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1. Executive Summary

Quarter 4 was an extremely busy quarter for the the ILFAD program team. Many
activities, including disaster preparedness training, product development, and roll out
activities were performed to keep up with the implementation timeline. However, in
order to ensure quality and in light of the Ramadan holidays this year and last, the
ILFAD team proposed a no-cost-extension (NCE) to December 2012 to OFDA this
quarter, which has been approved. The NCE will enable ILFAD to see through ongoing
conversations with regional bank partners on the creation of a liquidity facility in West
Sumatra, Yogyakarta, and Central Java; pursue process for establishing MOUs with each
of the partner MFIs; develop a set of protocols for the ‘triggering’ of the facility; and to
finalize development of new emergency loan products.

Achievements:
e In Quarter 4, socialization activities continued in the three working areas of

ILFAD: West Sumatra, Jogjakarta/Central Java, and Jakarta. ILFAD completed a re-
socialization activity in each working area on 19 April 2012 (West Sumatra) and 15
May 2012 (Jogjakarta and Central Java). The intention of the activity was to re-
introduce and confirm the significance of ILFAD to the beneficiary institutions. The
result was positive; participating MFIs were willing to pay the contribution fee to
enroll in the disaster preparedness training provided in June 2012, which indicates
buy-in.

e Final recommendations from MICRA’s research. In this quarter MICRA
completed reports on the research conducted in the previous quarter. An overview of
the research results indicates a significant need for products, specifically both
savings and loans after a disaster (detailed on page 5 — Sector Summary point 3).

e Rating results for 8 MFIs. This quarter MICRA completed a report detailing the
rating scores of 8 MFIs to provide an overview of the state of MFIs in the region. The
results provided an overview of the impact of previous disaster incidents on the
MFIs, which provides an example of the potential situation that could happen again if
ILFAD did not intervene. This can be seen from the data for non-performing loan
(NPL) which increases in the aftermath of a disaster, as does the cost incurred for
recovery as MFIs pay for their own building repair needs, etc. Please see Annex 5
for more details.

e Collaboration with Bank Nagari, Bank BPD DIlY, and Bank BPD Jateng. This
quarter ILFAD continued conversations with other banks about partnering in
providing the liquidity facility for MFIs in their areas. Those banks are Bank Nagari
(West Sumatra), Bank BPD DIY (Yogyakarta), Bank BPD Jateng (Central Java). (as
detailed in page 10 — Sector Summary point 5).

¢ Training module finalization and Disaster Preparedness Training for MFls.
Based on the results of the research and ratings, MICRA developed a module to help
the MFIs prepare to confront disasters. This disaster preparedness training module
will be required for all MFI participants in the program. The draft module was
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presented in mini workshops held in the MICRA office and attended by the ILFAD
program team, one staff from Mercy Corps’ APl Perubahan (DRR and Climate Change
Adaptation) program, and staff from Bank Andara. This is the first module in
Indonesia to be used as a reference for MFls in disaster preparedness planning. The
module was completed and finalized a week before the first training on 4-8 June
2012. The training was attended by 42 participants (39 people representing 39 MFls
in the program working areas, 1 from Mercy Corps, and 2 from Bank Andara). It was
decided that the training could best be delivered by combining it with the AMiDA
(Academy for Microfinance Development in Asia - MICRA’s annual training agenda)
training that was scheduled to be delivered around the same time; as detailed in
Annex 3.

Contribution fee. Participating MFIs were required to provide a contribution
toward the cost of the disaster preparedness training. It was mutually agreed that
each MFI would finance the entire cost of travel and the daily expenses of the
delegates. The total value of these contributions from the 39 MFIs was IDR
90,762,500 / USD 9,903 (USD 1 = IDR 9,165). This contribution far exceeds the
target of USD 5,000 to be paid by the MFI participants for this training.

Challenges:

Changing the DRR training plan to deliver one joint training within the AMIDA
training, rather than delivering three separate stand-alone trainings was challenging
because the timeframe for preparation had to be accelerated. It also meant that a
field visit and case-study could be added to the curriculum, which meant additional
preparation. Initially the training was to be held in each ILFAD working area, but
due to considerations for cost and training effectiveness, ILFAD and partner MFIs
decided to conduct the training in Jakarta along with the AMIDA training. Please see
Annex 3 Justification Letter for further logic behind this decision.

Budget limitations impacted the number of MFIs trained. With the change of
plan to conduct a joint training in Jakarta, the cost increased slightly due to the
higher cost of lodging. The budgeted funds for the training were only sufficient to
cover participation of 39 MFIs out of the 70 who registered. In addition, each MFI
had to be restricted to just one representative attending. (Please see Annex 3 for
more details). ILFAD discussed with partners and decided that selected MFIs must
be prioritized based on their location, management health, portfolio maintained,
number of clients, etc. ILFAD agreed to cover the increased costs for delivering the
training in Jakarta, as stated in an amendment to the sub-grant agreement between
Mercy Corps and MICRA.

Delayed reporting on research and ratings created time pressure for ILFAD.
The research and ratings were completed by MICRA last quarter, but unfortunately
the final reports were not delivered as quickly as planned. The result is that ILFAD
had to work under a tight timeline to respond and act on the findings in this quarter.

Mercy Corps Indonesia Award No. AID-OFDA-G-11-00134-00 Page 3



July 31, 2011 Indonesia Liquidity Facility After Disasters (ILFAD) QUARTERLY REPORT

e Postponed field-study to ELF. This quarter, we decided to postpone the field-
study to visit the ELF in Costa Rica to the fall, because the Ramadan, Idul Fitri
holidays and Indonesian Independence Day make travel in August too difficult.
Originally the plan was to visit them this past quarter, but because there is no Costa
Rica embassy in Indonesia, the visa documents have to be processed at the embassy
in Singapore, which takes approximately two months. The soonest we could have
prepared them is August- but due to the holidays, it will need to be a visit
Therefore, Bank Andara have not send their representative name as they are still
busy to pursue their business plan objectives (Bank Andara is required to have Break
Even Point in July 2012); and our team was preoccupied with the re-socialization,
module development for the training, training preparation in AMIDA, plus roll-out
preparation and implementation.

2. Program Overview

The results of the rating and research activities were reported by MICRA to ILFAD and Bank
Andara. Disaster preparedness financial products have been developed and show
preliminary signs of success. The majority of MFIs that enrolled in the re-socialization
activities registered to attend the MFIs disaster preparedness training Out of 80 MFIs that
joined; 70 applied to participate in the training, among which 39 were finally selected to
enroll the program.

Mercy Corps and partners think there is very strong potential to initiate a Phase 2 of
implementation for ILFAD, as indicated by a growth spurt of identified beneficiary provinces:
from the three currently targeted, the team now believes there is strong potential to
replicate in 22 provinces, out of the total 33 provinces in Indonesia (as detailed on page 14
— Conclusion). The replication would include expanding the number of partnering
institutions (regional government bank, Bank of Indonesia, and Ministry of Cooperative and
SME).

3. Performance Summary

Sector #1: Economic Recovery/Market Systems

Beneficiaries
targeted:
IDP
Beneficiaries 35,000
targeted:
Beneficiaries
reached:
Geographic
Area(s):
Sub-Sector 1.1.: Microfinance Institutions (MFIs)

36 MFlIs, 72,000 direct individuals; 360,000 indirect

0

DKI Jakarta; Yogyakarta, Central Java; Padang, West Sumatra
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Objective 1: MFIs providing emergency financial services to disaster affected clients

Liquidity Facility
Indonesia

$2,000,000

i . Progress to
Indicator Baseline Target 9 Date
Date
#of di ff
ousehords repiacing | V1 b°
b 9 conducted TBD with
household and . .
livelihood assets after the Nil disaster impact
. rollout of the | 35,000 simulation
using loans and s
. new loan activity in
savings from MFls
. products — November 2012
benefiting from the 06
ILFAD
#of MFI clients in .
. After launching
disaster-prone areas
. To be . of products, to
reached with new Zero . Nil .
. determined be measured in
post-disaster loan Q6
products
#of MFIs receivin . TBD after ratin
. . g Zero 36 Nil . 9
time-deposits activity
#of new specialized
products offered for | Zero 5 3 21-23 June 2012
emergency recovery
#of MFIs trained on
disaster risk -
: Zero 36 39 4-8 June 2012
reduction and
recovery practices
% progress toward
full capitalization of over 100%
the Emergency Zero 50% 31 March 2012

Sector Summary

1. Re-socialization of the ILFAD program
This quarter ILFAD held sessions to re-socialize the program with MFI beneficiaries,
to maintain the level of interest in the program, and specifically to motivate the MFIs
to participate in the DRR training held in early June. Disaster preparedness financial
products that were developed were also introduced to partnering MFIs in each

working area.

The first re-socialization program was held in West Sumatra, because it is the
furthest distance from Jakarta, and because it has the highest number of susceptible
MFIs compared to the other working areas. The event was held on 19 April 2012,
and attended by representatives of MFIs from Padang, Pariaman, and West Sumatra

Mercy Corps Indonesia
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coastal areas. In addition to the general program re-socialization, the event also
discussed the training plan and the contribution to be paid by each participating MFI.

The re-socialization went very well and participants showed enormous enthusiasm.
They were interested and willing to be involved, and stated that the ILFAD program
is an important subject, and that this program was the first solution on liquidity
preparedness to be offered. Even non-MFls stakeholders, i.e. Department of Social
Service, Department of Cooperatives, BPBD, requested to be included and invited to
the training activities.

The re-socialization activity in Yogyakarta/Central Java was held on 15 May 2012.
The result was much the same as West Sumatra. It was attended by representatives
of MFIs, BPBD, and related local departments. However, unlike the response
obtained in West Sumatra, in Yogyakarta/Central Java the receptivity was less
enthusiastic and participants asked to have internal shareholder discussions
(business owner, management, etc).

The re-socialization in Jakarta was conducted directly with targeted MFIs which were
selected based on discussions with Bank Andara and MICRA (MFIs susceptible to fire
and flood disasters in Jakarta).

As a result of the socialization meetings, 70 MFIs registered to join the DRR training
and were willing to pay the contribution fee.

2. MFI Disaster Preparedness Training
Initially, the disaster preparedness training was planned to be conducted in each
working area, but after discussing with our partners and considering several good
suggestions from MFIs and Perbarindo (the umbrella organization for micro banks), it
was decided to host the training in Jakarta as part of the AMIDA training (see Annex
1 for explanation of AMiDA). Some of the benefits of combining the training into one
event, linked to the AMIDA training include:

- Participants tend to be more focused if they are taken away from their place of
work, and by staying all together in one training location it facilitates after hours
discussions to continue (whereas if trained in their home towns they will go
directly home after the sessions).

- Participants from multiple locations can exchange information and experiences
with each other. In particular ILFAD appointed KSP Tekun and KSP Merapi Mulia to
be resources in experience-sharing from the Merapi eruption incident in 2009.
Each cooperative had quite different experiences. KSP Tekun experienced a large
scale rush on savings /deposit withdrawals by its clients. Thus, the board was
forced to seek funding to pay their clients, including borrowing from loan sharks.
KSP Merapi Mulia did not experience this rush, although over 90% of their clients
were directly affected by the Merapi eruption. The cooperative received a liquid
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saving/deposit which was the result of good planning and communication prior to
the incident.

- Participants have more opportunities to build networks with other MFIs, both
national and international level (Asian countries participating in AMIDA).

39 MFIs participated in the training; the profile of participant MFIs is available, as is
a list of the contribution made by each participating MFI (see Annex 2). There are
four MFIs which have not yet completed the requested data, so those four will be
reported in the following quarter (Koperasi Ndalem Ibu, CU Bineka, BPR Cincin
Permata Andalas, and PT BPR Mitra Danagung).

The Disaster Preparedness training was held in Jakarta from 4-8 June, 2012. It was
a four day intensive training program that included seminars and field visits. MICRA
was the training provider for module development (based on the previous research
activity) and provided the training instructors- Mr. Ifdol Mahyudin and Ms. Ani
Winarti, who have backgrounds in the banking and microfinance industry, and
research and product development. 40 participants attended, represented 40
institutions; including 39 MFIs and 1 NGO. Among the 40 participants, 39 of them
completed the entire four day training. Here is an overview of the training topics:

e Disaster definition

e Disaster Risk Assessment

e MFI preparedness

¢ Clients preparedness

e Emergency response
ILFAD was also given a slot to present its program in a plenary session, during which
the team presented the significance of the program in Indonesia.

3. Research activity recommendation
The following points are research results which emerged from MICRA’s research, that
have informed the design of the existing three products, and will inform the
development of the remaining four or five products in development.
A. Financial assistance for MFIs’ clients:

a) Disaster preparedness savings. MFIs can create a new product or modify their
existing products for use as disaster preparedness savings plans, which can
only be withdrawn in the event of a disaster.

b) Disaster recovery loan to renovate house and business capital during a post-
disaster period.

c) Special mechanism to handle loans given before the disaster: such as
individuals who are existing clients with outstanding loans at the time a
disaster strikes, who then need additional loan funding for recovery. A
mechanism needs to be established to handle these cases, triggered by the
disaster.

d) Money delivery service. MFIs can collaborate with other financial institutions
which have money delivery service, e.g. Bank Andara, Western Union, etc.
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B. Non-financial assistance for MFI clients:
a) Disaster preparedness training
b) Business training; risk mitigation of disaster impacts on client businesses, and
how to re-initiate business post-disaster
c) Credit for life insurance and loss-insurance for starting a venture. MFIs can
collaborate with insurance companies which have credit for life insurance by
creating affordable premiums for their clients.

C. Financial assistance for MFls:
a) Liquidity facility preparedness for MFIs in emergency situations
b) Post-disaster emergency loan
c) Disaster saving as cash collateral to be used as loan for the third party
(community).

D. Non-financial assistance for MFIs:

a) Disaster preparedness training, building disaster preparedness SOPs for MFI
management to use as a manual for internal and external operations in the
event of a disaster, and how to measure disaster impacts on clients

b) Life-insurance credit (for MFIs’ clients) and Loss Insurance (for MFIs’ assets)

4. Disaster preparedness financial products development
After the training, three MFIs were selected (Koperasi Merapi Mulia in Jogjakarta,
BPR Cincin Permata Andalas in West Sumatra, and Koperasi Sumber Rejeki in
Jakarta) to be the first to develop disaster preparedness financial products, as an
initial test before broader roll-out.

The process of selection for the MFIs for initial roll-out involved a request that the
MFIs in each region discuss together about who has the best capacity to facilitate the
initial roll-out. The selected MFI should be one located close enough to other MFIs to
be accessible by all, and should have enough capacity that the roll-out will not
interrupt their daily operations. As a result the MFIs decided that BPR Sicincin will
start the the roll out in West Sumatra, KSP Merapi Mulia will start the roll out in
Jogjakarta/ Central Java, and KSP Sumber Rejeki will start roll out in Jakarta.

This quarter ILFAD and MICRA have assisted Koperasi Merapi Mulia to modify their
savings product, i.e. Tabungan Berlian Merapi. Originally this product was intended
for cooperative members who would like to buy expensive goods, such as a
motorcycle. However, after modification, the savings product now includes a sub-
account intended for savings which cannot be withdrawn unless an emergency is
caused by disaster, as well as maintaining a sub-account for savings to be spent on
consumptive goods (ie. motorbike, TV).
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In total the program is helping Koperasi Merapi Mulia to initiate three disaster
preparedness financial products (one saving and two loan products).

1. Disaster preparedness saving plan

Berlian Merapi Saving account is divided into two parts:
Time deposit for disaster preparedness (in Bahasa, it is called
Tabungan Siaga Bencana Berjangka)
Time deposit for consumptive saving (in Bahasa, it is called
Tabungan Konsumsi Berjangka)

Tabungan Siaga Bencana Berjangka is intended for emergency
situation (disaster preparedness). We are adding new criteria for
the existing product.

Tabungan Konsumtif Berjangka is intended for consumptive
usage. We are adding new criteria for the existing product.

Listed as cooperative member
Available to every member

Initial balance: IDR 5,000

Minimum balance: IDR 5,000

The final balance of Tabungan Berlian Merapi Siaga Bencana
Berjangka should have a minimum total of IDR 1.000.000, within
24 months of the account opening.

The timeline for Tabungan Merapi Berlian is in accordance with
the agreement made on the account opening.

Collection available daily by collection officers to members’

house/ business venue

The payment period can be suited into two, i.e.:

- The payment amount of Tabungan Siaga Bencana is agreed
based on client’s needs.

- The payment amount of Tabungan Konsumtif is agreed based
on client’s plan.

Tabungan Siaga Bencana can only be withdrawn in the event of
an emergency caused by disaster (fire, flood, earthquake,
eruption, etc.)

Tabungan Konsumtif Berjangka

Mercy Corps Indonesia
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- Option 1: can be withdrawn in accordance with the
timeline of Tabungan Berlian Merapi Konsumtif
agreement. The account will be closed when the client
withdraws all of the saving (to null). To initiate a new
saving plan, the saver should make a new application for
new account.

- Option 2: the account is not closed after full withdrawl,
but the client can continue the account simply by filling
out new forms and a renewed agreement.

Null

0%

Financially guaranteed by the Tabungan Siaga Bencana

Prioritized to obtain financial assistance should a disaster occur
Will be extended a ‘matched’ loan amount equal to their total in
the Tabungan Berlian Merapi Siaga Bencana

Can be used as credit collateral, in equal amount to the Tabungan
Berlian Merapi Siaga Bencana

Saving collection is picked-up by the officer at the client’s house/
business venue

Can be used to for consumptive goods purchasing

Conducted through current MFI's activities; cooperative
members annual meeting, cooperative members meetings, MFI
brochures, socialization by MFI field-staff, socialization by
community leaders.

Conducted in parallel with the disaster preparedness activities by
or with other institutions, e.g. when the disaster preparedness
training is held.

Target to be collected by each staff is IDR 3,000/day = IDR 7,500,000/
month, at least 100 clients per day.

Mercy Corps Indonesia
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2. Disaster preparedness loan plan

Pinjaman Merapi Peduli

House renovation fund for
clients who are affected by
disaster

= Listed as KSP Merapi Mulia
member
= Affected by the disaster

House renovation loan

Maximum, IDR 15 million
(depends on feasibility analyses
and capacity to payback)

0.5%-1%
1%

Max 5 years

= Clients come to MFI’s office

= Customer-solution  based
for MFIs who has the
system

= In accordance to initial
agreement

Monthly with weekly collection

3 months

Renovated house

Pinjaman Merapi Peduli

Initial fund for business recovery
owned by clients who are affected
by disaster

= Listed as KSP Merapi Mulia
member
= Affected by the disaster

Business recovery loan

Maximum, IDR 5 million (depends
on feasibility analyses and capacity
to payback)

0.5%-1%
1%
Max 2 years

= Clients come to MFI’s office

= Customer-solution based for
MFIs who has the system

= In accordance to initial
agreement

Monthly with weekly collection
3 months

= Not necessary if clients have
Tabungan Berlian Merapi Siaga
Bencana  with  maximum
amount equal to Tabungan
Berlian Merapi Siaga Bencana
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One week after loan documents
are completed

= Implemented through MFIs’

existing activities;
cooperative members
annual meeting,
cooperative members

meetings, MFIs’ brochures,
socialization activity by MFls
field staff, socialization by
community leaders

= Conducted in parallel with
the disaster preparedness
activities by or with other
institutions, e.g. when the
disaster preparedness
training is held

0.5%-1%

(the final balance may be used
as collateral).

= Adjusted to clients’ condition

and MFIs’ regulation

One week after loan documents
are completed

= Implemented through MFIs’

existing activities; cooperative
members annual meeting,
cooperative members
meetings, MFIs’ brochures,
socialization activity by MFIs
field staff, socialization by
community leaders

Conducted in parallel with the
disaster preparedness activities
by or with other institutions,
e.g. when the disaster
preparedness training is held

0.5%-1%

The aforementioned products will be rolled-out and will be revised if considered necessary, to
suit client needs. In general, 1.5 months is needed from the initial roll-out process to the
product launching with the community, to verify the product feasibility and amend any aspects.

5. Potential opportunity to collaborate with Bank Nagari, Bank BPD DI1Y, and Bank

BPD Jateng

This quarter, ILFAD actively continued discussions with Bank Nagari, Bank DIY BPD, and Bank
Jateng with the heads of their rural credit divisions. The purposes of the meetings were:

- To provide better liquidity facility for MFIs in West Sumatra and Jogjakarta because Bank
Andara has no branch offices there.

- To provide more funding to the liquidity facility.
- To stimulate a competitive market for the liquidity facility for MFIs.

- To provide more options so that MFIs can get more products which suit to their needs.

Mercy Corps Indonesia

Award No. AID-OFDA-G-11-00134-00

Page 12



July 31, 2011 Indonesia Liquidity Facility After Disasters (ILFAD) QUARTERLY REPORT

Based on the latest discussions, each bank pledged verbally to provide the initial funding
liquidity, i.e.:

- Bank Nagari: USD 1 billion
- Bank BPD DIY: USD 5 billion
- Bank BPD Jateng: USD 10 billion

Follow-up meetings were held in May 2012 with the head of credit and business divisions to
discuss technical matters which relate to the mechanism of funds distribution, product types,
loan amount, interest rate, etc.

The ILFAD team strives to have an MoU with each bank before the disaster preparedness
training, so that it can be presented as a part of the training material (one of the training
materials is to discuss the business process of a bank that provides liquidity facility; so that the
MFIs gain knowledge on what they should prepare in order to get access to the liquidity facility).

One challenge that has emerged with these new banks is that Bank Nagari, Bank BPD DIY, and
Bank Jateng want to create a new loan product that can be rolled-out to all of their institutions
(rural banks and cooperatives), and they plan to create a special account on their balance-sheet
(which would register as a transaction on the bank record/balance sheet). This approach is
opposite to the approach taken in the MoU between Mercy Corps/ILFAD and Bank Andara;
where there are no special products, and the provision of the liquidity facilities is off of the
balance sheet - a transaction occurs in the bank, but is not recorded in the balance sheet). The
challenge is that the new banks, because they are owned by local government, are required to
record every such transaction within their balance sheet. Presently, such a transaction is not
allowed because the liquidity facility is not included in their current business plan (which is
approved by their annual stakeholder meeting each February). So, the best way to proceed
presently is to do the off-balance-sheet approach that is similar to Bank Andara’s MOU. And to
pursue an on-balance-sheet transaction as part of the next year’s business plan approved in
February 2013.

In fact, both initiatives are positive from Mercy Corps’ perspective: they both demonstrate a
high level of commitment to the collaboration offered by ILFAD, but it will take approximately 8-
10 months to finalize everything in this process (from public meetings with shareholders which
are commonly held in March or February, to getting prior approval from Bank Indonesia- which
can take some time to process.
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6. Seeds of collaboration with Bank of Indonesia, lkatan Cendekiawan Muslim
Indonesia, and other national sharia banks

During the intensive discussions with the Bank Jateng, the ILFAD team was informed that Bank
of Indonesia (BOI) conducted a project called "APEX bank", initiated in December 2010. APEX
banks are the banks designated by the BOI as a protector for the existing rural banks in the
region, with main responsibility to provide liquidity support if necessary. Bank Jateng happens to
be one designated APEX bank to cover the region of Central Java.

ILFAD immediately held a meeting with BOI, who expressed interest in the program which is in
line with the objectives of their institution, i.e. to collect and manage liquidity funds through
local banks to maintain liquidity to mitigate the instability of rural banks in the region.
Unfortunately BOI's designated APEX institutions do not cover all regions in Indonesia. So BOI
has requested ILFAD to schedule a further meeting with the Director of the Monetary Policy
division at Bank of Indonesia to explore prospective collaborations.

ILFAD also had a meeting with several national sharia-based banks, such as Bank Mandiri Syariah
and Bank Muamalat, including the ICMI (Indonesian Muslim Intellectuals Association) to discuss
the liquidity facility for MFIs that are based on Sharia regulation.

At present, the liquidity facility that ILFAD provides can only be accessed by conventional-based
MFIs, while MFIs with sharia regulations cannot access the facility due to a different
methodology in the management of funds. The discussion is developing in a positive manner
with sharia bank representatives expressing interest for potential collaboration in the future.

4. Monitoring and Evaluation
The M&E division helped MICRA build a database for the roll out in Jogjakarta/ Central Java.

5. Coordination

ILFAD conducted three coordination meetings with MICRA and Bank Andara this quarter. The
subjects discussed include:

Meeting on April 3", 2012:

1. Preparation for socialization activity in Padang (April 19™, 2012)

2. Design for conducting Disaster Preparedness Training planned to be included in the
AMIDA training program (MICRA’s annual training agenda)

3. MICRA’s quarterly report to Mercy Corps
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e Meeting on May 8", 2012:

1. Preparation for field study to Costa Rica (now postponed to the fall)

2. Evaluation of socialization activities implemented during the previous month

3. Preparation for socialization activity in Jogjakarta (May 15, 2012)

4. Plan design for socialization activity in Jakarta (the activity is slightly different from
Padang and Jogjakarta because it was targeted specifically to MFIs that are available
for fire and flood susceptible areas (whereas in other cities it was open broadly, it
needed to be targeted in Jakarta).

5. Update on training preparation by MICRA

6. Update on pending reports from MICRA, i.e. reports for rating and research activities
of MFIs.

e The meeting held on 30 May 2012 was a combination of a coordination meeting and a mini
workshop for the training. The materials given were based on the rating results. ILFAD
collaborated with APl Perubahan (a Mercy Corps program on DRR and Climate change
Adaptation also funded by USAID) to have more positive insights which relate to disaster
preparedness plan, to improve the module.

6. Success story
Kopdit Merapi Mulia

Kopdit Mulia Merapi is located about 15 km from the peak of Mount Merapi, Jogjakarta. When the
eruption happened in 2009, members of cooperatives were severely affected by the disaster. They
experienced livelihoods loss as agricultural land was damaged, cattle were killed, and houses were
destroyed from the pyroclastics, etc. Even the cooperative offices were used as shelters, until finally the
national agency established a safe point, located 25 km from the peak of Mount Merapi.

Cooperative managers were happy because the socialization program on the benefit of saving money
was very functional. They did not experience massive withdrawal of savings, but people were trying to
save their money to put in a savings cooperative. In this case it was because just before Mount Merapi
erupted, people had harvested their crops. They did not put the money in the bank at that time, but
kept the cash in their house. Thus, when the eruption happened, people had money in hand and
understood that it is important to have savings to have liquid cash available in an emergency. If this
incident had not taken place at that time, perhaps it will be difficult now to explain the value of saving to
the community. KMM has been promoting their saving product for a long time, and this only
strengthened the commitment to savings among clients and the community.

KMM is trying to apply the training preparedness results by creating a special deposit products and loans
for disaster. They never thought the community would be so enthusiastic to join this program. They
have not launched products yet, but their limited research to gauge member interest received
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overwhelmingly positive responses, that some members are even willing to save their income directly
for time-deposits for future disaster.

7. Conclusion

The liquidity facility is an important subject with the banking industry; Bank of Indonesia, has positioned
it as a requirement for keeping the balance of the credit portfolio of Indonesian banking industry as it
has direct impacts to economic stability. One from many methods used by Bank of Indonesia to
minimize the liquidity default risk is APEX banks. An APEX bank has the strongest management, and will
help other banks in fulfilling the liquidity needs. However, this method has not been implemented
thoroughly in Indonesia. There are a significant number of cooperatives in Indonesia (as of 2012, there
are 192,443 cooperatives currently serving 33 million clients), but there is not yet sufficient action to
minimize the liquidity default risk, especially to overcome natural disaster impacts (the government has
expressed the need through Ministry of Cooperatives and SME, but not yet implemented as planned).

The need for a liquidity facility is especially high among cooperative practitioners, but there is no
concrete evidence from either public or private sector in creating such a facility for cooperatives.
Therefore some cooperatives are building their own organizations to help with the liquidity problem; In
the end, there are many so-called “apex cooperative”, i.e. INKOPDIT (Induk KOPerasi kreDIT = Head of
Credit Cooperatives, acting as APEX institution for credit cooperatives, some credit unions), Baitul
Qirodh (BQ = group of cooperatives formed by Dompet Dhu’afa, a local NGO), or INKOPSYAH (INduk
KOPerasi SYAriah = Head of sharia cooperatives, which acting as apex institution to Islam-based
cooperatives).

In light of this context, Mercy Corps is now beginning plans to propose a Phase 2 of implementation for
ILFAD to expand the work to better address the needs of cooperatives, and to scale it up across 22
provinces in Indonesia. This has the potential to leverage significant investments into the liquidity
facility to ultimately reach at least 312 MFIs, to help more than 3,120,000 people living in disaster-
susceptible areas, 15,600,000 people living in surrounding areas, and to deepen cooperation with Bank
of Indonesia and the Ministry of Cooperatives and SME.

8. Annexes
Annex 1: AMIDA and ILFAD Disaster Preparedness training

Annex 2: Information on MFls

Annex 3: Justification letter

Annex 4: Final report of market research for ILFAD program
Annex 5: Final report of rating research for ILFAD program
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