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INDEPENDENT AUDITORS® REPORT

To The Governing Body of BRAC

We have completed a non-statutory audit of the financial statements of BRAC as of December
31, 2004 in terms of the requirements laid down by IDA and PKSF. The figures in financial
statements, modified to meet the said requirements, are the responsibility of BRAC's
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we plan and perform the audit 1o obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An sudit also includes assessing the accounting principles used and significamt
estimates made by management., as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in material respects,
the financial position of BRAC at December 31, 2004, the results of its operations and changes
in its Cash flows for the year then ended in accordance with Imternational Accounting
Standards.

- F.#hwq‘_‘f.‘_ —

S. F. Ahmed & Co.
Chartered Accountants

Dhaka, Bangladesh
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BRAC
Statement of Income and Expeaditure
for the year ended December 31, 2004
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BRAC

Statement of Changes in Equity
for the year ended December 31, 2004

{Amount in Taka '000)
Donor Funds
Notes | Grants received| Investment | Investment Retained Total
in advance in fixed in loan Total Surplus
account assets
Balance at January 01, 2003 22434 195089 1481176 1,798,699 2,156,362 3955061
Donation received during the year 12 1104 - - 1,104 - 1104
Transferred to deferred income:
Investment in loan (13.041) - 13,041 - - -
Transferred to Statement of income (346) - - (348) - {346)
and expenditure during the year
Adjustment during the year - - - - 26,153 26,153
Net surplus for the vear 2003 - - - - 635,614 635614
Balance at December 31, 2003 Iﬂllil 29&0!9 IIME!T lim‘ﬁ? EI!!EIH -iiﬁnglﬁ
Balance at January 01, 2004 10,151 295,089 1494217 1,799.457 23818129 45617586
Donation received during the year 2 31,392 - - 31,392 - 31,392
Transferred to deferred income:

Investment in fixed assets (517) 517 - - . -
Investment in loan (20 445) - 20,445 = z =
Transferred to Staiement of income and (2™ - - 21 - (277)

expenditure during the year
Net surplus for the year"2004 - - - - 532,766 532,766
Balance at December 31, 2004 20304 295606 1514662 18303572 3350895 35.181467
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BRAC
Statement of Cash flows
for the year ended December 3, 2004

-

Rk 2wER

i |
Lk}
12

Cash in haned & ot bhanks, begsnrung of the year

l-hh'
a0d
e ] T [ _l.j"“l """1
| Development |  Projects
532,766 IMI%H 133679 S40,004 63561 (5151 140373 THAR
654 465 93473 {220.274) 567664 411932 KX BOY  (15953&) 135 180
(19 698_259) . = [19698259) (15757.174) = (I5TSLIN
(977.548) - (y77.948)  (TI735T) . (117350
{1,092,50%) . (1092.508) (1454777 = (LA%TTm
(4,132,800) - (4.132800) (2.750.699) [, 760, 6991
17048534 - E 17048638 14500390 - 14500390
733.5% . - 733,590 7Y - 791596
1513661 - - 1513861 953,030 51,000
Em L il . - 1394701 1 Rl = (B LS.
(1.581.698) 358832 B3935} (1L.703361) (1.541974) MIBE (19163} (1.529551)
(S84, 777) (S43.167) 15494 (GI2A50) (123,189) (151057 20931 (28131%)
- 2331 - FER P . 4299 - 54 0%
267,128 (2211598} - {1,544 770) 70,000 7353 - TrA
. 1851} - {31.851) 4M 7T [434.777)
- 220313 - 120 313 - (115.432) - mu.,u_g_-
172151 (1543 281) 15454 (2355 438) (53, 18%) (640384) 1093 (6T 642)
(469 96T} 3 - (4&% 54T) 131,733 . . 131,713
1151 551 1210518 #0000 2482 065 (218067 1231087 4N 1 050 454
1371, 149 - - 1L3TL 149 13015482 - - 1,301 952
113,728 5815 (25 155) ER4_IE 60701 {24129%) @7315) Q00112)
2166481 1006133 4 845 421749 1184 3459 589 749 9919 12B4 057
355004 {(IT314) [ 16.056) 168,742 (H0814) 380691 11 687 56
$15.591 (128475} 20,153 457268 26405  (%09,165) SLA6E 3175704
&70.708 298,794) 54699 626010 SISSHI_ (138478) 0S5 457068

Cash in hand sod 31 banks, end of the year




BRAC
Notes to Financial Statements
December 31, 2004

1. Introduction:

BRAC, a national private development organisation, was formed in 1972 under the Socicties Registration Act
1860, Although it was first set up to resetile refugees in post-war Bangladesh, BRAC later redesigned its
strategies in accordance with its philosophy of poverty alleviation and empowerment of the poor. Al present,
BRAC has a large number of development programs that cover the areas of health, education, credit, employment
and training for the poor people of Bangladesh, BRAC carries out licensed banking activities through the BRAC
Bank Lid and also cans from various income generating projects such as Aarong Rural Crafi Centre, BRAC
Printers and BRAC Dairy and Food project, BRAC Tea Estates, and various programme support enterprises such
as poultry farms, feedmills, seedmills and prawn hatcheries.

2. Summary of significant accounting policies:

BRAC prepares its financial statements on a going concern basis, under the historical cost convention, except
for investments in shares in listed companies classified within mvestment in securitics and others, which are
stated at fair value. BRAC generally follows the sccrual basis of accounting or 3 modified form thereof for key
income and expenditure items, as disclosed in the Summary of Significant Accounting Policies. The financial
statements are expressed in Bangiadesh Taka

The significant accounting policies followed in the preparation and presentation of these financial statements are
summarized below.

BRAC maintains its books of account and records on a programme or project-wise basis. The Head Office
maintains records of all treasury, investment and management functions. All cash balances. including those held
for programmes, are held by the Head Office and transferred 1o programmes as required. Balances between
projects are climinated upon combination for the purposes of presentation of the financial statements.

These financial statements include the financial statements of BRAC and, on an equity accounted tasis, those of
the related undertakings in which BRAC has equity interests through which it excercises control or significant
influence. As stated in Note 2.10, BRAC, being a society under the Societies Registration Act, 1860, is not
subject to any requirement to prepare consolidated financial statements.

In contrast to the ownership of equity interest in related undertakings, BRAC also extends gratuitous grams w
certain organisations that, in some instances may bear names with resemblance to BRAC, viz BRAC University
and BRAC Afghanistan. However, no equity is held in these entities, and BRACs financial statements therefore
do not include the financial statements of these entities.

BRAC’s accounting records and financial statements are maintained and presented in accordance with the
principles of fund accounting This is the procedure by which resources are classified for accounting and

imternal reporting into funds established according 1o their nature and purposes based on the exastence or

absence of donor-imposed restrictions.




1. Summary of significant accounting policies (contd.)

2.2 Donor Grants
Income from donor grants is recognized when conditions on which they depend have been met. Substantially,
BRAC"s donor grants are for the funding of projects and programmes, and for these grants, income s recognized
to equate to expenditure incurred on projects and programmes. For donor grants which involve funding for fixed
assets; grant income is recognized as the amount equivalent to depreciation expenses charged on the fixed assets
concerned. For donor grants provided to purchase motorcycles for specific projects, income is recognized over
the estimated useful life of the motorcycles.

All donor grants received are initially recorded at fair value as liabilities in Grants Received in Advance
Account. For grants utilized to purchase fixed assets and motorcycles, the donor grants are transferred 1o
deferred income accounts whilst for grants utilized to reimburse programme-related expenditure, the amounts are
recognized as income. Donor grants received in-kind, through the provision of gifts and/or services, are recorded
at fair value (excluding situations when BRAC may receive emergency supplics for onward distribution in the
event of a disaster which are not recorded as grants). Income recognition of such grants follows that of cash-
based donor grants and would thus depend on whether the grants are to be utilized for the purchase of fixed
assets or expended as programme-relsted expenditure.

For completed or phased out projects and programmes, any unutilized amounts are dealt with in accordance with
consequent donor and management agreements.
For ongoing projects and programmes, any expenditure yet to be funded but for which funding has been agreed at
the end of the reporting period is recognized as grant receivable.

23 Expenses
Programme related expenses arise from goods and services being distributed to beneficiaries in accordance with
the programme objectives and activities. BRACs Head Office overhead expenses are allocated to various
projects and progammes at & range of 5% to 10% of their costs, based on agreement with donors or
management’s judgement.

2.4 Fixed assets

Fixed assets are stated at cost less accumulated depreciation and impairment losses. Depreciation is provided for
on a straight-line basis over the estimated useful lives at the following annual rates:

liem - Annual Depreciation Rate (%)
Buildings 25-4
Fumniture & Fixtures 10-20
Equipment 15-333
Vehicles 20
Bicycles 20

2.5 Loans to VO Members

BRACs activities include providing micro-credit loans to group members without collateral, on a service charge
basis under various programs. Loans inclusive of service charge are stated net of provision for loan losses.




2. Summary of significant accounting policies (contd.)

2.6 Provision for Loan Losses

BRAC generally provides for loan losses based on 2% of loan disbursements made. Management regularly
assesses the adequacy of the loan loss provision based on the age of the loan porifolio. At the vear end, BRAC
which is shown below and any adjustments, if required are made and accounted for in the financial statements

for the year.
Loan Classification Days in Asrears Provision
required
Standard Current (no arrears) 2%
Watchlist 1-30 5%
Substandard 31-18%80 20%
Doubtful I81 - 350 75%
Loss Over 350 100%:

The following additional provisions have been made in 2004 to take account of the possible effects of widespread

- Additional 1% in respect of loans classified as "Standard”
= A general provision of 1% of loan amounts disbursed during the vear.

2.7 Loans written off

Loans within their maturity period are classified as * Current loans”. Loans which remain outstanding afier one
month of their maturity period are considered as “Late loans™. Late loans which remain unpaid afier one year is
classified as "Non- Interest Bearing Loan"{NIBL). The total amount of NIBL, which are considered bad and have
no possibility of recovery, is referred to the Governing Body of BRAC for approval of write off, generally within
one year from the date when a loan is transferred to NIBL. Generally loans are written off twice a year i.c. July
and December. Any collections realised from loans previously written off are credited to the statement of income
and expenditure.

28 Provision for Liabilities

Provisions for liabilities are recognised when BRAC has a present obligation as a result of a past event and it is
probable that an outflow of resources embodying economic benefits will be required to seitle the obligation,
and a reliable estimate of the amount can be made. Provisions are reviewed at each balance sheet date and
adjusted to reflect the current best estimate. Where the effect of the time value of money is material | the
amount of a provision is the present value of the expenditure expected to be required to settle the obligation.

Related undertakings refer to separately-established undertakings in which BRAC has effective equity interests
of more than 20%.

BRAC"s investments in these undertakings are accounted for by the equity method whereby the investments
are initially recorded at cost and subsequently adjusted to reflect BRAC's share of results for each period
added to or deducted from the respective investment costs, from the dates of their acquisition and to the dates
of their disposal. Provision is also made for any impairment if the carrying amount of an investment exceeds
its recoverable amount.
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Summary of significant accounting policies (contd.)

Non-consolidation

BRAC. being a society registered under the Societies Registration Act, 1860 is not subject to any requirement on
the preparation of consolidated financial statements. Accordingly, BRAC s investments in related undertakings
wherein the effective equity interests ane more than 50% are accounted for by the equity method as explained in
Note 2.9 together with related undertakings in which the effective equity interests are between 20% and 50%.

Investments in Securities and Uthers
All investments are initially recognized at cost, being the fair value of the consideration given and including
acquisition charges associated with the investment,

After initial recognition, investments in shares of listed companies are subsequently measured at fair value, with
unrealized gains or losses recognized in the statement of income and expenditure. Fair value is generally
determined by reference to stock exchange quoted market bid prices at the close of business on the balance sheet
date, adjusted for ransaction costs neCessary to realire the asset

Other long-term investments which are inended to be held to maturity, such as debentures and private debt
securities, are subsequently measured at amortized cost. Amortized cost is calculated by taking into account any
discount or premium on acquisition, over the period to maturity. For investments carried at amortized cost apant
from the amortization process which is dealt with through the statement of income and expenditure, any gain or
loss is recognized in the statement of income and expenditure when the investment is disposed of or suffers a
permanent diminution in vakoe.

Accounts Receivable

Accounts receivable arise principally from BRAC's commercial activities and programme support enterprises,
and are stated net of provision for doubtful debts.

Inventories

Retail inventones are stated at cost based on selling price less average mark-up, and other inventories are stated at
cost. Cost is determined using the weighted average basis. The cost of inventories includes expenditure incurred
in acquiring the inventorics and bringing them to their existing location and condition.

Provision is made for obsolete or slow moving items, 10 reduce their carrying amounts 10 net realizable value.

-

Motorcycle Replacement Fund

Applicable donor funds are utilized for providing motorcycles to project or programme staff, and these funds
are held in a replacement fund. BRAC provides motorcycles to staff, the cost of which is recovered through
monthly salary deductions. Donor funds received and utilized for the purchase of motorcycles ar= amortized
to the statement of income and expenditure over a period of § years, being the average estimated useful life of
the motorcycles.

Foreign Currency Translations
BRAC maintains its books of account in Bangladesh Taka Transactions in foreign currencies are transiated into
Taka at the exchange rates prevailing at the dates of transactions. Monctary asscts and liabilities denominated in

foreign currencies at the balance sheet date are translated to Bangladesh Taka at exchange rates prevailing at that
date and any gain or loss is recognized in the statement of income and expenditure.
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Summary of significant accounting policies (contd.)

Self - Insurance Funds

BRAC has created a self-insurance fund 1o cover the risks of cyclone and fire on its properties and motorcycles.
This self-insurance fund is based on estimates by the Governing Body, and as from 2001 by reference to external
actuarial valuations. It is held as & provision within 'Other long term liabifities’ and is not externally funded.

BRAC also sets aside monthly amounts equivalent to 3% of the basic salary of employees, to constitute the group
self-insurance fund. This fund is to cover liabilities arising out of death and other permanent injuries suffered by
the employees. The terms of employment provide for payment in the event of death or permanent injury, of
amounts ranging from 12 months’ equivalent of basic salary in the first year of employment, 10 50 months”
equivalent of basic salary in the 10th vear of employment cnwards. The self-insurance fund for employees is held
as a provision within 'Other long term liabilities’ and is not externally funded. It is based on estimates by the
Governing Body. and as from 2001 by reference to external actuarial valuations,

The extent of future liabilities requiring current provisions, and the rate of provisions required in the immediately
following financial periods have been determined based on actuarial valuations carried out in 2003 in respect of
the funds. It is BRAC's policy to carry out actuarial reviews at least every three years 1o assess the adequacy of
the provisions in respect of these funds.

2.17 Employ

2.18

2.19

BRAC makes provisions for an Employee Gratuity and Redundancy fund, on the basis of two months’ basic
salary for each completed year's service for each permanent employee (based on basic salary of the last month).
The fund is held as a provision within 'Other long term liabilities' and is not externally funded. Gratuity is to be
disbursed upon retirement of employees whilst redundancy disbursements are to be made as a one-time
termination benefit in the event of cessation of service from BRAC on grounds of redundancy.

Borrowing Costs

Borrowing costs are recognised as an expense in the period in which they are incurred except where such costs
are directly attributable to the acquisition, construction or production of a qualifying asset, in which case these
costs arc capitalised as part of the cost of that asset Qualifying assets are assets that necessarily take a
substantial period of time to get ready for their intended use or sale.

Impairment of Assets

At each balance shest date, BRAC reviews the carrying amounts of its assets 1o determine whether there is any
indication of impairment. If any such indication exists, empairment is measured by comparing the carrying values
of the assets with their recoverable amounts. Recoverable amount is the higher of net selling price and value in
use.

An impairment loss is recognised as an expenses in the statement of income and expenditure immediatiy.

Reversal of impairment losses recognised in perior years in record when the impairment losses recognised for the
assel no longer exists or have decreased.




2.

Summary of significant accounting policies (contd.)

2.20 Financial Instruments

Financial instruments are recognised in the balance sheet when the Company has become a party to the
contractual provisions of the instrument.

a) Investments in Related Undertakings
Investiments in relaied undertakings are staied at cost less impairment losses. The policy for the recognition
and measurement of impairment losses is in accordance with note 2.19

b) Receivables
Receivables are camried at anticipated realisable values. Bad debis are written off when identified and an
estimate is made for doubtful debts based on a review of all outstanding amounts as at the balance sheet date.

c¢) Payables

Payables are stated at cost which is the fair value of the consideration 1o be paid in the future for 2oods and
services received.

d) Interest-Bearing Borrowings

Interest-bearing bank loans and overdrafis are recorded at the amount of proceeds received, net of transactions
cosis.

All borrowing costs are recognized as an expense in the income statement as an expense in the period in which
they are incurred.

Consolidated Information
Consolidated information have been provided in the financial statements for all programmes and activities, while
providing a break down for microfinance activities (Note- 3 to 31)

“Segmental Financial Information and Statement of Functional Expenses have been set out in Notes 26 & 27 in
the combined financial statements of BRAC for the year ended December 31, 2004 jointly audited by Emst &
Young, Malaysia and S F. Ahmed & Co., Bangladesh Figures shown in the above Notes have been classified into
two Categories - Unrestricted and Temporarily Restricted. Figures related to microfinance programme activitics
which are not sybject to any donor imposed restrictors have been shown in column “Unrestricted - Microfinance
Programme™ and those related to microfinance programme activities which are funded by donors and subject 10
donor - imposed restrictions have been included with the figures shown under column “Temporarily Restricted -
Development Projects” in the Notes stated above. Deducting the figures shown in column "Unrestricted -
Microfinance Programme” under aforementioned Notes from the figures shown in column *Microfinance™ of the
accompanying financial statements of BRAC for the year ended December 31, 2004 sudited by S.F Ahmed &
Co. in terms of the requirements laid down by IDA and PKSF would result in indicative figures for Microfinance
Programme activities which have been included with the figures shown in column * Temporarily Restricted -
Development Projects” in Notes stated above.

Comparative figures
Certain comparative figures have been reclassified to conform with the current year’s presentation.

10



{Amount in Taka" 1N40)

2004 2003
Service charges on loan
Rural microcredit borrowers 2,655,789 2,085,749
Urban microcredit borrowers 107,123 113,105
Hard core poor 305,299 352,696
Emterprising borrowers 541,941 330.923
Jiﬁ 10,152 ggﬁ

Interest is accrued on (i) Current loan (Note-15a) and (ii) Regular loan (Note-15b) and (iii) Rencgotiated loan
{(Note- 15d) at the cutset of each month.

Para 13 under subject "Interest Accrual, Loan Classification, Provisioning and Reserves™ of " Terms of
Reference for Annual and Management Audits of Large Pariner Organizations™ issued by PKSF on October 14,
2000 states, " Starting on the 30th day of non-payment of interest {including service charge) and'or principal |
accrual of interest stops and interest accroed s cormespondingly reversed. Unaccrued interest is booked as income
as subsequently collected”. This means when a loan is placed on a non-accrual basis, interest/service charge
should be calcufated and recorded, inclusive of interest previously accrued but not received, in the Memorandum
Account until the loan is returned to sccrual basis. As per instruction laid down in the TOR stated above, loans
are returned to the accrual basis when the full amounts of the ocutstanding arrears of service charge and principal
are received and any doubt about collectability is ¢liminated . Also, service charge on regular loans, ie. loans
where no amounts are overdue, as at the end of the reporting period, is recognized as income.

Had the instructions laid down in para-13 stated above been adhered to, the amount of service charge would be
less (not quantified) than the amount shown here.
Service charges have not been accrued on the following non-performing loans:

Items Principal ( 1 aka) Unpaid interest (Taka) | Unaccrued interest (1 2ka)
2004 2003 2004 2003 2004 2003
Principal amount of non-accruing loans
Rural credit 254,399 180,891 | 33,173 23.787 20,110 14,319
Urban credit 15,248 10449 | 1,999 1,349 1,194 814
Hard—<ore poor 20,146 41,717 | 2645 5,544 1,504 3273
Ultra hard-core poor - - - - £ .
Microentreprencurs 18,579 - 1912 - 1,408 -
Total 308,372 233,057 | 39,719 30,680 24,306 18,406




Interest on Short -Term Deposits
Fived deposits

Office rent
Unilities (Electricity, Gas , Water, Teléphone)

Other general and administrative expenses
Printing and office stationery

Maintenance

CGieneral expenses

Data processing

Insurance benefits paid 10 VO members
Provision for emergency fund

Borrowing cost : PKSF loan
Rural microcredit borrowers
Hard core poor

Borrowing cost : Other debts
Interest on loans from:
Agrani Bank ™
Bangladesh Krishi Bank
Sonali Bank
Govt. of Bangladesh

Standard Chartercd Bank (SCB)

Borrowing cost : Savings depasits
Interest on savings deposits

in Taka "MW

2004 2003
104,155 129,378
L
_ 108,155 129378
134594 1,016,324
112.570 113.861
1.458 1,130,185
29,159 28,700
29.159 28,700
33,248 35,049
25017 21339
3 66,388
877 46,098
31,857 48,456
30,457 43,846
36,144 56,857
29425 26,463
39,995 26362
M
173,964 122,830
11,104 26,963

185,068 149,793

287 12,096
5143 8567
- 5397
751 4673
2715 -
6,375 <
39 1,596

68310 32339

356,527 250,368

The average rate of interest paid in respect of savings deposits by VO members was 6% (2003: 6%) per annum.
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Amount in Taka "000
2004 2003
12 Cash, bank balances and short-term deposits
Cash in hand 12,060 18,049
Cash st banks #58 645 497542
Fixed deposits 1,051,658 1318786

EI‘?"%WJ IIEH&TI

Break-up of Fived deposits is as follows:

Bangiadesh Krishi Bank 57,561 45 491
Southezst Bank Lid 3040, 000 000, D0
Bank of Asia Z(M0, 000 200,000
Delia BRAC Housing Financing Corp. Lid 170,224 170,224
Nations! Housing Finance and Investment Lid - 60,000
BRAC Bank Ltd 143,873 251,41
Industrial Promotion Development Corporation 180,000 180,000

Mercantile Bank - 111,330
1,051,658 Ielﬁm

13 Reccivables and other current assets ——
Advances :

Employees 15,776 9,960
Suppliers 4,940 7,838
Prepayments 34622 29,753
Current sccounts with ficld offices 55656 2.7
Inventorics 40,150 3255
Interest receivable on fixed deposits £9,665 76,195

Interest receivable on Vo members loan (Note- 15) 138,580 112393
379,389 291,927

Less: Transferred to other assets (Note- 16) (79.465) (61.701)

299.924 13&&

14  Provisions for doubtful loans & accounts
Provision for doubtful loans -Current (647 .058) (240,005
Provision for doubtful loans -Long Term (588.382) (509.771)

s IE“ ‘!i-HJDI i?ﬂlﬂﬁl

a) Provisions for doubtful leans - Carrent

Opening balance {240,005) (137 406)
Add: Provision for the year (T18.246) (367.824)
Less: Transferred to long term [Note- [14(hj] 291,193 26525
Closing balance 667, 2

b) Provisions for donbiful loans - Long Term

Opening balance (509.771) (314,351)
Add: Transferred from current [Note- 14(a)] {291,193) (265.225)
Lesz: Loans write-ofT 212.582 269 805
Closing balance (588382 (369.771)
Component wise break up of loan write-off s as follows:

Rural microcredit bormowers 162,362 12528
Uirban microcredit bomowers 8.503 8717
Hard core poor borrowers 41,717 48.563

212,582 269

15



b) Provisions for doubtful loans - Long Term (contd.)

The loan classification and provisioning methodology followed by BRAC should be based on the conventional,
international practice of microfinance institutions in different parts of the world catering 10 a large number of borrowers.
The methodology which takes into account intemational best practice and circumstances relevant to Bangladesh, has
five aging categories which are labeled correspondingly as *Standard™, *"Watchlist™, "Substandard”, Doubtful® and
"Loss™. For each aging category and loan elassificstion, there is 8 corresponding percentage loan loss provision, which
is gradusted upward us the period of arreras lengthens as shown below:

|Loan Classification | Days in Arrears | Regquired Provisions |
Standlard Current {no zrrears) 1%
Watchlist 1-30 5%
Substandard 31-180 20%
Doubtful 181 - 350 75%

Loss Over 350 100%

Had the loan classification and provisioning methodology stated shove been followed the required provision would be
Taka 868,079 details of which are given below:

(Amount in Taka "000)
Days in Principal Outstanding Rate of Required
Classifiction Arrears As on December 31, 2004 Proviston Provisions
Standard Current 12,834 558 1% 128,346
Waichlist 1-30 460,139 M 23,007
Substandard 31-180 713,859 0% T2
Doutstful 181 - 350 149,498 75% 12,124
Loss Ower 350 333,485 1007 133 485
14.491.539 739,734
[ 2004 |
Total Current Loan loss reserve 1,255,440
Total required loan loss reserve 739,734
BRAC Current loan loss reserve higher than the required reserve 315.706

Based on the sbove, required reserve to Taka 739,734 is considered adequaie. BRAC current reserve is 41% ot Taka
1,255,440 and is thus more than adequate.

Loans to village organization members : {Amount in Taka 000}
- 2004
Principal Service charge Loan loss Total
Outstanding receivable provision Taka
Opening balance 11,493,192 12393 (745,776) 10,855 309
Additions 25,901,515 3,610,151 (718.246) 28,793,420
Realisations (22.690,586) (3.546,833) * {26,237.419)
Write-off (212.582) (37,131) 212582 (37.131)
Closing balance 14.491.339 138,580 {1.255.440) 13374679
Loans to VO members bear annual service charges as follows:
Microcredit 15% flm
Housing loans 10%: Nat

Repayments are made in weekly/'monthly installments.
Term and component wise breakup of total principal loan outstanding is as follows:
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Amount in Taka
| 2004 | 2003 I

a) Loans to members (Current portion)

Rural microcredit bormowers 9,882 596 TATE E33
Uirban microcredit bormowers 515,440 291.216
Hard core poor bormowers 821,854 1275412
Enterprising borrowers 1696 303 1,140 504
12.916,193 10,1 85 965

I

Loans with one or more instalment payments missed but within their maturity period are shown here. Besides, not due
loans which will be due within next one vear are also included under this head.

b) Loans to membrers : Regular

Rural microcredit borrowers 111,586 91,602
Lirban microcredit bormowers 2434 1.261
Hard core poor barmowers 5,160 -
Enterprising borrowers 726,987 364.795
B9, 167 657.658

*

Loans with on¢ or more installment payments missed bul within their maturity period and those with no arrears (loan
balonce not due) have been considened as Regular loans. Losns which will be due afier one vear ane shown here.

Loan balance not due 12,834 363 10,200,288
Loans with one or more installment payments missed 930,997 643,335
13,765 360 10,843,623

Less: Transferred to loans to member under current assets [Note- 13{a)] 12,916,193 10,185,965
849,167 657,658

But gs per instruction leid down in TERMS OF REFERENCE FOR ANNUAL AND MANAGEMENMT AUDITS OF
LARGE PARTNER ORGANIZATIONS (BIPOOL), dated October 14, 2000, Regular loans represent loans where no
amounts are overduc. Had the definition of reguiar loans been compiied with, the amounl shown under regular loans
would be chaneed.

¢) Loans to members : Non-performing

Rural microcredit borrowers 254 399 180,891
Urban microcredit bormowers 15,248 10,449
Hard core poar 20,146 41,717
Enterprising bormowers 18,579 -
T2 H]EE

Non-performing loans represent non-interest bearing loan. Late loans (Note d) which remain outstanding at the end of
their stipulated period are considered as non-interest bearing loan .

As per Annex B under subject "Definitions of Financisl Terms Used® of TERMS OF REFERENCE FOR ANNUAL
AND MANGEMENT AUDITS OF LARGE PARTNER ORGANIZATIONS (BIPOOL), dated October 14, 2004, "Non-
Performing” means that an asset is nol generating income. Assets are considered to be non- performing under
circumstances & indicated below:
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¢) Loans to members : Non-performing (contd)

Arrears, Overdue or Past Due

Asscts are considered in amears, overdue or past due when:
] Principal or inferest (service charge) is due and unpaid for thirty days or more,

o interest payments equal to thirty depy’ interest or more have been capitalized, refinanced, or rofled over.
Credit extensions without pre-established repayment programmes are considered in arvoan, overdue or
pan doe when any of the following conditions exist:

i) advances cxceed the cusiomers’ maximum approved loanis) for thirty consecutive days or
more; and/or
i) imierest is due and unpaid for thirty days or more.

The principal balance outstanding . not the amount of delinquent payments alone, is used in calculating the aggregate
amount of non-performing obligations.

Had the aforementioned definitions of overdue been followed in the computation of non-performing loans, the amount
of loans would be more than the amount shown here.

(Amount in Taka 000)

d) Loans to members : Renegotiated L 2004 200 |
Rural microcredit borrowers 310,089 3le2m2
Lirban microcredit borrowers 12,620 6,961
Hard core poor 71mn TIE74
Enterprising borrowers 17,925 16,395

417,807 416,512

Late loans have been treated as Renegntiated loans. Loans which remain cutstanding after one month of their maturity
period are considered as late loans. Under late loans, borrowers are allowed to repay the delinguent loan amcunts within
such maximum time period a3 the loan was initially sanctioned. In the case of one year general loan, & simple intcrest
(42 15% per annum is charged oo the cutstanding loan balance considered as late loan for the six months and the loan is
rescheduled for payment within six months Afler the stipulated six months, a further simple interest a | 5% per annum
is charged on the outstanding balance for the next sin months and the loan is rescheduled for repayment within nest six
months. Afer expiry of the period specified for late loan, the ocutstanding loan balance inclusive of interest is
tramferred (0 Non-interest beaning loan.

= Taka (00
2004 2003
Dther Assets
Motor cycle loan to stafl 162,916 145413
Transferred from receivables and other current assets (Note- 13) 70,465 61,701

242381 207114




17. Fised Assets
( Amount in Tuka' 000)
Cost * Depreciation Written |  Written
Group of fixed assets Opening | Additions |  Transfer/ Closing | Opening | Charges | Transferr | Closing | down down
balance | during |Disposal during| balance | balance | during |[Disposal during| Balance |  value value
010172004 | the year the year | 31/12/2004 | 01012004 | theyeur | the year | 31/1222004 | 31/12/2004 | 311272003
Land 616,520 45673 662,193 . . : 662,193 616,520
Buildings 842463 14,152 . 856,615 187311 31,937 - 219,48 637567 655,182
Furniture & fixtures 136982 20,966 . 157,048 75858 20,538 - 96,390 61,558 61,127
Equipment 184,252 11,099 3265 198616 £2941 28,79 19%9 11369 84926 101311
Vehicles 12,400 . (582) 11,818 12,369 . (551) 11,818 0 3
Bicyeles 9,356 1,612 : 10,968 7,987 122 . 8,109 2,859 1,369
Total year 2004 1,801,973 1,898,158 81,184 1408 449
Total year 2003 1,676,438 111,793 13,748 1,801,973 291,200 72914 1,435,510
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Term wise movement of Saving deposits is as follows:

{Amount in Taka 000)
| 2004 [ 2003 |

a) Carrent Liabilities: Savings deposits

Opening balance 1,550,938 1,525,682

Add: Trunsferred from long term  savings (Note b) 2,689,000 2,650,000

Less: Withdrawals for the vear (2,625,613) (2,624,744

Closing balance 1.614.325 1 938
b} Long -Term Liabilities: Savings deposits

Opening balance 4.735.001 3.458.275

Addition during the year 3,996,762 31,926,726

Less: Transferred to current  liabilities (Mote a) {2.689,000) (2.650,000)

Closing balance 6,042,763 4,735,001

The average rate of interest paid in respect of savings deposits by VO members was 6% (2003: 6%) per annum.

BRAC has already initiated two types 6F savings deposits namely (a) Own savings and (b) Compulsory savings, witha
view 1o facilitating and encouraging savings by people in rural arcas.

a) Own savings:
Each YO member deposits a minimum amount of TS in a weekly meeting. The amount 1o be deposited weekly is
fixed by the VO member at the beginning meeting of the year. A member may deposit & maximum smount of
Ti.20 per week.

b) Compulsory savings
When loans are disburied to VO members, 5% of the loan sanctioned is deducted 2l source at inception and
recorded under “saving deposits® of the VIO member loan. This deducted amount is considered as “deposit against
loan disbursed”

Rules for Savings withdrawals:

The entire amount of savings deposits of a VO member will be refunded when the member retires or becomes
terminated from membership.

Afier one yvear of becoming a VO member 50% of savings deposils may be withdrawn to meet special requirement
(such as marriage of offspring. illness, etc)

Loan outstanding balance including service charge on loan is to be fully repaid by a VO member before withdrawal of
entire amount deposited to savings deposits inclusive of interest camed.

If the savings deposit balance of 8 VO member is less than Tk 2,000 afier part withdrawals, no interest will be paid on
remaining balnce. Moreover, if a VO member withdraws more than two times in a year from savings deposits, no
interest will be paid for that financial year.

{Amount in Taka D00)
{ 2004 | 2003 |
20 Current Liabilities: Others
Linbilities for expenses 278,490 256,409
152,695 52,700
32.089 31,552

463&!4 MI
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b i

{Amount in Taka (MK)
2004 2003

Liabilities: Other debis
Current Liabilities: Other Debits B1239% 103,208
Long -Term Liabilities: Other Debts 737379 295,016
1,549,775 3 4
Term wise movement of other debis is as follows:
a) Current Liabilities: Other debis iAmount in Taka 000)
2004
Particulars Opening Transferred Repaid Closing
balance from long during the Balance 2003
{01/01/2004 | term debis year (31/122004)
Agrani Bank 60,000 340,000 (60,000) 340,000 &0, 00
Government of Bangladesh 6,151 67,006 (2.653) 63,504 6,151
Bangladesh Krishi Bank 12,057 109,557 (12,722 108,892 12,057
Standard Chartered Bank 25,000 - (25.000) - 25,000
HSBC - 300,000 - 300,000
103 £l 107375 812396 103
b} Long -Term Liabilities: Other debts {Amount in Taka 000)
2004
Particulars Opening Received Transferred Closing
balance during the to current Balance 2003
(01/0172004) year other debts (31/1272004)
Agrani Bank 240,000 SO0, 000 (340,000) 400,000 240,000
Government of Bangladesh 15921 69,353 (67,006) 18,268 15,921
BKB 30,095 312,000 (109.557) 241.533 39.093
RAKLB - T1.573 - T1.573 -
HSBC - 300,000 {300,000) =
295016 1,258 ’Ilﬁl HTE HSIDIG
—_—

The terms of individual loan are detsiled below:
i} Loan from Agrani Bank was obtained 1o support credit programme and bears interest a1 9.5% (2003: 9.5%) per annum

and is repayvable in 5 equal half yearty installments, starting from September 2004,

if) Loan from the Government of Banglsdesh was obtained to disbursed among VO members as housing ‘cans, and bears
interest at 1% per annum. The loan is repavable is equal half yearly installment over § years, starting from August 2000,

jiii) Loan from BKB was obtained 10 support the credit programme and bears interest at 8% (2003: 8%) per annum and is
repayable in iwenty equal half yewrly instaliments, starting from January 01, 1998 and ending on July 01, 2007.

ivi Loan from RAKLUB was obtained for operation of credit activity among samll furmers. and bears interest at 6% -7
per annum and is repable within 83 months from the date of disbursement in March 2006.

v} Loan from HSBC was obizined to finance working capital requirements, and bears interest at 3.5% per annum and is
repable by Scplember 2005.
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Liabilities: Other debis (contd.)

A table showing * loan principal balance®, "average annual balance™ and * annual intesest expenses”® in respest of term
loan is given below:

Name of | | ogn principal balance Average annual Annual interest
Institute as at December balance cxpenscs
2004 | 2003 2004 | 2003 004 | 2003
Agranj Bank | 740,000 300,000 520,000 186,000 52,827 12,09
8.2 0m 51922 39410 73l 4673
of Bangladesh
BER 350430 st 200,791 36 848 .43 B.567
RAKLB 77513 - 38,787 - 2,715 -
H5BC 300,000 - 150,000 - 6.375 -
Sonali Bank - - 62,500 - 5397
Siandard - 25,000 12,500 162,500 399 1.596
Chartered '
1549775 398224 574.000 507,258 68210 239

All repayment obligations in respect of above debis have been met and no amounts were in arrears 35 ol December
31, 2004.

Schedule of donation received
(Amount in Taka 000)

[Name of Project | Name of Donor | Taka ] Taka |
Communily based Fisheries Management World Fish Centre 1.325 -
WFCL Program in Haragachh Lo - L1
Northwest Microfinance Expansion Project AusATD 30,067

Total 31392 1104
Other cash from operating sctivities & items not involving cash

Depreciation (Nde- 17) 81,184 T2 9014
Loan loss provision [Note- 14(a}] 718,246 367,824
Decrease/{Increase) of receivable and other current asiels (69,698) (12,133)
Decrease{Increase) of other assets (35.267) (16,673)

%455 41 II931
Loan dishursements and collections (Amount in Taka 004)
2004 2003
for the vear for the vear for the vear for the vear

Rural credit bormowers 19,698 259 (17,048 634) 15,757,174 (14,500 390)
Urhan credit bormowers 977,543 (733,500) 127352 (792.396)
Hard-core poor borrowers 1,092,508 (1,513,661) 1454777 (953,030)
Microentrepreneurs bormowers 4,132,300 (3,394.701) 2,760,699 {1.864.666)

15,901,515 20,700, 15,1
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(Amount in Taka 000)
2004 2003

Loans from other sources
{Decrease Vincrnzase in  current other debis TG, 188 {386,31%)
Increase in long term other debts 2,363 168.268
IIISIESI Fiyﬁn
Other funds
Increase in current liabilities 2612 41,790
Increase in donors fumd LG T58
Decrease in capital fund - 26,153
'IIJI'.-"ZI ﬁ?ﬂl
Related party transactions

Other than transactions between the scgments in the financial statements of BRAC, which in any casc are climinated in
the presentation of the financial siements, there are no relasted party transactions or srrangements that may reguire
desclosure for an understanding of the financial statements.

Foreign Currency mismatch
Linder micro finance operations, there are no assets and liabilities denominated in foreign currencies at the balance sheet
date. As such, there is no forcign currency mismatch

Unrealized gain or loss due to foreign currency Nuctuation

Under micro finance operations, there are no monetary assets and liabilities denominated in foreign currencics at the
balance sheet date. So, there are no unrealized guin or loss due to forcign currency fluctuations to be recorded in the
staizment of income and expenditure for the year 2004,

Financial Instruments

a) Financial Risk Management Objectives and Policies
BRAC's financial risk management policy seeks to identify, appraise and monitor the risks facing BRAC whilst
taking specific measures to manage its interest rate, forcign cuchange, Hiquidity and credit risks. BRAC does not,
however, engage in speculative transactions or tske speculative positions, and where afffected by adverse
movements, BRAC has sought the assistance of donors.

b) Interest Rate Risk
BRACs exposure lo interest rate fluctuations is mitigated by fixed interest rate borrowings as well as fixed interest

rotes applicable to loans extended to VO members. BRAC docs not engage in speculative transactions or take
speculative posjtions on its interest exposure.

¢) Foreign Exchange Risk

BRAC"s foreign exchange risks comprise transaction risk which ariscs from donor grants received in currencies other
than the Jocal currency and minimal foreign currency deposits and cash at bank placed with licensed financial
institutions. BRAC is exposed 1o foreign currency fluctuations, mainly in respect of donor grants denominated in
United States Dollars, British Sterfing Pound and the Euro.

Foreign exchange exposurcs in transactional currencies other than the local curmency are monitored via periodic
project cash flow and budget forecasts and are kept 10 an acceplable level.




30  Financial Instruments (contd.)

d) Liquidity Risk

BRAC manages its debt maturity profile, operating cash flows and the availability of funding so as to meet all
refinancing, repayment and funding nceds. As pant of its overall liquidity management, BRAC maintains sufficient
levels of cash or fixed deposits to meet its working capital roquirements. In addition, BRAC maintains banking
facilities of a reasonable level.

¢} Credit Risk

The credit policy of BRAC requires all credit exposures to be measured, momitored and managed proactively.
Exposure to credit risk is monitored on an ongoing basis by the commercial ventures” respective management leams.

BRAC does not have any significant exposure to any individual costomer or counterparty.

I



31 Msturity Analysis

The assets and liabilities of BRAC analyzed over the remaining period at the balance sheet date to contractual maturity is as
follows:

{Amount in Taka 000}
| Values refer to months Lip 10 | monthf>1<3 month>3<12 monthp12<60 montf>60 monthl  Towl |
Property and Assets
Current Assets
Cash, bank balances and short-term depc 320205 550,500 562,872 488,786 - 1,922,363
Receivables and other current assets 24395 48,789 219552 - - 292736
Loans to members 2,152,699 3,718,298 7,045,196 - 12,916,193
{Acc. provisions for doubtful loans & ac - - {667,058) - (667.058)
Total Current Assets 2497299 4317587 7,160,562 488 786 - 14,464,234
Loans to members -
Regular 141,528 244457 463,182 - 849,167
Non-performing 12,849 25698 115640 154,186 . 308,372
Rencgotiated 20,890 41,781 156,678 198,458 - 417,807
(Acc. provisions for doubtful loans & ac - - (353,029) (235353) - (588.382)
Net Loans outstanding 175267 311,936 382,471 117,291 - 986,96~
Net Fived Assets
Used in microfinance operations 12,076 24,152 108,683 579,641 724,551 1,449,103
Total Net Fixed Assets 12,076 24,152 108 683 579641 724551 1.449.103
Other Assets 6,239 8,319 37,435 197,575 . 249,569
Total Assets 1 4,661 7.689,151 1383293 724,551 17,149
Liabifities and Capital
PKSF Loan 37,500 140,533 531,900 - = 709,933
Savings deposits 134527 269054 1,210,744 - . 1,614,325
Others : 606 77212 347,454 - - 1463272
Other Debis 9419 62,326 273,951 466,700 - 812,39
Total Current Liabilities 220,052 549,125 2364049 466,700 - 3,599,926
Long -Term Liabilities . - - - .
Savings deposits - - - 6,042,763 - 6,042,763
PKSF loan - - - 1,555,000 33333 1,588,333
Other debts - - 737,379 - 737379
Total Long-Term Liabilities - - - B.335,142 33333 B368.475
Capital Fund - - - - -
Donor funds - - - 1.830.573 - 1,830,572
Retained surplus - - - 3,350,896 - 3,350,896
Total Capital Fund - - - 5,181,469 - 5,181,469
Liabilities and Capital 220,052 549,125 2364049 13983311 33333 17,149870
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BRAC
MICROFINANCE PROGRAMME
FINANCIAL RATIO ANALYSIS
(Numerical data un 0049)
|s. | 2004 903
Mo, | Hatis Formula Purpose Calenlation Caltnlation
FINANCIAL SUSTAINARILITY RATHOS -
I [Return on Performing ‘otal Income / Indicales fimancial productivity 3714504 23.9%| 1012197 FIEL
Average Total Astets ddl  services  and 15 800 256 13,400,661
? |Financia Cost Ratia |Financial Cost / coit of funde affected by &9 805 1% es24%0 34%]
Average Total Assets mix of net worth, soft and 15800256 13 400 661
3 il..llil..ﬂﬂ?ﬂ\’iliﬂ Ratio |Loan Loss Provision / Indicates peovisioning roquirements| TIE 246 45%| JA7TEM ILTN
Average Total Asscts fonn partiolio for curreat period 15,800,256 13,490,661
4 [Operating Cost Ratio [Operating Cost / Key Indicator of efficiency 1,853,767 11 7% 1546268 EL |
[Performing Asscts |tendimg operainms. 15,800 256 13,450 661
$ lmm_ﬁuﬂmf | Shayws the credit programs” abnhity 3714584 116 7% 3012197 126 7%
[ Total Cost lcover costs of performance  wi RIS 4] 237583
micrnally generated imcome
% [Savings Outstanding Rutio | Total Savings | [Shows the credst programs abaity o 7,657 088 S1%| 6285039 s
Total Principal Outstanding  |fund loans from s savings fund 14491539 10,493,152
LIQUIDITY RATIOS
1 [Cash Posmon Indicaior nd Deposity due Indicaies ability 0 meet mmmediie| 1,912 363 1I13%| 1538377 i3 %]
i seeds 15500256 13,490 661
Average Total Asscts
2 Loan-to-Savimgs|E xicrmal et Loams / Indicates on 3348041 WIN| 116457 SN
Deposits  Total Deposits loans rther than 7657088 6285919
{deponila
OFERATING EFFICIESCY RATIOS
1 per Unit of Money | Opersting Cost / Indicaies efficincy in duburimg] 1.853.767 72%] 1546269 7 5%
Loan Dshursed s (i monctary torms) 25,501 515 20, 700,002
2 [Comst per Loan Made |Operating Cast / |indicates cfficsency of disbursing] 53767 37T 1546265 GEET]
 Nmmber of Loans Made loans {in terms of no. of barrowers) 1473 1009
3 |Number af iyel Mumber of Active Bormowens’ | Indscstes performance of credit staff) 3o b L 1493 s
Bnrnu;pﬂl'.uiﬂhl of Credit Staifs dml‘m 4 ]
4 per Credit Sl [Total Principal Cutstanding’  |Indecales potenial fimancaall 14491 539 | 1035710 | 11,493,192 | 1.149.319
[armber of Credn st imﬂ-ﬁmdﬂﬂﬂ T 0
PORTFOLIO QUALITY RATIOS
[T [Poetfolio st Rsk The principal balance of Measures smownt of defaull rsk ] 726,178 S0e]  eanant 5 %)
with a1 least five o portfolio 14491 539 11,493,192
|pavment averdue /
Total Principal Outstanding
2 [Rescrve Rano Loan Loss Reserve / Indicatcs adequacy of mserves Y 1255440 AT  T49.TTH & %)
Value of Cratstandeng Primcipal |relsion o portfolio 14,481 539 11,493,192




Financial Highlights

The figures shown below are taken from the audited financial statements of BRAC for the fiscal years
ended December 31, 2004 and 2003. All balances have been stated in terms of the value of the Bangladeshi

Taka
{Amount in Taka 000)
W04 | 2003
Results for the vear
Consolidated (with grant income)
Total income 11,522,016 9.347.017
Total expenditure 10,582,012 8.622.547
Excess of income over expenditure surplus/(deficit) 940,004 724,470
Consolidated {without grant income)
Total income 8,083,748 7.053,691
Total expenditure 10,582,012 8,522,547
Excess of income over expenditure surplus/(deficit) (2,498.264) (1.568.8356)
Microfinance Operations
Total imcome 3,714,584 3,012,197
Total expenditure 3,181,818 2,376,583
Excess of income over expenditure surplus/{(deficit) 532,766 635,614
At the end of the year
Cash, bank balances and short-term deposits 1,922,363 1.834.377
Total loans to members
Loans to rural microcredit borrowers 10,758,670 8,070,608
Loans to urban microcredit borrowers 545,742 309887
Loans to hard-core poor 127,334 1,391,003
Loans to enterprising borrowers 2,459,793 1,721,694
Savings deposits 7.657.088 6,285,939
Total long-term debt 2325712 2239116
Capital fund 5181467  4,617.586
Total assets 17,149,870 14,450,643
Returns
Surplusi{consolidated) as % of average capital fund 12.03% 10.02%
Surplus(consolidated) as % of average pontfolio 7.2% 7.0%
Surplus{consolidated) as % of average total assets 4.0% 3.8%
Hatios
Cumulative loan collection ratio on total dues 99 38% 99.32%
Loan collection ratio on current dues 98.74% 98.04%
Current ratio 4.02 4.20
Liguidity ratio 25% 29%
Debt/equity ratio 0.45 C48
Capital adequacy ratio 34% 3%
Debt service cover ratio 9.07:1 12.99:1
General & administrative expenses as %o of average portfolio 143% 14.9%
Total loan principal affected by arrears as % of outstanding portfolio 5.01% 5.60%
(5 or more instaiments payment missed)
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S.F. AHMED & CO. oDy Baswt

CHARTERED ACCOUNTANTS & Dhaka-1213, Bangladesh
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B815102, 9894026
Fax : (880-2) 8825135, 8814713
E-mails: (i) sfacoali@ btth.net.bd
(ii) sfaco@dhaka.net

(iii) sfali@connectbd.com

Auditor's Compliance Certification on BRAC

We have audited the financial siatemenis of BRAC for the year ended December 31, 2004. On the basis of our audit, we
certify below the compliance of BRAC with the eligibility criteria to parnticipate under Microfinance I1, as provided for in
the Subsidiary Loan Agreement between the Government of Bangladesh and PKSF dated January 31.2001.

Eligibility Criteria Audited Figures or Compliance ( Taka 000)
{a) Minimum loan recovery rates, computed quarterly, based on the
following:
(i) 95% minimum cumulative loan collection ratio on total dues:
Actual cumulative collections 117,178,627 _ 99.38%
Cumulative collectibles 117,904 805
(ii) 92 to 100% minimum loan collection ratio on current dues (on
running 12- months basis):
Actual collections during the past 12 months on current dues 22,690,586 08.74%
Collectible on current dues 22.979.788
(b) Minimum liquidity ratio of 20% 25%
(¢) Minimum current ratio of 1.5 392 |
(d) Minimum capital adequacy ratio of 20% 34%
{¢) Minimum debt service cover ratio of 1.25 9.07:1
(1) Minimum rate of return on capital of 2% 11%

L E . Arnee—t o —

S. F. Ahmed & CO.
Chartered Accountants
Dhaka, April 25, 2005
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Appendix A-1

Statement of Loans Dutstanding by Componeat. Non-Performing Loam, Classification. and Provisions Required

(Amount in Taks 000)
Loan Classificanon, Outstandmg Amont of
Aging of Arrears [Components Armount Pros isions
& % Provisions Taka

Standard Rural microcredit bormowerns 9,156,131 91,563
(Current. no arrears) Urban microcredit borrowers 499,425 4994
(1%) Hard core poor borrower 773,082 1.7
| Microcntreprencucrs borrowers 2,405,920 24,089
|Sub-Total 12,534,558 118 346
Watchim | Rural microcredit bormrowens 413,192 0659
1 - 30 days) [‘IJ'II\- microcredit borrowers 94349 472
Em [Hard core poor bormower 29,182 1459
Iﬂinm borrowers 5126 a6
|Sub-Total 460,139 23,007
|Rural microcredit borrowens 629,883 125977
31 - 180 days) [t rhan microcredin bormowers 19419 3884
20%) [Hard core poor borromer 45,200 9,040
[Microentreprencuers borrowers 19.352 1470
|Sub-Total 7159 142,772
|Rural microcredit borrowers 111334 83,502
181 - 350 days) |Urban microcredit borowers 2212 1,659
TE%) |Hard core  poor borrower 29567 173
Microentreprencuers horrowers 6388 4,759
Sub-Tetal 149,498 11L124
Loss Rural mcrocredst borrowers 24K 125 248,125
Over 130 dayy) Urban microcredit borrowers 15,247 15247
Elm Hard core poor 50,302 50302
| Microentreprencuers barrowers 19811 19811
| Sub-Total 333,485 333488
Total 14,491,539 739,7M




Appendin A-2

Statement of Loans Ouistanding by Sub-Sector, Noa-Performing Loans, Classification. and Provisions Required

{Amount in Taks 000!
Loan Classification, Outsianding Amount of
Aging of Armears Sub-Sector Amount Provisions
& % Provisions Taka Taka
'ﬁFiﬂlm 221.928 221%
Standard Cnlhﬁc Indusiry 40,1458 401
{Current. no ammears) Fishcrics 421 4
i 1%%) |Food Processing 191 282 2513
[Health 714 7
Housing 8 654 87
Livesiock and Poultry 166,392 1664
Miscellaneous 1591904 15,919
Rural trading 7,560,254 75,5604
Rural Transpon 31322 k1]
Scriculture 523 5
upp 499425 4,994
MELA 2,405,920 24,059
Services 6,631 )
|AH Sub-Sectors 11,834 558 128346
| Agriculture 7.306 3465
Watchlist Cottage Industry 2,79 140
(1 - 30 days) Fisherics 485 ! |
(5%) Food Processing 15,260 763
Health 10 |
Housing 819 41
Livestock and Poulry 11,601 80
Miscellaneous 41,549 L
Rural trdkn: 3159520 17,975
Rural Transport 1,527 %
Sericulture 44 2
LUDP 9439 472
MELA 8326 416
Services 458 13
All Sub-Sectors 460,139 13,007
Agriculture 7822 1,564
Substandard |Contage industry 5.697 1139
(31 - 180 days) Fisheries 1,280 136
Llﬁl Food Processing 36,620 734
Heahth 13 7
Housing 1514 s0%




Loan Classification Ontszanding Amount of
|Aging of Arrears Sub-Sector Amount Provisions
& % Provisions Taka Taka
Livestock and Poultry 21.530 4,306
Miscellancous S1.80 10379
[Rura! trading 544,364 108.874
[Rural Transpont 2384 a7
Sersculiune 9 9
|uDP 19418 3884
[MELA 19,352 3,870
Services 836 171
All Seb-Secton TI3 A5 141,771
Agrcatuee 306 1600
Doubtfisl [Cottage Indusary 64 573
lqllt - 350 days) F sheries m 170
(T5%) Food Processing 11,156 1,367
Health 1 i
Housing 2.924 2,193
Livestock and Poultry 15,382 11.537
Miscellangous 1654 2741
Rural wrading 104836 626
Rural Transport 388 o]
Senculture 4 3
BUP 2,213 1659
MELA 6,385 4,789
Services 169 127
Al Sub-Sectors 149 49% 115124
15345 15,345
o g.'.:_, o s
|<nwr 350 days) sheres 9,350 9350
(100%) 'm 27434 27434
Health 2 382
- - e
and Poultry 35,606 15 606
Miscellaneous 20684 29454
Rural trading 151672 151,672
Rural Transport 1,388 1.586
Sericulture 268 265
Bup 15,248 15,248
MELA 19811 19811
Services 1,412 AR
M Sub-Sectors 333,485 333488
Tatal 14,491 539 THM




Appendix A-3

Statement of Renegotiated Loans
Program Component or Rencpotiated Loans
Sub-Sector Amount (Taka000) | % of Total
Programme Component
Ruril microcredit bormowers 310,089 T42%
Lirban microcredit bormmowers 12,620 31.0%
Hard core poor Bomowers T1.173 18.5%
Microentreprencuers borrowers 17,925 43%
ALl Borrowers 417,807 100.0%
Sub-Sectors
Na'l_,pthlnn 1641 1.1
Cottage Industry 1,563 0.4%
Fisheries 328 0.1%
[Food Processing 11.342 27%
Health 2% 0%
Housing 339 0.1%
Livestock and Pouliry 6ATY 16%
Miscellaneous 61,983 14.58%
|Rural Trading 294,369 70.5%)
|Rural Transport 1.258 0 3%
Sencullure 20 0.0%
Ubf 12,620 3.0%
MELA 18,579 4.4%
Services 258 0.1%|
All Sub-Sectors 417,807 100.0%

K}



App=ndix A4

Statement of Loan Concentration
| Geographical, Sub-Sectoral and Loans (Net of Provisions)
Single Loan Concentration Amount (Taka000) | % of Total
Name of [Hstricts
I. B.Baria 243 698 | B%
2 Bagerhat 169.875 1.2%
3. Bandarban 23,612 0 2%
4. Bargusna 87010 0.6%
5. Barishal 334,780 24%
6. Bhola 95 845 0.7
T, Bo;n 410,571 3.0%
& CN Gonj 147,728 1.1%
9. Chandpur 381,608 218%
10. Chitiagong 376,828 217T%
11. Chuadanga 122,581 0.9%
12. Comilla 563,061 4.1%
13. Cox's Bazar 140,451 1.0
14. Dhaia 423 98K 11%
15. Dinsjpur 320,207 23%
16. Fandpur 375,144 27%
17. Feni 1363547 1.0%
18 Gaibandha 0323 2%
19. Gazipur 205,043 1.5%}
20. Gopaigoaj 209,535 1.5%
21. Hobigonj 151,044 L1%
22. Jamalpuar 180 340 13%
23. Jessore 135,266 24%
24. Jhalokkati 104264 0 %%
25, Ihenaidsh 294,213 1%
26. Joypurhat 135,526 1.0%
27. Khagrachhari 68,419 0.5%
28. Khulna 249 561 1.8%
29, Kishoregon) 169 499 20%
30. Kurigram » 140,081 1.O%
31. Kusthia 237,744 1.7%
32, Lalmonirhat 151,643 1.1%)|
33 Laxmipur 88185 0.6%
34 Madaripus 144,512 1%
35. Magura 138,057 1%
36 Hulkg:m; 362,230 1.6%
37 Meherpur 122.582 0 9%
18 Moulavi Bagzar 197317 1A%
39. Munshigonj 143,934 1.0%
40 Mymenshing 333,944 24%
41. Narayangonj 160,973 12%)]
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Geographical, Sub-Sectorz] and B Loans {(Net of Provisions)
m&lmfnmuﬂinn Amounl (Taka' 000) % of Total

42 Narshingdi 330,734 24%)
43, N 137 968 1%
44, Nawgaon 274,694 207
45. Netrokona 177,813 L%
|46, Nilphamary 144,93] L1%
AT, Moakhali 158,172 L. 2%
48 Norail 109,070 05%
49, Pabna 381,792 28%
50, Panchagar 125332 0.9%
51. Pagakhali 100,392 0.7%
52. Pirojpar 125211 0.9%
53. Rajbari 194,708 1.4%
S4_Rajshahi 312,678 2 3%
55, Rangamati 23613 0.2%
56. Rangpur 321,281 23%]
57. Sharistpur 113,589 0.8%
38. Shatkhira 207,727 1.5%
59 Sherpur 200,890 1.5%
60. Sirajgonj 266,554 L5%|
61. Sunamgonj 159513 1.2%)]
162, Sylhet 215,650 1.6%
63, Tangail 373,369 27%
b4 Thakurgaon 118,533 0.5%
Al Districts 13,751 805 1040.0%
Sub-Sectors

| Agriculture 133354 L%
Cottage Industry 47,149 0.3%
Fisheries 9879 0.1%
Food Processing 334,951 2.4%)
Health T46 0.0%|
Hoasing 12,127 0.1%)
Livestock and Poultry 1968158 4%
Miscellancous 1,658,815 12. 1%
Rural trading 8287895 60 3%
Rural Transport 35453 03
Serculiune 637 0.0%,
UDP $19,485 18%
MELA 2,406 848 17.5%
Services 7,728 0.1%
All Sub-Sectars 13,751.805 100,0%
Loans Exceeding 10% of Capital Fund N.A NA
|[Enumerate Large Loars. if any] N.A NA
[Total of All Large Loans N.A NA




Appendix A-S

Analysis of Entire Loan Portfolio
Information Obtained from Interviews Applicability m Sample so:
No. of Bormwers |$infﬂwmm
Borrowers with loans from other creditors N/A N/A
Creditors cited as having extended other loan|s) N/A N/A
Avernge amount of loans from other creditors N/A NA
Purpose of loans from other creditors MNIA NiA
Reasams for wreears
Reduced income 8 1.19%
Fluctuating income 12 L.78%
Burdensome paviments L 1.34%
Multiple loans o 0.00%
Drop-outs of members 5 0.74%
Hurtals i3 1.93%
Floods 39 iM%
Others (Reloctant) 5 0.74%
Bormowers” assesment after availing of loan
Poorer 42 6.213%
Improved incomes 632 93.7T%
No. of Borrowers in Total Loan Sample 674 N/A
Analvsis of Findings:
|Particulars | NoofBomowerss | Comments
Current loan - No arrears 583 Improved incomes
Loans with | - 30 days past duc 2 Improved incomes
Loans with 31 - 180 days past due 7 Improved incomes/poorer
Loans with 181 - 350 dews past duc 17 Improved incomes‘poorer
Loans over 350 days past duc 15 Improved incomes/poorer

674




Appendin A-&

Analysis of Non-Performing Loans
Information Obtained from Interviews Applicability in Sampie w0
No, of Borrowers %% of Bormowers
| Borrowers with loans from other creditors NiA N/A
Creditors ciled as having extended other loan(s) N/A NIA
Average amount of loans from other creditors N/A N/A
Purposes of loans from other creditors N/A NIA
Reasons fior arrears
5 33.35%
2 =
7 16.6T%|
| 66T
T 16.6T%|
8 33.33%
15 NA




Appendix A-7

Sampling Methods for Loans and Deposits

BRAC has loans extended to and deposits taken from over four million borrowers and
depositors. Tt would not be feasible or practical for us to audit all of the loans or even a large
percentage of loans, given the large numbers involved. The loan and deposit population
involves relatively insignificant individual loans and a fair degree of homogeneity. Therefore,
the loans and deposits have common product and control characteristics. We have formulated
a sampling method for choosing the loans and deposits, in a manner acceptable 10 BRAC
management. The samples are reasonable to achicve the audit objectives. At the same time,
we have given due recognition to the (a) geographic distribution and (b) grouping of micro
credits for: (i) the mainstream rural poor; (ii) the urban poor; (iii) the hard core poor; and (iv)
micro entreprencurs. In addition, we have developed a sample of non-performing loans to
determine (a) delinquency pattemns by component and sub-sector, and (b) proximate and
fundamental reasons for the rise in delinquencies. In developing the sampling method we
have ensured that every item in the population has a known chance of selection, e.g. the use
of statistically — valid random sampling.




