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Chapter 1. Overview of the Busmess Planmng GUIde

In ThIS Chapter - IntroductIon to the gmde
- ObjectIves of the gmde

Approach of the gmde

1.1 IntroductIOn to the GUIde

As more and more microfinance mstItutIOns strIve for financial self-sufficIency, they
are reahzmg the Importance of takmg a busmess approach and bemg more responsIve
to theIr chents needs as well as constantly Improvmg theIr management and
operatIOns WIth this busmess approach comes the need for MFls to thmk about theIr
products, markets, and operatIOns, and to develop a plan to meet theIr goals m the
future Many mICrofinance mstItutIOns underestImate the role of plannmg and how a
good busmess plan can gmde an MFI m the nght dIrectIOn, help It to ralse money,
prepare for the future, and measure Its progress ThIS gmde IS mtended to prompt
mIcrofinance mstItutIons to think about where they have been, where they want to go,
and how they Will get there

The Busmess Planmng Gmde provIdes a step-by-step procedure to aSSIst microfinance
mstItutIOns m prepanng a busmess plan It was developed by the Center for
Microenterpnse Fmance (CMF), whIch IS a component of the USAID funded
PRESTO Project m Uganda One of the mam objectIves of the CMF component of
the Presto Project IS to strengthen the mstItutIOns that provIde savmgs and credIt
servIces to microenterpnses withm Uganda In keepmg With thIS objectIve, the CMF
developed thIS busmess plannmg gmde specIfically for Ugandan MFls, and has
tramed them m the busmess plannmg process

1 2 Objectives of the GUIde

The Busmess Plannmg Gmde has the broad objectIve ofhelpmg managers ofMFIs to
plan for the development of theIr organIzatIOns through the creatIOn of a busmess
plan ThIS gmde bmlds on the broad foundatIOn of mIcrofinance best practIces,
mcludmg extensIve outreach to the poorest of the economIcally actIve and
achIevement of financial self-sufficIency through use of full-cost-covenng mterest
rates and sound delInquency management

Through thIS step-by-step gmde, the CMF seeks to aSSIst MFI managers to

• understand the busmess plannmg process

• develop a mISSIon statement fOf theIr orgamzatIOn

• assess thelf current SItuatIOn

• determme theIr base potentIal for development

• develop strategIes for the development of theIr orgamzatIOn
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• produce portfolto projectIOns

• project and analyze financial status

• produce a comprehensIve busmess plan

• use a busmess plan as a management tool

1 3 Approach of the GUide

The gUIde IS orgamzed mto ten chapters, each ofwhIch covers a dIstmct part of the
busmess plan Worksheets are mc1uded throughout the gUIde to assIst m your analySIS
of your own orgamzatIOn TOPICS covered In the BUSIness PlannIng GUIde and a brIef
deSCrIptIOn of each chapter are as follows

Chapter 2 defines busmess plannIng and provIdes an overvIew of the role
bUSIness planmng plays In mlCrofinance mstItutIOns

Chapter 3 IS devoted to the mstitutIOnaI background and mISSIOn of your MFI
Fust, the lustorIcal development of your MFI IS conSIdered Then, the
development of a mISSIOn statement for your organIzatIon IS dIscussed Before
you can put together a bUSIness plan, you have to deCIde where you want to be
m the future ThIS chapter exammes your organIzatIOn's values and VISIOn for
the future and helps steer you m the rIght dIrectIOn by establIshIng a mISSIon
statement

Chapter 4 dIscusses how to assess the current SItuatIon of your organIzatIOn and
IdentIfy the organIzatIOn's strengths and weaknesses ThIS chapter analyzes
how well the MFI has performed so far, focusmg on three key areas market,
operatIOns, and financIal Several key finanCIal ratIOS are mtroduced to analyze
performance to date

Chapter 5 focuses on assessIng your organIzatIOn's potentIal to develop ThIS
chapter helps you to look objectIvely at your MFI's capabIlItIes and resources to
determme ItS base potentIal for development ThIS chapter also explaInS how to
assess the external enVIronment~ ,@rder to IdentIfy opportunItIes and threats
facmg your organIzatIOn

Chapter 6 concentrates on developmg strategIes to achIeve your orgamzatlon's
mISSIOn ThIS chapter helps you look mto the future and formulate a plan for
achlevmg the mISSIOn Some alternatIve strategIes are dIscussed

Chapter 7 explams how to prepare a speCIfic marketmg plan based on your
strategy that addresses the target market, servIce delIvery, and actIVItIes that wIll
be undertaken to reach the target market

Chapter 8 dIscusses capaCIty plannmg by focusmg on how to IdentIfy and
prIOrItIze current and future capaCIty needs
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Chapter 9 dIscusses how to use the busmess plan developed thus far to develop
the financIal plan SpecIfically, the chapter mstructs on producmg portfolIo
projectIOns, mcome and expendIture prOjectIOns, and finanCIal statement
prOjectIOns Examples of these financIal projectIOns are presented Also
stressed m thIS chapter IS the Importance of cntIcally analyzmg your plan by
askmg "what If' questIOns and performmg sensItIVIty analysIs

Chapter 10 dIscusses how to appraIse and use the completed busmess plan

An example of a busmess plan format IS shown m AppendIX A After readmg the
Busmess Plannmg GUIde, you should have a basIc understandmg ofthe role of
busmess plannmg and how to prepare a busmess plan for your MFI

The Center for MIcroenterpnse Fmance, Kampala, Uganda 3



Chapter 2: Overview of Business Plannmg

In ThIs Chapter - DefimtIOn and process of busmess plannmg
- The busmess plan document
- The MFI Busmess Plannmg Framework

Role ofbusmess plannmg

2 1 DefimtIOn and Process of Busmess Plannmg

Busmess plannmg IS a process that prepares your MFI for the future It mcreases the
hkehhood that down the road, your MFI WIll be successful Busmess plannmg IS a
process of

• Analyzmg the performance of your organIzatIOn

• IdentIfymg your MFI's potentIal for development

• Decldmg on busmess strategIes that WIll help you to achIeve your potentIal,
sustam competItIve advantage, and meet the needs of your chents

... 'I.. -.... ..o,y

• Incorporatmg strategIc deCISIOn's mto finanCial projectIOns to determme the Impact
on your orgamzatIon's finanCial posItion

The process of busmess plannmg prepares you for what hes ahead It proVIdes a VIew
of the future and p~)lnts your orgamzatIOn m the nght dIrectIOn The plan also
descnbes the hIStOry of the orgamzatIOn, Its strengths and weakness, Its capaCItIes,
and Its plan for the future

The process of creatmg a busmess plan mvolves extenSIve commumcatIOn among
board, management and staff, whIch wIll help ensure that the projectIOns are reahstIc
ThIS partICIpatIve process focuses the thmkmg of the varIOUS stakeholders, allowmg
each to adopt the busmess plan as an expreSSIOn of theIr own VISIOn for the
organIzatIOn

Busmess plannmg IS an IteratIve process that conSIsts of mformatIOn, assumptIOns,
and deCISIons The planmng team must make declSlons and form strategIes based
upon mformatIOn about the past and present performance of the organIzatIOn and
assumptIOns about future performance It IS Important to make reahstlc assumptIOns
because m the end, your busmess plan IS only as good as all the assumptIOns you put
mto It To make sure that your assumptIOns make sense, much of your plannmg
should mvolve trymg to understand your present SItuatIOn and to develop a realIstIc
assessment of your capablhtIes to grow m the future

2 2 The Busmess Plan Document

The output of the busmess plannmg process IS a document that exphcltly states the
planned development of the MFI over a three to five year penod It IS the tool by
whIch the MFI's mISSIOn IS translated mto measurable targets m the context ofmarket
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demand and organIzatIonal capacIty All of the strategIc decIsIons made dunng the
busmess planmng process have fmancIallmplIcatlons, sheddmg lIght on the potentIal
for full self-sufficIency, takmg It from theory to realIty

A schematIc outlme of the busmess plan IS shown below See AppendIx A for a
detaIled busmess plan format

Contents of a BusIness Plan

Chapter Content
ExecutIve Summary • I - 2 pages hIghlIghtmg the busmess plan

InstItutIonal Background • Hlstoncal development of the MFI
and MIssIOn • RegIstratIOn, ownershIp, leadershIp, governance

• OrganIzatIonal structure

• MISSIon statement

Current Performance • AnalysIs of the MFI's strengths and weaknesses

• DescnptlOn of the market products, pncmg,
competItIon

• DescnptlOn ofoperatIOns methodology, loan
portfolIo, delIvery system, performance mdlcators

• DescnptlOn of financIal performance performance
IndIcators

Base PotentIal to Develop • AnalySIS of InstItutIonal capacItIes In the areas of
Ideas, expenence, resources, control, and leadershIp

• AnalysIs ofopportunItIes and threats

Strategy • Development ofways to take advantage of
strengths/opportunItIes and confront
weakness/threats

Market Plan • QuantIfiable targets m the market number of
customers targeted, number of branches to be
opened, number of women In the program

CapacIty Plan • DescnptIon of planned Investment In faCIlItIes,
InformatIOn systems, and staff that would enable the
MFI to achIeve ItS targets

Fmanclal Plan • Hlstoncal finanCIal statements (pnor three years)
• AssumptIOns
• Loan portfolIo projectIOns

• Profit and loss projectIOns

• Cash flow projectIOns

• Balance Sheet projectIOns

• Performance IndIcators

The Center for Mlcroenterpnse F~nance, Kampala, Uganda 5



2 3 The MFI Busmess PlanDlng Framework

The MFI Busmess Planmng Framework, depIcted below, IS a three level process of
busmess plannmg that embodIes the key parameters ofperformance ThIs framework
begms wIth an analysIs ofyour MFI's current performance and then leads you
through an analysIs ofyour MFI's base potentIal to develop Then, the framework
gUIdes you through the components ofyour plan for the future Each level of the
framework IS dIscussed 10 detaIl 10 the remaImng chapters of thIs gUIde

The MFI Busmess Plannmg Framework

The Plan

CapaCIty

Current Perfonnance

•Base PotentIal to Develoo I

•

Levell Current Performance

Level 1 of the MFI Busmess Planmng Framework addresses the questIon

ttWhat busmess are we In and where are we now?"

If you can't remember where you've been, you probably won't see where you are
gomg At thIs level, you assess the current performance ofyour MFI by lookmg at
three key areas the market, operatIOns, -and 10 financIal terms A few examples of
questIons to be answered at thIs level In the busmess plan are
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The market What type ofproducts and servIces does the MFI offer? What kmd of
people does the MFI target? What mterest rate does the MFI charge? Who are Its
competitors?

OperatIOns What methodology does the MFI use? How are the products such as
trammg, savmgs, and loan apphcatlOns dehvered? What IS the average loan SIze?
What IS the chent drop-out rate? What IS the recovery process?

In financial terms What IS the MFI's operatlOnal self-sufficIency ratio? What IS Its
loan loss rate? Portfoho at nsk?

Level 2 Base Potential to Develop

Level 2 poses the followmg questlOn

"What capabllttles do we have at our dISposal that WIll help us to achIeve the MFl's
mIssIon?"

The analysIs at thIS level assesses the base potential for development by focusmg on
five key areas WIthm the MFI Ideas, expenence, resources, control, and leadershIp
A few examples of questlOns to be answered at tms level m the busmess plan are

Ideas What ab1hty does the MFI have to create ItS VISIon, understand ItS
envlfonment, respond With mnovat1ve solutions and translate these mto plans that can
be Implemented?

Experience How has the MFI's expenence prepared It for development?

Resources Does the MFI have the resources It needs for growth? How can the MFI
use these resources to develop?

Control How has the MFI ensured that appropnate structures and systems are m
place to orgamze ItS resources?

Leadership Does the MFI have the appropnate leadersmp for growth? How can It
use ItS leadershIp to develop?

At thIS pomt, the external envlfonment IS also analyzed to determme opportunities and
threats facmg your MFI Once you have analyzed the mternal and external
envIronment, you can develop strategIes that Will be the basIs for the plan

Level 3 The Plan

Level 3 relates to the output of the busmess plannmg process To produce a sound
busmess plan, you must outlme the key elements that Will be elaborated m the plan In
order to do thIS, you Will have to conSIder this set of questIOns

" Where do we want to go, how do we get there, and what do we need to watch to
understand whether we are succeedmg?"

The Center for M1croenterpnse Fmance, Kampala, Uganda 7



The plan consIsts of strategy, market, capacIty, resources and finance A few
examples ofquestIons to be answered m the busmess plan are

Strategy What IS your plan to get where you want to go? How does thIs plan
explOIt your organIzatIon's strengths, ehmmate ItS weaknesses, take
advantage ofopportunItIes and prepare for threats?

Market WIll new products be mtroduced for the eXlstmg market? Should new
markets be opened up for present products I e should the MFI spread
to new geographIcal areas? Should new products be mtroduced mto
new markets? What IS the expected demand for products and servIces?

Capacity Should orgamzatlOnal changes be made and why? Do you need to take
on new specIahzed staff) What changes are needed m processes and
systems Do you need to establIsh lmkages wIth organIzatIOns that
could provIde useful techmcal support?

Fmance What are your projected cash flows? What IS the overall projected
financIal sItuatIOn?

Resources What resources WIll be acqmred to supported the portfoho growth?
What WIll be the source of fundmg?

The deCISIons taken dunng the analysIs of levels one and two of the framework WIll
form the baSIS for developmg your busmess plan The process ofconsldenng the
MFI's performance and potential for development enables you to develop a strategy
and make the deCISIons that WIll result m a busmess plan The plan IS the output of
the planmng process, servmg as tangIble eVIdence ofmanagement thmkmg ofhow the
future can be made to happen

2 4 The Role of Busmess Planmng

Busmess plannIng IS a powerful management tool Its role IS to

• Help you determme and define where you want the orgamzatlOn to go

• Force you to stop and thmk about what the organIzatIon IS domg, examme ItS
performance, ItS potentIal for development, and figure how you mtend to proceed
mto the future

• Translate the mISSIOn mto speCIfic actIvItIes that can be mOnItored

• Act as a map, gmdmg your orgamzatlOn as It seeks to meet the needs ofchents
and move along the path to sustamablhty

• ProVIde mSlght about your MFI's operatIOns to outSIde reVIewers, such as
mvestors and donors

8 The Center for Mlcroenterpnse Fmance Kampala, Uganda



Chapter 3: InstitutIOnal Background and MIssion Statement

In Thzs Chapter - InstItutIOnal background
MISSIOn statement

3 1 InstitutIOnal Background

The mstItutlOnal background provIdes a bnef overvIew of the orgamzatIon smce Its
mceptIon ThIs sectIOn should state the hIStOry of the MFI, ItS form ofregIstratIOn,
ownershIp, and governance and the composItIon of the board and management The
ConstItutIOn, by-laws, and/or Memorandum and artIcles of ASSOCIatIon to Plan should
be mcluded

3 2 MISSion Statement

A mISSIon statement IS meant to communIcate the purpose ofyour organIzatIOn to
people both mSIde and outsIde the MFI A mISSIon statement translates the MFI's
VISIon mto a workable goal It establIshes what your organIzatIOn IS and what It does
by clearly definmg the product and servIces offered and IdentIfymg the customer
base

An MFI mission statement should

• Define what the MFI wants to achIeve, for whom and how

• VIew the target group as actIve clIents WIth nghts and responSIbIlItIes and
not merely as beneficIarIes

• Reflect the values of stakeholders but also be compatIble WIth
microenterpnse pnncipies and sustamable MFI programmmg

• Be clear, conCIse, mformatIve, and mterestmg

3 2 1 Creatmg a MISSion Statement

When creatmg a mISSIon statement, mvolve stakeholders who represent all aspects of
your organIzatIOn, such as clIents, founders, financIers, board, management, and staff
Each group of stakeholders have dIfferent mterests and needs It IS very Important to
reconcIle the VIews of all these stakeholders when developmg a mISSIOn statement for
the MFI You must have a clear understandmg of the contnbutlOns, nghts and
responsIbIlItIes of each stakeholder Be sure to obtam formal approval of the nnSSIon
statement from the Board

The mISSIOn should drIve the organIzatIOn towards sustamabIhty AchIeVIng overall
sustamabIhty reqmres a balance between the mterests and needs of stakeholders and
busmess prmcipies such as profitabIlIty and effiCIency

The Center for Microenterpnse Fmance, Kampala, Uganda 9



3 2 2 The Role of a MIssIOn Statement

A mISSIon statement IS cntIcal because WIthout a mISSIOn the MFI has no dIrectIon
There's a common saymg, "If you don't know where you're gomg, any road WIll take
you there" You need a mISSIOn statement for the same reason that you need to know
where you are gomg before undertakmg a Journey Ifyou know where you are
headmg, you can make the nght chOIces and aVOId dIsappomtments and shocks along
the way

Plan to mtegrate the mISSIon mto everythIng the orgarnzatIon does Use the mISSIOn
statement as a reference pomt for all major declSlons Develop a slogan or other
sImple expressIOn of the maIn Idea that can be communIcated to clIents and others
Incorporate the mISSIon In staff traInIng programs Reflect on ItS meanIng durIng
annual plannmg meetmgs and check Its relevance to prevathng condItIOns
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Chapter 4 Assessmg the Current Performance

In This Chapter - Analyzmg current performance
- IdentIfymg strengths and weaknesses

4 1 Analyzmg Current Performance

Once you have developed a mISSIOn statement, the next step m preparmg a busmess
plan IS to assess your MFI' ~ performance to date ThIS IS necessary m order to
meanmgfully plan where you want to go A busmess plan IS lIke a road map, one has
to Identify where one IS sItuated before one can determme how to get where ~me wants
to go

The first level of the MFI Busmess Plannmg Framework, depIcted below, prOVIdes a
structure to analyze how well an MFI has performed m three key areas market,
operatIOns, and finance

MFI Busmess Plannmg Framework Levell

I Current Performance

II
I

',-_.o_p.er.a.tI.o.n.s__..1 1,-__F.m.an_c.e__..1I
I

I Market
~--....

The queStIOn to answer at thIS level IS

Where IS the MFI now vs where It Intended to be?

Dunng thIS analySIS, you should address the strengths and weaknesses of the MFI As
you are revlewmg your MFI's performance look for areas m whIch It has been strong
For example, perhaps your organIzatIOn has a low percentage of ItS portfolIo at nsk
and charges mterest rates suffiCIent to cover ItS costs These represent strengths On
the other hand, perhaps your MFI has hIgh costs and the number of active clIents IS
declImng These represent weaknesses The organIzatIOn s strengths form strong
capaCIty to expand through replIcatIOn whIle Its weaknesses need to become the focus
for future Improvement
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4 1 1 In the Market

There are four key areas to analyze how well the MFI has performed m the market
products, outreach, prIce, and competitIOn Some of the questions to conSIder m each
area are prOVIded below

Products • What type ofproducts and servICes does the MFI offer?
• How many products and servIces does It offer?
• What are the qualIties of those products?

Outreach • What kmd ofpeople does the MFI's target?
• How many actIve clIents does the MFI have?
• What percentage are female?

• What IS the value of loans outstandmg?

• WhIch geographIcal areas and sectors does the MFI serve?

• How strong IS the demand for products and servIces?

Pnce • What mterest rate does the MFI charge?

• WhIch method does It use to calculate mterest?
• What fees does the MFI charge?
• Does the effectIve mterest rate charged by the MFI cover ItS

costs?

CompetitIOn • Who are the competItors?

• How strong IS the competitIOn?

Worksheet 4 1 at the end of thIs chapter prOVIdes a format for you lO use to analyze
the current performance of your MFI m the market

12 The Center for Microenterpnse Fmance, Kampala, Uganda



4 1 2 In OperatIOns

There are five key areas to analyze m operatIOns methodology, servIce delIvery, loan
charactenstlcs, performance, and nsk management Some of the questIOns to consIder
In each area are

Methodology • What methodology does the MFI use (1 e , mdlvldual
lendmg, solIdarIty group, VIllage bankmg)?

Service debvery • What IS the average group sIze?
• How many loan officers are employed by the MFI?

• What IS the loan officer caseload?
• How many branches does the MFI have?

· How are products such as tramIng, savmgs, loan
applIcatIOn delIvered?

• Where are dIsbursements and repayments made?

Loan • What IS the average loan SIze?
characteristics • What IS the effectIve loan term?

• What IS the dIsbursement schedule and repayment
frequency?

Performance • What IS the clIent drop-out rate?

Risk management • What loan appraisal methods does the MFI employ (1 e,
character assessment, recommendatIOn of local
authontIes, busmess plan appraisal, group screenIng)?

• What secunty does the MFI reqUIre (1 e , collateral, group
guarantee, co-sIgners, blocked savmgs)?

• What IS the recovery process?

Worksheet 4 2 at the end of thIs chapter provIdes a format for you to use to analyze
the current performance of your MFI m operatIOns

413 In Fmanclal Terms

FmancIal ratIo analysIs IS a valuable tool for assessmg the current financial
performance of your MFI RatIOs compare one partIcular pIece of finanCIal
mformatIOn to another Changes In ratIos from one penod to the next are extremely
useful for IdentIfymg potentIal or eXlstmg problems, helpmg you IdentIfy where your
orgamzatIOn IS strong and where It IS weak Once you have calculated the ratIOs, you
need to analyze why the ratIos are as they are and IdentIfy steps to take m order to
Improve your MFI's finanCial performance In summary, tImely productIOn and
analySIS of financIal statements IS cruCIal for understandmg the health of an MFI
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FmancIaI ratIO analySIS addresses four pnmary areas that apply to every MFI
profitabIlIty, recovery performance, efficIency, and portfolIo qualIty Some ofthe
questions to conSIder m each area are

ProfitabIlIty • Is the MFI covenng Its personnel costs, admInIstrative
costs, and loan losses? (1 e , IS It achIevmg operatIOnal
self-suffiCIency?)

• Is the MFI covermg ItS operatmg costs, cost of funds,
devaluatIOn of ItS own capItal, and Imputed mterest
SUbSIdy? (1 e , IS It achIevmg finanCIal self-suffiCIency?)

• Is the MFI generatmg net mcome greater than ItS eqUIty
mvestment? (1 e, IS It achIevmg sustamable return on
eqUIty?)

Recovery • Is the amount receIved m payment equal to the amount
Performance due and past due? (1 e, IS the repayment rate

satIsfactory?)

PortfolIo QualIty • What percentage of the average value of loans outstandmg
are wntten off} (1 e , what IS the loan loss rate?)

• What percentage of the value of loans outstandmg are past
due? (1 e , what IS the portfolIo at nsk?)

EfficIency • What are operatmg costs relatIve to the value ofthe loans
outstandmg? (1 e , what IS the operatIOnal effiCIency?)

• What IS the maxImum loans per loan officer?(1 e, what IS
the caseload?)

We recommend the eIght ratios defined m worksheet 43 as the mmImum reqUIred for
busmess plannmg These ratIOS help you evaluate the finanCIal performance and
operatmg effiCIency of the organIzatIOn as well as the qualIty of the portfolIo When
analyzed together, these ratIOS proVIde a multI-dImensIOnal perspective on the
finanCIal health of the MFI's operatIOns and gIve an mdicatIOn of ongomg and long
term VIabIhty Of course, mclusIOn of addItIOnal ratIOS wIll strengthen your analySIS

42 IdentIfymg Strengths and Weaknesses

Your organIzatIOn's strengths are the capabIhties, resources, and skIlls that you can
draw upon to carry out strategIes and Implement plans Its weaknesses are any lack of
skIlls or a defiCIency m your capabIlIties and resources that may stop you from actmg
on strategIes and plans or achIevmg your mISSIOn As you analyze the present
performance, conSIder the organIzatIOn's strengths and weaknesses When developmg
your strategy, capItahze on the strengths and elImmate the weaknesses
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Worksheet 4 1 Analyzzng Current Peiformance zn the Market
Use thIS worksheet to analyze the current performance of your MFI m the market
LISt mformatIOn about your current market m the "Current Period" column

Products

Outreach

CompetItion

Price

• Loans
• Savmgs

- voluntary
- compulsory

• Other products

• Customer qualIties - age,
educatIOn, etc

• % of female clIents
• Number ofactive clIents
• Rate of growth per annum
• Areas served (urban/rural,

locatIOn)
• Value of loans outstandmg
• Sectors by %

- productIOn
- servIce
- trade

• Demand - steady, mcreasmg,
decreasmg

• Number of competItors
• Strength of competitIOn

- strong
- average
-weak

• Interest rate %,
• CalculatIOn method (flat or

declmmg)

• Fees
• Cost covering? (yes or No)
• Lower or mgher than

competItors?

Current
Period

Projected Penods
1 2 3
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Worksheet 4 2 Analyzmg Current Peiformance m OperatIOns
Use thIS worksheet to analyze the current performance of your MFI In operatIOns
LISt InfOrmatIOn about your current operatIOns In the "Current Penod" column

Methodology

ServIce
Dehvery

Loan
charactenstIcs

Performance

RIsk
management

• Lendmg methodology
- solIdarIty group
- VIllage bankmg
- mdividual

• Average group SIze

• Number of loan officers

• Loan officer caseload
• Number ofbranches
• DIsbursement locatIOn
• Repayment locatIOn

• Average loan SIze
• Effective loan term
• Loan type

- workmg capItal
- eqUIpment

• DIsbursement schedule
• Whole group or staggered
• Repayment frequency

• ClIent drop out rate

• Secunty
• collateral (assets)
• group guarantee
• co-sIgners
• forced savmgs (% ofloan)

Current
Penod

Projected Penods
1 2 3
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Worksheet 4 3 Analyzmg Current Performance mfinanclal terms
Use tlns worksheet to analyze the current performance of your MFI m financIal terms
Calculate the ratIos and record them m the "Current Penod" column Then, when you
complete your finanCIal projectlOns m chapter 10, record the ratlOs m the "Projected
Penods" column

Profitability
"'1 0peratmg self-

SuffiCIency

2 Fmanclal self
SuffiCIency

3 Sustamable
Return on
Eqmty

PortfolIo
QualIty

4 Loan loss rate

5 Portfoho at
nsk

Recovery
Performance

Operatmg Income
Operatmg costs(personnel costs, admimstratlve costs,

Loan losses)

Operatmg Income
Operatmg Costs + Cost of funds + DevaluatIOn of own
CapItal + Imputed Interest SUbSIdy

f.

Op mcome-Op costs-Cost of funds-Imputed Subs
Total assets-Total lIabIlIties

Loans wntten off m penod
Average value of loans outstandmg

-
O/S balance of loans WIth payments past due

Value of loans outstandmg

Current
Penod

Projected Penods
123

Amount receIved m payments - prepayments
6 Repayment rate Amount due & Past due

EfficIency

7 OperatlOnal
efficIency

8 Case10ad

Operatmg costs
Average Value ofloans outstandmg

Loans dIsbursed per month * effective loan term
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Chapter 5: Assessmg the Base PotentIal for Development

In ThlS Chapter - DetermInIng base potential for development
- AppraIsIng strengths and weaknesses and OpportunIties and

threats

5 1 Determmmg Base PotentIal for Development

Now that you have analyzed the present sItuatIOn, the next step In the bUSIness
plannIng process IS to develop a clear VIew ofthe development capabIlIties of the
MFI, meanIng Its abIlIty to grow gIven Its current and potentIal capacIty Many
bUSIness plans SkIp thIS step and Jump dIrectly from the current assessment to
developIng strategIes for future growth However, It IS Important to know what
capacItIes your MFI possesses before developIng your strategIes You can't form a
realIstIC growth plan WIthout fully knOWIng your abIlIty to achIeve that growth

At thIS POInt In the bUSIness plannIng process you have looked at the "what" of the
MFI's current pOSItIOn and analyzed ItS tangIble strengths and weaknesses based on
ItS performance In the market, In operatIOns, and In finanCIal terms Now you need to
conSIder the "how" by explorIng the core capaCIties of the MFI which have enabled It
to get where It IS today You can bwld on the assessment of the current pOSItion In
the prevIOUS chapter by analyzIng how an MFI can capItalIze on ItS capaCIty to
develop In the context of ItS base of Ideas, expenence, resources, control, leadershIp
and external enVIronment The second level of the MFI BUSIness PlannIng
Framework prOVIdes a structure to analyze potential by lookIng at each of these
categones

MFI Busmess Planmng Framework Level 2

Base PotentIal to Develop

Resources

The question to answer at this level IS

What IS the MFI's base potential to develop?
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You should note that thIS analysIs consIsts ofmany of the IntangIble qualItIes ofan
organIzatIOn, such as Idea generatIOn and leadershIp capabIlItIes Some of the
questIOns to consIder durIng thIS phase of the analySIS are

Ideas • What abIlIty does the MFI have to create ItS VISIon,
understand ItS enVIronment, respond WIth InnovatIve
solutIOns and translate these Into plans that can be
Implemented?

ExperIence • How has the MFI's expenence prepared It for development?
•

Resources • Does the MFI have the resources It needs for growth?
• How can the MFI use these resources to develop?

-
Control • How has the MFI ensured that appropnate structures and

systems are In place to organIze and manage ItS resources?

LeadershIp • Does the MFI have the appropnate leadershIp for growth?
• How can It use Its leadershIp to develop?

The chart on the folloWIng page summarIzes the concepts covered by each category of
level2 Worksheet 5 1 at the end of the chapter proVIdes a table for you to assess the
your MFI's potentIal In each of these categones
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0

;1

I.
(Jl

n Ideas Experience I Resources Control Leadership
(Jl

~
"1 VISIon and strategic • age ofMFI • financial - capital base • orgamzatlOnal structure, • legal structure - NGO,
8> awareness mcludmg remvested reportmg lmes, and bank,orcompanylunrted
"1

~ • extent of managmg surplus/profit and access delegatIOn of authonty by guarantee- • new market/product dIfferent products to external fmancmg(')a under appraIsal • accountabIlIty ofthe • governance - the
(Jl
::s management team prmcIple rules and.....
(Jl • extent ofmanagmg • managenal - Skills, and regulatIOns-a
"1 • number of Ideas change attitude of management • adequacy of plannmg,-Vl seno1lsly bemg budgetmg, accountmg, • board leadership(Jl

"T1 conslderf'd • extent of openmg mlW • staff - SkIlls and attitude and management capablhtIes - Skills,-§ locations of credit officers and mformatIon systems attitudes, and ablhty to

(') I· 1ft ;rpe of mnovatlon of support staff motivate others to
'OCT! thlOS( HI, ;h • extent of usmg networks • tlmelmess and rehablhty commit to the VISion and

~ and lmkages • technological capability of loan trackmg system miSSion

S
't:I • degree of development of • relevant lmkages foreo
1» these Ideas obtammg finanCial, • adequacy of methods

C physIcal, human, used to momtor plans
OQ technological resources and strategIC objectivesg • degree of market
0-
Slo' plannmg of these Ideas • phySical assets • appropnateness and

compliance With pohcles
for recruItment,
promotion, and staff
development



5 2 Appralsmg Strengths and Weaknesses and OpportunIties and Threats

The external envIronment m whIch the MFI operates presents opportumtIes, such as
new markets, as well as threats, such as mcreased competItIon In order to
successfully manage Its development, an MFI must be tully aware of Its base potentIal
and stay abreast of those changes occurnng outsIde of the MFI WhICh affect ItS
operatIOns

Changes should be planned m accordance wIth the mternal and external enVIronment
of the MFI You must IdentIfy those areas m WhICh your MFI IS strong and those m
whIch It IS weak, as was dIscussed m chapter 4 An MFI's strengths proVIde the
platform from whIch It can develop and ItS weaknesses represent areas that need to be
strengthened or ellmmated The MFI's challenge IS to Implement changes necessary
to explOIt Its strengths and ellmmate Its weaknesses Chapter 4 analyzed many
tangIble strengths, such as good portfolIo qualIty, and weaknesses, such hIgh clIent
drop-out In addItIon to these tangIble strengths and weaknesses, you need to conSIder
mtangIble strengths such as dynamIC leadershIp and weaknesses such as lack of
mnovatIve Ideas

Your MFI's strengths and weaknesses can't be measured m a vacuum The
enVIronment m WhIch the MFI operates must be conSIdered The MFI's SItuatIOn
depends partly on thmgs that are mSIde the organIzatIOn (strengths and weaknesses)
and partly on thmgs that happen outSIde (opportumtIes and threats) OpportunItIes
and threats come from forces, Issues, trends, and events that are beyond the control of
the organIzatIOn They represent the challenges that the MFI has to tackle m order to
be successful Your busmess plan should mclude an analySIS of the external
enVIronment that pomts out both the bIggest opportumtIes and the clearest threats to
the MFI, so you can antICIpate ways to explOIt the opportumtIes and deal WIth the
threats as part of the plannmg process

When analyzmg the external enVIronment, conSIder the followmg questIOns

• What external factors are affectmg the organIzatIOn?
• What economIC, polItIcal/legal, sOCIal/cultural, and technologIcal trends should we

be aware of?
• WhIch of these are the most Important at the present tIme? In the next few years?

The framework of the external enVIronment m the box below can aSSIst WIth your
analySIS ConSIder how trends m each of the categones, economIC, polItIcal/legal,
SOCIal/cultural, and technologIcal WIll Impact your MFI Analyze and explam m your
busmess plan the varymg degrees of opportumtIes or threats these factors represent to
the MFI
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Framework of the External EnvIronment

ECONOMIC ENVIRONMENT
• PrIvate sector Performance
• InflatIOn
• Interest rates on debt and

mvestment
• Donor credIt programs

POLITICAL/LEGAL
ENVIRONMENT

• Microtmance regulatIOn by
Central Bank

• Government polIcy
• Government stabilIty
• Tax regulatIOns
• Employment laws

MFI

i
SOCIAL!CULTURAL

ENVIRONMENT
• LIvelIhoods of'microentrepreneurs
• EducatIOn ofmicroentrepreneurs
• Income of mICroentrepreneurs
• Skdllevelsof mIcroentrepreneurs
• Gender roles and SOCial pressures

withm and outSIde households

TECHNOLOGICAL
ENVIRONMENT

• Tecnmcal Innovations,
such as loan trackmg
systems

• New methodologies
• Improvements to eXIstmg

methodologIes
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Worksheet 51 Assessmg the Base Potentlalfor Development
Use thIs worksheet to assess your MFI's base potentia} to develop Fust, Identify the
MFI's strengths and weaknesses usmg the Base PotentIal for MFI Development table
and hst them below Then, evaluate the external envIronment usmg the Framework of
the External Envuonment Record your analysIs ofexternal factors as opportumtIes
and threats m the table below

Internal Factors
Ideas Strengths

Weaknesses

Resources Strengths

Weaknesses

Expenence Strengths

Weaknesses

Control Strengths

Weaknesses

LeadershIp Strengths

Weaknesses

External Factors
OpportumtIes

Threats

-
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Chapter 6 Producmg the Plan. Strategy

In This Chapter - Producmg the plan
- DefimtIOn of strategy
- AlternatIve strategIes
- Developmg a strategy for achIevmg the mISSIOn

6 1 Producmg the Plan

At tills pomt m the busmess plannmg process, you have developed your mISSIOn,
analyzed the MFI's present performance and ItS base potentIal for development Now
you are now ready to move to the thIrd level of the MFI Busmess Planmng
Framework producmg the plan The first step m producmg the plan IS to formulate a
strategy that IS m keepmg WIth the MFI's baSIC mISSIOn Once the strategy IS
developed, you can set targets, formulate detaIled market and capacIty plans,
determme resource reqUirements, and evaluate the financmlimpact of your plan on
the bottom-hne by producmg financIal prOjectIOns

MFI Busmess Planmng Framework Level 3

The Plan

CapaCIty

6 2 DefimtlOn of Strategy

A strategy IS the means to achIevmg the MFI's mISSIon It concerns makmg the best
chOIces between dIfferent alternatIves Where the mISSIOn addresses the questIOn,
"where do we want to go?", the strategy addresses the questIOn, "how WIll we get
there?"

Strategy IS about the ways and means of achtevmg the mISSIOn of a busmess, of
movmg It from where It IS now to where It needs to be Strategy IS not concerned WIth
details of day to day management, but rather WIth broad mtentIOns and the general
dIrectIOn m whIch a busmess IS travelmg For example, an organIzatIOn may choose
t6-mcrease profitabIhty, quahty of servIce etc What wIll constItute an appropnate
strategy WIll vary umquely WIth each MFI and WIll most certamly alter over tIme

6 3 Alternative Strategies

There are many strategIes that your orgamzat Jr, "'n take Four general strategy
alternatIves are dIscussed below

24 The Center for MIcroenterpnse Fmance, Kampala, Uganda



• Domg nothmg Tills IS a possIbIhty only If everytillng you have learned about the
busmess and the enVIronment convmces you that you Will contmue to be
successful domg exactly what you're domg now

• Improvmg what the MFI does now One example of thIS alternatIve IS to focus
on a few products and stable chent base whl1e growmg vertlcally, gIvmg bIgger
loans, Improvmg servIce dehvery Another example IS reducmg the number of
non-performmg chents or droppmg a certam methodology whIch doesn't gIve
results

• Expandmg the MFI Examples of thIS strategIc choIce mc1ude takmg eXIstmg
servIces to new customers or developmg new servIces for eXIstmg chents

• Dlverslfymg Imnovatmg Broadly, thIS means offenng new servIces to new
chents

WhIchever optIOn you choose, It WIll be appropnate If It allows you to operate more
effectIvely or more efficIently whl1e takmg account of the enVIronment m whIch the
MFI operates and the resources aval1able

Next, you need to explore nsks that mIght be encountered willIe Implementmg your
chosen strategy For example, what If

• the present management leaves?
• there IS war m the dIstncts chosen for expansIOn?
• donors WIthdraw?

6 4 Developmg a Strategy

Developmg a strategy mvolves questIOmng the fundamental premIses on whIch the
whole busmess IS bUllt - the type of chents It IS trymg to serve, the products and
servIces offered, the sources of ItS competItIve advantage, and the aval1abIhty and
allocatIOn of ItS resources Strategy development IS also about commumcatmg the
chosen strategy to employees and seemg that It IS put mto practIce

Developmg a strategy mvolves

I Identtfymg the mISSIon

2 Recogmzmg your major strengths and weaknesses, and the
OpportunItIes and threats present In the external enVIronment

3 DeVISIng a way to best use your resources to serve the needs of the
clIents In a cost effectIve and sustamable manner

4 ExplorIng potentIal nsks that may be encountered
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Worksheet 6 1 Developmg Your Strategy
Use thIS worksheet to develop your strategy FIrst, wrIte your mISSIon statement
Next, IdentIfy your major strengths and weaknesses and the opportumties and threats
m the external enVlfonment Then, formulate strategIes that make sense based on this
SWOT analysIs Select the strategIes that you want to Implement Fmally, consIder
events that you may encounter WhICh would pose nsks to the realIzatIOn of the chosen
strategy

MISSIon
statement

Strengths

Weaknesses

OpportunItIes

Threats

Strategy I
optIOns

2

3

4

Strategy
selected •

•

•

RIsks

26 The Center for Microenterpnse Fmance, Kampala, Uganda



Chapter 7. Producmg the Plan: Addressmg the Market

In ThIS Chapter - DefimtIOn of a market plan
- Components of a market plan

DevelopIng a market plan

7 1 DefimtlOn of a Market Plan

The next step In the busIness planmng process IS to produce a market plan based on
the key product/market strengths of the MFI, ItS potentIal for growth and the broad
strategy the MFI has chosen to follow The development of a realIstic market plan
necessItates an analysIs of the projected demand, types of savmgs, loans, and other
products desIred, economIC sectors to be served, and the locatIOn of the chentele

The market plan quantifies the penodlc targets the MFI plans to achIeve that Will
fulfill the mISSIOn and strategy The organIzatIOn needs to target a chent group that
can be productIvely and profitably served The charactenstIcs of the target group wdl
m turn largely determme the type of products the MFI wdl proVIde

The market plan

• IdentIfies the types of chents the MFI IS tryIng to reach

• Quantifies the number of chents the MFI wdl try to reach

• Descnbes the key actlvltles the MFI WIll undertake to reach these
chents

• Identifies the way the MFI Will dehver ItS servIces

7 2 Components of a Market Plan

The components of the market plan are

• Targeted market SIze quantIty/quahty

• PenodiC sales targets

• Product/servIce development schedule

• SerVIce dehvery Improvement schedule

• Advertlsmg and promotIOn schedule

• Pncmg of the product

• competltors pnce

• MFI's current pnce

• proposed pnce (based on an evaluatIOn ofcosts)
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• Method ofmomtonng market changes

7 3 Developmg a Market Plan

When developmg a market plan, the two mam consideratIOns are the MFI's products
and markets Products are differentiated by their prmcipal properties such as loan
Sizes, range between startmg and maximum loans, loan cycles, repayment terms, and
guarantee mechamsms Markets can be differentiated by demographic distnbutIOns
(urban/rural), sectors (manufacturmg, agro-processmg, service/trade), and chent
quahties hke age, gender, expenence, and educatiOn As you formulate your
marketmg plan, thmk about how you can develop your products and markets m a
sustamable way An MFI can choose to become

• More effective, by developmg better products or developmg new markets or
both

• More effiCient, by improvmg Its financial servIce processes so that they are
faster, sImpler, cheaper, more accurate, mOle rehable

• More effective and more effiCient, by combmmg both approaches
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Worksheet 7 1 Developmg Your Market Plan
On a separate sheet of paper, answer the questIOns below about your projected market
Usmg worksheets 4 1 and 4 2, record your projectIOns m the column labeled
"ProjectIOn Penods "

Key ConsideratIOns m Developmg a Market Plan

1) Products/methods
• What products WIll the MFI offer?
• Do these products address clIent needs?
• What WIll be the mterest rate and fee structure?
• What WIll be the average loan sIze?
• What kmd of securIty Will be reqUIred?

2) Outreach
• What specIfic customers does the MFI plan to target?

• What are theIr charactenstIcs?
• What are theIr needs?

• How Will the MFI track customer needs and satIsfactIOn?
• What WIll the number of actIve clIents be?
• How Will the number ofclIents grow over tIme?
• What percentage of your clIentele WIll be female? How Will they be

recrUIted?
• If the market covers a broad geographIc area, how many branches WIll be

opened? When and how WIll the MFI open/acqUIre these branches?
Where WIll the branches be opened? Is there a sufficient pool of potentIal
clIentele to meet targets?

3) ServIce DelIvery
• How are the servIces to be delIvered?
• What IS the projected caseload per loan officer?
• How many loan officers are planned for?
• What IS the plan to provIde mcentIves to customers to repay?

4) SellIng and promotIOn
• How WIll potentIal customers know of the product7 (e g , leatlets, posters,

workshops, vIllage meetmgs, referrals, cards, conferences, competItIOns,
radIO)

• What IS the MFI's umque sellmg pomt? What WIll make clIents come to
you and not to others?
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Chapter 8: Prodncmg the Plan Developmg the Capacity

In Thzs Chapter - DefimtIOn of capacIty development
DefimtIOn of a capacIty plan
Developmg the capacIty plan

8 1 DefimtIOn of Capacity Development

CapacIty development for an MFI refers to the processes ofbUIldmg an mstItutIOn's
abIlIty to manage Its finanCial servIces actiVIties In order to develop a realIstic plan,
you must analyze the resources aVailable to the MFI, such as the amounts of lendmg
and operatmg funds, the number of expenenced credIt officers, the eXIstence of a
skIlled and knowledgeable management team, the board members With relevant
background, and trammg programs for new staff LImIted capaCIty presents a major
bottleneck to expanSIOn ExpanSIOn reqUires changes morganIzatIOnal structures,
redefimtIOn of functIOns, addItional manpower, and strengthenmg of management
mformatIOn systems You can't plan to grow your market WIthout ensurmg that your
capaCIty IS adequate to meet that growth

As a practical matter, the abIlIty to attract new clIents IS usually less of a constramt
than the MFI's capaCIty to attend to growth If the mstitutIOn IS overstretched, then Its
clIents WIll not be satIsfied, nor wIllIts staff have the time to generate new contacts
Thus, the prOjectIOn ofloan volume IS drIven more by the MFI's operatIOnal
lImItatIOns than by the level of clIent demand

The four genenc dImenSIOns of a busmess operatIOn whIch determme the capaCIty of
an orgamzatIOn to lIllplement Its strategy are

• orgamzatlOnal set-up the structure, the mstItutIOn type, the governance, Job
roles and responsibilItIes/authonty, reportmg lInes, belIefs, values, style, and
norms

• people skIlls, development potentIal, motivatIOn, work ethIC, management
style, and abIlIty to generate commItment to the mISSIOn

• systems andprocesses systems ensure that the structure operates smoothly,
processes are the what and how of dellvermg servIces, for example, polICIes
and procedures manuals, loan trackmg and accountmg systems

• lmkages With other orgamzatlOns external technIcal aSSIstance, mformatIon,
finanCIal resources, and useful networks

8 2 DefimtIOn of a Capacity Plan

A capaCIty development plan

• Identifies capabIlItIes needed by the MFI to Implement Its strategy
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• IdentIfies the gap between eXIstIng capabIlItIes and needed capabIlItIes

• States the most approprIate and feasIble ways of attammg the needed
capabIlItIes

• Specifies/ ArtIculates
• Ways of sustaInIng eXIstIng capabIlItIes
• Sources of reqUIred capacIty
• Plan to manage, assImIlate and sustam acqUIred capacIty
• Nature of relatIOnshIp With source ofexternal capacIty
• Is a mechanIsm for transfer and retentIOn of slalls sourced

from outsIders

8 3 Developmg a Capacity Plan

Planmng for capacIty m advance reduces the stress of InstItutIOnal change that
accompanIes growth It IS better to plan ahead for what the mstItutIOn WIll need to
manage ItS finanCIal actIvItIes, than to suddenly find out that the InstItutIon lacks the
abIlIty to oversee and carryon along ItS mtended growth path Operatmg on excess
capacIty IS mefficient However, operatmg on madequate capacIty could lead to
serIOUS problems lIke maSSIve loan losses and loss of credIbIlIty In the market

One approach to developIng a capacIty plan mcludes the follOWing steps

Step 1
Based on the weaknesses IdentIfied m chapters 4 and 5, IdentIfy ImmedIate
needs PnOrItize those that Will affect the growth plan

Step 2
Based on the market plan developed m chapter 7, and the analysIs of the
current capacIty, IdentIfy future capacIty needs

Step 3
Determme the actIOns the MFI should take to fill current gaps and to
create and sustam the capacIty reqUIred for the planned growth Develop a
new organIzatIOnal structure IncludIng pOSItIOns that Will need to be filled
m future (durmg the term of the plan)
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Worksheet 8 1 Developmg Your Capacity Plan - Systems Plan
Usmg thIS worksheet, develop a systems plan to strengthen eXIstmg systems, polICIes,
and procedures

Systems ActlOn Planned Date of By whom Cost
ActlOn (management ImphcatlOns (if

posltlOn any)
responsIble)

Loan trackmg
systems

Accountmg
systems

Management
mformatIOn
systems

PolICIes and
Procedures
manuals

I
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Worksheet 8 2 Developmg Your CapacIty Plan - FIXed Assets Plan
Usmg thIS worksheet, develop a schedule of fixed asset acqulSltlOns and dispositlons

FlxedAsset Date ofAcqUlsltlOn Date ofDlsposltlon By whom Cost
(management lmplzcatlOns
posltlOn
responslble)
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Worksheet 8 3 Developing Your Capacity Plan - Staffing Plan
USIng thIS worksheet, develop a staffing plan that IndIcates the number of people that
wIll be employed by the MFI dunng the bUSIness planrnng honzon LISt each posItIon
In the MFI separately under the appropnate headIng, management,
admInIstratIve/support staff, or loan officers Although thIs worksheet IS on an annual
basIs, the staffing plan should be done In monthly Increments for at least the first year

PosItIOn Yrl Yr2 Yr3

No of Staff No of Staff No of Staff

Management
staff

--

AdmInIstratIve/
Support staff

Loan officers
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Worksheet 8 4 Developmg Your Capacity Plan - CompensatIOn Plan
Usmg thIS worksheet, prepare a staff compensatIOn plan The compensatIOn plan
detaIls salanes, bonuses, performance mcreases, and annual mcreases The head
office and each branch should have separate compensatIOn plans Although thIs
worksheet IS on an annual basIs, the compensatIOn plan should be done m monthly
mcrements for at least the first year

Salary per posItIOn
Year 1 Year 2 Year 3

PosItIon

Annual mflatIOn
adjustment (%)

Bonuses

Performance
mcreases

Total CompensatIOn
(Multiply # of employees per
positIOn as detaIled on the
staffing plan by the
compensation per posItion)
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Worksheet 8 5 Developmg Your Capacity Plan - Trammg Plan
Usmg thIS worksheet, develop a plan speclfymg m-house trammg, external trammg,
and techmcal assIstance over the busmess planmng honzon

Staff No
Sources Key skIlls posItIon of Date of Cost

staff Trammg ImplIcatIons
(If any)

In-house

External

Techmcal
ASSIstance
Or short-term
skIlls
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Chapter 9: Prodncmg the FmancIaI Plan

In ThIs Chapter - OvervIew of the financIal plan
Manual vs computer projectIOn programs
Calculatmg the financial prOjectIOns
Fmancial projectIOns and sustamabilIty
SensItivIty analysIs
Resource reqUIrements

9 1 OvervIew of the FmancIaI Plan

The financial sectIOn of your busmess plan formulates a credIble, comprehensIve set
of projections that reflect the strategIc deCIsIOns made dunng the busmess planmng
process WhIle the rest of the plan commumcates a basIc understandmg of the nature
of the MFI, the finanCIal sectIOn ties your plan together by prOjectl11g the results III

terms of money FmancIaI projectIOns typIcally cover a three to five year penod WIth
the first year's projectIOns done on a monthly baSIS and subsequent years quarterly or
annually The financial plan mcludes

• Histoncal financial statements
• AssumptIOns
• Loan portfolIo prOjectIOns
• Profit and loss prOjectIOns
• Balance sheet prOjectIOns
• Cash flow prOjectIOns
• Performance mdICators

Dunng the finanCIal plannmg stage, management must determme what IS realIstIc for
the orgamzatIOn to undertake Without undue nsk to the portfolIo or to the
development of the MFI The market plan, WhICh mcorporates your demand
projectIOns, and the capaCIty plan, WhICh detaIls your resource reqUIrements, form the
baSIS of your finanCIal plan

Purpose of FmancIaI Projections

• QuantIfy the ImplIcatIOns of declSlons made durmg the busmess plannmg process

• Determme If the proposed busmess plan IS finanCially Viable

• Identify areas of the plan that need to be changed If the plan IS not finanCially
VIable

• Farm a baSIS from whIch finanCial performance can be measured

• Help managers understand the factors that mfluence ViabIlIty
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9.2 Manual vs ComputerIZed Fmanclal Projection Programs

Fmancial prOjectIOns can be done eIther manually or wIth the aId ofcomputer
programs A computer model sImplIfies the projectIOns, allowmg users to concentrate
on the key decIsIOns that affect financIal performance, rather than the calculatIOns
needed to make the projectIOns In addItIOn, a computer model allows you to easIly
change vanables m order to explore the potentIal Impact of varIOUS deCISIOns about
your MFI operatIOns You can examme sIgmficant varIables such as mterest rate and
fee structure, average loan SIze, average loan term, and projected repayment rate, to
see the effect that each has on portfolIo performance If your orgaIllzatIon has the
reqUIsIte computer capabI1Itles*, It IS hIghly recommended that you use the
BASE/eMF model, a finanCIal prOjectIOns tool deSIgned specIfically for MFIs
through a collaboratIOn between the CMF and BrItISh AId to Small Enterpnse
(BASE) The BASE/eMF modells a Mlcrosoft Excel™ spreadsheet applicatiOn that
produces outputs based on the assumptiOns and plans of the user You ca.l1 request a
copy of the model and a gmde on usmg the model from the CMF The approach used
m the BASE/CMF gUIde dIffers from lhe approach taken m thIS gmde To
accommodate those MFls WIthout access to computer modelmg, the remamder of thIs
chapter outlmes one step-by-step approach to producmg financial projectIOns
manually

9 3 Calculatmg FmancIal PrOjectIOns

The approach to financial projectmg m thIS gUIde centers on the branch office as the
fundamental bUIldmg block ofMFI actIVIty FIrst, finanCIal projectIOns are done for
the branch offices Then the branch offices are consolIdated WIth the head office for
total MFI projectIOns

9 3 1 FmanclaI background and assumptIOns

The finanCIal plan should begm WIth the presentatIOn of the MFI's hIstOrIcal
performance for the three prIor years and as much of the current year as IS practIcal

The set of assumptIons on whIch the prOjectiOns are based must be stated clearly and
conCIsely It must be eVIdent to an outsIde reVIewer where the numbers m the plan are
derIved Smce the financial plan IS an outgrowth of assumptIOns, the valIdIty of your
plan IS dIrectly related to the assumptIOns

* computer reqUIrements for the BASE/eMF model 90 MHz pentIum processor, 32 MB RAM,
MIcrosoft Office 97, and Wmdows 95
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The folloWIng assumptIOns and InfOrmatIOn must be clearly defined at the branch
level

I Individual Branch AssumptlonslInformatIon

• Loan PortfolIo • Number of loans dIsbursed

• Drop-out and recruItment rates

• Frequency of loan Installment
payments

• Loan officer caseload

• Repayment rate

• Income • Average loan SIze and term

• Interest rates charged

• Fees charged

• Loan loss rate

• Budget • Number of branch support staff and
loan offic~rs

• Salanes fO£ ocMCh :Npport ~taff and
l,oan officers

• AdmInIstratIve expenses

The follOWIng assumptIOns and InfOrmatIOn must be clearly defined at the MFI level

II MFI AssumptlonslInformatlon

• ConsolIdated loan portfolIo • Aggregate of branch level portfolIos

• Rate of growth of new branches

• Head office budget • Number of head office staff

• Head office salarIes

• Head office admInIstratIVe expenses

• FIxed assets acqUISItIon

• InflatIOn rate

• Income statement • Cost of borrowmg

• Interest rate on mvestments

• Balance sheet • Sources and amount of fundmg

Table 9 1 on the follOWIng page shows the assumptIOns for the MFI prOjectIOns In our
example

,
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Table 9 t

The sample MFI has one loan product, and no savmgs The financIal prOjectIOns are
done at the branch level

AssumptIons for Sample MFI FmancIaI ProjectIOns

Average loan SIze • Cyclet 125,000

• Cycle 2 250,000

• Cycle 3 400,000

Interest rate and method of 3% per month, declInmg
calculatIOn

Fee structure 2% per loan

Loan term 4 months

Frequency of loan mstallment Monthly
payments

Underlymg repayment rate 98%

Percentage of repeat loans per 90% of first-time borrowers take second loans, 90% of
cycle borrowers m the second loan cycle take a tmrd loan, 90%

of borrowers m the thud loan cycle take a fourth loan

Arrears dIstnbutIOn 50% of arrears are repaId m month2
50% of arrears are not recovered

Loan loss rate 1%

Loan officer caseload 400

DIsbursement lag 1 month

InflatIOn 8%

Cost ofborrowmg 20%

Number of groups/loans added per Fluctuates accordmg to projected demand
month
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9 3 2 Loan PortfolIo ProjectIOns

The projected portfoho IS the backbone of the busmess plan, determmmg both the
level of costs and mcome The first stage of the loan portfoho projectIons focuses on
the development of the loan portfolIo at the mdividual branch level, projectmg
dIsbursements and repayments for each loan cycle Groupmg by loan cycle allows you
to adjust for the rates of mcrease m average loan SIze over tIme If the branch has
more than one loan product, then each product should be projected separately The
branch portfoho projectIons are then consolIdated at the MFI level

The key vanables m projectmg the branch loan portfoho sIze are shown below See
Table 9 2 for an example of portfolIo projectIons

Portfolio ProJectlons

Number of EstImate the number of new loans that Will be given for the first cycle based on
loans expected growth EstImate the number of loans m subsequent cycles based on

the drop-out and recrUitment rates Remember to account for seasonal
fluctuatiOns when proJectmg demand Assume that new loans will be dIsbursed
m the month followmg final repayment ThIS allows several weeks between
cycles for MFI staff to process the paperwork

Average loan EstImate the average loan Size for each cycle based on pnor expenence and
size methodology

Disbursements For each month, multiply the number of borrowers m each loan cycle by the
average loan SIze for each cycle, then add to the results Assume that new loans
Will be disbursed m the month followmg final repayment ThIS allows several
weeks between cycles for MFI staff to process the paperwork

Scheduled For each cycle, dIVIde the amount dIsbursed by the loan term durmg the perIod
repayments the loan IS outstandmg to get the expected monthly repayment For each

month, calculate the repayment that WIll be due for each cycle, then add the
results For example, m month 3 the branch WIll recover 1;4 of the dIsbursement
for Month 1 plus 1;4 of the dIsbursement for Month 2 Project numbers
conservatIvely For example, WIth monthly repayments assume that loan
repayment begms m the month followmg disbursement Expected late
payments should be taken mto account m the cash flows PrOjected loan losses
are provIded for m the mcome statement under the loan loss provlSlon,
therefore the losses do not need to be removed from the portfoho projectIons

Arrears Estimate the percentage of repayments that will be m arrears each month and
subtract that amount from the scheduled repayment Add arrears to the
scheduled repayments m subsequent months as arrears are expected to be paId

Value of Loan Add the pnor month's current portfolIo and the current month's dIsbursement,
Portfolio then subtract the current month's repayments

Number of Add the pnor month's active clIents and the current month's number ofloans
active chents dIsbursed, then subtract the number of clIents who paId offtheir loans durmg

the current month
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Table 9 2 Branch Portfolio Projections

Cycle PnorMonth Month 1 Month 2 Month 3 Month 4 MonthS Month 6 Month 7 MonthS Month 9 Month 10 Month 11 Month 12
Number of loans dIsbursed 1 120 126 138 145 160 160 148 167 189 200 225 267 267

2 108 113 124 131 144 144 133 150
3 97 102 111 118
4
5

Total number of loans disbursed 120 126 138 145 160 268 261 291 320 441 471 511 535

Average loan size 1 125000 125000 125000 125000 125000 125000 125000 125000 125000 125000 125000 125000 125000
2 250000 250000 250000 250000 250000 250000 250000 250000
3 400000 400000 400000 400000
4
5

Disbursements 1 15000000 15750000 17 250000 18125000 20000000 20000000 18500000 20875000 23625000 25000000 28125000 33375000 33375000
2 27000000 28250000 31000000 32750000 36000000 36000000 33250000 37500000
3 38800000 40800000 44400000 47200000
4
5

Total Disbursements 15000000 15750000 17 250 000 18125000 20000000 47000000 46750000 51875000 56375000 99800000 104925000 111025000 118075000

Scheduled Repayments 1 3750000 7687500 12000000 16531250 17781250 18843750 19156250 19843750 20750000 22000000 24406250 27531250
2 6750000 13812500 21 562500 29750000 32000000 33937500 34500000
3 9700000 19900000 31000000
4
5

Total Scheduled Repayments 3750000 7687500 12000000 16531250 17 781250 25593750 32968750 41406250 50500000 63700000 78243750 93031250

Less Arrears 1 75000 153750 240000 330625 355625 376875 383125 396875 -415000 -440000 -488125 550625
2 135000 276250 -431 250 595000 640000 678750 690 000
3 194000 398000 620000
4

5

Plus Arrears payments 1 37500 76875 120000 165313 177813 188438 191 563 198438 207500 220000 244063
2 67500 138125 215625 297500 320000 339375
3 97000 199000
4

5

Total Arrears 75000 118250 163125 210 625 190313 334 063 -403438 -498438 595938 769000 927875 1078188

Actual Repayments 1 3675000 7571250 11836875 16320625 17 590938 18644 688 18961563 19638438 20533438 21767500 24138125 27224688
2 6615000 13603750 21 269375 29370625 31657500 33578750 34149375
3 9506000 19599 000 30579000
4

5

Total Actual Repayments 3675000 7571250 11836875 16320625 17 590938 25259688 32565313 40907813 49904063 62931000 77 315 875 91953063

I
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Table 9 2 Branch Portfolio Projections (continued)

Cvcle Prior Month Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Value of Loan Portfolio 1 15000000 27075000 36753750 43041875 46721 250 49130313 48985625 50899063 54885625 59352188 65709688 74946563 81096875

2 27000000 48635000 66031250 77511 875 84141 250 88483750 88155000 91 505625
3 38800000 70094000 94895000 111516000
4

5

Total value of loan portfolio 15000000 27075000 36753750 43041 875 46721 250 76130313 97620625 116930313 132397500 182293438 224287438 257996563 284118500

Number of Active Loans 1 I 120 I 246 3841 5291 6891 849 9971 1164 1353 1553 1778 2045 2312



9 3 4 Income prOjectIOns

Once the loan portfoho projectIOns are complete, you can detenmne the mcome
earned on the portfoho The key vanables In projectIng Income are shown below
See Table 9 3 for an example of Income prOjectIOns

Income PrOjectIOns

Interest on loans Dechmng balance loans MultIply the monthly Interest rate by the
average month-end portfoho (current month plus pnor months dIvIded by
2) The average IS used to reflect the fact that the current portfoho figure
IS a month-end figure, yet the Income IS generated by an average
portfoho
Flat mterest loans Interest payments are based on the amount dIsbursed
rather than the amount outstandmg However, monthly mterest payments
wdl depend upon the methodology used If mterest IS paid m equal
monthly Installments, multIply the disbursement amount by the monthly
Interest rate and enter thIS amount In the Income prOjectiOns for each
month In whIch a payment IS due

Interest Income needs to be adjusted for expected late payments, unless
thiS is projected to be InsIgmficant

Fees and Record as Income when receIved TypIcally, thiS is when the loan is
commIssIons -l ~\.. _~~-l

Ul1>UW1>l;;U

Other lDcome Record Income generated from non credit actiVitIes, such as Interest
earned on Investments

Once you have calculated the portfolIo and Income projectIOns, aggregate all of the
branch prOjectIOns and add other Income earned at the head office level to determIne
the portfoho SIze and Income at the MFI level
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Table 9 3 Branch Income Projections

Cycle Prior Month Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Interest 1 450 000 631 125 957431 1 196934 1346447 1437773 1471739 1498270 1586770 1713567 1875928 2109844 2340 652

2 810 000 1459 050 1980 938 2325356 2524238 2654513 2644650 2745169
3 1164 000 2102820 2846850 3345480
4

5

Total Interest Income 450 000 631125 957431 1 196934 1346447 2247773 2930 789 3479208 3912127 5401805 6633261 7601344 8431300

Fees and commiSSions 1 300 000 315 000 345 000 362500 400 000 400 000 370 000 417500 472 500 500 000 562500 667500 667500
2 540 000 565 000 620 000 655 000 720 000 720 000 665 000 750 000
3 776 000 816000 888000 944 000
4

5

Total fees and commiSSions 300 000 315 000 345 000 362500 400 000 940 000 935 000 1037500 1 127500 1996 000 2 098 500 2220 500 2361500

Othermcome a a a a a a a a a a a a a

Gross Income 750 000 946125 1302431 1559434/1746447 3187773/3865789 4516708 5 039 627 7397805 8731761 9821844 10 792 800



9 3 5 ExpendIture projectIOns

The next step IS to deterrmne the expenses that wIll be mcurred m order to servIce all
the loans mcluded m the portfolIo projectIons At thIs pomt all of the expenses that
wIll be mcurred to meet the ObjectIves laId out m the market plan are quantified
SpecIfic schedules should be developed detaIlmg the operatmg expenses at the branch
office level and head office level The zero-based budgetmg (ZBB) approach, WhICh
IS based on the belIef that management should JUStIfy eXIstmg actIvItIes m exactly the
same way as new actIvItIes, IS recommended WIth ZBB, establIshed actIvItIes must
be compared With alternatIve applIcatIons of the resources that they would use durmg
the financIal plannmg penod ZBB takes away the ImplIcIt nght of eXIstmg actIvItIes
to receIve a contmued allocatIOn of resources unless It can be shown that thIS IS the
best use of these resources ZBB IS an Important approach for MFIs because It makes
sure that Increases In operatiOnal efficIency lead to hIgher levels of finanCial self
sufficiency

However, ZBB IS really only practIcal for the first year of the projectIOns For
subsequent years you should change the expendIture projectIOns takmg mto
conSIderatIOn the followmg factors the estImated mflatIOn rate, any actIVIties to be
added m future years and any actiVIties to be deleted m future years

The key vanables m projectmg expendItures are shown below See Table 9 4 for an
example of expendIture prOjectIOns

ExpendIture PrOjectIons

Cost Level Type of Cost DeSCription
Head office Staff EstImate costs for specific posItIOns, salary reqUIrements, the number
and branch compensatIOn of staff ill the pOSItIOn, and time of hmng These estimates can be

found ill the staffing and compensatIOn plan sectIOns of your capaCIty
development plan m chapter 8

Head office AdmmistratlOn Estimate fixed costs, such as rent, and utIlIties, and vanable costs,
and branch that are dIrectly Imked to each loan, such as loan fonns Vanable

costs typIcally only occur at the branch level smce loans are not
usually made by the head office

Head office TransportatIOn Estimate the costs of transportatIOn
and branch

Head office Trammgand Estimate the costs for trammg and techmcal aSSIstance These
and branch techmcal estimates can be found m the trammg plan ofyour capaCIty

aSSIstance development plan m chapter 8

Head office Loan loss Estimate the value of the loans that are expected to be non-
proVISIon recoverable The loan loss prOVISIOn can be calculated as a

percentage of the loan portfolIo or of dIsbursements

Head office FmancIaI costs EstImate the mterest on debt, whIch IS the total cost the MFI will pay
for all the funds borrowed from commercial or conceSSIOnary sources
for the loan fund, and mterest on clIents' savmgs, WhICh IS money
paid to clIents by the MFI as a result of holdmg theIr savmgs
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Table 9 4 Branch ExpendIture ProjectIons

Prior Month Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Fmanclal Costs I

Interest on debt a 25 000 25 000 25 000 25 000 25000 25 000 25 000 25000 25000 25000 25 000) 25000
Interest on clients' savmgs a a a a a a a a a a a a a

Total Fmanclal Costs I a 25000 25 000 25 000 25 000 25 000 25 000 25 000 25 000 25 0001 25000 25 000 25 000

Loan loss provIsion 1% a 37500 76875 120 000 165313 177813 255938 329688 414 063 505 000 637 000 782438 930 313

Staff Compensation

Branch Manager 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000
Credit Officers 250 000 250 000 250 000 250 000 500 000 500 000 750 000 750 000 750 000 1000 000 1000 000 1250 000 1500 000 1500 000
Admmlstratlve assIstants 200 000 a a a a a a a 300 000 300 000 300 000 300 000 300 000 300 000
Security, housekeepmg 50 000 50 000 50 000 50 000 50 000 50 000 50000 50000 50 000 50 000 50000 50000 50 000 50 000
Employee benenfits 5% 40000 40000 40 000 52500 52500 65 000 65 000 80 000 92500 92500 105 000 117500 117 500
Staff trammg 25 000 35 000 50000 45000 45000 30 000 30000 50 000 25 000 25 000 20 000 20 000 20 000

Total Staff Compensation 865 000 875 000 890 000 1147500 1 147500 1 395 000 1 395 000 1 730 000 1 967500 1 967500 2225 000 2487500 2487500

Other Operatmg Expenses

Admmlstratlve expenses
Office rent 60 000 60 000 60000 60000 60000 60 000 60 000 60 000 60000 60000 60000 60 000 60000
Telephone and faxes 50000 50 000 50000 50 000 50 000 50000 50000 50 000 50 000 50000 50 000 50000 50000
Courier and postage 20 000 20 000 20000 20 000 20000 20000 20000 20000 20000 20000 20 000 20000 20 000

Travel 35 000 30 000 25 000 50000 35 000 35000 45000 45 000 50000 50 000 30000 30000 30 000
Depreciation 15 000 25000 40000 50 000 50000 50 000 65000 65000 65000 65000 65000 65000 65 000
Motor vehIcle runnmg expense 65000 65 000 65000 65000 65000 65 000 65000 65000 65000 65000 65000 65 000 65000

Total other operating expenses 245 000 250 000 260000 295000 280 000 280000 305000 305000 310000 310000 290 000 290000 290000

Total Expenses a 1 110 000 1 187500 1251875 1587500 1 617813 1 877 813 1 980 938 2389688 2716563 2807500 3177 000 3584938 3732813



93 6 Profit and Loss Statement ProjectIOns

InformatIOn from the portfoho, mcome, and expendIture prOjectIOns provIde much of
the data needed for the projected Profit and Loss Statement A Profit and Loss
Statement summarIzes all mcome earned and expenses mcurred durmg a specIfied
accountmg penod and shows the net profit/surplus or net loss/defiCIt earned over that
penod * Profit and loss projectIOns can be done at the branch level and at the head
office level ProjectIOns start With the Profit and Loss (P&L) Statement because It IS
the basIs for the Cash Flow, and provIdes mformatIon that IS transferred at year-end to
the Balance Sheet

The key vanables for projectmg the Profit and Loss Statement are shown below See
Table 9 5 for an example of monthly profit and loss prOjectIOns

Profit and Loss PrOjectIOns

Income Transfer the Interest Income, fees and all other Income
related to credIt actIVItIes for the projected penod from the
portfoho Income projectiOns Also, mclude any other
mcome, such as Interest on Investments

Fmancl3l costs Transfer finanCIal costs from the expendIture projectiOns

Gross finanCial margm Subtract the total financmg costs from total mcome

Loan loss provIsion Transfer the loan loss proVISiOn from the expendIture
projectIons

Net finanCial margm Subtract the loan loss provlSIon from the gross finanCIal
margm

Operatmg costs List the operatmg costs from the expenditure prOjectIOns

Net profit (loss) or surplus Subtract the operatmg costs from the net operatIng margm
(deficlt)from operations
Grant revenue EstImate the antIcipated grants m the prOjected penod

Excess/deficit of revenue Add grant revenue to the net profit (loss) from operatIOns
over expenses

* The term Profit and Loss Statement (P&I I -: > 2d for shareholdmg compames
whereas Income and ExpendIture Statem ,~ \IJ.f) I~ used for non-profits
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Table 9 5 Branch Profit and Loss Projections

Prior Month Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Income

Interest 225000 631 125 957431 1196934 1346447 1437773 1471739 1498270 1586770 1713567 1875928 2109844 2340652
Fees and commiSSions 300 000 315000 345000 362500 400 000 940 000 935 000 1037500 1 127500 1 996 000 2098500 2220500 2361500
Other Income a 0 0 0 0 a 0 0 0 a 0 a 0

Gross Income 525000 946125 1 302431 1 559434 1746447 2377 773 2406739 2535770 2714270 3709567 3974428 4330 344 4702152

Financial Costs
Interest on debt 0 25000 25 000 25000 25000 25000 25000 25000 25 000 25 000 25000 25 000 25000
Interest on chents savings 0 0 0 0 a 0 0 0 0 0 0 a 0
Total FinancIal Costs 0 25000 25000 25000 25000 25000 25 000 25000 25000 25000 25000 25000 25000

Loan loss provIsion 0 37500 76875 120 000 165313 177 813 255938 329688 414 063 505000 637 000 782438 930 313

Net Financial Margm 525 000 8836251200556141443415561342174961 2125802 2181 083 2275208 3 179567 3312428 3522906 3746839

$'eratlng Expenses

Total Staff Compensation 865000 875000 890 000 1 147500 1 147500 1395000 1395000 1 730000 1967500 1 967500 2225000 2487500 2487500
Administrative expenses

Office rent 60 000 60000 60000 60000 60000 60000 60000 60000 60000 60000 60000 60000 60000
Travel 35000 30000 25000 50000 35000 35000 45000 45000 50000 50 000 30000 30000 30000
Telephone and faxes 50000 50 000 50000 50000 50 000 50000 50000 50000 50000 50 000 50 000 50000 50000
Courier and postage 20 000 20000 20000 20 000 20000 20000 20000 20000 20000 20000 20000 20000 20 000

Depreciation 15000 25000 40 000 50000 50000 50 000 65000 65000 65 000 65 000 65000 65000 65000
Motor vehicle runmna expense 65000 65000 65000 65000 65000 65000 65000 65000 65 000 65000 65000 65000 65000

Total OperatIng Expenses 1 110000 1 125000 1 150000 1442500 1427500 1675000 1700 000 2035000 2277 500 2277500 2515000 2777500 2777 500

NET INCOME FROM OPERATIONS 585000 241 375 50556 28066 128634 499961 425802 146083 -2292 902067 797428 745406 969339

GRANT REVENUE 1000000 500 000 100000 150000 100000 a 0 200 000 750000 a 0 0 0

EXCESS OF REVENUE OVER EXPENSES 415000 258625 150556 121 934 228634 499961 425802 346083 747708 902 067 797428 745406 969339



9 3 7 Cash Flow ProjectIOns

WhIle a thorough knowledge of your orgamzatIOn's profitabIlIty IS VItal, It IS even
more Important to know the state of the cash flow, In other words, where your money
IS comIng from, and where It IS gOIng The cash flow forecast IS a tool that helps you
momtor your cash posItIon It IndIcates the future financIal resource reqUlrements and
enables managers to forecast how much fundIng IS reqUlred to support the MFI's
planned operatIOns and when the fundIng WIll be needed Moreover, It clarIfies the
ImplIcatIOns of any fundIng shortfalls It IS Important to forecast cash needs
accurately to decrease the amount of Idle funds yet have enough cash avaIlable for
operatIOns

When produCIng cash flow proJectIOns, use the P&L as a startIng POInt (total
operatmg mcome less total costs) and then makes adjustments for non-cash costs
(depreCiatIOn and loan loss provlSlon) and balance sheet changes (loan dIsbursements
and repayments, savmgs, mvestment m fixed assets, short-term mvestments and debt)
The balance sheet changes can be denved from the portfolIo proJectIons, WhICh
project loan dIsbursements and repayments, and the capacIty development plan, whIch
detaIls Investment In fixed assets

Only actual cash Items are Included In the cash flow forecast Examples of cash
Inflows are loan repayments, saVIngs collected, Interest and fees paId by clIents, and
Interest paId by banks on deposIts Examples of cash outflows are loan
dIsbursements, clIent savIngs WIthdrawals, and repayments on bank debt

When projectIng the cash flows ofyour organIzatIon, begIn WIth the cash flows over
whIch you have lImIted control, such as lIabIlItIes For example, scheduled
repayments on bank debt are not negotiable Once you have conSIdered all of the
reqUlred cash flows, then you can estImate the amount of cash aVaIlable for more
"fleXIble" purposes, such as InvestIng In fixed assets or short-term Investments
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The procedure for producmg monthly cash flow projectIOns IS shown below See
table 9 6 for an example of cash flow projectIOns

Cash Flow Projections

Net profit (loss) or Transfer thIS figure from the projected profit and loss statement for the
surplus (deficit) same month If the figure IS posItIve, add the profit/surplus to the
from operations openIng cash balance If the figure IS negatIve, subtract the loss/deficIt
before grant from the cash balance
revenue
Non-cash Items Deduct non-cash Items (depreCIatIOn, loan loss proVIsIon etc) on the

projected Profit and Loss Statement from the excess/deficIt of revenue
over expenses

Loan Subtract antIcIpated clIent loan dIsbursements
dIsbursements
Loan repayments Add clIent loan repayments

Investment III fixed Add decreases In Investment In fixed assets and subtract Increases In
assets Investments In fixed assets accordIng to the capaCIty development plan

For example, the purchase ofa fixed asset IS an Increase In Investments
In fixed assets The purchase IS a cash outflow, so you subtract the
amount of the purchase from the cash balance LIkeWIse, the sale of a
fixed asset IS a decrease In Investment In fixed assets The sale IS a cash
Inflow, so you add the amount of cash receIved from the sale to the cash
balance

Short-term Add decreases In short term Investments Subtract mcreases In short-
Illvestments term Investments For example, purchaSIng treasury bIlls IS an mcrease

m short-term Investments The purchase IS a cash outflow, so you
subtract the amount of treasury btlls purchased from the cash balance
LIkeWIse, the sale of treasury bIlls IS a decrease In short-term
Investments The sale IS a cash Inflow, so you add the amount of cash
receIved from the sale to the cash balance

LiabilIties Add Increases In lIabIlItIes Subtract decreases In lIabIlItIes For
example, receIvmg a bank loan IS an mcrease In lIabIlItIes The loan IS a
cash Inflow, so you add the amount of the loan to the cash balance
LIkeWIse, repaYIng a bank loan IS conSIdered a decrease m lIabIlItIes, so
you subtract the amount of the repayment from the cash balance

Grants Add antICIpated grant fundmg

Net cash The above calculatIOns result In a net cash defiCIt or surplus for the
deficit/surplus penod

Openmg cash Transfer the opemng cash balance from the pnor month
balance

Closlllg cash The above calculatIOns result m the closmg cash balance for the penod
balance
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Table 9 6 Branch Cash Flow Projections

Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 19 Month 11 Month 12
I

Net Income 258625 150 556 121 934 228634 499961 425802 346 083 747708 902 067 797428 745406 969339
IDepreciation 25000 40000 50 000 50 000 50 000 65 000 65 000 65 000 65 000 65 000 65 000 65 000
ILoan loss prOVISion 37500 76875 120 000 165313 177813 255938 329688 414063 505000 637 000 782438 930 313

Cash flow after adjustment for non cash Items 321 125 267431 291 934 443947 727773 746739 740 770 1226770 1472 067 1499428 1 592844 1964652
I

Cash flow from operations
ILoan dlsubursements 15750 000 17250 000 18125 000 20 000 000 -47 000 000 -46750 000 51 875 000 56375 000 99800 000 104925 000 111025 000 118 075 000
ILoans repayments 3675 000 7571250 11836875 16320625 17590 938 25259688 32565313 40907813 49904 063 62931 000 77 315 875 91 953063

Net cash flow from operations 12075 000 9678750 6288125 3679375 29409063 21 490313 19309688 15467188 -49895938 -41 994000 33709125 26121 938

I
Cash flow from Investment

(Investment In fixed assets 250000 250000 500000 0 0 500 000 500 000 0 a a a 0
1(lncrease) decrease In short term Investment 1 150000 1 050 000 950 000 150000 500 000 1100 000 400 000 300 000 -200 000 600 000 200 000 500000
I(Increase) decrease In long term Investment a a a a a a a a a a a 0

Net cash flow from Investment 900 000 1300 000 450 000 150 000 500 000 1600 000 900 000 300 000 200 000 600 000 200 000 500 000

I
Cash flow from debt finance

(Increase (decrease) In short term debt a a a a a a a a a a a a
IIncrease (decrease) In lana term debt a a a a a 0 0 0 a a a a

Net cash flow from debt finance a a a a a a a a a a a a
I

Grant Fundlna 10 750 000 10 755 000 5650000 3200 000 28200 000 22200000 17 600 000 14470000 48680000 39900 000 32300 000 24200000
I
I

Net cash deflcltlsurplus 103875 43681 103809 114572 18711 143573 68917 70417 56130 5428 383719 457286
I

Openlna cash balance 125000 21 125 64806 168616 283188 301 898 158325 89408 18991 75120 80548 464267
ClOSing cash balance 21125 64806 168616 283188 301 898 158325 89408 18991 7'" 1Zv 80548 464267 6981



9 3 8 Balance Sheet Projections

The balance sheet provides a "snapshot" of the MFI's assets, lIablhtIes, and eqUIty at
a particular POInt In time Most of these accounts have already been developed In the
other financial projectIOns InformatIOn from the portfolIo proJections, profit and loss
proJectIOns, and cash flow projectIOns are used to project balance sheet figures When
prodUCIng balance sheet proJectIOns, begIn With the balance sheet from the pnor
month and add or subtract changes that occurred In each account dunng the penod

The procedure for prodUCIng balance sheet projectIOns IS shown below There are a
couple of acceptable balance sheet formats that are commonly used In Uganda An
example of one balance sheet format IS shown In Table 9 7 An alternatIVe format IS

drsplayed In Table 9 8 Regardless of the format, the method of prodUCIng the
projections and the figures are the same In both examples For further explanation of
balance sheet terms, refer to the CMF's AccountIng GUldehnes

Balance Sheet Projections

Cash Transfer the closmg cash balance m the projected cash flow statement
for the penod The projected cash balance IS not estImated but rather It
IS the by-product of all other projectIons as outlIned m the cash flow
projectIon

Loan portfolIo Transfer the value from the loan portfolIo projectIOns

Loan loss reserve Add the loan loss provISIOn for the penod (from the profit and loss
statement) to the openmg loan loss reserve balance for the penod
Account for any wnte-offs made durmg the penod

Fixed assets Add purchases of fixed assets m the penod to the fixed assets openmg
balance and subtract any sales of the fixed assets The
mcrease/decrease m fixed assets IS found on the cash flow projectIOns

Accumulated Add the depreCiatIOn expense for the penod (found on the profit and
depreCiatIOn loss projectIons) to the accumulated depreCIatIOn opemng balance

Subtract accumulated depreCiatIOn of the fixed assets that were sold
dunng the penod (found m the capaCIty development plan)

Investments Add planned new mvestments m the prOjected penod to the
Investments openmg and subtract any Investments that WIll be
lIqUIdated

LiabIlities Add any new lIabIlItIes In the penod to the lIabIlItIes opemng balance
and subtract the amount of lIabIlIty paId off In the prOjected perIod
Grant revenue for operatmg costs IS treated for as a dIfferent lIabIlIty

EqUity EqUIty reflects contrIbuted capItal and retamed earnIngs Transfer the
profit or loss at the end of the accountIng perIod from the P&L to the
retamed earnIngs accounts of the Balance Sheet Add any grant
revenue for loan capItal or fixed asset acqUISItIon ConSIder each
component of capItal mdlvidually and study the movements In each m
conjunctIon WIth the prOjected profit and loss statement and the cash
flow projectIon

-
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Table 9 7 Branch Balance Sheet (Format 1)

Prior Month Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Current Assets

Cash and bank balances 125000 21125 64806 168616 283188 301 898 158325 89408 18991 75120 80548 464267 6981
Short term deposits 1 800000 650000 1700 000 750 000 600000 100 000 1200 000 800 000 1 100000 1300000 700 000 500000 1 000000
Net loan portfoliO 15000 000 27037500 36639375 42807500 46321 563 75552813 96787188 115767188 130 820 313 180211250 221 568250 254494938 279686563
Total current assets 16925000 27708625 38404181 43726116 47204750 75954711 98145513 116656595 131939303 181586370 222348798 255459205 280693544

LonQ Term Assets
Fixed Assets 500000 750 000 1 000 000 1 500 000 1 500 000 1 500 000 2000 000 1 500 000 1500000 1 500 000 1500000 1 500 000 1 500 000
Less accumulated depreCiation 15 000 40000 80 000 130 000 180 000 230000 295000 360 000 -425000 -490 000 555000 620 000 685000
Net Fixed Assets 485000 710000 920 000 1370000 1320 000 1270 000 1705000 1 140 000 1075000 1 010 000 945000 880 000 815 000

Long term mvestments a a 0 a 0 a a a 0 0 a a a
Total long term assets 485000 710000 920000 1370000 1320000 1,270000 1,705000 1140000 1075000 1010000 945000 880000 815000

Total Assets 17410000 28418625 39324181 45096,116 48524750 77,224711 99,850513 117796595 133014303 182596370 223293798 256339205 281508544

Current liabilities
Short term debt 500 000 500 000 500000 500000 500 000 500 000 500 000 500 000 500 000 500000 500000 500000 500000
Short term savmgs 0 0 a 0 a a 0 0 0 a 0 0 0
Other current liabilities a 0 a 0 0 a 0 0 0 0 a 0 0
Total current liabilities 500000 500000 500000 500,000 500000 500000 500,000 500000 500000 500000 500,000 500,000 500000

Long term liabilities
Commercial loan 1 000 000 1000 000 1000000 1000 000 1000000 1000000 1000000 1 000000 1000 000 1 000 000 1 000 000 1000000 1000 000
Concessionary loan a 0 0 a 0 a a 0 0 0 a 0 a
Deferred revenue 995000 995000 300000 650000 1 050 000 1 550 000 2050000 2350000 500000 1 500000 1200000 1700 000 2200 000
Total long term liabilities 1995000 1995000 1300000 1650,000 2050000 2550,000 3050,000 3350,000 1500000 2500000 2200000 2700000 3200000

Total liabilities 2495000 2495000 1800000 2150,000 2550000 3050000 3550000 3850,000 2000000 3,000000 2700000 3200000 3700,000,
EqUity

Loan fund capital 13 000 000 24 000 000 35200000 40500000 43300 000 71000 000 92200000 109500000 125820000 173 500 000 213700000 245500000 269200000
Capital grant (fixed assets) 1 500000 1250000 1 500 000 1 500 000 1500 000 1500 000 2 000 000 2 000 000 2 000 000 2000 000 2 000 000 2000 000 2 000 000
Other capital a a a a a a 0 a 0 a 0 a 0
Retamed profits (prior periods) 0 415000 673625 824 181 946116 1 174750 1674711 2100513 2446595 3194303 4096370 4893798 5639205
Retamed profits (current period) 415000 258625 150556 121934 228634 499961 425802 346083 747708 902067 797428 745406 969339

Total EqUity 14915000 25923625 37524181 42946116 45974750 74174711 96300513 113946,595 131014303 179596370 220593798 253139205 277808544

Totaillablhties and EqUity I 174100001 28418,625/ 393241811 45 096116/ 48 524 7501 77 224,7111 998505131 1177965951 133,014,3031 182596,3701 223293798/ 256339205/ 281,508544
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Table 9 8 Branch Balance Sheet (Format 2)

Prior Month Month-4 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Long Term Assets

Fixed Assets 500 000 750 000 1 000 000 1 500 000 1500 000 1 500 000 2 000 000 1 500 000 1500 000 1 500 000 1 500 000 1 500 000 1 500 000
Less accumulated depreciation 15 000 40 000 80 000 130 000 180 000 230 000 295 000 360 000 425 000 -490 000 555 000 620 000 685 000
Net Fixed Assets 485 000 710 000 920 000 1 370 000 1320 000 1 270 000 1705 000 1 140 000 1 075 000 1010000 945 000 880 000 815 000

Long term Investments a a a a a a a a a a a a a
Total long term assets 485 000 710 000 920000 1370000 1 320 000 1270000 1705000 1140000 1075000 1 010000 945000 880000 815000

Current Assets
Cash and bank balances 125 000 21 125 64806 168616 283188 301 898 158325 89408 18991 75120 80 548 464267 6981
Short term deposits 1 800 000 650 000 1700 000 750 000 600 000 100 000 1 200 000 800 000 1 100 000 1 300 000 700 000 500 000 1000 000
Net Joan portfolio 15 000 000 '?7 037 500 36639375 42807 SOO 46321 563 75552813 96787188 115767188 130 820 313 180211250 221 568250 254494938 279686563
Total current assets 16925000 27708625 38404181 43726116 47204750 75954711 98 145513 116656595 131 939303 181586370 222348798 255459205 280693544

Current Liabilities
Short term debt 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000
Short term savings a a a a a a a a a a a a a
Other current liabilities a a a a a a 0 a a a a a a
Total current liabilities 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000 500 000

Net Current Assets 16425 000 27208625 37904181 43 226116 46704750 75454711 97645513 116156595 131439303 181086370 221848798 254959205 280 193544
I

Total Net Assets 17 410 000 28418625 39324181 45096116 48524750 77 224711 99850 513 117796595 133014303 182596370 223293,798 256339205 281508544

I
LonQ term liabilities

Commercial loan 1000 000 1 000 000 1000 000 1000 000 1 000 000 1 000 000 1 000 000 1000 000 1000 000 1 000 000 1000 000 1 000 000 1 000 000
Concesslonarv loan a a a a a a a a a a a a a
Deferred revenue 995 000 995 000 300 000 650 000 1050 000 1550 000 2 050 000 2350 000 500 000 1 500 000 1200 000 1700 000 2200000
TotallonQ term liabilities 1995 000 1995000 1300000 1650 000 2 050 000 2550000 3 050 000 3350 000 1500 000 2500 000 2200 000 2700000 3200 000

Total liabilities 2495000 2495 000 1800 000 2150 000 2550 000 3050000 3550 000 3850 000 2000 000 3000000 2700 000 3200 000 3700 000

Net Worth I 149150001259236251375241811429461161 459747501 741747111 96300 5131113 946 5951 1310143031 179,5963701 2205937981 2531392051 277 808 544

Financed by
Capital

Loan fund capital 13000 000 24 000 000 35200 000 40 500 000 43300 000 71 000 000 92200 000 109500 000 125820 000 173500 000 213700 000 245500 000 269200 000
Capital grant (fixed assets) 1 500 000 1250 000 1 500 000 1500 000 1500 000 1500 000 2 000 000 2 000 000 2 000 000 2 000 000 2 000 000 2 000 000 2 000 000
Other capital a a a a a a a a a a a a a
Retained profits (prior periods) a 415 000 673625 824181 946 116 1 174750 1674711 2100 513 2446595 3194303 4 096 370 4893798 5639205
Retained profits (current penod) 415000 258625 150556 121934 228634 499961 425802 346083 747708 902 067 797428 745406 969339

Total Eau tv 14915 000 25923625 37524181 42946116 45974750 74174,711 96300513 113946595 131,014303 179596370 220593798 253,139205 277808544



9 3 9 Performance IndIcators

Performance IndIcators, such as portfolIo qualIty and progress towards finanCial self
suffiCIency, complement the hIstOrical and prOjected finanCial statements
Performance IndIcators should reflect a range of key variables from those that affect
productIVIty (e g, operatIOnal effiCIency) to portfolIo quahty measures (e g ,
delInquency levels) to bottom-hne results (e g, sustaInable return on eqUIty) The 8
key ratIOS Introduced In chapter 4 should be calculated USIng the finanCIal prOjectIOns
to analyze expected performance

9 4 Fmancial PrOjectIOns and FmancIaI Self-SuffiCIency

MakIng finanCIal projectIons In the context of bUSIness plannIng IS an IteratIve
process If the results of the first analySIS show that the MFI IS not reachIng the
deSIred level of financial self-suffiCIency, then some of the assumptIOns may need to
be changed Of course, these assumptIOns w111 translate mto real-lIfe polICIes, such as
the polIcy on the level ofmterest rates and fees to charge BaSIcally, there are three
ways to Increase the level of finanCial self-suffiCIency

• Increase Income by IncreasIng the Interest rate and/or fees
• Increase Income by IncreaSIng the caseload per loan officer
• decrease costs, eIther absolutely or as a percentage of the overall costs

Two examples of the last strategy are

1) absolutely reduce the number of support staff,

2) as a percentage keep the same level of support staff but add loan officers to
Increase the SIze of the portfolIo and consequently the Income (note that addItIOnal
fundIng IS needed for thIS optIOn)

9 5 SenSItIVIty AnalySIS

The bUSIness plan IS based on InfOrmatIOn and assumptIOns about the future, whIch
the MFI belIeves are lIkely to occur However, many of these assumptIOns are
beyond the dIrect control of the MFI and the realItIes WIll dIffer from the assumptIons
made by the MFI The uncertaIn future whIch makes the finanCial projectIons so
Important In the first place, poses nsks and reqUIres constant attentIOn to keep abreast
of changes

Management must conSIder how these nsks WIll Impact the MFI s performance ana
how It plans to address these Issues Although the future IS hard to predIct, It IS
pOSSIble to get a sense of what may happen by thmkIng about potential nsks such as
these and what they mean for a bUSIness plan The blJt busmess plans go beyond
takIng one perspectIve In plannIng and considel ' 'e relatIOnshIp between the MFI and
the enVIronment from multIple angles They offer a plaUSIble story of what lIes ahead
and unfold pOSSIbIlItIes of actIOn and reactIOn 1 r ~ plan must confront the risks ahead
- m terms of the MFI, Its people, and the opp0'iumtIes and threats present m the
enVIronment
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Smce projected financial analysIs wIll be to some extent uncertam, It IS advIsable to
calculate more than one financial scenano, even If all of these scenanos are not
presented m the formal busmess plan The financIal plan mIght mclude several sets of
projectiOns - for example, one based on a conservatIve set of assumptiOns and another
reflectmg the MFI's full potentIal ThIs process IS referred to as a sensItIVIty analySIS

In a sensItiVIty analySIS each Important assumptiOn underlymg a particular optiOn IS
questiOned and changed to determme how senSItIVe the outcome IS to each of these
assumptIons SenSItIVIty analySIS helps management develop a clearer pIcture of the
nsks of makmg partIcular strategIC declSlons and the degree of confidence It mIght
have m a gIven declSlon Lookmg at dIfferent finanCIal assumptiOns shows you Just
how far off your forecast can be If thmgs happen to turn out a bIt dIfferently than you
expected

SenSItIVIty analySIS mvolves determmmg the Impact of several "what If' scenanos
For example, what If The executIve dIrector leaves the MFI? The mam donor pulls
out of the MFI? Drought hmIts the MFI's customers access to supphes and they can't
repay then loans? InflatIon Jumps 50%? You should conSIder the Impact these events
would have on your operatiOns

9 6 Resource ReqUIrements

The finanCial plan mdlcates the amount offundmg reqUIred to support the MFI's
planned operatiOns A sectiOn of your busmess plan should be devoted to how you
plan to fund the projected growth of the portfoho There are two types of fundmg
mternal and external Internal fundmg refers to retamed earnmgs and external fundmg
refers to debt and eqUIty In your busmess plan, show the level and breakdown of
retamed earnmgs, shareholder capItal, conceSSiOnary loans, commercial loans and/or
depOSIts that WIll finance the planned development ConSIder whether these resources
are dIVerSIfied so that the MFI could survIve the loss of anyone of them Also,
conSIder whether the MFI can really acqUIre these resources gIven Its current pOSItIon
and plan for the future
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Chapter 10: The Co-mpleted Plan

In This Chapter - Busmess plan format
RealIty checks
Usmg the plan
Momtonng the plan

101 Busmess Plan Format

The plannmg process does not stop at analyzmg uncertamty and nsk The content of
the busmess plan must be well communICated to all stakeholders Tms means that the
plan must be wntten out usmg a layout that IS well thought out and consIstent

Format IS a questlOn of mdividual style The sample busmess plan format proVIded at
the end of tms chapter IS Just one example of many dIfferent formats You could
choose to use the dIfferent blocks of the MFI Busmess Planmng Framework as a baSIS
for theIr busmess plan format

You should not feel oblIged to conform your busmess plan to a "standard" format but
one that embraces all aspects of the MFI Busmess Plannmg Framework mtroduced m
tms gUIde ThIS gUIde has eqUIpped you WIth skIlls to flesh out all the sectIOns
outlmed m the sample busmess plan format shown m AppendIx A

10 2 RealIty Checks

The process of busmess plannmg does not stop at wntmg out the plan Busmess
plannmg IS not a one-tIme mechanIstIc process, It IS dynamIC and creatIve Therefore,
It IS Important to proceed a step further by performmg a senes of reahty checks Tms
reahty checkmg or appraIsal of the proposed plan IS an Important step whIch you
should not omIt

You should aim at producmg an excellent busmess plan Checkmg the busmess plan
for reallsm and VIabIlIty IS an Important step m the MFI Busmess Planmng process

RealIty check

• ReVIew AssumptIOns

• Make reahstlc rather than ambItIOUS assumptIOns

• Pay close attentIon to the assumptIOns you are less certam
about

• Address other defiCIencIes m the plan

• Adopt a more modest plan If necessary 1 e scale down targets
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Refer to worksheet 12 at the end of the chapter for a gmde to appraIsmg your busmess
plan

103 Usmg the Busmess Plan

Your busmess plan IS a valuable tool, so use It' Don't Just put the completed plan on a
shelf Your busmess plan should serve the followmg purposes

Uses of the Busmess Plan

• Pomt of Reference

./ Helps to keep an organizatIOn runmng smoothly

./ Tests the plannmg process

./ BasIs for MFI day-to-day programmmg

• Management tool

./ Helps managers to control the orgamzatlOn

./ BasIs for allocatIOn of responSlblhtIes

./ Sets pnontIes, an actIOn agenda and standards ofperformance

./ Measure agamst whIch MFI can momtor progress

./ Pomts the need for speCial actIOn when targets are not met

• Sales Document

./ BaSIS for estabhshmg lmkages With donors, fmanclers,
mvestors, etc

./ BaSIS for stakeholders' commitments

104 Momtormg the Plan

The plan has to be momtored The plan should not cause problems for management
and prevent them from succeedmg The busmess plan IS a gmde and ItS value IS only
as good as the process behmd It The quahty of the busmess plannmg process IS very
Important Your busmess plan IS not set m stone

After the plan IS complete, remember to

• Momtor the finanCIal SItuatIOn

• ReVise parts of the financial forecast that change with CIrcumstances

• ReView and update the plan regularly

• Commumcate reVISIOns to stakeholders
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Worksheet 12 Appralsmg the Plan
Usmg tins worksheet, appraIse your busmess plan

RealIty Check pomts Excellent Good Fair Poor
~ Is the mstItutIOnal basIs for

development at a level
WhICh could support
ImplementatIOn of such a
plan?

~ How modest IS the Jump
from our current sItuatIOn to
what the plan reqUIres us to
do?

~ Does the MFI have the
management competence to
cope With the challenges
Inherent m the plan?

~ Are the assumptIOns
correct, realIstIc and
JustIfied?

• Products VIS a VIS market
needs

• Caseload

• Pncmg of products

• Cost structure

• Targets

• Ease of accessmg financIal
and non-financial resource
reqUlrements

• Ease ofmanagmg acqUlred
resources

• Ease and pace of
elImmatmg current
weaknesses

~ DeficIencIes m the busmess None A few Many Very Many
plan
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Appendix A: Sample Business Plan Format
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Sample Business Plan ForJ;llat

1 Executive Summary

Two page summary of SectIOns 2, 3,4 and 5 of the BusIness Plan

2 Institutional Background

2 a Hlstoncal Development of the MFI

2 b InstitutIOn

• Registration How IS the MFI registered?

• Ownership Who owns the MFI?
• Leadership What IS the composItion of the Board? Who IS the Executive

Director and how long has s/he been In this Job?
• Governance What are the prIncIple rules and regulatIOns govemmg the

MFI? (Attach ConstItutIon and/or ArtIcles and Memorandum of
ASSOCIatIon to the Plan )

2 c MISSIOnIVISIOn

• What are the MFIs values and pnontIes?
• Who are the stakeholders of the MFI and what are theIr Interests?
• What IS the mISSIon of the MFI?
• What strategIes WIll be adopted by the MFI to enable It achIeve ItS

mISSIOn?

3 Present Performance

3 a The Market
• What products does the MFI currently offer?
• What IS the MFIs current outreach In terms of target group, number of

active chents, value of loans outstandIng, percentage of female chents,
areas served, sectors, and demand?

• PncIng
• What IS the Interest and fee structure?
• What IS the method of Interest calculatIOn, What percentage of

operatIng costs are beIng covered by Income generated from
Interest and fees 1 e IS the effective Interest rate cost - covenng?

• Is the pncIng lower or htgher than competitors?
• What competitIOn IS the MFI faCIng, how many competItors does the MFI

have, how strong are the competitors?
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• Does the MFI have comparatIve advantage over sImIlar organIzatIons? 1 e
What are the MFIs strengths and weaknesses compared WIth ott,er sImIlar
mstItutIOns?

3 b OperatIons

• What lendmg methodology(Ies) does the MFI use?
• Descnbe the methodology
• What are the prmcIpalloan charactenstIcs? e g for loans, what are the loan

SIzes, repayment frequency, loan type, loan term? How are loans secured?
• How well nas the methodology worked?

• Has the MFI reached the customers IdentIfied m the mISSIOn
convemently and effiCIently?

• Is the MFI reachmg a sIgmficant number of the poor?

• EXIstmg PortfolIo
--

• How many loans are outstandmg now?
• What IS the total value of the portfoho?
• What are the loan maturItIes?
• What IS the customer drop-out rate?
• To date, what has been the growth pattern ofaverage loan SIze over

tIme?
• What IS the repayment rate?
• What percentage of the portfoho IS at nsk?
• Have the arrears been aged?
• What has been the expenence WIth loan losses?

• How many branches does the MFI have, where does dIsbursement and
repayment of loans take place?

• Is servIce convement and not Imposmg heavy transactIon costs on
customers?

• Are products dehvered to customers effiCIently, that IS, at the lowest
possIble cost?

• Does the MFI know what kInds of product customers want? How was thIs
determmed? What IS the chent drop out rate?

3 c FmancIaI performance
• Histoncal operatmg costs analySIS

• StaffprodUCtIVIty ratIos How many loan officers does the MFI
have, what IS the loan officer caseload, What IS the average
portfoho per credJt officer? What IS the rat~o ofcustomers and
portfoho value to number ofBranch and Head Office staff?

• What has been the trend m staff salarIes, benefits and % annual
mcreases?

• What admInIstrative costs does the MFI mcur? Does thIs mclude
asset depreCIatIOn?

• Is the pohcy on prOVISIOnIng for bad debt realIstIC based on
hIstorIcal performance?
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• CapItal costs What are the actual costs that the MFI has paid for
capItal?

• HIghhght the ProfitabIhty mdicators Operatmg Self-sufficIency, Fmancial
Self sufficIency, Sustamable return on eqmty

• HIghhght the MFIs Portfoho Quahty mdicators Loan loss rate, Portfoho
atnsk

• HIghhght the MFIs EffiCIency IndIcators OperatIOnal effiCIency

4 Base PotentIal For Development

• What are the MFIs current and potential capabl1Ities? Does the MFI have
potential m terms of mnovatlve Ideas, managerIal experIence, dynamIC
leadershIp, suffiCIent resources, and good control systems?

• What external factors are affectmg the MFI, whIch of these are the most
Important at the present tIme and m the next few years?

• What OpportunIties and threats do external factors present?

5 The Plan

5 a Strategy and Objectives
• What are the ObjectIves for the plan?
• What IS the strategy for achIevmg the mISSIon?
• What are the nskable steps towards achIevmg the mISSIOn!
• WIll the strategy really achIeve the mISSIOn?
• Is the strategy reahstic m the context of the base potentIal for

development?

5 b The Market Plan

• Products Does the MFI need to alter ItS 'product mIX' (loan SIzes, terms,
etc) to meet the needs of customers?

• Goals should quantIfy the number of customer') the MFI would hke to
reach withm the penod of the Busmess Plan

• GIven the type of customer the MFI IS trymg to serve, how large IS the
customer base? Where are these potential customers located? Can these
customers be reached WIth the eXIstmg branch structure or w111 thIS need to
be altered?

• MethodologIes Does servIce dehvery need to be modIfied to proVIde
customers WIth products they want and need m a convement and effiCIent
way?

5 c The CapaCIty Development plan

• What capaCIty do we need to develop In the context of where we want to
go?
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• Ownerslup Is a dIfferent ownershIp structure necessary for the growth and
development of the MFI?

• Changes m regIstratIOn Is a change m regIstratIOn necessary to enable the
MFI to attract needed resources or to become more accountable to
customers?

• CompOSItIon of Board Does the Board have a mIX ofknowledgeable
professIOnals who can help the MFI successfully naVIgate the development
process?

• Structure Does the MFI have an adequate organIzatIOn chart? (Attach)

• PolIcIes
• Does the MFI have an mcentIve plan for staffl
• Does It have a polIcy on promotIOn?
• Does It conduct regular performance appraisals?

• Management and Staff
• Are the qualIficatIons of the semor managers adequate?
• What are the roles of the Managers m Implementmg the plan?
• How wIll management and staffing structures need to change m

order to accommodate the envIsaged growth m customers?
• Staffing What are the essential elements of the staffing plan?

• InformatIOn systems
• How are loans tracked?
• How IS the MFIs finanCIal status planned and reported?
• Are these systems adequate to meet the MFIs mformatIon needs?
• What systems are reqUIred to ensure that the MFI IS managmg the

change process?

• Lmkages
• What networks, affilIatIOns, membershIps and donor partners does the

MFI have?
• Do these provIde suffiCIent exposure to learnmg from others?
• How does the MFI plan to manage and sustam capacIty acqUired

through external aSSIstance?

5 d PortfolIo and FmancIaI ProjectIOns

The MFI could refer to the Busmess Plannmg gUide and/or BASE/CMF DynamIC
model to work through tIns sectIOn

• PortfolIo GIven the prOjectIOns ofcustomer growth (mdicated m SectIOn
5b), the performance to date of the eXIstmg portfolIo (SectIOn 3b) and
planned changes m products and methodology (SectIOn 5b), project the
portfoho over the lIfe of the Busmess Plan

• Fmancial GIven eXIstmg cost and pncmg structures (SectIOn 3c), portfolIo
prOjectIOns (SectIOn 5d) and planned changes m staff and systems (SeCtIon
5c), prepare a projected Profit and Loss Statement, Balance sheet, and
Cash Flow Statement for the lIfe of the Busmess Plan

• AnalYSIS Analyze the P&L, Balance Sheet and Cash flow usmg ratIo
analySIS Use the FmancIaI Statements to analyze the MFIs antIcIpated
progress towards sustamabIhty
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• What external assIstance IS needed m the short-term (1-3 years) and
medIUm-term (4-7 years) to assIst thIs progressIon to
sustamabIhty?

• Do cost and pncmg structures need to be fine-tuned to enable the
MFI to reach full financial sustamabIhty withm 7 years? If yes,
explam the changes and produce a new prOjectIOn showmg the
Impact of these declSlons Explam how these changes Will be
Implemented by the MFI

5 e Pnonty Projects

Some projects ment separate treatment m the busmess planmng process
Examples mclude the mtroductIOn of savmgs servIces, the creatIon of a formal
financial mtermedIary or moderrnzatIOn of the mstitutIOn's systems A sectIOn
m the busmess plan on prIOrIty projects should outlIne

• Project ObjectIves deSCrIptIOn, background, the problem to be addressed
and the benefits to be gamed, both quahtatlve and quantItatIve

• Costs In addItIOn to the Impact on operatmg costs, the plan must account
for speCial costs associated WIth these projects such as the stafftrammg
reqUired to operdle a new system

• TIme frame for mvestments A detaIled plan of tasks and tlmelme for theIr
accomphshment outhnes the process for purposes of control and to
IdentIfy pomts when funds Will be needed to finance the project

• Sources offinancmg for the project PreCIse knowledge of the pOSSIble
sources of funds for the project IS essential to guarantee results Identify
the sources, theIr characterIstIcs, condItIOns, terms, and process by WhICh
to secure funds

5 f Resource reqUIrements

For growth ofportfoho, excludmg prIonty 'projects' IdentIfied above

• Sources of funds
• Internal Wtll retamed earnmgs help to finance development?
• External Show level and breakdown of donatIOns, shareholder

capItal, soft loans, commerCial loans and/or depOSIts that WIll
finance the planned development

• Are these sources suffiCIently dIverSIfied so that the MFI could
survIve the loss ofany of them?

• GIven where the MFI IS and where It wants to go, can It really get these
resources?
• Assess prospects for obtammg each source of funds
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