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I .  General situation 

I n  conjunction with the launch o f  the EBRD Armenia Micro Lending Programme (.AMP) at the end 
o f  February 2006. IPC resumed its role as a consultant in the Armenian banking mari.e~ returning 
to this market for the first time since the phase-out o f  active technical assistance for the German- 
Armenian Fund at the beginning o f  2005. Cnder the Armenia Xlulti Bank Frame\rorh Facilit? 
(AMBFF). the EBRD had alread! disbursed onlending funds to four .Armenian banks - 4CB.A. 
Anel ik  lneco and Armeconombank - to finance credit estension to X1SEs. The EBRD's terms of  
reference for the A M P  now call for the gains made under the AMBFF to be consolidated. trhile 
subsuntiall! espanding the institution-building component and also launching \1S\IE lending 
operations in at least two additional panner banks. -41 the end o f  the assignment the .AS!P is 
espected to have achieved the folio\\ ing deliserables: 

3 institution-building measures full! implemented in at l e s t  four panner hanks: 

3 graduation o f  7.5% ofpanicipating branches from technical cooperation suppm: 

3 at least additional65 net\ loan officers full! trained: 

3 monthl! disbursements o f  2.000 loans n o n h  L S D  8 mill ion achieted: 

3 \fS\fE lending elpanded to an addit~onal 15 neb\ cities and to\\ns. rrith an additional 30 

MSLIE lending outlets established: 

3 level o f  pastdue loans (overdue b) more than 30 days) less than 3'0 for the M P ' s  

ponfolio. 

I n  view o f  the current situation at the esisting panner banks and the general situation in the 
Armenian banking markel  i t  makes sense to revie\\ these deliverables and assess the l i k e l i h d  of 
their realisation under the constraints imposed b! the AMP'S current operating eniimnment. most 
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notably the liquidit)- problems faced by Anelik. ACBA and lneco.' As a result o f  these liquidit? 
shonages. the scope o f  lending is limited to \\hat can be financed u i t h  the inno\\ o f  funds fn-m 
current borroaers' interest and principal payments lending must frequentl! be dixontinued 
altogether. and the implementation o f  planned regional expansion actil it ies and recruitment 
initiatives to hire neiv lending sran' has either been postponed or cancelled altogether. \loreo\er. 
Arrneconombank shotved such a striking lack o f  interest in MSE lending operations that i t  \\as 
decided not to provide i t  with technical assistance on an? significant scale unless there \\as a 
fundamental change in the situation at this panner institution. Giben the impact o f  these constraints 
one is forced to conclude that there is a substantial risk that i t  \\ill not be possible toachieie cemin 
o f  the deliverables. In panicular. the feasibility o f  the ensisaged expansion o f  the programme's 
activities to  an additional 15 ne\\ cities and toisns, and the establishment o f  an additional 30 SfSSIE 
lending outlets might be questionable. In vie\\ o f  the fact that ACBA plans to c a m  nut a \ e n  
ambitious regional expansion programme over the next twelve months with the help o f  the .\SIP. i t  

might very \sell be possible to launch MSME lending operations in I 5  additional tn\\ns and cities.' 
But given that ACBA is the onl? partner bank that is currently planning to undende a major 
regional expansion. and also considering that there are no potential ne\\ panner banks in .Armenia 
that have either a substantial branch nentork or large-scale expansion plans. i t  nil1 clearl! be 
difficult to  achieve the goal ofopening an additional 30 51SkIE lending outlets. 

The situation outlined in the preceding paragraph could be successfull! addressed if (a) the current 
partner banks. i.e. those which are s t i l l  actively involved in the programme. are able to resolse their 
l iquidih. problems and are also ~v i l l i ng  and able to change their sttategies \\ i th regard to regional 
expansion: or i f  (b) Armeconombank. which has a v e n  large branch net\rork (more than 40 
outlets). can be persuaded to give priorit) to MSME lending: or if (c) at least one ambitious ne\\ 
parmer bank can be found svhich either already has a sizeable branch net\\@* or \\auld l ike 10 
expand rapidly to the regions and also has the financial resources needed to undenake a major 
expansion programme. 

Re sce~rario la) - rk clrrrenr portner ho11h. i.r, rllo.~r ~vhich arr still ocriwh- i~rn>llud i~r  tlw 
progronlnle. are able ro resolve rlwir liqlriciin. pruh1t.111.~ n ~ d  ore nlso ~vil l i~ip cud ohlr tu ~ I M I I ~ ~  
their strategies ~v i th  regard to rrgiu~~ol  e.rpo~t.~iu~r; 

Due to  the limited absorptive capasit! o f  the existing partner banks. i t  is unlikel! that additional 
credit lines from the EBRD and other international financial innitutions nou ld  ha\e a malor. long- 
lasting impact on the banks' o\erall liquidity situation. The unsatisfied demand for credit is w l a y e  
that additional onlending funds obtained through credit lines aould be disbursed to SISSIES \tithin 
a few aeeks or months. .4 viable alternative to additional credit lines ~ o u l d  be the implementati~vl 
o f  major capital increases. and given that the ability andor \\illingness o f  the current insestorj to 
subsrantiall! increase their stakes in the institutions is said to be limited. the attraction o f  neb\ 
potential investors might be a solution. In an) case. ho\vever, a high priorit! \\ill ha\e be 
assigned to the increased mobilisation o f  funds on the l w a l  deposit market. Therefore. in an et lbn 
to help the panner banks to develop a sustainable solution to the liquidit? problem. the .ASlP's 
consultants are tvok ing closelj H ith their counterpans at the sarious institutions to promote the sale 
o f  more non-loan products to current S1SME clients. A so-called customer relationship management 
(CRM) approach is being utilised n i t h  a vie\\ to boosting both deposits and non-interest inscvne. 
which \\auld contribute to increased liquidit! levels at the banks. 

: The spxific situation a1 each V e r  tunL \rill IY J i x u w d  h l o ~  in the xclionr &ling ui!h the in&\ ida;li 
insfilutions. 

Some ofthe toms lhat hate k n  targetd hdre a populalion o i l r ~ s  than 



Re scenario ibi -- Armeconombarrk carr be per.~rmadrd ro piye priorin. ro .Ii.Y.liE Irrriirig 

Since Armeconombank has a v e n  large branch network \\ i th man! ou~lets in the \arious regions o f  
the countn. i t  has the potential to become a v e n  valuable pamer bank. Unfonunatel!. hone\er. 
both Armeconombank's performance as a partner bank o f  the German-.&rmenian Fund and the 
initial indications which i t  gave to the AMP's consultants regarding its attitude to\\ards the 
programme were not ver) promising. .At the beginning o f  June. Armeconornbank's top management 
changed and there were certain indications that the change in the bank's management might a l w  
have led to a change i n  its anitude towards micro lending. But given that .&rmeconombanL.'s \ie\\s 
on the imponance o f  micro lending have also changed frequently in the past. i t  remains to be seen 
whether i t  really has decided to approach micro lending differently and is serious about making the 
changes that tvould be necessary to put a different approach into practice. Based on the Consultant's 
long experience with Armeconombank in the area o f  MSE lending. i t  is, to sa? the l e a L  unlikel! 
that this bank ~ v i l l  change its anitude tonards serving the programme's tarset group and make a 
substantial contribution to the achie~ement o f  the AMP'S objectives. 

Re scenario /c) - or leasr one a~ribi~ioirs nets. parrrirr harrk can hqfi)rrrri i~lricli rillur alrea~fi I a s  '1 

s~:eabIe brarich nenvork or ~voirlti likr ro e.rpond ry i t i l r  ro rlie rrgiorrr arri also litr~ rlw t;rulrtciaI 
resorrrces t v e ~ f e d  10 undertake a nrajor e.rparrrion pmpranrnir: 

The pro-mmme has assessed the Armenian banking market uith a vie\\ to  identihing nerr panner 
banks which, i n  terms o f  financial stability. integriry and the potential for regional e\pansion. could 
become valuable partners for the 441P. and so far only t\\o potential panner banks hate k n  found 
which appear to meet these criteria to a more or less satisfactor) degree. These potential prlnners 
~ o u l d  be Converse Bank and Armsavingsbank. Both banks ha\e expressed an interest in c* 
operating with the AMP. However. since the EBRD has not yet decided to initiate cooperation ~ i t h  
either o f  them.' the A M P  has so far not taken any action in terms o f  involving these t u o  banks i n  
the pro-mmme's activities. If the programme wished to initiate cooperation tr i th either Ccnberse 
Bank or Armsavingsbank, both o f  \\hich are among the countr!'~ larger banks. i t  uou ld  be crucial 
to arrive at a decision in a relativel! early stage o f  the project in order to ensure that all a i  the 
necessary measures could be implemented in a sustainable manner. The ASfP's netr panner hL.. 
Cascade Bank. also has plans to expand its branch netr\ork in the future. but gi\en that i t  currentl? 
does not have a single branch. the impact o f  Cascade \tithin the A M P  tr i l l  probabl! be nther 
modest. 

2. General information on tbe Consultant's activities 

2.1 Analysis of initial situation and planning to facilitate regional outreacb 

The first fe\\ veeks after the launch o f  the programme uere used to anal!se the partner hanks in 
terms o f  what may have changed at the individual institutions follo\\ing the phase-out o f  h e  
German-.Armenian Fund's technical assistance activities. The AMP'S consultants resumed their 
intensive dialogue with the panner banks' top management staff. their counterpans at all lerels and 
the micro lending staff both at the banks' head oflices and also at numerous regional hnnsher. The 
fol lo~ving aspects rrere anal! sed: 

+ SISXlE lending structurrs and the procedures that are currentl? in place: 

+ the use o f M S 3 l E  loan products. especiall! Express loans: 

' As repards :\rmu\ingsbank. h e  EBRD might talc a decision conrl-minp a possible a c w ~ n t i ~ m  LWLY iu rci~!!\n&ip 
\r ilh the Russian institution --\'nnhtorp R ~ n l " .  :\rmu\inpstunl's priniip! sharch~,!A~. h a  km clcs-!! L!lnci 



3 the panner banks' operating en\ ironment: 

3 the qualifications o f  lending staff and the allwation o f  such personnel to branches in the 
regions: 

3 internal control mechanisms that are in place: 

3 MSME ponfolios and ponfolio qualit!: 

3 the partner banks' \\illingness and abilit! to expand their \ISSIE lending operations to 
the regions.'l 

In March a considerable amount o f  time and effon \\as devoted to establishing a data information 
system. This system i s  designed to enable the banks to provide to the A34P all o f  the information 
required for reporting purposes and for controlling. The objective i s  to repon all loans disbursed h! 
the banks which meet the eligibilit! conditions defined b! the EBRD and \\hich are anal!sed b! 
IPC-trained lending staff using the IPC lending methodolo_q\ (the lending methdolog! is 
sometimes also referred to as the "credit technolog!"). The source o f  funding for the indi\ idual lmn 
is not relevant. At the same time. the ne\v approach has been designed in such a \\a! as to facilitate 
the smooth integration o f  the new s!stem into the indib~idual soR\vare packages used b? the barious 
banks \\ithout significantly increasing the panner institutions' alread! \ e p  substantial \\orkltud in 
terms o f  meeting the data-collection and reponins requirements established h! \ariaus donors and 
international financial institutions. 

Since regional outreach i s  one o f  the programme's ke? deliverables. the ASIP's consultana 
conducted discussions ~ i t h  all panner banks to assess their willingness and abilit! to expmd 
MSME lending operations to the regions. With the exception of Armeconombank. all o f  the partner 
banks operate MSME lending departments in all o f  their existing branches. If lending operations are 
to be funher expanded in the regions. the panner banks must be persuaded to open ne\\ branches in 
new cities and to\\ns. M'hen i t  became clear that at least one o f  the panner institutions - namel! 
ACBA - was both willing and able to open ne\\ branches in ne\v cities and touns. and that .ACB.A 
had already bought and refurbished premises for branches in \arious necc cities in both the northern 
and southern parts o f  Armenia a decision was taken to send AMP'S local trainers on permanent 
assignments to the regions in question: one was assigned to Vanadzor in order to facilitate the 
expansion o f  the partner banks' branch net\\orks in the north and one \\as sent to Kapan in order to 
do the same thing in the south. The tasks o f  these t\\o trainers are to help banks nhich ant 
expanding in the regions to recruit and train ne\\ loan oflicers. to impro\e the qualitiwtians and 
performance o f  the institutions' existing loan oflicers. and to help them to build sound ne\\ I ~ u n  
portfolios in the respective regions. These t\\o trainers starred their acti\ities in June 2006. 

2.2 Developing new loan products 

Given that regional expansion had been defined as one o f  the programms's he! priorilies and taking 
into account the results of the anal!sis o f  the partner banks' operating environment. it became clear 
that the institutions \vould probabl! seme \IS!vlE clients even better if. in addition to the standard 
loan products - i.e. Express. Micro and Small loans - the! also offered other. non-standard I c w  

products. such as agricultural loans. credit lines. overdralts and a ne\v t)pe o f  Express loan. the 
semi-automated Express loan. 

Some ofrhe prelimin? resulls of lhis an~l>sir \\ill k oullincd in s ~ l i o n  5.  in \rhi<h lhc cc-omr~li,,n \\irh lhc 
indikidual panner hank is discurud. 



a1 Agricrrltrrral loam 

Except for ACBA. which has been lending successfully to farming operations and other agricul~ural 
businesses for many !ears. the A51P.s partner banks ha\e so far been quite relucmn~ to k c i m c  
actively involved in agricultural lending. During the first fen necks follo\\ing the launch c i  !he 
programme. the AMP'S consultants conducted a market stud! nith a \ie\\ to de\eloping a wund 
o\.erall approach to agricultural lending. including an appropriate design for a possible ne\\ 
agicultural loan product especiall! for Anelik Bank and lneco Bank. .Aner the agriculrunl lending 
methodolo_r) was modified to make allo\\ance for the specific characteristics o f  the Armenian 
market a seminar was held at each o f  these t ~ o  banks to present the approach that had k e n  
developed to their executive management personnel and to selected branch managers. 
Unfortunately. however. due to the liquidity problems i t  faces and the resulting reluctance on the 
pan o f  the management to enter a relatively new market. Ineco decided that for the time k ing.  i t  
did not wish to initiate agricultural lending on a large scale. The bank indicated that it \\auld not 
seriously consider introducing agricultural loans on a significant scale unless i t  \\as able to resolte 
i ts  liquidity problems and could count on having suflicient funds available to enable i t  not onl? to 
serve the conventional demand for loans but also to successfully develop the agricultunl Imn 
market. At Anelik liquidity problems did not seem to be a major concern at the outsrt. and i t  

decided to initiate agricultural lending in i ts  rural branches. especiall! in the tonn o f  Ga\ar in 
northern Armenia. AAer loan onicers had been trained in the application o f  the ne\\ credit 
technology via seminars and on-the-job-training, the bank began accepling applications for 
agricultural loans. In the meantime. Anelik has disburxd some o f  the agricultural loans uhich \\ere 
appro\.ed during the initial phase o f  the programme. and although i t  i s  continuing its agricultural 
lending operations. disbursements are frequentl! postponed \\hen onlendins funds are xarce. 

hl Credit lines and o~.erdrafrs 

In order to serve micro clients even better, credit lines and overdrafts are to be made a\ailable to the 
target group. Even for clients with a good credit history and larger businesses, in cases \\here 
flexible repayment schemes and short-term financing are required. these n\o products \ \ i l l  suppl! 3 

demand which has so far remained unsatisfied in the .Armenian micro credit market. F,>llo\\ing 
discussions with the partner banks o f  both [he specific needs nhich these products \\ill k intended 
to meet and the various features that will have to be incorporaled in their design, the ,451P.s 
consultants developed product descriptions and credit policies for both credit lines and o\enlrafis 
which will ensure that they are marketed and distributed to the members o f  the target gmup in a 
responsible manner. These n\o products \\ i l l  be introduced during the next fe\\ months. and in the 
beginning all aspects ofthe process nil1 be monitored extremel!closel! b? the A5fP. 

C I  ,411tonrated Erpress loans 

After they had analysed the da)-today lending practices and operations o f  the partner banks, i t  
became clear to the AMP's consultants that all o f  the institutions have so far k e n  relati\el! 
reluctant to become involved in Express lending on a significant scale.' With the automated Express 
loan. credit anal!ses for clients \\ho have a good credit histor? and \\hose business operations ha\e 
not experienced any structural changes are carried out using an abbreb iated procedure nhich does 
not include vis i ts  to the applicant's business premises and home. The intmduction of this neb\ 

The Express loan. \\hich is jesiend icx mounts of up to LSD 5.000. ma> k i u u d  trithout the p~u\ ision <,i 
collateral b~ Ihe b m a e r  and is suppsd  to k disbursed \r ilhin t\\o d3)s aticr h e  loan ipylisaion hxs k e n  
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procedure is intended to increase disbursement efficiency and to encourage the partner banks ro 
reassess their approach to dealing n i t h  their clients \ tho operate ven small businesses - a segment 
o f  the urget group which, overall. has proved to be extremely reliable and has an excellent 
repayment record - and thus to help them understand that uk ing  a less r isk-a tem appnmch to 
lending to these clients w i l l  enable them to increase the profitability o f  their Express loan operations 
tbithout significantly increasing their risk exposure. 

The requisite procedures have been developed and \\ill be discussed with the partner banks during 
the coming \\eeks. I t  is expected that. with the exception o f  .4ncliC all o f  the banks \ \ i l l  i n t d u c e  
the automated Express loan. 

2.3 Helping to increase liquidity CRM 

I n  order to facilitate efforts to improve the banks' liquidit! situation. the! are being giben suppllrt in 
the establishment o f  customer relationship management (CRSI). The goal here is to t n  to sell more 
non-credit products to current business clients o f  the banks \\ ho have either alread! m - e i \ d  a loan 
for an amount o f  at least USD 20.000 or 11 ho meet certain structural requirements. such as ha\ ing a 
certain minimum number o f  employees or a certain minimum monthl! turnover. In the frame\\oA 
o f  marketing and business development activities carried out with the help o f  a Customer 
Relationship Manager and aimed not only at such clients. but also at their business partners and 
employees. the banks nil1 promote a broad range o f  non-credit banking products. The sale o f  these 
products will. first ofal l .  increase the institutions' liquidit! base; second. i t  \\ill increase the ~wera l l  
profit earned per client: and third. i t  \\ill sene to broaden the scope o f  clients' business 
relationships with the respective banks so as create ties to the institutions nhich are b s e d  on more 
than just the fact that they have received a business loan. 

Because nothing which is in any nay  comparable to a CRSl-based approach has ever been utilised 
at the partner banks. the AMP'S consultants hate developed a CR\I  manual for the institutions 
which defines the nature o f  CRSI and its objectites. as \\ell as proi iding job der-riptions and 
sening forth procedures. The general idea behind CRh1 and \\hat it is intended to accomplish hate 
alread! been discussed with the banks. Over the next fe\\ \\eeks. the CRSf manual \\ill 31~0 be 
discussed \\ith the banks. people \\ill be given the requisite training in customer relationship 
management techniques. and specialised sohvare to support CRkl  \\ill hr introduced - all o f  \\ hich 
wi l l  enable the banks to actually begin using this new approach. Once CRSI has been full! 
implemented and is functioning properly. i t  is expected to help improve the hanks' liquidit! 
situation. 

2.4 Seminars and training 

During the period under review, seminars were held for loan officer trainees. Slicro loan ollicers. 
Small loan officers. branch managers. middle managers and members o f  the banks' e\ecuti\e 
management teams. T\ \o one-nee);-seminars for loan olficer (LO) trainees \\ere held at the .A\IP's 
headquarters i n  Yerevan. and at these seminars a total o f  26 L O  trainees recei\ed instruction in 311 
aspects o f  micro lending. including the credit c!cle. financial anal!sis. assessment o f  reletant %xi* 
economic factors as part o f  the credit analysis process. client acquisition and loan recoten. .A total 
o f  46 Micro loan officers receited training in the areas o f  cash-no\\ anal!sis. financial cross- 
checking and loan recovery which \\as provided in the form o f  three separate oneda! seminars. 
Two oneday seminars were conducted for Small loan specialists. focusing on cash-no\\ anal!sis 
and project finance: these seminars \\ere attended b! a total o f  3.: Small loan officers. During the 
period covered bx this report. a total o f  5 loan officers from Anelik and lneco mei\ed h>th 



classroom and on-the-job training in agricultural lending. On separate occasions. the .A.\IP 
conducted a t o h l  o f  four diKerent \vorkshops for these t\ro banks which dealt \r i th agricultural 
lending as well as customer relationship management and \rhich \\ere anended b! middle- 
management stam. members o f  the banks' top management teams and branch managers. Thus. a 
t o h l  o f  110 loan of icers and about 25 branch managers and other management pemnnel  fnxn the 
various partner banks - including members o f  their e\ecutive management teams - attended 
training seminars and tvorkshops durin? the period under re\ie\v. 

3. Outlook 

As indicated above. the nest quarter \r i l l  be used to introduce the ne\r loan products. to make 
progress in terms o f  implementins customer relationship management. and to support [he banks. 
especially ACBA. in their eKons to broaden the regional scope o f  their SISSIE lending actis i t is j .  I n  
order to facilitate the regional expansion activities. plans call for a sizeable number cf ne\\ lcwn 
officer trainees to be recruited and begin their training. 

The AMP'S consultants wi l l  also work with the head ofices o f  all o f  the partner banks to initiate 
necessav processes o f  institutional strenghening. Especially as regards the cwrd inat ion o f  
activities n i th in  the banks' S,lS.\4E departments. with respect to personnel polic? and in terms o f  
internal control and internal audit funclions. there i s  room for improvement at the panner banks. .At 
the same time, plans call for appropriale job descriptions for sven rele\ant SiSSiE position to be 
introduced at all o f  the banks in order to increase the le\sl o f  formalisation in the allcwation and 
delineation o f  responsibilities in this area. 

At the beginning o f  the new reporting period. Caseade Bank is espected to d i sbum its first SISXiE 
loans \t i thin the frame\\ork o f  the AMP. 

4. Results of lend in^ activities: 

Portfolio growrh by volume \ras relatively modest a i th in the reporting period. From .April 
t i l l  June the loan portfolio grew by 10%. 

Portfolio grosrth b? number stagnaled. Since portfolio by volume increased. the a\era_ee 
loan amount also increased from USD 3.128 in .April to L S D  3.474 in June. 

The qualit) o f  the portfolio remained satisfacton. u i t h  arrears b? more than one da? o i  
1.756 and b} more than 30 da!s o f  I .O0b. 



-I: Development of the outstanding loan volume over the periocl April I -June 30,2006 (in USD) 
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5. Cooperation witb the partner b a n k  

5.1 ACBA 

ACBA is  the AMP'S most dynamic partner bank. Unfortunatel). though. after the German- 
Armenian Fund was phased out. the bank basically did nothing to further de\elop ke! institutional 
aspects o f  MSME lending. Except for a modest incrcase in the size o f  the loans \\hich the hnnzh 
managers are authorised to approve. no effort \\as made to further de\elop the organisational 
structure o f  MSME lending operations. lending procedures or \IS\lE loan products. One 
characteristic o f  4CB.4 is the vec high degree o f  centralisation in decision-making: the CEO. \lr. 
Gishyan. handles nearly eve? single issue o f  an! importance. This regularl! leads to a temporar? 
cessation o f  activities in man) indibidual projects \\hen he i s  not in Yere\an. but on the other hand. 
because in practice the CEO cannot actuall) deal n i th  all. or even nearl! all. o f  the issues on \\ hich 
decisions must be taken. i t  creates a certain degree o f  decentralisation \\ithin the second and third 
le\.els o f  management especially in terms ofco-ordinating the branch net\\ork. 

The cooperation with ACBA is quite productive. Especially 51r. Gish>an and his deput! for 
lending operations. Mr. Andreaqan. are ven open to neb\ ideas and are eager m make use o i  the 
AL4P.s support as much as possible. ACBA \\auld like to have the AXlP's support in particular to 
help \vith the realisation o f  its plans to open I 2  net\ branches by the end o f  2006 (further branch 
openings are projected for 2007). ACBA's regional expansion plans are so ambitious that this 
project appears to be making excessive demands upon the bank's management staK n i th the result 
that. to a certain extent. they are apparently neglecting other important issues. 

The most significant constraints as regards the regional expansion are in the area o f  pwnnel 
recruitment and training. Man! o f  the ne\v branch managers are recruited fmm among the bank's 
high-potential blS5lE loan oflicers. and thur on the one hand. this procedure \ \ i l l  iazilitate the 
smooth implementation o f  SISSlE lending operations in the new branches and help ensure h e  
sound management o f  the MS\lE portfolios which are to be generated. On the other hand. this 
approach leads to a '-brain drain" among the loan oflicers at nearl! even single branch \\hich i s  
already operating and hinders urgently needed capacip building at .4CBA+s head otlize. in 
particular the creation o f  a strong co-ordination department to o\ersee all of  the bank..; \IS\fE 
lending operations. 

The absence o f  a srrong coordination department for \1S54E lending has become the major 
obstacle to the implementation o f  a s>stematic approach to training, loan officer recruitment and the 
organisation o f  MSME lending activities in the regional branches. As Ions as . 4 C B  \\as a 
comparatively small bank. i ts  esisting management stnlcture \\as adequate to deal u i th  most o f  the 
challenges posed by the institution's gronth and development. But considering the scale o f  the 
gro\\~h which ACBA has experienced. and given that it is  nor\ in the process c.f launching an 
ambitious regional expansion programme. the old management structure i s  no lonser sutficient and 
i t  i s  no\\ time to make h e  appropriate changes. These issues hase k n  discussed n i th  -4CB.A and 
over the nest fer\ ~ e e k s  assistance \\ill be provided in order to help the bank make the requisite 
modifications. I t  is envisaged that the head o f  the Department for Commercial Loanr ~ h o  is also 
responsible for the coordination o f  a l l  AfSSlE operations and clearlj has an escessise \\orkload. 
\\ill be supponed in future b! three regional managers - one for northern .Armenia. one fer central 
Armenia and one for the southern part o f  the countr? - a ho ail1 he giten the task o f  cc~vdinating 



MSME operations in the individual regions for which they are responsible. In  addition. at the end o f  
June ACBA was in the process o f  conducting a large-scale recruitment campaign to lill ne\\ 
positions created in conjunction n i t h  the regional expansion. Given that the .A\IP has noa assigned 
two local trainers to the regions - one to the northern pan o f  the countp and one to the KIUI~ -once 
the regional managers have taken up their duties. the! \\ill receive assistance fmm the .A\fP in 
training the neu staff in h e  regional branches. 

Over the last few months. even after the end o f  the period o f  high demand for agricultural loans. 
ACBA also faced severe liquidity problems. The result \\as that the scope o f  lending to business 
clients was limited to the volume that could be financed n i t h  the inno\\ o f  funds from brro\\ers'  
principal and interest payments. It \ \ o d d  seem that the aggressive regional expansion stnteg!. and 
especially the purchase o f  real estate and the refurbishment o f  premises for ne\\ h n n c h e i  
exacerbated the situation. I t  might \\ell be that the expected involvement of Credit .Agricole as a 
shareholder in ACBA. and the sizeable injection o f  ne\\ capital which this u ill presumabl: pro\ ide. 
has played a crucial role in the financial planning undertaken b! the managemenL panicularl: in 
terms o f  alle\ iating the current liquidity problems. 

I n  early July. the AMP'S consultants \\ill conduct a one-and-a-halfday seminar for al l  o f  .ACB.A's 
branch managers and for the bank's executive management at which ke) issues ~ i t h  regard to 
regional expansion. the credit technology and C R M  \\-ill be discussed. 
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5.2 Anelik 

Unfortunately. Anelik Bank is the weakest partner bank in the AMP. During the acti\e phase o i the 
German-Armenian Fund. i.e. while technical assistance Has being provided to the panner hankr the 
former deput) CEO for lending. \frs. Tadevos!an. successfully co-ordinated a11 o f  the tunk's 
MSME lending acti\ities. In Jul! 1005 Sirs. Tadevos~an had to leave the bank. and the remaining 
deput! CEOs did not sho\v any panicular interest in \lS\lF. Icnding: since then. the ce-ordination 
o f  .MS\IE lending operations at the head office has been se\erel! neglected. Due to this absence o i  
management interest and co-ordination. MSME lending at r\nelik is clearl! i n  decline. Regional 
loan approval limits have not been increased over the past !ear. nothing has been done to funher 
de\relop procedures or products. no significant effort has been made to increase the number o i  loan 
officers. and a systematic training and professionalde\elopment programme has not k n  
implemented for the esisting lending staff, A l l  in all. i t  is therefore not surprising that .Anelik is 
steadil) losing loan officers. The best LOs are leaving to join other bankr and others are takinr - .  iob i  
in various other sectors. 

Alu, i n  terms of sewing the target group. the situation at Anelik has deteriorated during the pas 
year. The collateral requirements for Espress clients have been increased and h e  oberall strates 
seems to be focused more and more on issuing loans for larger amounts. I t  is therefore not 
surprising that Anelik \\ill probabl! not introduce the quasi-automated Express loan. 

Although the overall institutional situation at Anelik has deteriorated significantl!. i t  is impenant to 
note that the remaining members o f  the MSME lending staff still eshibit a surprisingl! high le\el o f  
motivation. K i t h  the approval o f  Anelik's CEO, several loan officers and branch managers attended 
a workshop and a seminar dealing n i t h  the credit technolog used in agricultural lending. Shonl! 
after these trainin8 measures were completed. the AVP's  consultants provided additional c lassmm 
training in  agricultural lending techniques and accompanied loan officers from .Anelik's bnnch in 
Ga\,ar and a responsible person from the head oflice on several visits to agricultural clients i n  order 
to superiise and suppon the credit analysis process for the loan applicants i n  question. Ho\\e\er. 
after a number o f  loan applications had been approved. all agricultural lending operations had ta be 
put on hold again because. for a fe\\ \\eelis. .4nelik also faced severe liquidit! problems. .After a 
month had elapsed and the situation appeared to have improbed due to the inno\\ o f  funds irom 
borrowers' principal and interest pa!-ments. some o f  the agricultural loans that had been appru\ed 
were disbursed. albeit with a cenain delay. The liquidit) situation was eased some\\hat thanks to 
the approval o f  another credit line by the EBRD in mid-Ma!. Cnfonunatel!. though. h! the end o i  
June these additional funds had al l  been disbursed and \fS\iE lending. including agricultural 
lending. was again put on hold. 

Since Anelik received technical assistance over a period o f  many >ears. and gi\en that at present 
this institution does not appear to regard MSME lending as a priorit: area o f  its opcrations. the 
A M P  is not devoting a \ e n  significant portion o f  its time or resources to suppln measures ior this 
bank. 

Accordingly, the AMP'S consultants are focusing primaril! on coordination acti\ities at .Anelik's 
head office with a vie\\ to persuading the bank to once again take a genuine interest i n  \1S\IE 
lending operations and make the nscsssap commitment to this area o f  actit it! at the apcrationsl 
level. I n  addition. the A M P  is helping to de\elop a ne\\ credit polic). inbiting lending sialTto anend 
its training seminars and supporting h e  bank in i& el'fons to open n \ o  neb\ branches. one in 
Yerevan and one in Ejmiadzin. a cit? near Yereban. 
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5.3 Ineco 

The co-operation with lneco is \,en satisfacton. The bank's executi\e and middle management 
staff are al\\a!s open to positive and construc~ive criticism and are svilling to discuss an! issues 
raised by the A M P  in conjunction \\ ith the programme's efforts to make SISSIE lending operations 
in  lneco more efficient. On the other hand. i t  must be noted that lneco has traditionall! gi\en 
priorit) to consumer lending. and that in che future the bank wi l l  continue to regard consumer 
lending as the most important segment o f  its credit business. The implications o f  this preference ior 
consumer lending are underscored during periods when liquidit! is scarce: at such times. the scope 
of MSME lending is limited to \\hat can be financed \\ith the infloss o f  funds fnm hr ro \ \e t i '  
interest and principal pa!ments. \\hereas consumer lending operations continue to k iunded at 
more or less the normal level. i.e. \\ithout a significant reduction in the number or bolume o f  
disbursements. I n  June che situation with regard to SiSS1E lending had become so b d  that I n ~ o  
sent most of the MSME lending staff on vacation. as there \\as no point in pnressing or appro! ing 
nen loan applications. given that the bank was not prepared to make funds asailable for the 
disbursement o f  any ne\v SISME loans. 

The constraints posed by the liquidit! situation \\ere also the reason ~ h ! .  after ha\ing initiall! 
discussed the introduction o f  the new agricultural lending methodolog! n i t h  the .\SIP. the bank 
decided in the end not to implement the methodology. .As lneco's management stated. i t  \\auld 
make no sense at al l  to enter a ne\\ market svithout having first satisfied the potential demand in the 
bank's traditional MSME market. 

I n  vie\\ o f  the overall shortage o f  liquidity. i t  is imperatise to make even effort to also intndute an 
active C R U  approach for current SiSX1E clients at lneco. In addition. the liquidit! situation at Ins\-@ 
might be eased in  the near future through the provision o f  funds b! the IFC. \\hish has plans to 
acquire a stake in the bank and open a L S D  3 million credit line for lneco. Ho\\e\er. gisen the 
extent o f  the unmet demand for SISME loans at present. i t  is expected that these additional iunds 
would also be disbursed in  only a f e n  months. 

A t  this point it is not clear nhether the intlo\v o f  nest capital and the opening o f  the credit line 
\\auld enable lneco to begin c ~ i n g  out its plans for the expansion o f  its regional b r a n ~ h  net\\oA. 
I n  discussions held with the bank in .April. the AS1P's consultants presented stenarit>s ik\r regional 
expansion involving various regions o f  the countn. showed hot\ the programme ~ o u l d  pn>\ide 
assistance to the bank in  terms o f  loan officer recruitment and training in  the regions. and iarried 
out a break-even analysis for potential neb\ branches. L'nfortunately. ho\\e\er. once i t  became i lear 
that the bank \vould encounter severe liquidit) problems in the summer. the entire project \\as put 
on hold. And given that 1neco.s plans initially called for i t  to open net\ branches in cities \\here 
other partner banks o f  the ASIP do not currentl! operate. i ls decision not to open additional 
branches is clearly a setback for the ,451P as regards i t s  objectite o f  tkpanding the s s o p  ~ > f  
programme operations to cover regions in Armenia \\hich hate so far been undersupplied in terms 
o f  MS.UE finance. 

When the plans for regional expansion \\ere discussed. i t  once again became clear chat the bank's 
overall organisational mucture is not optimal in terms o f  the allocation o f  m k r  pn$ect 
organisation and folio\\-up mechanisms. I n  the meantime. the bank has developed cerlain srmctunl 
modifications and the board has given approval for their implementation. but i t  remains to be seen 
whether they \\.ill in fact lead to an improvement in the situation. S4oreo\er. during the period under 
review the AS1P's consultants. \\orking in  collaboration \ \ i lh  the bank. de\eloped a neb\ lending 
polic! which \\as approted b! the hoard in June. This neb\ polis) no\\ goserns not onl! SISSIE 
lending operations but all lending operations for business clients throughout the bank. The neb\ 



polic) ensures that the bank's lending methodolog! incorporates the principal features e f  IPC's 
credit technology. and it also establishes a binding. clearl? dclined set of  rules and pm-edum for 
the use ofthe lending methodolog! uhich in turn ensures that it is correcrl? applied. 
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When the A M P  was launched. the management o f  Armeconombank did not shot\ any interest in so- 
operating with the programme. The bank's CEO. Mr .  Osipyan. even claimed that .Armeconomb3nk 
had n e w  recei\ed funds from the EBRD to finance JISE lending. and said that. for its pan. the 
bank \\.as un\villing to initiate MSE lending in collaboration with the EBRD. .As a result. i t  \\s 
agreed \\ ith the EBRD to terminate the co-operation ~ i t h  .Armeconombank in  .April. 

At the end o f  May. Mr. Osip!an left the bank - his depanure came unespectedl? - and his depun. 
Mr.  Suksysian. \\as appointed as the ne\v CEO. Shonl! afier that. the bank signalled to the .A\IP's 
consultants that i t  \vas thinking about once again becoming involved in XISJIE lending. and thus 
that i t  \\.auld be wil l ing to co-operate ~ i t h  the .AMP. I t  \\as agreed with the EBRD that i t  \\auld 
only make sense to allocate technical assistance resources to Armeconombank i f  th i j  institution 
were to provide proof o f  its renewed commitment to XISJIE lending b) developing ambitious plans 
with regard to the gro\\th in the number o f  loan officers. ponfolio gro\\ih. enhancing i t s  outreach to 
the target group and utilising its ven large branch netuork for \!SJIE lending. 

5.5 Cascade Bank 

Cascade Bank is the AMP'S nettest panner bank. This institution. ahich is a rather small h k  i n  
terms o f  total assets and the size o f  its branch net\\ork. is pan o f  Cascade Capital Holding. The 
holding company. which. in addition to the bank. also comprises an insurance snmpm!. a credit 
union and various investments in media enterprises. is onned b? the Gafes)an Famil! Foundation. a 
foundation which u-as set up by Mr. Gafesyan, a \\ealth! .Armenian businessman \\ho made a 
fortune in the United States. 

Working together. the AMP'S consultants and the management o f  Cascade Bank selected six ILW 
officer candidates in  mid-June. Immediately afier the) \\ere selected. all six anended a one-nssk 
seminar held by  the AMP'S consultants. follo\\ing \\hich the! took an examination \\hich uas 
designed to gauge their suitability to sen.e as \TS\lE loan officers. .After the results o f  this 
examination had been evaluated. i t  \\as decided to launch %ISME lending operations s i t h  thnrz o i  
these six candidates. 

A t  the end o f  June. an MSME credit policy was in the process o f  being approved b! Cascade's 
management. an office had been x t  up for the stalr \\ha \\ill be invnhed in \IS\IE lending 
operations and a business plan had been established: this business plan calls for \1SSIE sredit 
operations to be launched at the beginning o f  July. \\ ith the first disbursements k i n g  carried out in 
mid-Jul!. 

At this point i t  i s  not clear ho\v much operational independence the bank's management \\ill k 
given by the management o f  the holding company. and i t  is also unclear uhether the \lS\lE lcun 
depanment can be fully integrated into the bank's o \ e n l l  institutinnal structure. 

The co-operation with the bank's top management i s  \ e n  good and Cascade's management has said 
that \IS\TE lending is to become one o f  the bank's priorit! areas o f  acti\ it\ in the future. At 
present. Cascade has onl) one outlet. i.e. i t  conducts all o f  its business operations fmm its head 
office. but the bank's management plans to open branches in  both northern and southern .Armenia in 
2007. 


