find fisherics very profitable
and mare members borrowed for this purpose).

Socinl Forestry and Vegetable: Service charges for vegetables have been charged at Tk 2 per decimal for the
summer crop and Tk. 3 per decimal for the winter crops, or Tk 5 per vear per decimal. These will continue at
this rates, IN 1994, collection for Vegetable cultivation was very good, however, BRAC set the target on the
assumption that all payments would occur before December 3 1 when the winter crop is not actually harvested
until January or February. Therefore, it appears as fir below target, Social forestry has boen a small seclor
until 1995 and RDP IV. It included nurseries (Tk. 150 per decimal per year),

Beginning in 1995, social forestry will have 3 activities that each generate service charges:

Nursery Raising smiall trees and bushes for sale to private larmers and village members
(including lemon, mango, and other frut trees). The service charge is Tk, 150 per
vear and is collected in July and August, which is the peak planing (and therefore
selling) season. Customers are villnge members and [armers.

Grulting Nursery: A newer nativity, gralters raise trees and shrubs that require grafting to expand a
high quality supply of certam [nat trecs that in the past have only been cultivated in
certain regions.  These include mangoes, litches, and hybnd lemons. Service
charges are Tk. 300/year because these require more focused attention from the
Socinl Forestry PAs.

Agroforestry: The highest number of members engage in this activity and ruise a diversified set of
crops within a certain area. These are designed to include vegetables (short-term
crops), medium-term crops, and longer-term crops so the farmer receives income
several times through the year and can therefore pay a loan. Service charges are Tk
3/decimal per year.

Vegelable will become o scparale sector in 1995, The service charges are the same [or all activities, meluding
vegetables, spiees, and o nesw maize program where seeds are provided by the govemment (o increase
production.

Sericuliure:  Up through 1994, service charges in seniculture have been collected from the mulberry tree
carctakers depending upon the age of the trees. This reflects BRAC's focus on tree plantation during RDP 11
beeause trees take 4 vears 1o matare and become good producers of mulberry leaves. Collection was below
target because (1) members would lie shout how old their trees were to pay a lower service charge, and (2)
the quality of DFLs has been very poor and caretakers sold fewer leaves (and generated less incomie) than
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BRAC had onginally forecast.

Beginning in 1995, BRAC will charge service charges only from cocoon rearers and also for technical
assistance to mulberry rearers. Most mulberry caretakers will also become chawki rearers and general
rearers, so service charges will only be paid on the basis of DFL produced (Disease Free Laying, or one batch
al eggs from a butterfly and one batch of cocoons). Rearers usually buy 50 DFL on a single rearing tray.
Chawki rearers raise the silk worms through the first several stages of development that require a certain
amount or type of mulberry leaf and then sell them to General Rearers. General Rearers will raise the worms
through the final stages of producing cocoon and then sell those cocoons to a recling center or, if damaged, to
o local hand spinner. The amount of service charge will increase from year | through year 3 because o
Rearer's production quality increases with experience and they can produce higher quality, and more valuable,
cocoons. Mulberry tree production is directly related to sericulture and has been moved to this sector from
Socinl Forestry, It focuses on sapling producers (mostly roadside} and bush plantation (farm production
which yields higher quality leaves for better quality silk production).

Rural Entorprise Project: = REP shiows a very small amount of service charges generated from some of the
experimental projects and is not part of the caleulation of Service Charge Targets.

IGVGD:  1GVGD members participate in the poultry rearing program and chick rearers pay service charges.

Those should be nelted against the costs of managing the IGVGD program because IGVGD does not use the
Poultry sector ficld staff to provide technical support. This amount should increase as IGVGD expands to 56

thanas,

The service charges that will be charged from 1995 forwards arc:
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Sector Activifies Types of Service Characteristics’
Charges Comments
Pouluy/Livestock Chick Rearers Chick Hearers Higher price than in
Pullet Rearers Tk 1.5/ per chick 1994, paid upon
key Rearers purchase of chick.
Model Reancrs Model Cow Rearers
Poultry Worker Tk. 50 per year Muodel rearers need mone
Eg Callector trovning because they rear
Feed Producer Model Goat Rearers 3 or more animals.
Tk. 20 per year
Calf Rearer All branches.
Cow Rearer
hodel Cow Rearer
Goat Rearer
Model Goat Rearcy
Irrigntson Per Decp Tube Well TK 120 per scre Flat rute starved 1 1994
irrigated per year Cash payment only.
700 DTWs in operation.
Fisheries Hatcheries Carp- TK 3 perfilee Same s in 1994,
Carp Nursery 185 - Tk 8fdeclyr Most branches
Fish Farmers (carp, Thai Tk 1000Matchervivear
Sasputi) ™.
Soxvial Forestry Nurseries Tk 150 car/decimal Will expand, but Limited
Cirafting Nurseries TK. 300/4vearidecimal to perhaps 170 branches
Agroforestry (avg 50 acres) Tk Shri/decimal e 10 Timuted availabality
of lard
Senoulture Tree caretakers Rearers
Chawki Rearers Yr | Tk. 30 per DFL
General Rearers Yr. 2 Tk. 40 per DFL
Recling Center Worker Y. 3 Tk 50 per DFL
Progressive Silk Farmer
Supling Nursery
Hush Plantation
Vepgeluble Vegatable nnd spices Tk 3fdecimalivr. Maunee roll ol RDP
Maize cultivation IV, Expansion in
pumbers of meanbers,

(3)  Implications for RDP [V

According to BRAC, most members now aceept the concept of service charges and most of them pay them.
The service charge forecast for RDP [V is driven by three (actors: the number of members parucipating per
branch, the number of branches participating in the secior, and the type and amount of service charges

collecied.
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I # of members per branch: Increasing the number of members participating per branch or the number
of chicks produced over time. The number of members engaged in a séctor activity increases in the
branch during its first four yeas of activity. During RDP IV, BRAC also plans to increase the

‘participation rate per branch.

2 # ol branches: In RDP IV, BRAC is expanding with the 95 new branches and among the existing
branches. Although poultry can be undertaken everywhere, many sectors are not going to be active in
all branches.

3 The service charges collected: RDP will benefit from BRAC's focusing ils service charges on key
producers within the production chain and from those who benefits the most from, and require the
most, technical assistonce. This has been refined over ume through experience (e.g. more flat rates
rather than grodunted becouse members don't like to pay an increase).

A branch has fixed costs of personnel and overhead allocations for delivering technical assistance to
members.  The biggest variable costs are training of new members 1o undertake the activity. Once members
are trained, they then receive refresher courses each vear. Thercfore, total costs decline over time and settle at
a certain annual level. Revenues increase steadily over the first 4 years of the activity in a branch and then
level off. The number of members involved and the efficiency of their production increases over the first 3-4
years of the branch's life in the sector. Therefore, BRAC has forecasted o Model Branch for each sector in
which revenues gradually increase and cover the costs of delivening the services by vear 4 of its activity.
BRAC wants all of its branches to be Year 3 or Year 4 branches in the scetor programs by the vear 2001,

Al the financial consultants’ request and using a standard formal, each sector specialist prepared o Model
Branch [oreecast (see Appendix),

As o second step, the Sector Specialisis forecast how many Year |, year 2, year 3, and year 4 branches would
exist i cach year or RDP IV to generate a budgeted amount of service charges (o be collected cach year. The
Cost Recovery targets for RDP IV are included in the Budget and in a summary table on the following page.

Based upon the Model Branch for cach sector and the progress of each branch to thewr "maturity” in all

seclors, BRAC forecasts that cach sector will progress lowards Cost Recovery during RDP IV, Total
funding needs are projected to fall to Tk 7.7 million in 200,
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Projected Sector Program Cost Recovery During RDP IV, excluding capital invesiments costs

(Taka millions)
Sector 1994 ‘| 1997 1998 1999 2000 2001

I Poultry/Livestock:

Toral costs® 423 475 33.7 26059 24.7 lo.8

Service charges Realized 59 9.6 13.2 154 16,4 19.7

Mot fumd requiremient 6.4 379 20.5 15 8.3 (2.9)
2. Fisherics

Tonul costs 14.6 18.1 1.4 17.1 18.0 151

Service charges 4.4 64 7.9 93 10.] 12.1
Net fund requirement 100 1.7 155 78 7.9 3.0
3. Social Forestry:

Totnl cosis 17.4 (97 20.4 20,7 2.0 175
Service charges Realpsed 05 0.8 | o 1 1.7
Net fund requiresient 6.9 184 194 9.4 203 159
A. Sericuliure:

Total costs 60,1 719 72.6 3.7 344 165
Service charges Reatized 33 92 6.4 206 229 2135
Mt furpd requirement 6.8 627" 56.2 14,1 115 (L
5 Hortleulture &

Vegetable

Totil ceists 14.7 173 180 18.3 192 149
Service charges Healzed 6.6 79 5.4 0.9 102 123
Mol fund requtrement 50 29 D3 8.3 20 2
TOTAL NET FUND 128.2 1410 1191 &l 57.0 17
REQUIREMENT
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* Inflation sdjusted costy that grow 5% peér vear,
This table reflects the following assumptions which are shown for cach sector in the Budget:
Revenues: Service charges (see appendix for calculations)

Costs: Staff salaries and benefits ot the branch (PAs)
PO salary and benefits (usually | PO per 10 branches
Traveling & transportation (30% of PO salary)
StafT training and refresher courses for members (5% of above total)
HO and RO overhead (10% of all of the above, though it may fall to 5%)
Training of Group Member:
Motoreycles for new POs

Costs do not include:  Capital investments
Experimental or new product development costs
Accumulated losses from previous year's operations

The Model Branch calculations in the Appendix show stafl traiming and refreshers at 5% and do not show the
cost of training new group members after year 4 on the assumption that branches would reach an equilibrium
in the number of members participating. This assumption is highly unlikely given the annual dropout rate
foced currently of 10% of members per vear. Troming of new members may continue as a significant cost if
those (rends continue.

Our conclusion is that BRAC docs have a plan for steady improvement towards cost recovery in seclor
programs, bul that some sectors are unlikely to reach full cost recovery (such as social forestry ). Also, il
BRAC [inds a need to increase the membor stafl ratio i fisheries, the eost recovery of that seetor will fall
unless hugher service charges can be charged.  Finally, the projection lor sericullure sceims optinustic, even
though the budget shows revenue at 90%, of actual projecied service charges. Thus will be covered more

thoroughly in the Sericulture Report.
We have several recommendations related to Cost Recovery for the Sector Programs:

Recommendations:

Set a more realistic target than fiull cost recovery by 2001 to provide some cushion in case targets
cannot be mel. Although BRAC and the other sector consultants will decide on the best forecasts for
cach seotor, we advise BRAC 1o set conservative targets in case the development plans need to
adjust. Sericulture, for example, appears (o be optinistic forecast given how far away it is and
BRAC's numimal experience with new high producing DFLs.

- Develop a cost recovery model that will be able to produce a final product similar to the table above
50 BRAC can adjust key vanables and still forecast the full amount of cost recovery going forward.
This muglt be developed with assistance of some consultanis at the next review, however, we believe
BRAC should focus on how these variables change and have better tools for forecasting and tracking

COSL ICCOVETY Progress.

- Develop a collection sheet for service charges at the branch level. This will ensure that there is
information from both the accounts départment and the Program side on what service charges are
collected and from whom. Most monitoring is done verbally, at this point.
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- For the Sector Revolving Loan Funds, there should be clear responsibility for collection of these
loans in the Field. The Sector PAs and POs should have clear responsibility for collection of these
amounts. An early warning system should also be in place to ensure that these loans are monitored
and do not fall through the cracks. Two suggestions might be

(1) include all Sector RLFs, Enterprise loans, and REP loans on the second page of the APO
report o allow senior management to review repavment performance (see loan section)

{2 Maintain a cap on how much can be outstanding at any time in an RLF

- Appaoint a sénior manager responsible for all sector programs: Just as credit now has an accountable
senior manager who oversees oll eredit and savings, the sectar programs dlso need the focused
attention of a single manager. Although the sector specialist are very technically competent, the
growth in the scctor programs warrant stronger business management and coordination.

6.2.8 1o order to ensure sufficient operating capital for a BRAC Bank or credit program,
assess whether there will be sufficient funds available from members savings to
increase loans outstanding to the targeted levels, or whether additional external
capital is likely to be required.

These issues are discussed in detail in the long-term (inancial projections, Section 6.2.4. and is
presented in full in Appendix J.

6.2.9. In the event of a shortfall of credit capital, explore the various mechanisms available
to BRAC to access funds from commercial banks, private sector sources and/or GOB
at concessional rates of interest.

In RDP IV, BRAC has proposed to increase indircotly RCP's capital base by leasing new RDP
branches rather than purchasing them outright. This s discussed in Scction 6.3 4. and is analyzed n

Appendix | In the event that outside capital is necessary to support RCP, BRAC management has
identified the following sources:

- The GOB has cstablished the PKSF Foundation to receive outside denor funding and
Jend it to micro-credit institutions at 2%.  To date, the PKSF fund has leat $10 million
(77). Therefore, if BRAC were to seek additional capital through PKSF, the fund
would have o grow substantially. PKSF constitutes an available institutional channel,
but without the current resources to satisfy a BRAC capital need.

- If BRAC were to receive a bank charier, it could access o low-interest borrowing
window at the Bangladesh Bank at 4%. However, the trade-olT is that the BB would
require BRAC to comply with a government cap on rates for agnicultural loans.

- Finally, BRAC could borrow directly from commercial banks at the prevailing market
rate.

6.2.10. Review the consequences of the proposed raise in weekly savings from Tk. 2 to Tk 5 for
(potential) beneficiaries.
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In January 1995, BRAC increased the mandatory weekly savings level from Tk. 210 Tk. 5. This change
partly responds to the need for higher savings to support the expected loan volumes. For this reason, the new
savings policy is important to RCP’s long-term financial viability.

At the same tume, BRAC climinated the GTF and the Insurance payments: both were previously levied at loan
disbursement. BRAC reports that in January and February, it has not been difficult 1o collect the larger

amount, but too litle time has passed 1o judge this.

Although some members save more than Tk. 2 per week voluntarily, the average for all BRAC members in
1994 was Tk 1.8 per week (see Appendix H). This includes the effect of some members leaving duning the
vear, There appear to be large differences amount branches off different ages, with notable low savings in
Branch Years 3, 6 and 9. BRAC should investigate this further.

BRAC management has directed that cach VO may have up to 20% of ils membership saving at the Tk 2

weekly level, so that no extremely poor members are forced oul through this new savings policy. This policy
change bears further invesugation once there is a longer track record.
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6.3. INSTITUTIONAL

6.3.1. Review BRAC's policies and proposals in respeet of loans outstanding, in light of the
latest and likely future levels of loss and VO closures.

After the major memberslup consolidation in late 1992, BRAC has continued to shed both inactive members
and multiple members from the same family.  Although RDP and RCP together recruited 279,337 new
members, they lost 105,553, This loss cquals 10% of the average 1994 membership, Inactive or non-
participating members lose their interest in the VO for some reasons. Apparently, not all VO members stay
for a lifcume; do they use VO membership - under what circumstances do people join and do they leave?
What happens during their membership? Collecting and analyzing these reasons could help BRAC maintain
and inprove its relevancy to the needs profile of new and older members,

Recommendation: We recommend that BRAC monitor the reasons for members' expulsion or
retirement.  The membershup turnover suggests that more information about the development process
is needed.  This would assure BRAC that its membership policies are not inadvertently foreing out
members for the wrong reasons. ' We have no information as to whether this is the case, however, this
pace of membership tumover is umpartant to watch.

BRAC’s Scctor Programs include several interrelated enterprises that buy and sell from each other (For
example, in Sericulture, the proposed Grainage Center would sell to the VO members, who in tum, sell (o
Reelers, Spinners, Weavers and Printers). As envisioned, cach BRAC-managed enterprise will have different
financial resources and financial obligations. In this complicated mix of business units, principles of sound
management and prudent finaneial supervision require (1) that each business unit receive clear organizational
incentives for its performance (e.2., stand-alone financial statements), and (2) that cach business unit's
independent decision making be protected from the influence of other BRAC operating umits.

In practice, we recommend that BRAC:

I: Muaintun separate il ‘redi i
eredit decision nzmmmmmmmmmmzm Cmdll.ludgmmlf

(such as determimations aboul abuity to pay, and the profitabulity of the proposed scheme) should be
insulated from program arcas (which should provide market knowledge and pechaps references on
the skills of particular ppplicants). As a permanent development finance institution, the Credit
Program's judgment as to creditworthiness and ability 1o repay must be independent and respeeted. 1f
the reporting lines are blurred between the two programs, then neither program wall operate o
maximum potential. Each program's gools and achievements must be given the resources to succeed
and the room to accomplish these goals,

2 Manage of RDP functions (Credit and Sector Programs) should be idependent from other BRAC-

managed enterprises that either supply or purchase goods (rom VO members. Compared 1o the
BRAC-managed larger scale enterprises, the Credit and Sector Programs work in a village setting.

Managers i both areas will, of course, be responsive to the other's needs, however, their first lovalty
should be to their home enterprise. The Credit and Sector Programs should represent the intercsts of
VO members, while the RCEs will be run with primary goal of making their enterprise linancially
viable and producing its own range of positive development effects.

(e bk (it SRAY: hoummercial Galiicass IHaCTeiN olABHN baslc inkuciig SOBIEY
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legally 1solated from Donor-funded enterprises. and managed and financed apart from other BRAC
activities. This ensures that the commercial managers will have independent revenue and expense
records to control their operations, and will be fully responsible for meeting bank obligations.
BRAC should seek in-country legal advice on how to protect BRAC assets and Donor contnibutions
from any bank claims i the event an RCE fails.

In discussions with BRAC, we sketehed out a possible structure:
HO

Monitoring / Audit

Credit Sector Extension RCEs Social Development

We support this structure, emphasizing that there must be strong, autonomous managers in cach division; if
not, then the structure suffers from over-centralization. To achieve growth, BRAC must continue to develop
another tier of senior managers, Too much centralization may be as damaging to an organization's efficiency

and accuracy os too much management diffusion.

Recommendation: BRAC's sophisticated and delicate balance between commercial and grant-
funded activities should be honored, as much as possible, through formal policies concerning cross-
subsidy and movement of funds among different BRAC entities.

Recommendation: BRAC is one of the [ew development organizations in the world that will groom
managers who must balance the need for financial viability while aclueving development results wath
its trget group. Humon and community development cannol be adequately eaplured 1o linaneial
results, Managers (from the branch level up) deserve annual performance review that would
summanze both financinl efficiency and development impact.

Recommendation: The sceming "objectivity” of financial statements, and the temptation to use
them as an casy performance gauge causes some to fear that BRAC will lose sight of its development
mission. Because of BRAC's strong organizational ethic of working in the program areas and
visiting the field offices, we are less concerned. However, BRAC should address this head-on by
formulaung some development eriteria or other nuanced methods of documenting mmpact. We
believe hall~vearly reporting is sufficient. This mught include personal stones or other nontraditional
information. We share in the general consensus that the Quarterly Statistical Report is less helpful
than it might be.

Doiior Funding of C ol E .

The successful introduction of new income-generating activitics for BRAC's 1,000,000 members opens up
new business opportunities for related commercial enterprises (RCE). For example, by increasing vegetable
cultivation, BRAC creates a demand for higher quality seeds. By increasing the production of silk cocoons,
BRAC creates an source that can supply a more automated silk production process. In RDP [V, BRAC
requests that Donors help the start-up of several commercial ventures that would buy or sell to other Sector
enterprises. As proposed, the RCEs would be started with 30% Donor funding and 70% conunercial bank

financing.
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We recommend that the Donors consider the following issues in deciding whether to fund an RCE:

BRAC's activitics i traditional

mmrncmcqmsr: \'.hmhmrgm the Iandless pmr are more ullnr to most Donors. In expanding its economic
development activities to new fronticrs, BRAC could help the Donors by listing the development outputs

from the RCEs, such ns:

Human Development Effects: number of jobs created, salary scale for new jobs; transferability or
"ladder” of leamed job skills;

Community Development Effects: penipheral external benefits,

Physical Development Effects: improved physical surroundings, renovated buildings, recovered land,
road improvements, etc.

Which RCE are highest priority? Possible criteria include:

"Multiplier Effects": In BRAC's targeted sectors, there are certain key enterprises that will have
"multiplier” effects in assisting other busincsses. Typically, these are businesses that buy from or
supply many others (e.g., a single Grainage Center that provides silkworm eggs 1o an entirc region).
An RCE with "multiplier effects"” stimulates others' cconomic activities and should therefore be a
high priority RCE.

Release pent-up demand or supply: As business scctors grow, the supplier-customer links may
occasionally get out of balance. For example, producers may make too much of one ingredient (..,
too many cocoons and not enough reclers), or producers may demand more ol an meredient than is
available (e.g , not enough day-old chicks to supply all the Poultry Key Rearers). An RCE that
releases these bolllenccks can have important positive impact.

Linkages to the Target Group: In the supply chain of a business sector, RCEs that are cither
immediate supplicrs or customers of the beaeficianies will have the greatest positive impact on
beneficiaries’ income. For example, a [ish processing center could purchase fisheries' output and
therefore dircctly alfect members' welfare, but a hypothetical new Dhaka grocery store that sells
processed fish may be too distant from benefiting the members.

Unique Supplier Effects: RCEs that offér a unique and essential business input are imporant to the
business sector’s success. For example. without silkworm eggs. the whole Serieulture sector suffers.
On the other hand, an RCE that offers an improvement that is already widely available (an
enhancement elfect) — for example, an improved fish food that increnses fish production but does not
change the fundamental ccononucs of the busingss - 15 not as strategic an investment.
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muﬂm Dunng our mll. HRAC dad mtpmsml ndoqumm:plmum nnd mppun l.hal. wmld be
necessary (o raise money from a private commercial bank. A well-presented business plan would include
description of the market, customers, competilors, costs, proposed managers and their background, and three
years of financial projections, including a monthly cash flow uniil the enterprise breaks even.

Recommendation: We believe the current version of the RDP [V proposal does not provide
sullicicnt business information to evaluate the RCEs in Senculture, Fisheries, and Poultry/Livestock.
We recommend that the Donors seek a clear development justification, business plan and proposal
for the handling of fulure carnings. This business plan is especially important for Sericuliure.

i died? If these RCEs are commercially successful, then BRAC may
gunwm: mnnngs 'I'hx: Dam npuun: mclude (1) to ellow BRAC to spend the camings in a pre-agreed upon
manner; (2) to structure the Donor investment as a preferred stock or recoverable grant that entitles the
Denors to recover any available surplus; or (3) to structure a more formalized Donor review Lo provide veto-
power only over the use of any available surplus.

Recommendation: We recommend that the Donors consider several options for handling future
carnings streams once BRAC presents a well-reasoned business plan, since the available cash flow
will depend upon the nature of the RCE. We recommend that the use of any surplus should be highly
transparent (o nuninuze the tlemptation to use it as 4 slush fund.

Should BRAC contribute some of its own equity? 1t is eustomary for the funder of a commercial venture 1o
ask the business operator o nvest some of his own funds i the projeet. This owner's cquity provides some
assurance that the operator will look after the investor's interests as carcfully as the operator's own.

Recommendation: Unless BRAC is able to ofler some contrary reasoning, requining BRAC o
contribute some ol iIts own equity appears 1o an approprate policy for RCEs as much as traditional
commercial enterpnses. We recommend that the Donors ask BRAC to share in the equily investment
in these RCEs. We recommend a minimum BRAC investment of 5% to 10% of the total project.

6.3.2, Review and assess capability of BRAC staff at Head Office, Regional and Branch
levels, and the instruments available to monitor, analyze and manage credit and
finance.

Since 1992, the RDP Program Staff has become more involved and responsible for credit and savings
performance. Latc paying loans (and to a lesser degree, low savings) are actively managed in discussions
between HO and the ficld. Two important organizational changes merit special notice:

1, As of December |, 1994, RDP/RCP has appointed its first Program Manager for Credit and
Savings, Mr. Atiq Nabi. Mr. Nabi's career with the RDP Program give his opinions imporfant
weight with feld staff We think Mr. Nabi brings credibility to the position and his appointment
indicates the importance that BRAC places on this 1ask.

2. RDP has created an internal information-tracking umi named RDP-MIS. This is a healthy
improvement insofar as it indicates a new level of seriousness about receiving information that is
immediately useful (o program staff.  The unit is currently designing a quarterly branchwise report,
which we believe will (and should) include both APO data and monthly financial statements
Branchwise reporting and branch-level accountability is cssential for BRAC 1o sustamn fast growth
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In this regard, we are encouraged by BRAC's evolution, although the requisite reports are not
designed and the concept not vel tested in the organizational culture.

Recommendation: BRAC should maintain a strong financial monitoring capability outside the
program arca. Currently, aggregate financial records can be cross-checked by comparing the
Collection Sheets (from Program Area) and the Revenue and Expense ledger (from Accounts),
However, the Program arca would be best served by also having independent, [requent monitoring
audits of this information. This would ensure (i) the Program Collection Sheets arc not
musrepresented by field stalT who want to please superiors, (1) better transparency of the program to
outside consultants, and (iii) shorter time lag in correcting data errors than awaiting accounting
reconciliation.

Finl Financial Review, RDP IV Apprafsal. November 199549



6.4. ENVIRONMENTAL

6.4.1. Working with the other consultants, assess likely costs and/or savings involved in proposed
program interventions in order to make them more environmentally sustainable.

We defer 1o the recommendations of the other consultants in this orea.
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BRAL LUAN FUNIFULIY SEUG TUNWIEE ANAYSIS
January = Decomber 1994

Jan Feb Mar Apr May Jun Jul Aug Sep Oel
Taka (million) 870 1,016 1.016 |tua4 1,057 1.081 1112 1,135 1,152 1,208
Soclal Foresiry 10% 1% "% 11% 11% 1% 11% 1% 12% 12%
Vegelable 4% 4% 4% 4% 4% 5% 5% 5% 5% 6%
DTW Cperalion 1% 1% 1% 1% 1% 1% 1% 1% 1% 0
DTW Purchase 6% T% ™% ™ 7% TR 7% ™% 6% 4%
Fisheries 2% 2% 2% 2% 2% 1% % 4% 4% 4%
Liveslocks 10% 10% 9% 10% 8% B% B% 8% 7% B%
Poultry 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%
Cottage Indusiry 5% 5% 5% 5% 5% 5% 5% 5% 5% 5%
Sericulture 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Services 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Rural Transport 3% 3% 3% % 3% 3% 3% 3% 4% 4%
Rural Trading 5% 34% 34% % 34% a5% 5% 5% 5% 5%
Food Processing 26% 26% 26% 26% 26% 26% 25% 25% 25% 25%
Health 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Miscelianeous 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
NiBLe* 3% 3%
Total 104% 105% 104% 105% 103% 104% 105% 106% 106% 105%
APO Jan Fab Mar Apr May Jun Jul Aug Sep Oct
Total
Past due
O wks BO% B1% B0% BO% B3% B6% 85% B6% B5% 8a%
1-4 wks - 5% 6% 6% 6% 5% 4% 5% 4% A% 4%
5-12 wks % 4% 6% 4% 4% 3% % 3% A% 3%
1325 whs 4% 3% 3% % 3% a% 3% 3% 3% 2%
26-50 wks 5% 3% 3% 3% 3% 3% % a% 2% 2%
=50 wks 4% 3% 3% 2% 1% 1% 4% 1% 1% 1%
MiBL** % 2%

101% 100% 101% a9B8% 99% 100% 103% 100% ' 102% 100%

NiIBL: These are Non-|nterest Bearing Loans, which are those loans that BRAC managers believe are not collectable

during thix time period. When a loan is on non—accrual, no interest charges are building up; this is an
apptroprinte method of making sure thal the income statement does nol show interest revenue
that, in tact, will never be collected. NIBL loans should inciude those from borrowers who will never pay
for reasons such as: exirame poverty, defiance, death, migration, family death, or physical incapacity.

BRAC provided us this information enly from Seplember 1394 onward.

Nov
1,269

13%
6%

5%
8%
B%
2%
5%
0%

4%
4%
24%

2%
105%

Now

Be%
4%
2%
2%

1%
2%
99%

Dec
1,318

14%

0%
5%
4%
B%

4%
0%

4%
3%
24%

0%

105%

Dec

92%
2%
1%
2%
2%
1%
2%

100%



Social Forestry Jan
Past due
0 wks B8%
1-4wks H 4%
5-12 wks 2%
13-25 wks 2%
26-50 wks 2%
=50 whks 2%
100%
APO
Vegeatable Jan
Past due
0 wks 97%
1-4wks 1%
5-12 wks o
13-25wks 1%
26-50 wks 1%
=50 wks 0%
100%
APO
DTW Operation Jan
Past due
0 whks 95%
1-=4 wks 1%
5-12 wks 1%
13-25whks 0%
26-50 wks 0%
>50 whs 0%
' a7%

97%
1%
1%

1%

101%

Feb

1%
1%
1%

Mar

838

Apr

97%
1%
1%
0%
1%

100%

a93%
1%
4%
1%

100%

8gzg9s8 § wupl §

ey

1%
1'%
1%
1%
101%

97%
1%
1%
1%

100%

§

81%
0%

Snpagg

Jul

1%
1%
1%
1%
100%

Jul

1%
1%
1%

Jul
94%
1%
1%
100%

Aug  Sep  Oct
94% 55% a5%
2% 2% 2%
1% 1% 1%
1% 1% 1%
1% 1% 1%
1% 0% 0%
100% 100% 100%
Aug Sep Oet
96% 86% 96%
1% 1% 1%
1% 1% 1%
1% 1% 1%
1% 1% 1%
0% 0% 0%
100% 100% 100%
Aug Sep Oct
95% 28% 89%
1% 0% 8%
2% 1% 2%
1% 0% 1%
0% 0% 0%
1% 0% 0%
100% 9% 100%

95%

1%
1%
1%

100%

Nov

1%
1%
1%
1%

100%

4%
5%
1%

Pec
7%
1%
1%
1%
1%

101%

Dec

97%
1%
1%
1%

100%

Dec

11%

1%

100%



Past due

O wks

1—4 whs
5-12 wks
13-25 whks
26-50 wks
>50 whs

Cofttage Industry

Past due

O wks

1-4 wks
5-12wks
13-25 wks
26-50 wks
=50 whs

APO
Sericulltire
Past tlun

0 whs

1= whks
5=12whks
13-25 wls
26-50 whks
>50 wha

faunnzd §

Sanuaad ¥

§3322333 §

3253328 3

Sannnad ¢

-

gz

15%

$£2338

Fannggd §

Raa3% §

1%
10C%

10%
14%

100%

B

4%

2%
3%

100%

Apr

4%
4%

%
101%

8nangal §

2933 §

1%
1%
100%

72%
10%
11%

1%

100%

4%
4%

1%
100%

74%
5%

1%
2%
1%

Jul
B4%
4%

4%
4%

1%

Jul

73%
5%

10%
3%

100%

—

2
-

8nuaagd

§3xanal §

-
—

§aa8038 ¥

o

Saan708 ¢

1%
4%

1%



DTW Purchase Jan Ful:

Mar Apr  May Jun Jul Aug Sep Oct Nov Dec
Past due

0 wks 96% ©96% O7% O06% O/  o6%  O5%  96%  O9% 2 oE%  98%  O7%
1 -4 wks 1% 1% 0% 1% 0% 1% 1% - 0% 0% 0% 0% 2%
5-12 whs 1% 1% 0% 1% 1% 0% 1% 1% 0% . 1% 1% 0%
13-25 wks 0% 0% 1% 1% 1% 1% 1% 1% 1% 1% 1% 1%
26-50 wks 1% 1% 1% 1% 1% 1% 1% 1% 0% 0% 0% 0%
>50 whs 2% 1% 1% 0% 1% 1% 1% 1% 0% 0% 0% 0%

101% 100% 100% 100% 101% 100% 100% 100% 100% 100% 100% 100%

APO %
Fisheries Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Past due
O wks 805 79% B1% 83% B85% 2% 83% 84% B4% 95% 95% 95%
1-4 wks 1% 4% 2% 2% 2% 1% 1% 1% 1% 0% 1% 1%
5-12 wks 2% 1% 2% 2% 2% 2% 1% 1% 1% 1% 1% 1%
13-25 wks 3% 3% 2% 2% 2% 1% 1% 1% 1%~ 1% 1% 0%
2650 wks 10% 10% 9% 8% 7% 2% 1% 1% 2% 1% 1% 1%
=50 wks 4% 4% 3% 3% 3% 1% 1% 1% 2% 1% 1% 1%
100% 101% g% 100% 101% 29% 28% 99% 101% 99% 100% 100%"
APO
Livestocks Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Past due
0 whs 62% 63% 66% 65% 66% 71% 1% 71% 75% 76% % 85%
1-4 whs 5% 5% 6% % 6% 5% 6% 5% 5% 5% 5% 3%
5-12 wks 4% 4% 5% 5% 5% 4% 4% 4% 4% 4% 4% 3%
13-25 wks 5% 5% 5% 5% 5% 4% 4% 4% 4% 4% 3% 2%
2650 whs 9% 8% 8% 8% 7% 6% 6% 5% 5% 4% 4% 3%
>50 whs 15% 14% 1% "M% 1% 10% 10% 10% 9% 7% 7% 5%

100% 99% 101% 101% 100% 100°% 101% 5% 162% 100% 100% 101%



Services
Past due

0 whks

1-4 wks
5-12wks
13-25 wks
26-50 wks
>50 wks

Aural Trading
Past due

0 whks

1 -4 wks
65-12wks
13-25 whs
26-50 wis
>50 wks

Jan
T1%

4%
4%

%
4%

10%
100%

Feb
12%
9%
4%
5%
5%

101%

Feb

74%
4%

4%

100%:

Feb

81%

3%
4%

Apr

101%

74%
4%
4%

4%
100%

81%
4%

4%
5%
100%

May
B2%

5%
4%
3%
1%
101%

Jun

5%

1%
1%
28%

Jul

4%

4%
4%
100%

101%

Jul

84%
5%

3%

1%

5%

5%
5%
4%
100%

Aug

101%

Aug

5%

1%
100%

—

—

1%
1%

1%
100%



¥

Food Processing

oo Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
O wks 78% 80% 81% 5% Bi% B4% B2% 83% 85% B3% B4% 90%
14 wks 7% 6% 7% 9% % 6% 7% 6% 6% 7% 6% %
5-12wks 4% 4% 4% 1% 4% 3% 4% 4% 4% 4% 3% 2%
13-25 wks 5% 4% 4% 4% 4% 3% % 3% 3% 3% 3% 2%
26-50 wks 5% 4% 4% 4% 4% 3% 3% 3% 3% 3% 3% 2%
>50 wks 1% 1% 1% 1% 1% 1% 1% 1% 0% 0% 0% 0%
100% -99% 101% 101% 101% 100% 100% 100% 101% 100% 99% 99%
APO
Health Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Past due
0 wks 91% 93% 91% 91% Bo% 21% 90% 89% B9% B4% 83% BE8%
1-4wks 1% 2% 4% 4% 5% 3% 4% 5% 4% | 6% 7% 5%
5-12 wks 1% 0% 0% 0% 1% 1% 1% 1% 1% 3% 3% 2%
13-25 wks 1% 1% 1% 1% 0% 0% 1% 1% 1% 1% 1% 1%
26-50 wks 1% 1% 1% 1% 1% 1% 1% 1% 1% 2% 2% 2%
>50 wks 4% 3% % 3% 3% 3% 4% 3% 3% 3% 3% 2%
9g% 100% 100% 100% 99% 99% 101% 100% 89% 99% 99% 100%
APO
Miscellaneous Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Pas! due
0 wks 70% 73% 75% 7% T4% BO% 67% 2% 73% 3% 73% B3%
1-4wks 9% 9% 9% 10% 9% 9% 18% 10% 7% 6% 6% 3%
5~12wks 7% 7% 6% 6% 6% 3% 8% 10% 9% 6% 5% 3%
13-25 wks 5% 4% 3% 6% 4% % 3% 3% 5% 8% 9% 6%
26 -50 wks 8% T 6% 6% 6% 3% 3% I% 4% 4% 5% 4%
>50 wks 2% 1% 1% 1% 0% 2% 2% 2% 2% 3% 3% 2%
101% 101% 100% 100% 89% 100% 101% 100% 100% 100% 101% 101%
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BRAC HOUSING LOAN PORTFOLIO ANALYSIS

(January — December 1994)

Jan
Total 43
(Tk millions)
Past Due
0 wks 41%
I-4wks 33%
5-12wks 5%
13-25wk 1%
26-50wk 2%
51-100w 8%
>100wks 10%
Total 100%

Feb
43

6%
3%
8%
16%
19%
16%

100%

Mar
42

6%
5%
7%

16%

20%

16%

100%

Apr
45

35%

4%
6%
15%
19%
15%

100%

May
48

40%
6%
3%
5%

4%

17%
15%

100%

Jun
54

45%
5%
3%
4%

12%

16%

15%

100%

Jul
60

49%
6%
3%
3%
9%

15%

15%

100%

Aug
n/a

56%
8%
4%
3%
6%

13%

10%

1009

Oct
95

58%
8%
4%
2%
4%

19%
5%

100%

Nov
109

3%
2%
3%

97%

Dec
123

61%
11%
4%
2%
3%
14%
5%

100%



RDP + RCP Members Admission & Dropout During 1994

Rianch 123193
Age Member
Total 83004
Yid .
Y& 100B6A
Yr7  1nom
Yed 107012
Yed 100820
¥ed 152112
Yrl 05282
Yr2 nns
Yr1 1]
PFCROP B 104
>
L]
——
Nranch
Age
Total
Yio
Yra
Yr?
Yi&
¥rs
Yied
Yeld
Yol
¥ri
PCRDP
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New. Lom
0T E07S
465 3
1097 1,600
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20m
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s
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16,504
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2,3
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Sector Budget Analysis

Composition of Total RDP IV Budget 19862000

(Tk millions)
Stalf Salary

Sector & Training
Poultry/Livestock 109.5
Fisheries 60.5
Soclal Forestry 759
Sericulture — Core 1540
Sericulture ~ RCE 0
Sericulture ~ Total 1540
REP 156
Vegetable 50.1
Mkt Dvpmt Program 00
TOTAL 6196
H.Rights & LEd. 91.7

Member
% Training
53% 28.7
4T% 106
B2% 17
48% 347
0% 0
"% 4.7
1% 210
49% 57
0% 0.0
35% 1431
620

1

—

1"

Sulngag

3 I

o

Capital

Investment

HO & RO
Aliocation

19.0
11.8
6.4
204
0.0
294
154
106
0.0

122.0

153

* Total BUdget may not equal sum of columns due to exclusion of small budgel tems.

Total
Budget*®

206.2
129.0

928
323.0
117.0
440.0
143.0
101.4

50.0

1,755.2

183.0

Service % Cost
Charges Recovery
60.4 293%
38.1 29.5%
49 53%
723 224%
723 16.4%
437 43.1%
201.7 16.6%

7



Vegelahle &
Horticulre

Social Forestry

Target

Dishursernents (in million Taka)
% of Total

Number of loans

Dishursemenis (in million Taka)
% of Total
Number of loans

Dishursements (in million Taka)
% ol Total
Number of loans

Dishursements (m million Taka)
% ol Total
MNumber of loans

Dishurements (in million Taka)
% of Total
MNumber of loans

Dishursements {in million Taka)
%% of Total
Number of loans

Tatal Sector Loan Disbursemenis
% of Tolal Dishursemenits

Loans for Traditional Activities:
% of Tolal Dishursements

Total Dishursement Target (Tk millions)
% ol Tolal Disbursemenis

BRAC LOAN DISBURSEMENT FORECAST (1996 -2000)

Actual

1994 1996 1997 1994 1999 2000  Total
169 (Piry + Lvsk) 56 68 7.7 869 658 534
1.1 1% 1% 1% 2% s 1%
{ahove) 143 1627 243 175.5 2454 o614
% a5 LT3 3% 4 't
11 200.1 2518 3 35827 4122 15810
% L1 6% 6% % kL3 6%
nfa 5 s 50 62.5 50 2%
% 1% 1% % 1% %

5.000 7500 10,000 12,500 10,000
275 (Veg + S.F)) 200 215 %0 7 ang 1250
13% ) 5% 5% Sop % % 5%

40000 45000 50000 S5,000 @000
(above) 16.1 45 12 WA 45 1564
ne 1% % 129 1% n

500 5,000 6,400 7550 LI
6405 TI55 9713 A4 InRs 45273
2 0% 29 22% n% 22%
1A 1805 4210 44078 smo 20829
K% HI% R1% K% n% B2%
2,137 1,766 4581 182 5700 6,129 25357
100 100% 1008 100% 100% 100% 100

Nola:

Conclusion:

" These higures o not mainde Trrigaten (which amounicd o 3% of debursements m 1094)
and Hlowsing (which was 57 of 1994 dahursements),

In the RDP IV documcnt, BRAC stales its inlention 10 make sector lnans 50% of the portfalia.




BRAC LOAN DISBURSEMENT FORECAST (1996—2000)

Supporting Schedules
No. of Branches 1996 1997 1998 1999 2000
Branch Age
1 30 Jat= 0 0 0
2 40 30 A5 0 0
3 47 53 30 a5 0
4 25 47 53 30 35
3 20 25 47 53 30
6 a0 20 25 47 5
7 21 i0 20 25 47
B 19 21 30 20 25
] 20 19 21 io0 20
10 20 20 19 21 a0
11 10 20 20 19 21
12 10 20 20 19
13. 10 20 20
14 10 20
15 10
Total 282 330 330 330 330
Disbursements for Model Branch (Tk 000)
Branch Age 1996 1997 1998 1999 2000
1 3,750 3,750 3,750 3,750 3,750
2 6,600 6,600 6,600 6,600 6,600
3 9,800 9,800 9,800 9,800 9,800
4 12425 12425 12425 12,425 12,425
5 14,000 14.000 14,000 14,000 14,000
6 16,000 16,000 16,000 16,000 16,000
7 18,000 18,000 18,000 18,000 18,000
8 20,000 20,000 20,000 20,000 20,000
9 22,000 22,000 22,000 22,000 22,000
10 22,000 22000 22,000 22,000 22,000
1 22,0000 22,000 22,000 22,000 22,000
12 22.000 22,000 22,000 22,000 22.000
13 22,000 22,000 22,000 22,000 22,000
14 22,000 22,000 22,000 22000 22,000
15 22,000 22,000 22,000 22,000 22,000
Total Projected Disbursements (= # of Branches x Model Branch Disbursements)
Branch Age 1996 1997 1998 1999 2000
1 112,500 131,250 0 0 0
2 264,000 198,000 231,000 0 0
3 460,600 519400 294,000 343,000 LI}
4 310,625 5B3.975 658525 372,750 434,875
. 280,000 350,000 658,000 742,000 420,000
6 480,000 320,000 400,000 752,000 848,000
7 378,000 540,000 360,000 450,000 846,000
8 380,000 420,000 600,000 400,000 500,000
9 440,000 415,000 462,000 660,000 440,000
10 440,000 440,000 418,000 462,000 660,000
11 220,000 440,000 440,000 418,000 462,000
12 0 220,000 440,000 440,000 418,000
13 0 0 220,000 440,000 440,000
14 0 ] 0 220,000 440,000
15 0 0 0 0 220,000
Total 3,765,725 4,580,625 5,181,525 5,699,750 6,128,875

s ]



BRAC SECTOR LOAN DISBURSEMENT FORECAST (1996-2000) SECTOR,WKI
Supporting Schedules

Sector Targets 1996 1997 1998 1959 2000
Poultry No.of Poultry Worker 1,500 1,750 0 0 0
Key Rearers 35,000 32,500 17.500 0 1]
Chick Rearers 700 650 350 0 0
Pullet Rearers 1,245 1,245 1,245 1] 0
Model Rearers 2,490 2,490 2,490 0 0
Hatchery 410 410 410 0 0
Feed Seller 30 a5 0 0 0
total no. of borrowers 41375 39,080 21,995 0 0
Loan disbursement (Tk millon) 56.0 68.0 76.7 86.9 65.8
Livestock No. of Cow rearers 21.500 37,600 44,700 49,500 - 49500
No. of Goat rearers 21,500 37,600 44,700 49,500 49,500
Total no. of borrowers 43,000 75,200 89,400 99,000 99,000
Loan disbursement (Tk million) 1433 162.7 2343 175:5 245.6
Fishery Carp/prawn polyculture 1563 201.6 256.5 297.0 A20.8
Sarputi culture 25.1 s 173 41.0 430
Carp nursery 14.0 175 21.0 24.5 25.0
Prawn 2.9 7.1 12.9 19.0 204
Small batchery 1.8 0.9 0.6 0.6 0.0
Loan disbursement (Tk milloa) 200.1 257.9 328.3 g2l 4123
Sericulture No. of Silkworn Rearers 5,000 7,500 10,000 12,500 -~ 10,000
Avg. loan size (Taka) 5,000 5,000 5,000 5,000 5,000
Loan disbursement (Tk million) 25.0 375 50.0 62.5 500
Social Forestry Forest fruit nursery
Number of Borrowers 2,400 2,800 3,000 3,000 3,000
Avyg. loan size (Taka) 4,000 4,000 4,000 4,000 4,000
Loan disbursement (in 000 Tk) 9,600 11.200 12.000 12,000 12,000
Grafting Nurserv
Number of Barrowers 100 250 400 550 600
Ave. loan size (Taka) 5,000 5,000 5,000 5,000 5,000
Loan disbursement (in 000 Tk) 500 1,250 2.000 2,750 3,000
Agroforestry
Number of Borrowers 1,000 2,000 3,000 4,000 5,000
Avg. loan size (Taka) 6,000 6,000 6,000 6,000 6,000
Loan disbursement (in 000 Tk) 6,000 12000 18000 24,000 30,000
Total for Social Forestry 16.1 245 32 38.8 45
Vegetable & Horticulture No. of borrowers (in 000) 40,000 45,000 50,000 55,000 60,000
Avg. loan size (in 000 Tk) 5,000 5,000 5,000 5.000 5,000
T R Loan disbursement ( Tk million) 200 225 250 275 300
Total Sector Disbursements (Tk millions) 640.5 775.6 9713 10208 L1186




.. RDP/RCP MODEL BRANCH RCPMODR.
Assumptions v. Actual

1989 9192 1993 1994
Proj. Rev'd Iat’l Int’l 1993 1994 Consultants
Age  Chanacteristic Doc. _Budget _Targets _Targets _Actual _Actual  Estimate
Yrl # ol Members 2500 2,500 2,500 3,200 ian ji2z2
# of Loans 600 700 1,200 2,500 954 1595
Avg Loaa Size (Tk) 1,600 1,600 1,200 1500 1,705 2,045
Yr=End O (Tk) 612 679 851 2033 1317 24583
Disb. (Tk) 960 1,120 1,440 3,750 1,627 3,262
Savings (Total) 150 156 192 284 414 553
Savings (Own) 86
Giroup Fund i8 43 57 - 95 114
Yrz #of Members - 5,500 5,500 5,500 4,800 4211 4,606
# of Loans 1,400 1,800 2,500 3,000 2,282 2,795
Avg Loan Size (Tk) 1,857 1,833 1,800 2200 2,034 2,265
Yr=Ead O/S (Tk) 1,858 2192 2853 3946 2,735 4,034
Disb. (Tk) 2,600 3,300 4,500 6,600 4,642 6,331
Savings (Total) 5§75 641 m 786 968 1392
Savings (Owa) . aan
Giroup Fund 1,424 177 237 - 171 288
Yrl # of Members 6,000 6,000 6,000 6,000 5,070 5,752
# of Loans 2,400 3,000 2,800 3,800 8 O 4382
Avg Loan Size (Tk) 2,100 2,100 2,500 2,600 2241 2,366
Yr=End O/S (Tk) ign 4475 4815 6,063 4,345 5987
Disb, (Tk) 5,040 6,300 7,000 9,800 6,986 10,368
Savings (Total) 1,150 1436 1,667 1,587 1443 3,139
Savings (Own) 690
Group Fund kL) 429 17 - 397 530
Yr4 # of Members 6,000 6,000 6,000 6,000 5491 5,947
# of Loans 3,400 4,000 3,200 4,000 3542 4,283 4,000
Avg Loan Size (Tk) 2,39 2443 2,800 3,100 259 2,781 2,700
Yr=End O/ (Tk) 6,457 7,306 6,493 7.937 6,347 7,008 6,931
Dish. (Tk) 8,140 ~ 9,770 8,960 12,425 9,188 11,910 10,800
Savings (Total) 1,750 2,404 2,656 2432 2,129 2,592
Savings (Own) 1,012
Group Fund 665 820 875 - 591 797
YrS #of Members 6,000 6,000 6,000 6,000 5350 6,043
# of Loans 4,000 5.000 3,500 . 4,000 3,540 4,297 4,000
Avg Loan Size (Tk) 2,715 2,692 2,800 3500 2511 3,040 3,200
¥r—Ead O/ (Tk) 9,050 10,461 7,442 9,220 7413 8,362 8127
Disb. (Tx) 10,860 13,460 9,800 14,000 8,888 13,065 12,800
Savings (Total) 2,350 iss7 1,685 2,803 2,064 3054
Savings (Own) 1673
Group Fund 1,104 1,358 1,268 it 658 B89

£ J



RDP/RCP MODEL BRANCH

Assumptions v. Actual

(Cont'd) .
1989 91/92 23 94
Proj. Rev'd Iar’l Int’l 1993 1994 Consultanis
Age _Characteristic Doc. Budget _Targets Targets Actual Actual timate
Yré #of Members 6,000 6,000 6,000 6,000 5,549 6,000
# of Loans 4,000 5,000 3,500 4,500 3355 3,854 4,000
Avg Loan Size (Tk) 3,130 - 2,910 3,000 3,600 3113 3,065 3,400
Yr—End O (Tk) 10,949 11,666 8,131 10,640 8,968 8,556 8911
Disb. (Tk) 12,523 13,750 10,500 16,000 10,445 11,813 18,000
Savings (Total) 2,956 4,725 4,750 3,948 2,199 2,664
Savings (Own) 2,202
Group Fund 1,605 1,908 1,688 - 1,034 701
Yr7 #ofMembers 6,000 6,000, 6,000 6,000 5493 5,755
# of Loans 4,000 5,000 3,500 4,800 3,599 372 4,000
Avg Loan Size (Tk) 3,395 3,230 3,100 3,950 3119 3,587 3,600
Yr—End O/S (Tk) 12,223 12,954 8,523 12,056 9,201 9,558 9,497
Disb, (Tk) 13,580 15,050 10,850 18,000 11,227 13,532 14,400
Savings (Total) 3,550 5958 5.832 5,220 3,241 3388
Savings (Own) 2,626
Group Fuad 2,148 2,510 2,122 - 1,024 1,105
Yr8 #olMembers 6,000 6,000 6,000 6,000 5,799 5,891
# of Loans 4,000 5,000 3,500 4,800 2,878 4,203 4,000
Avg Loan Size (Tk) 3,500 3,430 3,200 4,200 2,734 3,919 3,600
Yr=Eod O/S (Tk) 12,879 13,760 8839 13,461 9,486 11,302 9,615
Disb, (Tk) - 14,000 15,750 11,200 20,000 7.868 16,473 14,400
Savings (Total) 6,932 6,452 2,487 4,279
Savings (Own) 2,965
Group Fund 2,570 - 683 1,195
¥r9 #of Members 6,000 6,000 6,000 6,000 N/A 6,162
# of Loans 4,000 5,000 3500 4,800 3279 4,001
Avg Loan Size (Tk) 3,500 3,430 3,200 4,600 3,586 3,600
Yr—End OfS (Tk) 12,879 13,760 8839 14,859 9,766 9,655
Dish. (Tk) 14,000 15,750 11,200 22,000 11,759 14,400
Savings (Total) 6,932 7,790 2,882
Savings (Own) 3,235
Group Fund 2570 - 571

F-2
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Members Own Savings: 1994 and 1993 Data

1994 1994
1994 Closing Nal Net Changs 1994 | Members Dwa| Cloving Mal.
frsmeh  Awersge 1991 Actusl During 1994 Members ODwn| Costribated | Members Own 1994
Age  Membens Dws Savings  Members Own  Per Member Fer Week Savings framches
Tetal 920,754 (LITS L - LHR LR T # 40 L] seeLed 173
Yed saam m——— LI 135 oJs 14A2LY i
el 110192 1482847 [ETUR ] »a L&) 44370887 m
Yi? JLETH LR 598194 nn 104 3,200,445 n
Yrd 108,46 WIS 4.1400T) mrme 8T 34,124, %0% 1
¥l 114050 110802 10,848, %45 9511 Lo 34144551 1]
Yed 161473 Bl LA T (R 1 6.1, 550 "
¥rd Tk ™ A0 1844 Lin R noa 11 0
¥rl P80 1L4aa1.%9) (BN L PE TR ITLAL pEL ILMTA8] 3
¥ri maw LELLR S Lid1.a%0 1172 141 12007273 m
Conclusion: Im 1994, the sverage contribution weedly lntn Members Own Savings was TL 14,

This calewlaind by waking 1904 Closing Nalanee of Members Cwn Savinga lees the 1993 Closing Nalance,

divided by the mumber of memberre, anid then divided by 30 weebs per year
This calealstion is haved on eniding balancew and thetelone iy canceivalile (hal

the savings of membess who were lorer snpelied dunng 1994 would hove ineressedd the sverages

Vlawever, lor projecting RCI™s financial position st pear end, the per member Digure o snlfeiesy, unee

Uit b b hasis wf ile MWM

1994

Clasing Nal,
Membary (hwa
Per Deanch

107,158
1401200
LIine00
LAl
LS, T
1701, 44
1,550,082
1. 404,812

LTS

00343

S8 w1

"9

Clasing Nal.
Memhbers (lws
Ows Sawiags

18181094
14,038,473
JLsoLAT
01751
ILINLA02
15,200,941
BLELIN 3T
12461991

A433008

1991
Nranches

BEE8282E8S

1993

Clasing Mal.
Members Ows
Per Brasch

LIILSH

LADLLY
(Mo p
1L361.58
L1090
124,900

Lot Ll
(REART ]

A
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Effect on RDP of Lease v. Buy

(thousands of taka)
Age of Branches
XrS
6
?
8
9
10
n
12
13
14
15
Total Branches (RDPII + RDP IV)
Total Branches (RDP 1V only)

HRAC Proposal (RDPIIL + RDPIV)
Sales Price / liranch = Land and Building at Cost
Potentinl Sale Hevenue 1o RDP = Yr § fichs 1 Price / Nich

Proposed Lease Revenue/Yr
I'mposed Lease Revenue to RI® = Total Nehs 1 1 ease Mrice

Faregone Revenue = Potential Sales Rev — Lease Rov
Cumulative Foregone Revenue = Effective Increase in RDP IV Request.

Consultants Proposal (RDPLY only)
Sales Price J Branch

P'otential Sale Revenue 1o RDP = Yr § Dehs 2 Price / Deh

Proposed Lease Price/Yr
Propased Lease Revenue (o RDP = Total Behax |.ease Price

Foregone Revenue = Potential Sales Rev ~ Lease Rev
Cumulative Foregone Revenue = Effective Increase in RDP 1V Request

#0chs  # lichs
197 1994

m 40
L5 1.500
n,om 3n,non
] b
1500 A
28500 27000
n 0
1,500 1,500
(] 0

A 75

0 0

0 0

0 0

# Pchs
1995

1,500
45,000

5,250

-

=29

# Nichs

1.500
0,000

"
6,750

23.250
63,000

1.500
30,000

1,500

28,500

BSE Hgg

1ns
L

1.500
37,500
B.625

BATS
01,875

1,500
17,500

15
3378

34,125
62,625

# Bechs
1998

162
02

1.500

75
12,150

58250
150,225

1.500
70,500

[h]
6,000

63,600
120,225

EEE Hﬂiﬂgg

215
145

1,500
79,500
16,195

#1375
213,000

1,500
79,500

]
10,875

fR,625
104,850

# Bl

2000 Total
30

2145
175

1.500
45,000

18375
1,625
240,225

1.500
45,000

73
13,125

NATS
126,725

: eDPIL

220,725

Conclusion:

HRAC propeses that RCP should lease branches from RDP, rather than purchase them outright.

RRAC proposes to implement this for bat RDI 11 and RDP IV beanches, for a
total nel increase in the RDP 1V budget of Tk 206 million,

Consullants propose: that this option should apply enly 10 the RDP IV branches, for a
in ROV il
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