





































































































































































































7.6 E}ieﬂy review status and progress in the Urban Lending Program

The Urban Lending Program is not an RDP funded program. In 1996, BRAC took a
decision to extend its poverty alleviation program to urban areas with the intention of
making an impact on urban poverty among squatters. The program, started earlier this
year, has 18,000 members in 10 branches. By December 1997, the program will have
around 20,000 members and the with a credit portfolio of around 1,000 loans will be
made. The intention is to grow the program slowly as BRAC accumulates expertise in
urban lending. The budget allocated to the urban program from BRAC Own Funds is still
very small. Expenditure is around Tk400,000 - Tk500,000 per month.

. The urban program has been modeled on BRAC's highly successful rural program (e.g. up
to 40 members made up of groups of five comprise the urban organization (UQ); first loan
maximum is Tk 4.000, meetings are bi-weekly, 1 PA will serve a maximum of 500
members etc.), Precautions have been taken to minimize the risk of “member flight”
which often plagues urban lending programs (e.g2 members should have lived in Dhaka for
a lenzuth of time etc ) BRAC is also coordinating more closely with government to énsure

that it lends to squatter settlements which are “permanent” in nature, rather than being
subject 1o forced removals.

One notable difference between the two programs is that UO members are required to
deposit double the amount into their savings account (1.e. Tk 40 per month). We think
that the risk of lending to urban barrowers is likely to be higher, and that the required

savings will both be an early warning of member discipline problems, as well as serving as
collateral

It is far too early to evaluate the urban development and we agree with BRAC s approach
of treading carefully as it feels its way in this new market. There will be many questions to

answer. Some examples which head-office staff are probably already toying with are the
following

What problem does BRAC want to fix and how can BRAC maximize its umpact”?
e  Who is the competition and how large is the market?

What kinds of impacts does lending to different sectors have on employment and
income levels? - %

o Isthere a way to structure productive linkages between VO enterprises and UO
enterprises (e.g. VO member markets product through UO vendors)?

Will UQ members need larger loans because urban land, labor and input costs are

higher?

Will BRAC increase the size of its collateral (1.e. the compulsory savings deposit) to

insulate it from nisks associated with lending to a more mobile, less cohesive

population who have choices as to who they lend from? What other measures can

BRAC use to reduce potential delinguency? Will weekly payments or smaller UO
sizes work better in urban areas? '
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« How can BRAC ensure that the expertise in setting up credit management systems and
its skill 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 higher loan loss rate in urban areas than rural areas.

We recommend that BRAC carefully monitor the results of its "leaming by doing.” but
also advocate that tools (like the APO tracking system) are set up immediately to assist
staff in spotting problems, opportumties and trends early on

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

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

7.8 Comment on the revised budget for RDFP IV.

BRAC is requesting 2.5% (Tk 35 MM) increase in donor funds to cover the gap between
its expected revenues and costs to the year 2,000. We think this differential is relatively
small, especially given that BRAC never took inflation (currently running at 4% per year)
into account when it did its projections, The land and building costs of BRAC's area
offices, for example, rose at a rate well above that Between 1995 and 1997 alone, land
costs went up over 30% and construction materials and costs increased by 40%

The more relevant issue for consideration is how the revised budget 1s allocated, and the
potential impacts of any major changes from the original proposal. The most striking
changes in the budget allocations are in the sector programs and in Capital Investment

o The budget zap of Tk 46 million for Poultry and Livestock is to cover the costs of

BRAC s second hatchery which has a production capacity five times larger than

planned. As discussed in our section on PSEs, we see this as a high leverage,

worthwhile investment which impacts on the poorest of the poor and which will help
alleviate the dearth of day old chicks -- the main constraint to the sector’s growth.
ST ‘

* Sericulture's budget has been reduced by 8.72% (i.e. by Tk 33 million). Given the
constraints to this sector’s growth (i.e. shortage of land for trees, DFL that is not
sufficiently resistant to local temperature conditions and diseases), together with the
fact that the sector is profitable only after a government subsidy as well as a
“donation” ol land for trees, we believe that likelihood of success is limited However,
we believe BRAC should reserve its judgment until after the Sericulture Review team
shares its verdict. Meanwhile, we see no problem in BRAC shifting its funds into a

sector (i.e. poultry) which very poor people often choose to engage in, and where
demand and success is proven.
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= BRAC has requested Tk 23 million to supply essential health care services to very
poor women in its VGD program in 42 thanas that are not part of RDP. Although the
thanas are not part of RDP, we see no conflict of interest for donors who have always
supported a focus on the very poor women who constitute VGD's membership base.

e Finally, BRAC has requested a 12.59% increase (i.e. Tk 34,255) for capital
investment. This 15 necessary to purchase the land and to construct area offices in 95
of its localities which are operating out of make-shift buildings on leased land The

request for additional funds stems from the sharp increase in both land and
construction costs

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

Generally, BRAC realizes itself when changes are needed to improve program
performance. Well argued and grounded recommendations made by any consultant on
key areas are seriously considered. We have pointed out BRAC's progress in many areas
relating to recommendations made by the Financial Review Team throughout this report

We find it encouraging that three central recommendations on relatively new areas for

BRAC are being taken particularly seriously (i.e. flexible savings products and savings

mobilization, skill building for branch mangers as a forerunner to greater devolution of
responsibility, and the introduction of larger enterprise loans).

Although head-office has acknowledged the importance of tracking service charge
delinquency against activity in the sectors rather than the target set so as not to

underestimate the amount due, this (as well as the aging of service charzes outstanding)
has not been implemented yet.
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8. Summary of Shorebank Recommendations

1. Portfolio Management

11

1.2,

3

1.4

1.6

2. Sector
243

3.3,

34
35

Credit PAs should focus on savings mobilization with the time now
available by moving to bi-weekly meetings.

To support good borrowers and economic growth, branch managers
should be allowed to make more than one loan to exceptional borrowers.
Head office needs to be clear on its policy of raising the loan cetling, and
educate branch managers in the specifics, as well as provide credit
evaluation guidelines.

Branch managers with very few past due loans and good barrowers should
begin to allow longer term loans on a pilot basis.

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

The first loan size should be vigilantly tracked as an indicator that BRAC is
reaching very poor borrowers.

Program

BRAC needs to set new activity targets for its sector programs based on
the amount invested in the programs vs. the impact on individual and
community income (i .. a return on investment concept).

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

Additional poultry hatcheries should be built in 1999 and 2000 to mest
demand in this sector.

Sericulture should continue its current mode of no serious expansion
pending the proposed program and market evaluation.

APO, Loan Loss Reserve and Delinquency Management

Given the focus on these sectors, there should be an in-depth study of the
business dynamics and possible delinquency problems in the following
sectors: fisheries, sericulture and poultry/livestock.

Both rural trading and food processing sectors need to split out into
smaller and more revealing sub-sectors (especially rural trading at 50%) so
that it can be a more effective management tool. Very small sectors can be
combined. Any business grouping that comprises more than 10% of TPO
should be separately classified to suppor concentration analysis, risk
management., and the development of technical assistance programs.
Housing loans should be made only after a formal review of the portfolio

and clear guidelines are created to deseribe under what circumstances
housing leans should be made, if at all,

All NIBL loans should be put into the 100 weeks APO category
Any loan that is over three years past due should be formally written off,
but that should not preclude continuing collection efforts. Collection efforts
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need to be motivated and managed by branch and regional management,
not whether or not a loan is formally on the books or not,

Regular VO PAs should be rotated through a position of “work-out
specialist” so as to give as many PAs solid experience with loan collections
and work-out situations. This is a lending skills development activity.

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

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

A loan loss réserve expense of 4% should be set aside for the MELA
programme.

Savings Program

4.1.

4

Significant additional and much more formal research and market testing of
new savings products is required, “Mistakes” in this area will have severe
implications for BRAC s funding and liquidity situation. An in-depth study
of consumer and saver preferences needs to be made.

Branch managers need to be directed to follow the current HO policy
cuidelines on savings withdrawals or the guidelines need to be changed,
The discontinuity between practice and guidelines 15 a issue that needs to
be resolved

Assuming a serious research program, a range of products with different
pricing and maturities should be explored. Products should reflect
consumer preferences, and incorporate issues of location, liquidity,
safekeeping and interest rate pricing,

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

A more sophisticated system of savings tracking, management, and
forecasting savings behavior needs to be developed to reflect the increasing
importance of the savings programs to BRAC's financial health and

development impact. This needs to be tracked at the bmnch and regional
levels, not just at the head office level

Branch Profitability, Sector and Operations Management
T

The current system of classifying branches year-wise is becoming less and
less relevant as the branches mature and the non-age related differences and
clusters become more significant, A formal research effort needs to
explore different methods of categarizing branches based on type of
lending. regional economy, risk and porttolio characteristics, membership
behavior and status, sectoral focus, local demographic patterns, etc. While
year-wise categories may be retained for more technical or historical
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reporting reasons until the end of the RDP IV plan period, a more powerful
and revealing eatesory system needs to be developeéd and made the primary
measurement category.
52, Fixed dates and tighter payment systems for sector program payments must
be adopted. Past due charges should be tracked, as with the APO system,
at the branch level.
The performance of sector staff should be based not only on percent af on-
time collections but also on guality (APO) of past dues.
54  Branch staff should revise activity targets on a quarterly basis in
conjunction with the head office. The current targets for activity levels are
too low and targets for cost recovery are too high.
Payment systems for sector services should move increasingly to a “value
added” basis in which the member pays for services they feel add value
5.6.  Thirteen specific technical and assumption changes are proposed for
BRAC’s financial model. See section 6.3 for specifics.
Management at HO and regional levels should track not only-the 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 that they obscure the increasing
dispersion of branch performance. Additional ratios needs to be explored
that focus on economic and income impact.

L]
Led

S
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6. Management Systems and Human Resources
6.1, A Training and Development section should be created that focuses

specifically on economic development and business research as well as

marnaging, developing and providing specialized training to RDP/RCP

employees This needs to be staffed with expenienced stafl from inside or

outside BRAC that will have credibility with the field staff and an

understanding of BRAC's strategic direction and the importance of human

capital development, as well as the necessary technical skills.

Branch managers should be given training on how to grow and develop

their staff effectively.

6.3, To increase the focus on branches as enterprises, Branch Managers should

SIS submit on a quarterly basis to the head office a report of key indicators

e (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 standardized set of indicators
to evaluate team and individual performance.

A much deeper and more detailed system of tracking and management of
employee skills, experiences and career growth needs to be developed. -
To increase its leverage and economic development impact, BRAC should
integrate its PSEs and Sector programs under one program head for each
section. For example, one person should head up everything to do with

h2
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sericulture. The programs within this portfolio, however, should still be
tracked separately for financial and development impact reasons.

6.5, Reporting on financial and other key indicators needs improvement in the
PSEs to allow managers to better analyze their performance. This should
be done in the field at the PSE level.

6.6. We recommend the creation of a BRAC RDP/RCP Execunve level
“Growth Management Workegroup™ that can focus on the issues and tasks
necessary to resolve as BRAC continues its rapid growth. This group
would focus on internal, operations and management issues, not external
strategic development issues.

Other Donor Concerns

7.1.  We support the computerization process, and encourage a special focus on
the non-hardware training and management systems implications of this
project.

72 We recommend the approval of the Orgamized Seed Production Project.

3. To create an economic impact that justifies the nsk and the program, we
recommend that the MELA 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.

74,  MELA should coordinate with the VO program to support wage
employment opportunities created by MELA borrowers.

7.5, MELA must design a separate set of lending instruments, management
guidelines, training programs and analytical tools that are aimed at this
program. The MELA programme cannot be managed as a “Big VO loan™
programme. This will require training of existing staff and the hiring of
new staff from outside of BRAC that has strong entrepreneurial
backgrounds.

76  We recommend the approval of the modified RDP budget.
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Appendices "
Appendix 1

Distribution of NIBL Across Sectors for June 1996 and June 1997

A C E
June 96 Tune "96 | June ‘97
Sector’s Sector’s NIBL as % | Seitor Y| Whole
NIEL as % Sector’s Portfolio | 5& | Sector as
total NIBL 5 Outstanding s | %TPO
Agriculture 1%} 10%%)
Irrization 45%E T s
Baor Ve “'%WWWWM 1%
Fisheries | Sobia i 6%
Livestock and %4 i
Poultry . i ;
Sericulture 10%; W‘Eoff 55,&;1%} 0%
Cottage Industry : 1%
Services o i : 1% *Mmﬂﬁfﬁ% 0%
Ruril Transport %l i Eﬁfﬁ*ﬁ&%l R Yo
Rural Trading 24%} 8% 1%f0 e 0%
Food Processing 18%% 2% Pﬁ”‘*"wﬁ‘?@ﬁgﬁgﬁ*ﬁ 16%,
Health (e [ =8 »ﬁ*" 0%
Miscellancous 49%¢ 8%}t 1%
Huusinge 0% A%k "c.méimmmimw~ Iﬂ% 494,
All Sectory tonl 1%{ g ~n1.%] 10044

A comnparison of column'A and B reveals that the greatest increase in NIBL ocourred 1n the fishenes
sector (1 e 8% rise). One restson that explains a part of the increase in delinquency are the foods in the
second hall af 19496, Anather partial explanation stems from loans that were substantially delinguent in

F993 bt were anly phiced inta the NIBL in 1997 Rumil iniding experienced the secand highest incrisnse
i NIBL (4 a4 rise)

Coluum E il us the weighting of each sector as a percentage of the TPO. I there is any worsening in the
NIBL position of the heaviest weighted sectors (1.2, agneuliure, fishenes. livestock. rural trading and food
processing). il means that the delinguency problem is affecting many borrowers in these sectors. Thisis
particularly true for the largest sectors (i.c. mml trading and food processing ) which expenienced a
doubligy of thetr proportions of TPO that are made up of non-interest beartng loans (see Column C vs
Column Dy Despite the relatively low percentage of rural trading’s portion of NTBL relative to its size,
the absalute value of taka in rural trading at risk 1s significing beeause of the sheer size of its portfolio

e T

The percentage of NIBL loans in fsberies increased dramatcally. bewng surpassed only by Irrigation

Housing and Sericulture which are identified a5 panticularly hgh nsk sectors. NIBL in the poultry and
livestock portfolio dlso increased.
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41 a4 US exchange rte of 43 Taka to the dollar. total principal outstanding was USS 71.4 MM in June
1 1 e

- Distributton of TPO among sectors is discussed in depth in the following section.

1 Saurce: table prepared by Manager of EIG (Sector Programs)

* To the extent that the shortage of day - old clhucks from the private sector is a distnbution problem only,
BRAC can perhaps consider economically viable mechamisms to help bridge the distribution gap to niral
arens

*The lower risk of profile of rural trading loans may be related to the fact that the capital of borrowers is
funmble and they are able to deploy their money more <asily towards market opportunities that present
themselves. Rural traders regularly switch between activities such as eggs. poultry, agncultural produce
and paddy;

* Discussed later in the APO analysis,

" An even more sensitive indicator of declining borrower discipline and potential repavment problems is
when borrowers begin to neglect to depesit their compulsors weekly savingsat VO meetings.

" The lows i the first half of 1996 were a direct result of the political upheaval in the country related to

the non=cooperation period and not reflective of normal penods. For this reason we have also focused on
wrends since June 1995,

"NIBL s discussed more fully in the section below.

" Rezommendations on addressing delinguency in theése two sectors was addressed =arlier.

" Ouly older branches with lirge savings amounts accumulated were selected as Model 1 candidates.

" Bi-weekly VO meetings now take place in many BRAC branches and are discussed in more detail under
Pordfolio Analysis.

% 59, of each loan disbursed is deposited into the VO member’s savings account. This component is
called compulsory savings. In addition. BRAC requires that borrowers save an amount equal to 2% of

therr first loan request. 3% of their second lean request. and 10% of all further loan requests before loans
are disbursed.

'* Suzgestions on types of information to gathered are bricfly mentioned towards the end of the discussion
on savings.

" A positive real return means that the return should be at least equal to the rate of inflation.,

" Whereas, weekly savings deposits are long term and allow BRAC head-office 1o use that money for a
eenam period of time. no-one vet knows the deposit and withdrawal pattern thit will emerge from current
account deposits. It is imponant. therefore. that the monthly changes to the separate savings products are
tracked separarely so that trends can be more casily anticipated.

" The % intersst payment from the branches to the home office for loan funds is not included in this pie
chiun expense analysis.

* Compiner saftware [imitanons prevent amalvsis of more than 250 branches ot 4 nme, so Year |
branches were dropped. and an weniical percentage of branches from each Year were removed. Initial
examination suggests that this did not change the results of the analysis,

' source imerviews with sector staff at head-office and in the feld.

' BRAC is increasing the size of some of 115 “non-VGD™ branches through the setting up of sub-offices

to extend its coverage to meet the needs of very poor people who are still unserved. Senior branch staff
(munaper and accountant) are not duplicated and interest income from new members covers the salanes of
Pag

- Maximum loan size guidelines for branches are: first loan - Tk 4.000; second loan - Tk 6,000 third
loan - TR (0,000, Two percent of savings must be deposited for the first loan and 5% for each loan
therenlier

= The best denominator for performance indicators is avernge total loans outstanding because BRAC's
ponfolio continues to grow rapidly. For case in the Bmnch. month-gnd portfalio outstandings could be
used for monthly rates. The uoit for "At A Glance™ indicators 15 the PA because they are the core
branch stall. Reglonal managers may find it useful 1o calentate all of these ratios “per Branch™ to allow
bener compansens among branches of varving sizes and aucs eic.



