


































































































































It is und.!'rstood that 
present .BRAC witb new 
will nol We tliat'ti 
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7.6 Briefly review status and progress in the I..Jrban Lending Program 

Th~ Urban Lending Program is not an RDP funded program In 1996, BRAC took a 
dwsion to extend its poverty alleviataon program to urban are~ with the intention of 
making an impact on urban poverty among squatters. The program, started earlier this 
year, has 18,000 members i11 I 0 branches By December 1997, the program will have 
around 20.000 members and the with a credit portfolio of around I ,000 loans will be 
made T11e intelllion is to grow the program slowly as BRAC acaumulates expertise in 
urban lending. The budget allocated to the urban program from BRAC Own Funds is srill 
very small. Expendi ture is around Tk400,000 - TkSOO,OOO per month . 

. The urban program has been modeled on BRAC's highly successful rural program (e.g. up 
to 40 members rnade up of groups of l:ive comprise the urban organization (UO), first Loan 
ma ... imum is Tk 4.000, meetings are ba-weekly. 1 PA will serve a maximum of500 
members etc.). Precautions have been tal,en to minimize lhe risk of"member flight" 
'' hach often plagues urban lending programs (e.E- members should have lived tn Dhaka for 
a length oftime etc.) BR!\C Is also coordinating more closely with government to ensure 
thaa it lends to squatter settlements which are "permanent" in nature. ralher than being 
subject tO tbrced removals 

One notable difference between the two programs is that UO members are required to 
deposit double the amount into their savings account {i e Tk 40 per month) We think 
that the risk of l~nding to urban borrowers is likely to be higher, and that the required 
sa~ings will both be an early warning of member discipline probl~m£. as well as ser.ing as 
collateral 

It is far too early to evaluate the urban development and we agree with BRAC's approach 
of treading carefully as it fe~ls its Wll}' in this new market. There will be many questions to 
answer Some examples which head-office staff are probably already toying wath are the 
following 

• What probll!m does BRAC wam to fix and how can BRAC maximize its i.tnpac.t'l 
• Who is the c.:ompeution and how large 1s the market? 
• What kinds of impacts does lending to different sectors have on employment and 

income levels? 
• Is there a way to structure productive linkages between VO enterprises and UO 

enterprises (e.g, VO member markets product through UO vendors)? 
• Will UO members need larger loans because urban lancllabor and input costs ar~ 

hil!her? 
~ . 

• Will BRAC increase the saze of its collateral (i.e. the compulsory savi ng~ deposit) to 
insulate it from risks associated with lending to a more mobile, less cohesive 
population who have choaces as to who they lend from? What other measures can 
BRAC use t11 reduce potential delinquency? Will weekly payments or smaller UO 
sizes work better in urban areas? · 
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• How can B RAC ensure that the expertise in setting up credit management systems and 
its sktll at managing delinquency in its VO credit program (both at head-office and at 
the branch level) is catapulted into itS urban lending program? 

• Will BRAC tolerate a h1gher loan loss rate in urban areas than rural areas 

We recommend that BRAC carefully monirorthe results of its "learning by doing.'' but 
also advocate that tools (like the APO trackmg system) are set up immediately to assist 
staff in spotting problems. oppon:unities and trends early on 

7.7 Report on repayments to RCP by BRAC for the HO building 

BRAC borrowed Tk 150 million for the purposes ofbuJlding the BRAC Centre building 
As per the agreement, Tk 1 i million was repaid to RCP in June of 1997, leaving Tk 135 
million outstanding. The plan is to repay the loan with a payment oi"Tk IS million every 
six months. with the next Tk 15 million repayment scheduled for December 1997 

7.8 Comment on the revised budget for RDP IV. 

BR.AC 1s requesting 2.5% (Tk 55 MM) increase in donor funds to cover the gap between 
its e.xpected revenues and costs to the year 2.000. We think this dilfcrential is rehuively 
small. espeeially given thal BR.A..C never rook inflation (turrently running at 4% per year) 
into acc:ount when it did its projections. The land and building costs ofBRAC's area 
offices. for e.~nmph:. ro.e at a rate well above that Between 1995 and 1997 alone, land 
costs \.\.ent up over 30% and construction materials and costs increased by 40% 

The more relevant issue for consideration is how the revised budget IS allocated. and the 
potential impacts ol"any major changes from the original proposal The most strildng 
changes m the bud~et allocations are in the sector programs and in Capital Investment 

• The bud~et g<~p ofTk 46 million for Poultry and Livestock is to cover the costs of 
B RAC' s secnntl hatchery which has a production ca pac1ty five times larger than 
planned As discussed in our section on PSEs. we see this as a high leverage. 
wonhwhile investment which impacts on the poorest of the poor and which will help 
alleviate the duarth of day old chicks -the main constraint to the ~cwr's growth. 

• Sericultur~·s budget hnsbeen reduced by 8.72% (i.e. byTk 33 million) Given the 
constraints tt) this sector's growth (i.e. shortage efland for trees, DFL that is not 
sufficiently resistant to local temperature conditions and diseases). together with the 
!"act that till! sector IS profitable only after a government subsidy as well as a 
"donation" of land for trees. we believe tnat likelihood of success is limited However, 
we believe Blti\C should reserve its judgment until after tbe Sericulture Review team 
shares its vtrdict Meanwhile. we see no problem in BRAC shifting its funds into a 
sector (i.e. poultry) which very poor people often choose ro engage in. and where 
demand and h"Uccess Is proven. 
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• BltAC has reque~ued Tk 23 million to supply essential health care services to very 
poor women in its VGD program in 41 thanas that are nqt pan of'RDP. Although the 
tbanas arc not pan ofRDP. we see no coli.Rict of interest for donors who have always 
supported a focus on the very poor women who constitute VGD' s membership base. 

• Finally. BRAC has requested a 12.59% increase (i e. Tk 34,255) for capital 
investment This i~ necessary to purchase the land and to construct area offices in 95 
of its localiti~s which are op~rating out of make-shift buildings on leasedlanci The 
request for addiLional funds stems trom the sharp mcrease m both land and 
com;truction costs 

7.9 Review BRAG's implementation of recommendations made in the 1996 
Annual Financial Review Report 

Generally BRAC realizes itself when changes are needed to improve program 
perfomtance Well argued nnd grounded recommendations nu1de by any consultant on 
key areas are seriously considered_ We have pointed out BR.I\C's progress in many areas 
relatmg to recommendations made by the Financial Review Team througholllthis report 

We tind it encouraging that tluce cemral recommendations on relatively new areas for 
BRAC are b.:ing taken panicularly seriously (i.e flexible savings products and savings 
mobilizanon. skill building for branch mangers as a forerunner to greater devolution of 
respo11Sibility, and the inLroduclion of larger enterprise loans) 

Although head-office has acknowled~ed the importance of tracking service charge 
dellinqut!ncy il!,'llinst activity in the sectors rather than the target set so as not to 
underestimate the amount due, t.his (as well as the aging of service charges outStanding) 
has not bt!en implemented yet 
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8. Summary of Shorebank Recommendations 

1. Portfolio M.nnagement 
l.l. Credit PAs should focus on savings mobilization with the time now 

available by moving to bi-weekly meetings. 
1 2 To suppon good borrowers and economic growth. branch managers 

should be allowed to make more than one loan to exceptional borrowers. 
1 3 Read office needs to be clear on its policy of raising the loan ceiling. and 

educate branch managers m the specifics, as well as provide credit 
evaluation guidelines. 

1 4 Branch managers with very few past due loans and good borrowers should 
begin to allow longer rerm loans on a pilot basis. 

I 5 BRAC should design specific methods to closely monitor the impact of the 
shift to bi-weekly meetings on loan payments and savrngs 

1.6 The.fin1/ow/.\/::<: should be vigilantly tracked as an indicator that BRAC is 
reachtng very poor borrowers. 

2. Sector Progrnm 
2.1 BRAC needs to set new activity targets for its sector prog:rnms based on 

the amount invested in the programs vs. the impact on individual and 
community income (i e .. a return on investment concept). 

2 2. The poultry program should prioritize extremely pom borrowers to 
maximize impact of this sector on the very poor 

1 3 Additional pouhry hatcheries should be built in l999 and 2000 to meet 
demand in thts sector 

2 4 Scriculture should continue its Cl.lrrent mode of no serious expansion 
pending the proposed program and market evaluation. 

3. A PO. Lonn Loss Reserve und Delinquency M:magement 
J I Give11 rhe focus on these sectors. there should be an in-depth study or the 

business dynamics and possible delinquency problems in the following 
sectors: fisheries, sericulture and poultry/livestock. 

3.2 Both rural trading and food processing sectors need to spllt out into 
smaller and more revealingsub-sectOFS (especially rural trading at 50%) so 
tha1 it can be a more effucti-.e management tool Very small sectors can be 
combmed. Any business grouping that comprises more than I 0% ofTPO 
should be separately classi:fied to suppon concentration analysis. risk 
managemem. and the development of technical assistance programs. 

3 3 Housing loans should be made only a11er a formal review of the ponfolio 
and clear gUJdelines are created to describe under what circumstances 
housing loans should be made, if at nil , 

J 4. AJI N!BL loans should be put inm the I 00 weeks APO category 
3 5 Any loan that is qver three years pru;t due should be formally written off, 

but that should not preclude continuing collection elfons Collection efforts 
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.. 
need to be motivated and managed lly branch and regional management, 
not whether or not a loan is formally on the books or not. 

J 6 Regular VO PAs should be rotrued through a position of"work-out 
spectalist" so as to give as many PAs solid experience with loan collections 
and work-out situations. This is a lending skills development activity 

3 7 A one page reconciliation of the loan loss reserve needs to be created at the 
branch level every quarter. This will requite !he production of the branch 
level APO on a quarterly basis. a task which will be made easier when 
branches have computers 

3.8. Branches should contribute to their loan loss reserve based on their 
performance. rather than a flat 2o/o (which does not reward good 
performance), 

3.9. A loa:n loss reserve expense of 4% should be set aside for rhe MELA 
programme 

4. Savings Program 
4 1. Significant addittonal and much more formal research and market testing of 

ne'li savings products iS required, "1\.tistakes" in this area will have severe 
tmphcru•ons tbr BRAC's funding and liquidity situation An in·depth study 
of consumer and saver preferences needs to be made. 

-1 ,:2 Branch managers need to be directed to follow the current HO policy 
guidelines on savmgs wtLhdrawnls or the guidelines need to be changed 
The discontinuity between practice and g_uidelines is a issue that rteeds to 
be resolved 

4 3 Assuming a serious research program. a range of products with different 
pncmg and malllmics should be explored. Products should reflect 
consumer preferences. and incorporate issues of location. liquidity, 
safckeepmg and interest rate pricing 

4 -1 Customer and PA education on the benefits of saving st10uld be increased, 
and connected to BRAC's overall organizational and development 
strategies 

4 5 A more sophisticated system of savings tracklllg, management, and 
forecasting savinw; behavior needs to be developed to reflect the increasing 
importance of the savings programs to BRAC's financial heaiLh and 
development tmpact. Th1s needs to be tracked at the branch and regional 
levels. not just at the hearl office level. 

5. Branch Profit.1bility, Sector :md Operntions i\lanngement 
5 I. The current system or classifying branches year-wise is becoming less and 

le&s relevant as the branches mature and the non-age related differences and 
clusters become more signiticant. A formal research effort needs to 
e;o(plore different methods of categorizing branches based on type of 
lending, regional economy, risk and portfolio characteristics, membership 
behavior and status, sectoral focus, local demographic patterns, etc. While 
year-w1se categories may be remincd for more technical or historical 
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6. 

reporting reasons umil the end of the RDP TV plan period. a more powerful 
and revealing c:ategory system needs-co be develop!:d and made the primary 
measurement category. 

52. Fixed dates and tighterpaymentsystems for sector program payments must 
be adopted. PaSt due charges should be tracked, as with the APO syStem, 
at the branch leveL 

5.3 The p~rformance of sector staff should be based not only on percem of on
time coUections but also on quality (APO) of paSt dues. 

5-1. Branch stair should revise activicy targets on a quarterly basis in 
conJuncuon with the head office. The current targets for activity leve!s are 
too low and targets for cost recovery are too high 

5 S. Paymel)t systems for sector services should move increasingly to a "value 
added'' basis in which the member paysfor services they feel add value. 

5 6 Th1rteen specific technical and assumption changes are proposed for 
BRAC's financial model. See section 6.3 for specifics. 

5 7 Management at HO and regional levels should track not only-rhe total 
yearwise branch trends of the average of the five management ratios. but 
should also do a branch-wise trend distribution (as in section 5.2) to 
understand the distribution of branches across the management variables 
Branch average ratios are misleading, .in th!U they obscure the increasing 
dispersion of branch performance. Additional ratios needs to be explored 
that focus on economic and income impact 

Marlagement Systems :IJld Human Resources 
6 I A Training and Developme.nt section should be created that to·cuses 

specifically on econom1c development and business research as well as 
mill1aging. developing and providing specialized training to RDP/RCP 
employees ThiS needs tO be stall'ed with experienced staff from inside or 
outside BRAC that will have credibility with the tield staff and an 
understanding ofBRA.Cs strategi~; direction and the importance of human 
capital development. as well as the necessary technical skills. 

b 2 Branch managers sho1-tld be given training on how to grow and develop 
their staff effectively 

CJ J To increase the focus on branches as enterprises. Branch Managers should 
submit on a quarterly basis to the head office a report of key indicators 
(detail in Review) with explanation of any divergence from plan. Regional 
Managers should do the same on a consolidated basis. Head office should 
provide branch and regional managers with a standardiz.ed set of indicators 
to evaluate team il!1d individual pertormance 

6 <I A much deeper-and more detailed system of tfacking and rnanal,>ement of 
emplpyee skills. experiences and career growtb needs to be developed · 
To increase its leverage and economic development impact, BRAC should 
integrate its PSEs and Sector progrnms under one program head for each 
sectiol\ For example. one person should head up everything to do with 



sericulture The programs within this portfolio. bowevtlr. should still be 
tracked separately for financutl and development impact reasons. 

6 S. Reportmg on financial and other key indicators needs improvement in the 
PSEs to allow managers ro better analyze their performance. This should 
be done in the field at the PSE.Ievcl. 

6 6. We recommend the creauon of a BRAC RDPfRCP Execuuve level 
"Growth Management Workgroup·· that can focus on the issues and tasks 
necessary to resolve as BRAC cominues its rapid growth This group 
would focus on internal, operations and management issues, not external 
Strategic develop{Tlent issues 

7. Other Donor Concerns 
7 l \Ve support the computerization process, and encourage a special focus on 

the non-hardware training and management systems implications ofthis 
project. 

7 2 We recommend the approval of the Organized Seed Production Project. 
7.3 To create an elionomic impact that justLfies the nsk and the program. we 

recommend that the MEL.A program focus exclusively on value-Added, 
productive sector businesses that sell to a customer base outside of the 
community. and not lend to local service and retail businesses. 

7.4. MELA should coordinate with the YO program to support wage 
employment opporttmities created by MELA borrowers. 

7.5, l\'IELA must design a separate set of lending instruments, management 
gULdelines·. training programs and analytical tools that are aimed at this 
program. The l\IELA programme cannot be managed as a "Big YO loan" 
programme. This will require training of existing staff and the h1ring of 
new staff !Tom outside ofBRAC that has strong entrepreneurial 
backgrounds 

7 6 We recommend the approval of the modified RDP budget 



Appendices 

Appendix L 

Disrributiqn of NIBL Across Sedor$ for June 1996 nnd J une 1997 
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Service.' j)lt~l ~;;; ' .. ,!'()•r. 1~1(1 "'''"'' "'"'!£?.'% 0% 
Rur~H Tr:tu!o!Jlnrt S% ·j' d"tlJl3% J% 'i1fi¥i*4*M1lrti'Yo 3% 
Ruml l'r,ullu:: .lJ.% j! :~if~!" l% ,. 1'!11 SO'% 
F'uoU Proc:c:....:~in~ ~~·v.. . ":-;;_,;s ,,lf,Q'l-, 1% '-:· .. ,.:;., . . ·ii: '!·~% l(,•y.,. 

lle:.llh o%, r11-'"ii::t·itW.: l% '-;;~"*'""~~""<-<:~~~,1'*• ll% 
1\1 i!'CC111tn~Uu~ -l%f """;' 100'\i% 3% ·'·'· ""~l;,., .. ~ l% 
Hml..,ill-'.:. 10% ,:. · ;ck <J% J~. ' . 10~ --' '}' .. 
All Scclllr\ ltll)%1 l 00";. 2% c;;;;,;;, ,.,;;-"• 4'¥< 10\l% 

·\ .:ompanson ~:~f column A llll~ B te\enls thnl the gre;\lest incr=e in NfBL occurred ln the fishenes 
= •ur II .:. •• X% ri5C) One n:.1son thai c.xpluius ll. pun. or the IRCrc;lSC Ill deh nqucncy nrc (he nood.~ in the 
•~roruJ lt;M of I 'NI> .._,,ather p;trual ,"phumtion 5tcms from l~nns th3t \\'arc substantially delinquent in 
I'N ' btu •«rc only placal onto the NIBL In 1997 Rurnl trrultn!: <:.<pcricntcd the second highest lncrC:ISe 
tit ' IBL ~~..! . 1 j u 11 Me) 

Column E tcll us the wotghung of e:Jclt s.:ctor as a p<:rcctu;~ge uflbc TPO. tf there is nny worscmng on the 
NlBL posmon of the he<~I'ICst ""'!~ltted sectors (I.e ngnculmrc. fishenes. livestoc;k. rural unding nnd food 
proccs:Hugl. 11 me:ms lhl\l tl1c <khuqucm:y problem •• nffccuny many borro11ers 111 these sectors. Thts 1s 
pan tctdarly true for the brgest scetors-(i.c. mml tmdJug and food pnx:cssmg) whtch expenenced a 
doubhnl' oflhatr propontons of11'0 Lhnt are tnndc up of non-Interest benrulg Jnans C••• Column C vs 
Colu11111 Dl Despite tile rclllu1ch low pcrcent::y:c of mml trnd.tng's portion ofNIBL relative to liS size. 
tb~ .1bsolute ""'"" ofUik3 in rurnJ trad.tng ot risk is SJgnwc:tnt b=usc of the sheer s1:ze of its portfolio 

Tltc pcrccntngc of:-IIBL loans ln fisheries u1rrensed dr:um1ucnlh. bc1ng su..,asscd onl)' by lrrignlion. 
Hou~mg ~ud S~ncuhurc \\lurll ate tdentlii<!Jins particul:trl~ lugh nsk =•ors NIBL tn the poultry nnd 
li\·cstod. por1 fQho also mcrca.-~ed 



>.t .• us esd~:lnge r.ue or~> Tnkn to th~ doll~r. total prutctpal OUtstandtog was uss 71A MM m June 
1\h) -

: DtstnbtnlOJI ofTPO muong sectors is discussed In depth lu the following Stttiou. 
' Sou= tnble preprued by Mnnager of ElO (Sector Progr.1ms) 
~ To the extent that the shoi'Ulge or <L1y • old chicks from the priv;ue sectons D dismbuuon problem only. 
BR.>.C cnnperhaps collSlder econosnic3Uy viable mecluuusms to help bndge the distribution Jl3P to rur:U 
:ueas 
'Th~ lo\\ er nsk m profile of rural 1radu1g loons nuty be rclntcd 10 th~ fuct lhot the cnpmll of borrowers ts 
fungJble und they are able ro depla~ their mont:) more e:151l)' towards market opporruruues thnJ. pre:sc:nt 
themsel\~ Rllr:tltrnders rcg11latly swttch between aati\lties such ns eggs. pouluy. ngncultuml produce 
and p~dd). 
• Dtscussed later m the APO annlySIS. 
· An even more sensniv" indicator of deduung borrow"r dtsCJpline :llld .PDtenljal repavmeru problems is 
wh~n borrowers begiu to neglecr to deposit 1l1eir compulsory weeklv saving~ at VO meet tugs. 
• Tho lows lntlle first half of 1\196 were a direct result or the pohucnl uphenvnlu> 1J1e country relmed 10 
the nurt-roopemilon period and nol reflective of nonnnl pcnods. For llus reason we have t!lso focused on 
trends s1ncc June 1995. 
' \;JBL Is dt£cussed more fi1Uy in the s..:tion below 

R;:-:lluull:n<LltillnS 011 .uldressiug delinquency on these two sectors was addressed earl.ier 
1 Oul) uld~r blanoh.:s wnh lnrge s::1vmgs :llllOuniS accumul:ul!d \\Cte selecled as Modd l candtd:u.es. 

"Bt·w•'tkl) VO mcctlugs now take pl3ce in many BRAC brnnches and are di:s<oussed in more detail under 
Portfolio Analysts. 
1' 5% or <ach loan disbursed Is deposiled into the VO member's 51lVlngs account. This cornponemls 
called cou1pulsory s8V1ngs. ln nddilion. BRAC n:quires lhlll borrowers save nn nmounl O<Jll!lllo Z% or 
thotr fi.r$1 10:111 request. 5"/,, Oflhelf second loan re(\\tcst, and 10% Of all further loan requests before loaos 
ore d<sburscd. 
,. SugjiCSIIons on types or lu!onnnuou lo grubcred arc bncny mentioned towards the end or tbe diSCUSSIOn 
on s:~vmgs. 

A pasiuvc real return mc:>ns '""' the retorm should be m lcnst equnlto tile tnte of lnnnuon. 
1
' \Vhcrc:ts. weekly savings deposits tire: long tCmt and allow BRAC hca.d-office to use Uuumouey for a 

ceruun period of time. no-one )'et kuows tilt dcposti :md \\1thdruwal pauem thnt will emerge from current 
ac::ount tlcposlts. h IS unponnnt.. therefore. that the moo tilly chnrtges to the scpnrnte sa~ings products nn: 
tracked scpamtely so t1Jn1 trends c ut be more =ily aJIIictpatcd_ 
1• TI1c ~% mtcn:st payment fro<ll the bmndu:s 10 the home offio: for loon funds is not mclttded m thJs pte 
dmn "-'<P"'"SI: analysts. 
" Co1uputcr 10ftware ltmllauons prevent anal~ sis of more tlutu 250 bmnohes nt a tun!!. so V""r I 
br.uochcs "~rc dropped. nnd an tde.nncnl percentage of branches frnm ench Year were removed lnmnl 
cx:uuuoatton suggests tlmt tins dtd 1101 cll>wgc tho resulls of the nlllllysts, 

' source tntcf\'tcws "uh sector st:Jff at hcnd·office 1111d m the field. 
,., BRAC •s tncrcasmg the stu or some o( Its' - non-VGD- branches through the setung up of sub-offices 
to c.\lcnd liS covemge to meet tl1e needs of very poor people 'vho (tte srilllmserved Scm or bmnch slllff 
t mannger and nccounumt) nrc uot duplicated and iotercstmcomc from new members covers Ute salanes of 
P.~ 
:> :.1 ~xuuum loan size guldcllues for bmnchcs nrc: tlmlo>n • n: -1,000; second lonu. Tk 6.000: Lhird 
loau • n.. lll.lllll) Two percem of 5nvings 1111151 be depo~tled for tht firs t l011n nnt15% for encb loan 
thereafter 
::The best denominator for perfontL'Ince indicators is a\cr;t~e tolalloons outstanding because BRAC's 
ponrollo COIIImues to grow rnp1dl~ . For c:Jsc m the Brnuch. month·e!ld ponfollo ouiSmnd.ittgs could be 
used lor li10il!hl\' rnuos. The wut for -At A Glance'' md<e:nors ts the PA because tltev are the core 
bt:111ch staff R~gtonnJ tnaongers mny lind 11 useful to calculate all of these rauos .. pe~ Branch- to allow 
bcn<r compansons among brnnch~s of vnrymg s1zes nnd .tucs ecc 
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