






































































































































































































































Appendix 2: BRAC's Write-Up on it's response to Shorebank's 1998 Financial Review Recommendations

e
e ey el
! et

Comments ]

‘Icttur rngrams e

p BRAC should sct new targets for its sector
program coverage, which svstematically
underestimate achievement,

p An extensive evaluation of BRAC s senculture
program should stant for identifving the reasons
behind the delinguency and also knowing the impact
of sericulture on its borrowers,

p RDP has reviewed its targets of sectors and sets
up a new activity wise target for service charge of
Sectors.

p RDP will make a request to BRAC to monitoring
department undertake such kind of study

p It has started from 1999.

p Monitoring department
will undertake this study in
later of 2000,

Loan Portfolio:

p For adentifying the reason of delinquency a study
should be revealed an Asheries and serculture,

p Percentage of total portfolio outstanding on rural
trading and food processing should be more and
accurate categorized,

p The reason of delinquency of fishery sector is due to
seasonal offect and sericulture is because of technical
problems,

p It will be very difficult to break down rural trade and
food processing into more categories. Because under
rural trading all sorts of small business and services are

included. Again food processing include paddy husking,

puffed paddy, pulse husking, oil processing ete, which
takes more time and more complicated to maintain,

p Special monitoring will be |
conducted for identifving
the reasons.

p BRAC should put all NIBL into 100 weeks missed
payments and write-of T all NIBL and all iwo yvears past
e (it most 3 vears),

Generally BRAC put past due amount after 104 weeks into
NIBL, Again, all NIBL are in this position for one year then
its write-off,

p In November 1999 BRAC
has written ofT all NTBL loans,
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Loan Loss Reserve:

p Branches require making a one page summary
statement for loan loss reserve on a quarterly basis to
reconcile it with balance sheet.

p Branch should reserve the amount which theyv need
rather 2% fat on disbursement.

p Including MELA pragram a loan logs provision
should be charged 4% on disbursement.

f All loan that over three vears past due and NIBL
should be written off formally from the balance
sheet.

p When branch will computerized this kind of statement
will be taken.

p RDP is more interested to charge 2% flat on
disbursement globally as it has to maintain outreach
focusing in the organization that may be economically
potential or less potential. After the flood, RDP started
to charge 3% flat on disbursement but after few months
significant improvement have shown in the repayment
rate (from APO Report), it continues to charge 2%.

p The rate that charge on disbursement, as loan loss
provision including MELA will be reviewed.

p BRAC already has started written off loan that over
three vear past due and NIBL from the balance sheet,

p It has done once in a year,

p Different product with different pricing and
maturity should be introduced.

p A head office savings manager is needed in each
region that will be dedicated to savings mobilization

p BRAC (RDP) now introduces four different products
(security savings, current savings, long-term savings &
fixed savings), which are in different maturity at
different interest rate.

p BRAC recruited one senior regional manager transfer
1o head office and assigned him 10 ook after different
product, He is reportable to PC (RDP), Besides, one

p This will be started
from January 2000,

p This will be started from
January 2000,
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¢ Individual Jevel and branch leve) savings data
needs to be collected and analyvzed the same
dedication that disbursement and outstanding are
tracked.

p BRAC should develop a data base svstem for
savings pattern that forecast its fund requirement
that is the need for liquidity at the branch level.

p New branch rating svstem should include a
savings measure (e.g. savings-outstanding ratio and
savings mobilization per PO (ODCO)Y),

p Current account savings product should continue
to be marketed until additional products are
develaped.

p Branch managers arc foreed to allow members to
withdraw freely within the proper guideline.

program orgamizer (savings) is assigned to mobifize
savings in each region.

p MIS always provide branch wise savings performance
on a regular basis.

p BRAC starts continaally comptiterized information
system in branch level, which will provide a clear data
on saving and fund requirements. RDP also use a
format to praject fund requirement in a month basis.

p BRAC did rating of different branch in ad hoc basis.
But now this is not doing regularly. BRAC needs an
external consultant to develop branch-rating svstem.

p Current savings has modified and make it customer
friendly,

p A new guideline has been formulated for the
members” savings withdrawal,

p This has started from
1999,

p The financial
management team will
develop branch rating by
2000,

it This will be started fram
January 2000,

Management of Branch Operations:

p BRAC should begin a multivariate analvsis of
branch performance and within several vears
develop a svstem of branch categorization that is not
based solely on the age of the branch but other more
revealing vanables,

p BRAC not only measure branch performance on the
basis of age of the branch and also analvze
disbursement, savings mobilization, outstanding,
delinguency.

P BRAC will start it from
2001,
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Sector Program Charge Recovery:

p A sound MIS tracking svstem is necessary for
BRAC to improve its service charge realizations as
well as to be able to cut costs where fieasible.

pBRAC should set up a tight collection system.
which members know inflexible.

p The past due should be tracked over time as per
APO maodel (e.g. O weeks, 14 weeks ete.)

p The performance of seetor stafl should be based
on percentage on on-fime collections ag well as on
the quality of past dues.

p Already RDP MIS provide regular service charge and
cost recovery' information to management.

p Service charge collection system has been
strengthening. Here PO (EIG) continually follows up
and PO (ODCO) mvolved in collecting this service

charge.

p It will be possible when all branches will come ynder
computerization.

p BRAC will consider this but it will be possible
when BRAC s every branch will be fully
computerized.

p Branch staff should revise activity targets for
sector on i quarterly basis,

p BRAC should concern about the services that add
value of the members,

L

p Both branch staff and sector staff will invelive in
revising activity target,

p BRAC alwavs concern to increase borrowers’
productivity and income level that help them to improve
financial and social status,

p This wilh be started from
January 2000,
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Appendix 3: Notes on Liquidity Management ™

How to measure liquidity?

A MFI can use historic data from the balance sheet, but liguidity management should be
mostly forward looking. One cannot be sure that an MFI will be able to cover all cash
outflows on a specific day in the future simply by observing a 10% liquid asset to total
deposit ratio. Assurance of future liquidity can only be achieved by deriving detailed
estimates of the size and timing of future cash inflows and outflows.

To do these estimates, the MFI manager must take into account the strategic plan together
with the MFI's operational plans and short-term action plans developed by the operating
divisions and assess their impact on liquidity. At the big picture level of strategic
planning, it makes sense to represent the liquidity condition by a margin of safety rule or
a target value for a particular hiquidity ratio.

At the operational level, all plans should be evaluated in terms of their cash flow
implications. Liquidity is an important consideration in deciding from which source
(equity, deposits, loans, bonds etc) and under what terms this funding should be procured.

Certain balance sheet indicators and ratios are helpful to generate general operating rules
as well as for a higher level of planning Ratios give a quick indication of the overall
liquidity position of the MFL. They are also useful for comparing liquidity between
different institutions or to calculate the liquidity average for an industry.

Sugeested Liquidity Measurement Recommendations for MFls

It is useful to distinguish three basic scenarios that will help determine the choice of
liquidity indicators,

Scenario 1: Small Micro-Lending Institution. The typical MFI fitting this scenario is
small with limited professional staff, mavbe even entirely volunteer-based, makes only
micro-loans and generally has no voluntary savings business. Here, the basic cash
position indicator would be the most useful ratio.

Cash Position Indicator = S50 @ deposits duc from banks
Total assets

Since this type of institution does not have access to short-term commercial funding and
does not invest in the short-term money market, the more sophisticated ratios covering
purchased funds and investment balances do not apply. Once such a small micro-lender

does begin mobilizing voluntary deposits, it would be advisable to also track the tosal
depuosit ratio and the reserve ratio.
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Uash and deposiis due from banks
Total dssets
(Cash assets
Customer deposils

Total Deposit Ratio =

Reserve Ratio =

Scenario 2: Mid-Size MFL. An MFI in this category is characterized by a professional
organization, by a sophisticated loan operation and by significant deposit mobilization.
Mid-size MFls should look at the above cash position indicator, total deposit ratio and
the reserve ratio. As a refinement, one may consider using the core deposit ratio instead
of the total deposit ratio. Theose mid-size MFIs that are actively using or are beginning to
develop commercial short-term funding opportunities should also look at the purchased
funds ratio.

Core Deposit = Core deposits
Total assets

Shortdenm bomosings md prochised fimds
Total gsets

Purchased Funds Ratio =

Scenario 3: Large Full-Service MFL The typical MFI in this scenario has highly
developed voluntary savings operations, regularly draws on commercial funding sources
and uses sophisticated short-term investments to store liquidity, Such an MFI would find
it worthwhile studying all the above liquidity ratios plus the loan-fo-deposit ratio, the .
capacity ratio and the net non-core funding dependence.

Laan to Deposit Ratio = — o0oams _
Total deposits
The Capacity Ratio = 1020
Total assets

The Net Non-Core Funding Dependence =mm:‘?mmmmm
lows

Liquidity Ratios - Quick Reference Table ™

Namg

Currcilt Curment assets Primarily used by non-banks. Not recommended for

Ratio Current liabilitics MFis because current assels includes liquid assets
plus shori-term loans (o customers. In other words. it
combines the liquidity safety stock with the maost
imporiant use 6f Hguidity (ie. the loan portfolio since
most MFIs lend predominantly shoriterm).™ 1o
fact. an MFI thit hias not made a single loan and
holds all corrent assets in vault cash would have the
same curment miio as an MFI that is completely
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Cash
Position
Indicator

Capacity
Baiio

Toial

Deposit
Rato

Purchased
Funds Ratio

Core Deposit
Ratio

Loan-lo-
Depasit
Ratio

Met Non-
Core
Funding
Dependence

Cash and deposits due from banks

Trdal asseta

‘Met loans
Tatal assets

Cash and diposits due from baiks

Total ussels

loancd up with shont-lerm foans.

Astot liguidity megsure.  Measures ability to mest
immediate cash needs from cash and demand deposits
heid from other banks, Na gimple oyle for what the
indicator shonld be. Look at trends and asking
guestions a5 to why it is higher or lower than
expected is eritical.

Asset liquidity measvre. Mirror inage to the'cash
position: a negative liquidity ratio. Indicates the
extent 1o which the bank 15 loaned up. Net loans are
total loans minus aceimulated loss allowanee for bad
loans. If ratic is.closer to 1, MFI liquidity risk is
higher. Always < leven 1fno liguidity because of
fixed assels.

Liabthty measure showing ME1's capacity for
borrowing cash assets. Deposils are considered a
stable source of funding, High ratio means Tower
liquidity risk. A potential lender to an MFI logks at
loan perfonmance, eapital base and the composition
of the outstanding deposits and liabilities: Generally
easier to raise deby i the ME hag o larps stable
deposil base and does not already have most of its
business financed by short-lerm commercial
borrowings or so-called purchased funds. ™ A low
deposil ratio should be interproied with Qi purchassd
funds mtio.

Sest-ermboronings s pachead fimds Biability mitio. The complementary negative

Todl dseats

Core deposils
Total assels

Net loans

Total deposiis

Moo Iobilitics - Shomdonninoshens

liquidity measure to the total deposit ratio. High
purcliased funds ratio means high liquidity sk
because it is “hot money” which is very sensitive
1o interest rates. This mioney. is the hrst to doy up
durng financially difficult periods.

Liahilily mtio. Refinement to the total deposit ratio.
Considers only the stable base of deposits. The base
line of core deposits below which, in all likelihood,
the actual deposil level will never fall. Higher ratio
means lower ligadity risk.

Combined A/L rtio. Hich loan-to-deposit ratio
means low liguidity and higher liquidity risk. Relates
use of ligmdiiy (loans) Lo pnimary sonrce of stable
funds (deposits), Low ratio means bank hias
additional liquidity to grant nesw loans {not our gf
large purchascd lisbilities). ™

Combined A/Q measure. Indicates how
dependent a bank is'on volatile sowrces to fund its

bt losns

non-liquid earing assets (loans). Hieh net non-
core funding depetidence means high liquidite

nsk. Non-core liabilities are defined as volatile
deposits, purchased funds and other interest rate
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Resene
Ratio

Liquidity

Ratio

Cash assets

Customer deposils

Cash plus expected cash inflows

Anticipated cash cutflows

short term bormowings. One does not have to
worry about the volatility of non-core liabilities in
as far as they are offset by relatively liquid short-
term investments, So here we are coniparing the
part that 1s not offset 1o net loans,

Not mn:mnim used in commercial banks. MFIs like
because they i o
ELtal‘_ It helps answer the question: How much
cash should the MFI hold against savings deposits.
Could argoe that numerator should be all highly
liquid asscts Note: minimum regulated reserve
requircments are a lax on deposits and should be
subtracted. not added, from lquidity.

Dynamic, forward-looking ratio. Limited use in
practice because 1 cannot be caleulated from the
balance shest. The MFI needs the entire rigor of
detailed cashflow planning. Even then its usefulness
is limited. The superior indicator is the cumulathve
daily cash balance. which must stay positive over the
entire planning horizon
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Appendix 4: Ratios Index: Micro Banking Bulletin

RATIO DEFINITION

OUTREACH INDICATORS

TOTAL ASSETS U3 doliars

NUMBER BRANCH OFFICES Mmmber

NUMBER STAFF Mumber

PERCENT LOAN CLIENTS WOMEN,  Percentage

PROFITARILITY =

UNADJUSTED RETURM ON ASSETS
ADIUSTED RETURN OM ASSETS
ADJUSTED RETURN ON EQUITY
OPERATIONAL SELF-SUFFICIENCY
FINANCIAL SELF-SUFFICIENCY
PROFIT MARGIN

et speraling incoma’ave tolal asses

Adjusted netoperating incomelave total assets
Adjusted pet operating income/ave equity

Operaiine meome f operating expense

Adjusted operating micome [ adjusted pperating expense
Auljusted ot operating ncame ( operating Tocome

INCOME & EXPENSES _

ASSET UTILIZATION CIperating mcomefave total assets z
OPERATING EXPENSE Adiusted operating expensefavg total assets
INTEREST MARGIN Adjusted niet interest marginfave total assets
INTEREST EXPENSE Tinterest exponsefavy lolal assets

ADJUSTMENT EXPENSE Adjustment expense/ava total ussets

LOAH LOSS PROVISION EXPENSE
SALARY EXPENSE - ASSETS
SALARY EXPENSE - PORTFOLIO
SALARY EXPENSE - PORTFOLIO)
OTHER ADMIN EXPENSE - ASSETS
OTHER ADMIN EXP. - FORTEOLIO
TOTAL ADMDN EXPENSE
PORTFOLIO YIELD

SALARY STRUCTURE
PHYSICALSTAFF PRODUCTIVITY

Lo lozs provision expensafavg tota) assels

Stalf expensefave tofal assets

Staff expense { avp Toan portfolio

Staff expensa | total Joan portfolio

Ciher pdrninistralive expenses [ ave lotal assels

Qe administrative expense S ave nun partfolia

Total administrative expense /avg loan portfolio

Total nterest and fee income from porifolio’/ sve loan portfolio
Ave stalf salary / GNF per capita

No. of loan clients per staff member

FORTFOLIO INDICATORS

PORTFOLIO AT RISK = 90 DAYS
TOTAL LOAN PORTFOLIO

AV(; LOAN BALANCE

ANVG LOAN BALANCE /GNP per capita
NO. OF ACTIVE CLIENTS

Outstanding balance loams overdue = 901 (duvafave oan portiolio
LB dollars

Toial laan penfolio active chients (173 dollors)

Percentaze

Rlmioer

CAPITAL & LIABILITY STRUCTURE

“MARKET BASED FUNDING
EQUITY MULTIPLIER

All liahitities with “market” price ava loan portfolio
Ave total asseis fave total equily
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Appendix 5: Initial Delinquent Portfolio Review and Analysis

The following data, tables and charts are from an initial analysis of the 630,000 loans that
were delinquent as of December 31, 1999. This information is inadequate to explain
increased portfolio delinquency. More analysis and borrower surveys are necessary.

Mis
Code

DRI Se~NIO A -

14
15
16
17
18
19
22
23
25
H
3az
as

LY
40
61
62
63
g4

65
70
71
73
Bg

Scheme Description

All Types Of Agriculture Development Programme
Other Than Desp Tubewell (Imigation)

Boar Lease/Rent/Operation

All Type Of Fishcullure Programme

Poultry, Birds, Duck Related Programme

Goat, Sheep And Pig Related Programme

Cow, Horse, Bufialo Drought Animal Programme
All Types Of Sericulture Programme

Weaving, Dying And Printing Related Programme
Small And Cotiage Industry Related Programme
Service Related Programme

Rural Transport Programme (Manual)

Rural Transpori Programme (Mechanicaf)

Small And Rural Trading

All Types Of MNoed Processing Related Programme
All Types Of Health Related Programme

All Types Of Miscellaneous

Poultry Mutrition

Poultry Workers

EBeef Fatlener

SLDP Check Rearing Unit

SLDP Poullry Rearing (Key Rearer)

SLDP Model Rearer

SLDOP Poultry And Duck Hatchery

SLDP Gpat Rearer

Miscellansous {Codes 40-60)

IGVGDP Poultry And Pullet Rearing

IGVGDP Chick Rearing

IGVGDP Model Rearer

IGVGDP Caltle Rearer

IGVGDF Goat Rearer

IGVGDP \egetable Cultivation

IGVGDP Grocery Shop

IGVGDP Restaurant

IGVGDP Others

All Types Of Housing

% Loans in % Loans in

Delinquent
Portfolio

6.77%
0.05%
0.49%
463%
2.24%
0.70%
3.15%
0.13%
0.03%
0.84%
0.23%
1.10%
0.05%
38.27%
9.44%
0.21%
0.25%
0.35%
0.01%
0.02%
0.16%
2.83%
0.22%
0.03%
0.10%
0.18%
473%
0.34%
0.06%
1.67%
0.44%
0.80%
0,06%
0.02%
13.06%
6.28%

Total

Portiolio

7.81%
0.03%
0.28%
5.23%
2.09%
0.95%
3.06%
0.18%
0.03%
0.42%
0.43%
1.03%
0.03%
44 53%
7.94%
0.35%
0.28%
0.75%
0.04%
0.06%
0.07%
3.22%
0.07%
0.02%
0.05%
2.76%
3.62%
0.13%
0.03%
0.83%
0.23%
0.71%
0.08%
0.03%
10.58%
2.03%

Difference

-1.03%
0.02%
0.22%
-0.60%
0.15%
-0.25%
0.09%
-0.04%
0.00%
0.42%
-0.20%
0.07T%
0.02%
6. 26%
1.51%
-0.14%
-0.033%
-0.40%
-0.03%
-0.04%
0.09%
-0.38%
0.15%
0.01%
0.05%
-2.58%
1.11%
0.21%
0.03%
0.85%
0.22%
D.09%
-0.02%
-0.01%
2.48%
4.25%
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