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THE PHILIPPINES: AMENDMENTS TO BSP's EZiL!lIX.4TIOS .&\TI 
CAMELS MANUAL FOR MICROFIN.4NCE LO.kTS 

The General Banking Lau. No. 8-91 of 2000 r e c o v e s  the need to 3romore 5 e  ex?ar.i;a- 
of microfinanung and the Bangko Senual ng Phplnas TSP, has issued s-veri cxciari  :.̂ .a: 

. . 
r e copze  microfinance as a speuahzed b a h g  senlce. allow iess npc r e ~ 3 a t ~ n .  
requements for microfinance operadons of banks, and create ~~cen-ves  for Lie 5arkng 
system to go into microfinance. BSP has also created a hlg'n-level \hcro&ance CJT-TL::~~ 
in charge of policy and regulator). issued and an ad~ison- 3ficroLqance Cx:; as as 3 

Microfinance Core Group of examiners that udl be m charge of ru?ernrL?_z t i e  accxxes of . . 
microhance-oriented banks as well as the microfinanung units oiiura! and < i ~ : r  3 a r . k~~  

In order to properly supenlse the grouqng number of banks invo!ved LY rricroEnance. BSP 
is mterested m developing appropnate exarmnaaon pohues and procedll-es :c Sener 
measure the m s n ~ a o n a l  nsks and performance of the rmcro5nance operasor.s of zanks 

ICC Inc. has been assigned (under conuact uith Chemonics Inc: the task of del-e:o?:ng 
. . 

such examination procedures and to field-test them in coordination U:L? :he .\'.crc5r.ance 
Core Group. Specific acdvides o i  the consdtancy are to introduce arnez&en:i :c ::?e 

. . 
existing instruments at  BSP, to better analyze and evduare bankns LIEZ:Z~J~S :zTc:\-c~ L-. 
microfinancing, namely: 

aj The bank examinadon manual. 
b) The CrZMELS mode!. 

In order to prepare for the draftlng of these amendments, eight napis er.pged L: 
micronnance lendmg urere visited in order to intenleu. some oiitr &ec:o:s. esec;;zr.es. area 
and branch managers and loan officers, as u.ell as to conduct a rexlmr- of Le: n a n c i  

. . .  statements, informadon systems and operadons manuals'. I~sonraons engage? ~7 :T.Z::J:Z. 

and group lendmg upere included in the nsits. 

The policies and procedures suggested in this repon place parnc.Aar m.?has:s or. h e  

eraluadon of the nsk management structure of the insdrudon, its ~qformado:! iysierr.~ and 
its internal conuols. Initial 1-ersions of the repon were hscussed on Feb?~? 21' u - - ~  .-. -' -ye 
> f i c ro~ance  Core Group and the \hcro&ance CS:, and thrs  va!.iaS;e cor-.ez:s :a.i:n 
inro accounr ro produce the present rerslon. 

Four Lcruruuonr were rlrttcd ir. Ocrober 2W1 and ?oar m Fcbrdm- ?K'3 T l ~ c  i r e :  u-tre iz5.c;: r: i 

more ~1-depth rcvtav, puucdariy u x h  r c p d r  ;o r irec \flS s~srcms 27c o?c:iz3r.i =ir.;i.i 



THE BUSINESS OF MICROFINANCING 

The risk profde of microfinancing is substannatly dfferen: from commerc:al ien&?g s:r.ce 
the two key elements that support a uadtnonal credt dec:s:or. -:e?a\men: :a3a,7n- . . -  . 
information and tangible collateral- are l a c h g .  kficrohancmg can be sucancsy o e x e c  2s 

"unsecured or clean loans to self-employed persons -microenrre?rene-.~- 
who do nor keep formal operational or accounnng recor2s of :he= ecan3xc 
acd\irl;". 

Lendng to microennepreneurs :s veq  profitable when done under ?ro?er ?oi::es. 
-nn- a x  --any procedures, internal conrrols and incendves. Orheruise, :t :s a r e n  n s L ~  ac- 

banks the world over hare erpenenced sipficanr losses when pz?g to seye <-:s marite: 
ulthout proper the proper techno lo^ package and personnel u u n g  ir. 5 e  Ph-??:nes. h e  
risk of microfinancing is compounded by the fact that most rmcroenne?renews d-. no: 521-e 
a secure means of identificanon (dn\.er's license or passport;; man!- msnmnons are :he:ehy 
forced to adopt group-lending technolog~es, where members of the group are s ~ ~ ? a j e c !  :o 
knou. each other and to ensure that regular pa!ments are made by eaci: loar. 5 e n e C z a ~  
belonging to the group. 

3ficroKnancing is different from commercial lending. It is orgamzed on a deter.--zed 5as:s. 
where commirtees composed of loan officers and branch managers take nos: of :he <re&: 
decisions, or client themselves organize into groups and guarantee each o<;.er's : ~ a z j  
Successful microfinancing insdrunons have well-tested lendng and xe-2: C C ~ ~ L ' L  . . 
methodologes, capable of handling a loan portfolio composed of rhossrnci s: s 7 . L  i z -  . . 
largely unsecured loans to clienrs of the ~nformal sector, and s% rr.amrz? ?:gr. re?>i?.er.: 
rates. K M e  banks often base their lendmg on formal tinanc:al miom..rzo?. 2nd rer:s:e:e< 
assets as collateral or guarantee to secure repa!menr, rmcrofuranc~ng :nszF~.;zo?.s re:r or. ?.e . - 
eraluauon of the character of the client and on the f a d y ' S u s ~ e s s  car9 :.?x an3 <?c .- 
business net worth, through informanon collected by rhe oun insnn?zon~' 3021 a:r.;eTs 
through standardzed procedures; other rely on peer pressure to promo:e soo t  re=a:.mez: . . 

Successiul institutions hare also a timely and client-onented senyce L-. order rc r = l r c e  rhe 
uillingness of the dents  to repay. 

hficrohance companies usually grant small loans to new chents: and successivelv : r rc :  - 3nes . , 
to those who show good pa!ment behallor. Clients' rnoaranon ro re?ay. anc c?e 

. .  . 
:nstirution's abiliy to reach economies of scale. lies on a !arge exten: L: the es:a3cj?.men: of 
h s  long-term relanonshp in whch the client recopzes  that 6~nz-e loans are 23: xi:- 
dependable but also quick. T h ~ s  monration to repay is reir.iorced b!- a m.. mer . a-.--e:-. %. .,.ie. - . - 
amrude toward late payments, where i t  :s not uncommon &at a den :  who has ice:. .i:e :or . " .  more than 20 or 30 days in any pa:ment o i  captd or :nteres: Secornes ~ 7 e ~ 5 3 ~ : .  :> :e;e:Ye 
any new loans from the insnrunor.. Sfost success5L 1-snru3onr hare r - z ~ z z  seri:o-i %r - .  
new clients to reach them abour low tolerance pohues :or :ate or noz-3er:j-mce in2 
to underline the expectation of h e l y  repayment. 

. - 
Timely and effiaent senice to \.en. small clients req.&es a sigxzcan: i c ~ e e  2; 
decenuAzadon in credt decisions and porrfoho managemen:, :nc!u&rg ~2.: :0;3-253r. 
on pa!ment performance by cltenrs. The nmehess and accuraq o i  < ~ e  ~-.ia--.zz~r svs:c-s 



- .  
becomes of paramount lmponance ior the eiiicient a&mistracon o: me r~croEnance 
company, as well as for the pracnce of internal control by branch managers. area manasers. 
head office executives and ulhatel>- by the board of &rectors. >L:rohance corn?3?Jes 
must hare good loan tracking systems; if dehquency repomng and mfo-.m3r. or. 
r e s r m c W g  of loans is late or misleading, directors and evep semor m a n z ~ r c  u-1 5: ice 7. 

the dark until dehquen? is out of control. Internal controj an2 !nterr.i al;&r r.ezrxer 
should also be clearly designed and implemented, since in man: cases s!gr~rican: iasses rc 
these insumdons hare risen irom internal collusion to c o r n :  fraud. 

Some o i  the most common, and costlv, rms~akes made bv banks ez:eyz: :r.:c 
mcrofmanung are 

. , 
Not ha~%e a clear stratem -. and ~ l a n  ior es~anslon o i  rheu acn%-!nec anc :?r r:;;cb&;z - - 
ulthin a reasonable period of nme a loan portiolio of at least 5OOC to 5.3CPzl cken:r or P , 
ro PlOO d o n .  Economies of scale in microfinancing are a fu~danenrd  ?b-t of cie 
business, since it allows the bank to lourer the lending rates and r e t m  goo2 cLer.:r :r. 5 e  . . .  . long term. Banks persistently engaged in rmcro6nancing on a "=a; bass" a x 2 a  3e . . 
encouraged to either adopt a consistent policy or to dsengage 50- rye ?zr:ness 
altogether. 

Nor having a proper lend in^ technolom- pamcdarly in the case o i  barks .'!a: have '5eez . . 
engaged in consumer lending and are entering microiinanong u ~ t h  ;he sarne "rsiern3.y- . , 
h e "  approach to generating loans: one person who promores or se5s L?e ;=a: 2-2 
collects basic informadon, another who analyzes :he clienr and anorier u% cLs or. 

delinquent clients. In mcrofmancing, clients do not have a Esed 23: is-a: 
financial information or any other lnforrnanon to prove e heir rezaymer.: c 3 3 a c ~ .  . . 
therefore loan promoters, who generally work on commssion bass. becorne :r.\2::-:(: L-. 

a conact of interest benveen prudence m collecung clien: ~ r i o m a d o n  and e ::ee= :z 
hare more clients approved, that ulrimatelv rums Lrto an urrbearable nsk for r3e 51-.i 

-- 
Nor h a ~ % ~  established nroDer incentives for the staff, panicdarly loan otzcers a-hose 
u-ork is conducted "m the street" and can oniy become an asset for &e 5ar.i; wher. 
seriously engaged in combining safe? and p roduccn~-  while genera?? +e- !222 

portfolios, and middle managers who hare the task of conno%iing rhe .la?.s?zenci- 3f 

loan officers' operations and repons. Incentive structures shod2 Se LY ?:zce zr.? 3e 
clearly understood by the diiierent levels of stzff, as well as proper conxo: 3 e c b ~ ~ s r r . s  

Lachne a firm stance about internal controls. pmcu ia r l~  in the hz:?: Cra: 30s: trek: 
deds~ons are taken on a decennakzed fashop.. a: Lie Sianch k e ! .  D:te~iora=o:. a:.?: 
h e  o i  internal controls pohues or theu zxe observance. ieac to rxcr~3nzr.ce -- 
insdtutions that are in fact manaeed b!- the ioaz otncers. 

Not haling the proper income and emense s.yrucrue, whch rza: he re:lec:e? L: 

excessive admuusmauve expen&rures ,>gh saiartes or iL.gh nilrnbe: o i  a i ~ ~ - ~ r r - a z v e  
personnel) that can be paid either from subsides or dona:ed f a d s  or i r ~ ~  cx:err:\-e . lendmg rates e m e r p g  from a quasi-monopoly os i5on  in me rzrke:, w'.-: -2.- ...... ' 3t 

. . unsustainable in the medium or long term. In other cases, hails? s .en=; r2:e :h;r 



Examination ~rocedures 

The examinadon of microfinanung portfolios udl inroi\.e nr.0 \reeks and Ere azX.?sei 
organized chronolog~cally as estabhshed in these procedures. 

. .  . 
.4ctiui9 7: Rrvien, ofthr management ; ~ ~ m u t r o n  y t m  and evuhut~or: o!'thf ;or:rI;rfnJ G. :+! x!: 

and reporti 

. . 
a: Tesdng the secuin  of the lnformanon systems and d n g  out the p o i s 1 3 ~ ~  oi - .  

unauthorized access and manipulation or adulreradon of mcroinance ioa:. ? 3 c : o ~  
data ;.IPPENDIX?. 

. -- 
Responsible: Examiner in Charge T I C >  and lniorxazon Systems Esaxnc: .\r 
Schedule: Fust week of the examranon 
Product: Assessment of the secunn and rehabib? o i  the mfo--.a902 srr:erni; 

to be considered in the 3lanagemenr component of :he C.:.S!ELi 
rating. 

b) \'&dating the accuraq and reliabili~ of the ~nformadon system of the 1 n s n ~ r o 2  :o 
generate complete and correct informadon for nsk trachng, decsio2-xzkng and 
administration of the loan ponfolio. Includes i) conecrl!. nack the aging o i  arreirs and 
rescheddmg of the microfinancing loans, ii) calculanng poniolio at nsit stacrzci 5: rie 

3 .  purpose of quand@ng cremt risk and iii) issuing all the pemnent reports for ever: .we 
of the organizadon, including loan officers, branch managers, coorL?a:ors a'? 
supenisors and senior management, iv) conno!ling that any ioan reschea-n o: 
refinancing at the branch level are being properly recorded as such i: :3e L-.:~-.~=DE 

system and reported to the head office (.\NSE\: I j. 

Responsible: Examiner in Charge I C ;  and Inhrmagon Systecx E s a ~ e r  iSE 
Schedule: First week of the examinanon -. 
Product: .lssessment of the consistenq- and the e:iec~renesr >! :b.: 

informadon systems; to be considered x. the \ ! r ~ a z e ~ e . :  
component of the Cr\?rfELS ranng. 

- .~ -@'." 2 .- 
c: \ ' a l i d a ~ g  the rehabhn. of the informadon that is reported to BSP. parncLa:. . ..A. c.. .- 

the qualiy of the loan portfolio, includmg dererminadon of pasr-cue accou::~ rn? 
portfolio at risk inmcators (.\NSES 2;. 

Responsible: Examiner in Charge ;TIC: and Iniormanon System Exacme: 5 5  
Schedule: First week of the examinaaon 
Product: .\ssessmenr of the cons~s:encl. and the efiecnreners 3: L?e 

informadon systems; to be considered iii the 3fanaernen: 
component of the C.\I\EJS ranng. 

PREVIOUS PAGErBLANK 
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- .  
Credt risk is the most important nsk [ha: affects rhe rmcroii-anc~?? ~ r r : a d c  

Llicrohancing portfolios ma!- be v e y  sohd ~f properiy a b s r e r e d _  5u: -;?e re?a;:inen: 
performance of the clients can be much more voiade than thar oC commerua: 5anks Lsar.5 
are not collarerahzed and dehquen?, if nor addressed mediare iy .  may Ze: 02: o i  :?--a: 
ve? quickly. 

The purpose of th~s  a c d ~ i n  is to assess the level of credt nsk in rhe r6cronan.e : a x  
portfolio. b!- analyzing portfolio-at-risk stansdcs a t  the 1, 30, 60 and 9Ci-da>- ;levels_ as we1 3s 
statisncs for rescheduled or reiinanced loans. 

In case the hIIS does not compute portfoho-at-nsk stansdcs. :he Examner-:r.-Charee \i-1 
make sure that the lnformadon system personnel of h e  bank genera:e zl?ck ~ - . % - a ~ s r  

dunng the &st week of the examinanon and u f i  hare :he resulzr and r i e  3roce3lrc 
reneu.ed by the Informadon Systems Examiner. Othennse, the Examne: :r. Ciarre u-l bc 
responsible to generate ttus lnformadon (direcd? or delegadng to another erazxe: 5:.rm<!. 
the use of a spreadsheet or any other computer-assisted audt techzque :C.%-?T sx:?. aa 
.%CL or other. 

Responsible: Examiner in Charge (TIC) 
Schedule: First week of the examination 
Product: Esdmation of the credit risk of the microiinancing portfoho; to be zze? 5: 

the Capital .-ldequacy and .Isset QUA? components oft!e C.-lS!F'S :3z3 

.Ar:~rng 3 h w r n  oftbt mzmq7nanrr hndzngpobari, pmittiun and mtrrno. .-on:d an; aww: 

SLicroiinancing methodologies can be dilided into in&c7du~.i ien&?g models 2-2 ;rn:c-s;?: 
models. Some banks extend loans under both methodoiopes. udzicg .X.- fl'*-e:ez: ::~z:rs. 
procedures and information systems. 

. . The purpose of this a c d v i ~  is to idend?- possible causes for an!- mriances 3; a?rr:xo 
problems obsen-ed in the evaluation of credit nsk. It is like!! that hgh  dehque?;c:- =:er s r  
hlgh incidence of rescheduhg uill be connected to pohues and-or procec--er ;r 
extending, m o n i t o ~ g  and collecting the microfinance loans, :hat are exher no: aie;;z:e 3: . .  . are not being obsen-ed a t  the branch level. Br and !arge, gzou3 lending ~ k a x ;  3e 
characterized by an emphasis on group guarantee and peer press-we to ensme g o d  cLent 
seiecdon and repayment performance, while individual iendng shoilld Se chzracrer.ze? 5)- 
detailed analysis of the cash flow and build up of asses of <.he zcroer.:eTnse 
b u s i n e s s / f d y  unit, as weli as its reputadon and cre&: b ~ s t o ~  i.c. rhe COPIT-;??? 

.-\NNEX 3 contains T e c h c a l  Notes for the relieu. of indix-idual lending me~ho3olo_eies an? 
for the Grameen group me tho do lo^, the most common group me:'.odo:o~ -. :.. L;.e 
PMppines. In the evaluation of lendmg ?o!icies and ?rocedilrer, s?ec:a: rare -.is: 3e :i.i:r. 

2-- _-- -- - to idend6 instances where the bank does nor operate in confomn- u::h .. ..? .< -.,._.e . . for :he p r e n  methodolop and assess xrhether adaptadonz of .he 3 e t b . o d s : s ~  ::. .:s:L . . - .  - 
conditions may not in fact be cases of breakdown of any of ::s 6~ndamer . :~  e.ernscrz . nr 



Technical Notes are des~gned to conran a s u m m a r  of standard p racxe  u:t? rcmr& . 1.: 

most fundamental aspects o f  each methodology, its inrema! controls an? :rr ~-.ta-amz 
svstems. 

r\NXEX 4 contams a T e c h c a l  Note for the relieu. o f the  ~qterna: TJ&: 

Responsible: Examiner in Charge (EIC) 
Schedule: Flrst week of the exarmnanon 
Product: 1) Prelimman- assessment of the soundness of pohuer a n  a r a c e k e i  

established by the bank in the context of standard or bes: p n c x e r  Tar eve3  
p e n  methodology and ii:. establishment of the specsc  ?o>c;cs 27.2 

procedures to be tested by examiners at the branch l e d ,  L? i ~ e  r-;:ev.. of 
internal controls and the cases Included in h e  sample o <  cLer.:~. re be 
considered in the lianagement component o i  the C.\l!EL-c r r tnz  

The purpose of h s  actixln. is to rexiew, in the iield, the work per<om.e? 5;- rega?.~: . . 
supenlsors or coordinators, branch managers and loans officers, pamr:ar.y :r. 3 c r d  

. . 
decision-making (loan approval, collection and delinquency managemen: anc LY :ne :z:ezd 
controls exercised during the whole loan cycle. 

The examination is to assess whether the policies and procedures es:aS'?rhe 5:. :he 
instirution for the proper approval, management and collecnon of loans are 5cr.g ?ro?erly 

- .  
observed. Microtinandng business is hghly decentralized and it is not 117COTT-1L30 :e ZT.C 

regions or branches that are appl!ing methodologes +at dex+ate o m  ???roved s r  
established practice. Khiie rh s  might not be reflecnng yet on the qi;a3?- of 5 e  :car. 

portfolio, it should be detected and its risk assessed. 

- .  
>lost of h s  acdxir). involves rel ieu of loan tiles and xisits ro c'.en:r :n k e  case 9: ~-..%:?li: 
loans and review of cenrer informatior. documentanon and \isit :o center cken:r LC e :zie . . . .  of group loans. For adequate coverage, sransncal sam?Lng LY inc\ lcsa.  .sans :s i3r.e r: r e  
959b confidence level and a 5% m a r p  of error. Ho\vever, m :he case of i c r zx33n i  G e r e  
:he number of clients is small (iive hundred or  less: the m a r p  of error :as. be i?creaie? !2 
109'0 so as to reduce the relatively h g h  propomon of &en:. ~ ? a r  wodd  hare :o 5e c.:her.v.se . .  . 
reliewed (-44NNEX 5). Both neu- chenrs and repeat clients shoGd be rellewez. ~ l c  ro-e: 
ui th emphasis on  the ex-aluadon of the a c o v i ~  of the chenr and 5 e  cask Cou- an? :he asse: 
buildup analysis, and the larrer on the monironng of the pa>menr histon and i3e xse of a x  -- 
locally available credit reference information. In the case of banks where ~ h e  loar. otzceri d- 
the physical collection of pa!menrs, an altemacve method 1s ro accompan!.. xa--xx:ncct 

. . 
each loan ofticer in at least nvo dad! collecnon rounds. Ir. 5ankr where gro-z ; e n z x  - :s 
practiced, the method consists m acconpan!lng. d so  u n a m o ~ n c e d .  each ioa.: a?Zce: i:. a: 
least nvo cenrer mee&gs where collection taker place. 

.- 
b..:ceri 'or I t  is not the objective of the examinanon to detect instances of <ra-d 5~ i o x  n.- 

branch managers bhanrom clients. hckbacks, collusion. e t c ,  ever. r h q k  s2:5 :r.srzr.:ci ~. 
mal- represent subsrandal n s k  The e s a m a n o n  has rnr o>iecz..-e of enrllr-:? :k: -rs?er 



. . 
lendmg policies and procedures enst and are proper!? impienenteC. anc :nl: :>.e - .  
informanon that the head office unhzes and presents to Bangio Sent&. !I ~nca?.r?.:-: 
accurate. .An area of pamcular inrerest for exarmners 1s to make sure <la: s lp5canr  n 2 5 - r s  . . 
of loans are not being rescheduled or refinanced at the branch leve!) u~thou: 5exg recorze; 
and reported as such. Ctients rhat pas their loans in advance when more ear .  25' .. of %e 

.*%- - \ree& ,>: !c+j, angina! pfmcipal is s d  outstandmg and are then granred 2 new loac \rl:-. a 

should be considered as rescheduled or refinanced. 

This activin. also involves reliewing the work of the regonal supemsors or coozdinators. 
who most often play the key role m preventing 'or detecting iraud and conrroLn~ -ire 
compliance of loan officers and branch managers uith estabkshed policies anc zro:ed,xes~ 
The ianer, it should be nored, hare a natural interest m presennng the Srancb. xi3-.aza~ .̂  

the best light possible, since most often ioan ponfouo quali? and ef5aenci- :n*ca:s-. 
determine thelr ourn salaries and incentires Internal auditors may aiso p!ay a ie.; roie ~1 

. 
ensuring proper internal conuol; hou-ever, they do nor often enpge 1;: de:Se? :::.z.i.rr; 
and xisits to clients, particularly in the case of insnmtions h a t  do no: hare z rx5s:anzl 
porrfolio in microfinance. 

Specific procedures ior renew of in&vldual and group ioan tecbno:opes are con:xlee L. 

.INNEX 6. 

iddidonally, a test for compliance u i ~ h  lending policies (amount dsbursed. :r.:erss: :3:e. - .  . > rerm to marxi?, repalment terms, collateral, etc.; can be performed :or :ne \r-noae ?3cfa>.s 
uirh the use of computer asslsted audlr techniques (C.kATs;, if  a~xlable.  

Responsible: Examiner in Charge and designared examiners 
Schedule: Second week of the esamination 
Product: .Assessment of the observance. a t  the branch level, of esrabhshed ?oLciei a d  

procedures; to be used for the 3lanagement cornponer.: of 5.e C.'.\!Z3 
ra&g. 

.4;!1m$ 5. Euo1uo:ion ojhquldi3 monogcmrn: ond smnil:lc?J to mlr.4~: +:k 

. . .  
The policies of the instimoons on tiquid~n. managemenr and its :mplemen:a=or. 57.31~; 5e 
reviewed. Reputational and even credit nsks i? nxcro&rance :nscmoons =a!- 5e xesen:. . . . . 
when tiquidq consuaints do not allow &mely disbursement o: :oans. ?ar=z.:a::-: :-?a: 
loans to clients ulth good paynenr hsro?. 

Tne information system of the bank should produce daily asse:,'iiab&? and iiy;iL? re?ons 
as well as cash flou. projections on u h c h  to periorm sensiox?? analy5:s. as we: 3s o:ner 
aspecrs contemplated m the C.A!vLUS model 

Responsible: Examiner in Charge PIC: and designated exaSrer  
Schedule: Second week o i   he exam.ation . - 
Product: .Issessment of the l ~ q u d ~ ?  managemenr pohues and s:r~z3on; ro he :set :a: 

the llanagemenr and Lqtidin. componen: OF rhe C?\ELS r a z q  



SUGGESTED AMENDMENTS T O  CAMELS WSTRUMEhT 

- .  
This section is mended to pro\lde a basis to adapt the current C..\\IEs msrrme=: : s r  c?? 
analysis of microfinancing operanons of both microfinance-onented banks an< =crr5r.anrc 
units of c o m r n e r d .  thnh or rural banks. It is based on the fact tha: m:ro5n~nc?g :i i 

&s&cr credx risk that must be evaluated and adrmrusteree properly ir. order tc. 5e a 
profitable and stable business. 

C o m ~ o n e n t  1: Ca~ i t a l  adeauaq 

Current model: Based on w e n n  questions and sub-quesrions \r.hose answers 
are added when "negaave", and eight ranos whose ~ . & t < d . d  
r a ~ g  is averaged. ..\ "NO" anslrer to Ques5on 3 re-n-Ane 

,- compliance ulth staruron- capital requirernen: zec. 2: 3; La, . . 35'3 or a ner word-to-nsk assets rano 'raco a, >e.c-.r :he 
starutor)- minimum, @re by d!er?.se!x.es a score of '':" :3 Lye 

whole component. 

Suggested modification: Question l l a :  do nor include unsecured ~ ~ c r o i r e k : :  LY 

"hgh-risk assets", unless e\idence is fomd h e  
examination o i  substandard ?oIicies, procedures or =.:erzal 
controls. 

Suggested addmon New raao to measure rhe lmpact of ponfoko a: 33k 3~ :>.e 

level of a rdable  capital The rano s h o d  be caic~;lced. 2s 

follo\rsi 

\\'here PAR, are defined as "Ponfobo .\:-Esi; Re<.~-ed 
Resen-es" and calculated as ioliows- 

P'4RR, = .~Gmisportio>o - P.4R. - RP. - RP- ' 001.  - . -O-!K 
- P.4Rd * 0.07. . - . W. - l'.-!R, - PA%, ' 0.:- - -?.LR,- - 
P.~R,J ' 0.7.. - P.4& * RP- - .4<+1~1tl rr;mri 

For the computation of P.4R.,,,,, the ounrar,&~g 5alance 
and accrued Interest of microcredxr s h d  Se cons:dtred L-. 

their e n G e n  on rhe l''? 3CI'", 60" and 90' dar a5e: a?: sr._gie 
agreed pa!menr of principal or mreresl goes .m?ax zcc.: 
date shouid remain unchanged und enough 30-ev . :s :;.t . :i 

rerurn the microcredir ro ::F OT.T-Y~ re32)~nen: rcks+?e ir. 

. . 
In the  care oi banks rhx u e  not rr~crofinancc-onenrcd. or.1~ ioans. ~qrc-cs: 2r.d rcrcn.cr z:.;:c: :; 
nucrofinanc!ng should be cornpured. 



-r 

Current model: 

the case o i  group loans, the ourstandmg balance a n t  accme2 
interest of  the whole group 1s computed as .?4R u-her. an:- 
member of the group defaults and <he amolm: e ~ e  !i no: ?=? 
by the group. For the computanor. of U.. :hr os:s:an&nz . .. . 
balance and accrued mteres: of rmcrocre&:i j-L 3r 

considered in their e n m e n  when nor re?uc ir: a c c o i m c t  
uqth the agreed schedule bu: subieci to a 5 s :  or 3 ~ ~ 3 3 ~  --- ' 3: 

more: renewals, r e p r o p a m n g .  resched.Ang. rcL>rsri. 
. - . . 

rehancing  or an!. other mod?ncanon [ha: oe!eri. ze.s:5 3: 

postpones effecnve repaymen: Howere:. w~crocre&:.i <;.a: 
u.ere pamallv applied to cancel other mcrocre&:s ihaL 23: 5e 
computed as RP as long as the d e n t  was ir. goo2 stan&?g 
and all the interest and at leas: -5% of  he pnnc?a: $3; - ~ e e ~ .  
paid in accordance u x h  the onpially agree2 :e-s 

Internretanon: Pronded Question 3 or raxo a ha\-e p.2: 

already determined a score of " 1 "  to the \r.hoie co-?men:. 
t h s  ratio b r  itself urould give scores of "I"  or - :C r-e 
whole componenr as iollou~s: 

. - 
Scorr 1: r; mon :hm lDOo 
Sron -7: 4br:wttn 10'0 on; 20'~ 
Y o :  qpi1;abh: ificij :bar 1 D?o 

Based on [wen?-one quesnons and sub-cpes3ons w h x e  
answers are added when "negacve" and ru9enn. nnos  i r h s e  
indnidual rating is areraged. S o  quesnon or x z z  :i 

considered of suitidenr i .ponance  to par.: a i2u- s:xe :; 
the whole component. 

. . 
Suggested modification: Question 3: all rnicrocredlts should no: be cons;oe:ec as a 

single rvpe of loan; 
Ouesnon 5: do not include i;nsecEed m~crocre&:r :- ..?:??.. . 
risk assets", unless e l~dence  :r ioiind a.;--ng r ie  es3xn322n 
of substandard poiiues, procedures or ~7 :e rn i  c o r . ~ ~ : i  
Ouesdon 12: a S O  answer d e t e m 2 e s  5 y  ::self a sccre 0; ":" 
ior the whole component. :i of the poss  ~.cror,zn::ng 

. , ponioho :a prosy reserve io: genera: ZSK :s eczv3isz: :s - 20"' of h e  adlusted ne: \vorrh o: more  i n e  rep: :f 
examinanon should con-tar 'ever. v i e r .  Lie 2.Y; 22s n: 

been reached) speutic L2soJcnons and c)lr3nogza--s to 

improve rmcro:ilandd pohaes. ?roced:rec an3 -.ra:2:e5 
[whch include &verse aspects such as :r.fo>.acor. srs:err.s 
and personnel rrairrng and :ncentires\ or  to &ser.g<c t r ~ r .  



mcrofinance altogether. parncular!!. In the case of 53nk %a: 
are not speuahzed in mcrofmance. 
w: microcredtts should nor be computed as mjecurec 
loans, unless endence 1s found dunng :ie eza~:r.loor. 3;  

substandard policies, procedures o: m r e d  cozrroii~ 

New rado: to measure the trend o i  bad ioanr c k ~ ~ n s  :>e 
premous 12 months, :n relanon to rhe capaan- of :ie 2an;t :: . .  . 
generate p0s:nx.e profits. Tne raoo s h o i c  5e cart-1:ec as 
iollou.s5: 

Cuncn! fT?4RBB- .4muin.d aIi?:! - Un:t-o<> 
Previous (PAR, - A;qu;wda.irli - If'<f?-05~ 

1 

Intenretation: Provided Quesdon 12 :new mter?re:aoor., has 
not already commanded a score of "1" for t k s  coxranen: 
(or vice versa), the interpretadon udl d e ~ n c  or. h~2w 
involved the bank is III .microb.anung. I i  :he ~ o s s  
microfinance portfolio is more than ruxe the adzst-2 ne: 

-. urorth, then tlus ratio b!. ~ tse l i  u-odd @e a score of :-- 

LC.," - to the whole component, as i0Uou.s: 

Scow 1 .  I j  13O0o or mort 
S;on 2 4 6 ~ f w ? t n  110'0 oni 130G$ 
.Yo! @pbrabh $his :lion 1 1 OD o 

If the gross microfinance portfolio is less 5 a r .  x:cr r i e  
adjusted net worth (1.e banks that are no: s?eckze? L? 

microfinance) but the rado exceeds l lOci ,  Ae r e p =  sf 
examination should snll set a rarger date for ~erfo-ance 
m a r o u n d  or for disengaghg from mcroEnance a::ogerher 

.\Iremadre rado and intenretanon :f ROE :J negazve. e 
rano to be analyzed 1s the iolioumg: 

If the gross mcrob.ance portiobo 1s more :hzr. x::e ::?c 

adjusted net wonh. h e n  <us rano Sr ::se:f\ro-id 5 ~ - c  z s c x e  
o i  "I" or "2" ro the whole componenr. as fo2su.s 

S:ow I :  ~ - 1 0 ~ ~  o r r o n  
Sion 2: r - i ? : ~ ? ~ , :  i0o or; 10'~ 

5 i n  rhe care of banks tinar u e  nor mcroimancc-o;ler;red. on!? ioa-r. ~-.:cres: an? yesen-ei . -ear t i  :: 
rrucro;inancmg should be compured. 

12 



If the gross mcrofinance ~ o n f o h 3  is iers <.a- Dnre tic . . 
adjusted net worth < i e  banks tha: are no: z?e-xzec L: -. 
mcrohance)  but the rado exceeds . t i e  re?or: of 
examnarion should s d  set a tarset dare %I: ?e:!b=r;-.nce 
m a r o u n d  or for d s e n g a p g  from rr~cro5nance 3 1 i 2 P ~ :  

Component 3: Manaeemenr 

Current model: Based on ~ n e y - n v o  quesoons and sc5-auesnons u.:l:xe 
answers are added when "negacve". S o  caejEoE :j 

considered of suffiaen: Lrponance to F a n ?  a iau. rco:e rs 
the whole component. 

Suggested mod~ficanon The follouvlg lssues should warrant scorer of ' 1'' or ->‘' - :3 

the whole component 

Lack of rimel!. and rruthiul reports on d&q-en? 2-2 
loan reprogram-g, uirh adequate inrerr.2 ior.::ois r s  
prevent data manipulation in rhe branches'. 
Lack of inrol\.emenr o i  rhe board 12 rnazrr=.g :be 

. . 
quahn of the loan pocfoho and the ?erfoo--2-:e cr Lye 
loan officers, SOL+ vhough ~i:ema! cosr-3: --ec!,i:r--: 
and through internal audt. 
Deterioration of loan pracncer or r e c h n o l o ~ .  e;:de?ce2 
through random samples and \ x r s  to clienrr~ 
Dependen? on donanons or subsides to corer o s e r a q  
expenses. 

Current model: Based on eleven quesdons and sub-quesions u-hose axrwerz 
are added when "neganre" and ugh: razor u.hose :i&\;&& 
rafing is averaged. N o  question or rag0 is considere? .>i . . suifiuenr unportance ro grant a score to :he -.-s.e . .  . 
component. Rarios are based on an adizrtec rr.2. zr.r-ce. 
where one unponant adjusrmen:, ::'not Lie zz:. one. :s :be 
dfference beween booked reseFes and resen-ei rec--el 
accordmg to C:rcu!ar 21' oijune 2.3ilCb3~ 

6 .INNEX - contmr  n tentacre iorrmr ioi reporring o i  mcro5nancc o p ~ 3 0 Z I .  :x11 i~:u-s szz :  2 ;  

the consohdated infomanor. rhar should be rcaddy avuiablc to bozd znc ranrgcx 

13 



Suggested modification: In the case of micro6nance-oriented banks. rhe \r.:?oie ~ 3 :  
- .. 

balance should be iurther adjusted ior L?? :3;.x-.nr 

conceprs: 

a) Subsldes in the form oi"soft-loans" 2 ' .shai~u." :?.te:es: . . 
elipense should be added lo the case of me&.-- aac iJn< . . 
rerm habihnes that bear an mreres: rate sip3car.:> 3e::u- . - 
marker rare. The amount should be caiaiarrc as  r L h \ i . i  

where i, is the shadow interest rare or <ye wuzkreC 
average cost of Funds of the bank I 1s Lqe n3xr.a:  
inrerest rate of rhe soft-loan, k: is the arerage ?r.nc?d o< . . 
the soft loan and n, is the number o i  mon:.-.i 3 e  535 

loan usas outsrandng duing  the penod. 

b) Donanons and in-land subsldes accounted as ;-,come 
must be subtracted from rhe mcome sraternen: 

c) Devaluation adjustmenr: a "shadow" :n;erer: e s ~ r . s e  
should be added ro account for the ioss of ~ z c k a s ~ y  
power of owners' net w o ~ A ,  as iollows: 

. . 
\There A-c: wortt, 1s  he ner \ r o d  zc. ;oc& c-rrer.7 a: :+e 

. . 
srart of the period, FA-, is 29e eschange :ate a: e en;. 2: 

. . 
the period and Fx, :s the exchange race a: :he s:iz 3: :--. 
period. Ttus ad!ustmenr should be caicia:e< 3s a- 
"mfiadon adjustmen:" (St! mr!) ' 1c:T~::or r;:! 5- :*! 

. , pm04 in case inflation was higher ria? ceraxazsr .  <in:@ 
the penod. 

d) Credit risk adlusnnenr: an "shadow" e h ~ e n r e  :o :ake i--- ..L . . . .  
account the grou-th in cre&r nsk du-hg i?e pes3c  sna-; 
be included as ioUows: 

\Xhere P.4R,;, are the P.\R reaxred reseyes a: :he er.? 
of the peno:! and P.4R,,; are :\e P.\R rec--e .-zre--.s 

. . 
at the st= of rhe penoZ. Tr~s a d - ~ s r ~ e n :  u.~L: :e3:a;e 
the current adlusrnent relared :o Czc la :  -- -'- 

. . .  requirements ;wkch :r s G  a~3iicable in2 a 3 x c z  ;rner . . . . 
compumg Quesso- 5 o; Ca?!L Ieq.;acv c ~ ~ . L ) - ? ? ~ P T . I  



In the case of banks that are nor zucronnance-or.e~:c?. . . .  
segmental information (in accordance to Lt_S sn-..~c be 
prepared or  esnmated and the ad!ustments as?Le? r-. r ie  
microhance segment. 

~. . 
Suggested new mterpretanon: u: when calculated ~ 7 t h  the ad~usrmenr d e s c ~ ~ e c .  :hs 

ratio should be considered of sufscien: i;n?orrance to z2n:  a 
microhance-oriented bank a score 05 "I"  or ''2" rc :he 

. . 
u~hole component in case 1: is under C ' . j c ~ .  as ~ G ~ V E ~  

Score 1 if R 0 . i  is neganre 
Score 2 if R 0 . i  is below 0 5" c 

. 
If greater than 0.54'0, it can be averaged w:r, the o 5 e r  r x ~ o i .  . - .  
u d z m g  the folloulng sconng: "3" of beween ci:-: 2x3 
1 j o b ,  "4" if benveen 1 .6°,~c and 3:'; and "5:' :i a j o r e  ic : 

In a bank that is not microfinance-oriente6 a R O I  x d e r  
O. j?b  for the segment of microfinancing should proxp: <or 
chronogram for adequacy or for d s e n g z p g  o r n  Cis 
business. 

C o m ~ o n e n t  5: Liquidity 

Current model: Based on ~ n e r e e n  quesaons and sub-qaes-ozs \i-hose 
answers are added when "negative" and r j l ;~eer .  rrzi?s 
whose individual rating 1s averaged. S o  querzc:. or -3-7 :s 
consldered of suftiaent ir.por:ance to Fan:  r :z~:- scare :I 
the whole component. 

Suggested modificadon: Ouestions 1-5: should be considered of e n o u k  re:?\-axe :-. 
assign b!. themsel~es. anyone of &err., a score of ":.' ra :he 
whole component in case o i  negacve answe:. ir. 5 e  a-G..-i:r 
of these questions, it should be noted ;ha: her: ?:aczces 
require that irquidty poirues and mscrurner.:s s h v i d  czk: ;::a 
account the cash flow impact o i  a: leas: L!e 5Lsu-.ng 
elements: projection of loan disbursements_ ?:-.lec-,o:. of 
loan recoveries :adjusted for credit nsir;, ixeresr :n:orne 
(adjusted for credit risk: and expense, operain? evense j .  
1-oiadrv o i  deposits and other funding soirces. as we: as 
branch suucrure and &s?ersion They shod2  a:,, - - - -  - .zxe ' :?re 
account clear poirues o i  L.lllnng nsk on ! r r e s n e c :  ci cxcess 
h q u ~ d ?  from salmgs accouxs: panda:!!. u::> regzrts :3 

medium and iong re- depos::~ ::. orier 5ar .k~ rr.i::.s:s 2r.J 
concenzaaon Lxr s ,  



Component 6: Sensiti~in. to market risk 

Current model: Based on seventeen quesuons and sub-ques2or.s \vhosc 
answers are added when "negative"; no iazc ani:.s:i 1s - .- 
conducted. No question or raoo is considere? o: ~-:-:~ex: 
importance to grant a low score to the whoie componear 1 2  

question eusrs that inqlures about Issuance 3i i3ar.i :r 

foreign currency and therefore the nsk of non-rezapen: L-. 

the event of large devaluanor.. 

Suggested addtion: None for the moment 



APPENDIX O N  INFORM4TION SYSTEMS ALQIT 

(Pending) 



EVALUATION OF THE QUALITI' OF IhTORhUTION GEhJR4TED BY 
THE MICROFIN.4NCE LOAN PORTFOLIO SYSTEM 

Esaminadon obtecdve: 

!-&date the accuraq and rehabfin of the MIS to generate complete and conec: x%-.an,>?. 
for risk tracking, deasion-mahg and adminismadon of the loan ~ O X ~ O ~ O ~  

Examinadon ~rocedure: 

1: Idennfv and assess the mremal control measures m the m i o m n o r .  srsterr. acresr 
controls, generanon of due dates, handhg  of paxments. etc : 

li; Correct r r a c h g  oiagmg of arrears and income recopnon .  

Verify chat the informadon system is udlrzing  he correct dare to comp_:e :he 
number of days that a loan is past due or delinquent. 
Yerib that interest and other charges are recogruzed as income acco:&q;r :a :he 
payment schedule and performance. 
Yerib that payments are assigned au tomadcd~  and correcri? !o ?enSaes, 
interest and p ~ c i p a l ,  uithout a possibiby of data rnampulaaon. 

...~ 
LU; Correct calculation of portfolio at risk stadsdcs : I ,  30.60 and 90 dayr: 

. . 
Venk that the outstanding principal of loans behind in pa!men: :r Sexqg u - d e c  
to calculate portfolio at risk indicators. 

1 Control that anr loan r e s c h e d h g  or reiinanung a t   he branch lere! 2:e be;?$ . - 
properly recorded as such in the lniormanon srrrem and reposed ro <!e i c a c  ;:?x 

Crosscheck the database of  cancelled loans 51th the da:abase of c..-e-: iaacs. :a 
idendfy operadons that may hare been reprogrammed or :eLlaxed u::k_rt ~., 

-.>.32L7? repomng. Prepa!menrs of pnnupal u-hen .more than 3C" i :s 5-I w.--- 
should be considered a r e s c h e d h g .  

7 )  Issuance of d the necessa? repons for even iel-e! 0;'  he orgama30c, ~ l c i ~ h n g  
loan officers, branch managers, coordmaton and rupenlsorr an2 sexo: 
management 

- .  . . 
Loan officer: daily dehquenc!. reports u?ii corre:: n;i35e: O: C a y s .  CU!- 

collection sheets, pending appbcatior.~. erc. 
Branch managers: delinquency by loan of5cer. ?en&qx a??'.cazor.i. > c n & ? ~  
disbursements, erc. 



. . 
Coordinators and other senior management: s,-anzed :niom.ansr. 2i- ~ r s n c k  
and loan officer includng dehquency. r e s c h e d h g .  dsb~xsemenri .  =c&: 
apphcadons, pendmg dlsbursernents, loan reiecdons. etc. 

Yen$ that comphance uqth loan loss p r o ~ ~ s ~ o m g  as estabbsned m Cucia- 2'- 

Loans should be considered past due \\.hen 10% [monthly :ns:&?ena 2: : ?- : 
(less than monthly) of the principal is in arrears; or when 3 ; ? s - d ~ e n r i  are L-. 

arrears. 



ANNEX 2 

REVIEW OF INTEGRITI' AND ACCURAm OF REPORTS TO BSP 

Exarmnation obiectire 

. . 
To rerifi- that the data contained m periodlc reports to BSP reconciles U ~ L C  mc :r.:i)-.2zsr. 
systems of the insomtion and that the reporting process is free o r  an\- . 33: ~. 2i 

manipulanon that could affect the mtegn? or accurac). o i  the data. 

Examination procedure 

1 Review the timeliness and accurac). of the bank or h a n u a l  mszruoor. regx&-.g 
information reporGg (financial statements and credlt reierence da:abank dll-ng h e  
past 10 months. Detemine irequenc). and ype of repomng problems. ii  any^ 

2. Get the BSP copy of the electronic Se s  containing the h a n c a l  s:a:e=ezrs an6 c.-ekr - .  
reference databank informanon, reponed b!. the bank or Snanca: ~7s=72~-31 :;r :ne 

examination cut-off date and for the prenous month. 

3. .%t the bank or financial insnrudon, determine whether the i:<o.-aror. .-e?zrreC 
originates o n l ~  from computerized applications or if it onpa re s  also fro- ~1krr?.ix3r. 
kept in manual records (includng spreadsheets or word processing d o c x ~ e n r i  

4. Identie the computerized applications that handle information h a :  '.as :o be i ~ ~ ~ e i y  
reponed to BSP, including interface applicanons. 

5 .  Request the folloulng informaaon/docurnentadon for all idennfied applrcazor.r: 

Platform in which they are run 
Programming language 
IT person responsible for maintenance 
Block dagrams of all processes 
Entity reladon hagrams 
Files and tables nornenclanue 

Data dctiona2es 

Codes udized and description 
File retention periods 
Number of register in the files 
Source programs reports 

6 Reneu- the lniormanon obwned and clear any doubts ~7th the IT ?erson rer;ons:~:e 
for mamtenance, as well as end-users o i  any ap?lcanor. 



Prepare block dagrams and flow dagrams thar descnbe the processes for Seneramg .i? 
repom to BSP and dererrmne a 1  nsk points 

8 Remew source programs that convert transfer the data from the base a??hcaxrs :- :ne 
mterface applicanon and venh the correct use of cnrena 

9. Review the source programs of the interface applications that mo&+ or airer r e  
consolidate) ~nforrnadon, as well as the generation of the acruai repor: f 3 r  3SD. 3nt 
\.en6 its proper operaoon. 

. . 
10. Evaluate the internal IT norms and connols and determine I: they pro~ide I P ~ S ~ C Z ~ S ~  

confidence that the source programs renewed correspond to the saxe rers:x :ha: :s 
uuhzed in actual operations. 

11. Identie the files with u ~ h c h  to work and coordmate its con\-erslon and rra~sfe: -0 -;- .. . 
assigned stations for the audr work. 

12 Revew the reconchanon procedures and obtan the consohdared totds <!a: &ou 3: 
r e c o n h g  the transferred files 

13. Form an opinion of the rehabhn. of the recondng procedilre thar 1s ap?&e? :o <?c 525- 

and interface applicanons. 

14 Detemune if there are delavs in the process of updamg the lnforma3on c< i;.e iase 
apphcanons or m the process of uansfer to the Interface apphcaoons 

. . 
15. Obtain the total amounts on each application that generates miomanon and yen? ~ 7 2 :  

it reconciles uith the accounting records of the same date. .-Us0 \.e3? :ha: sxc? t:i: 
amounts reconcile uith the information contained in the fdes reporred to SSP !or -1.- 
same dare. 

16. .lpply specific procedures to \-&date each one of the files reponed to BSP. :c 5 c  

correspondmg files contained in the base application at the bank or :Er=r-zsr. - .  
In the case of credt reference databank, the emphasis should be m cons:s:ezq- c: :ne 
registers regardmg identification of chenrs and starus of indndua! iendmg o ? e r a x x .  is  . . 
well as reconciliation of the net variations in loan balances between w o  reporrs. ..cm :r.- 
movements registered in the fdes of accumulation of nansactions ir. rhe basc z?a5a3an  
In the case of h a n d  statements, recondng a t  groups and subgzoups o i  acc9;il:s. 25 . . 
well as reconckng net dfferences ~1 accounts between avo d;Zerent re?ozi. u?rz me 
files of debit and credit total movements in the base applicanon of :he 'DaG 3: 5 z r x : i :  
insntution. 

- .  
1- If necessarv, a sample of md~v~dual nansacnons 'movements s i ~ . A d  3e v e z 3 ~ e  I_ 

coordmanon uxh  the 6nanual exarmner " 



ANNEX 3 

TECHNICAL NOTES FOR EVALUATION OF THE LENDING hIETHODOLOGlES 

In the case of msr i~dons  engaged in mcrotinance lendmg, the POL?- &e - a!?? Lie 11:err.i 
,,ec:o:r control roles of the Board gam addiuonal lrnponance. ..\s opposed to corporate iend;?~. 3- 

are seldoq if ever, involved m the actual evaluauon of indtv~dual den ts  and rhe approvi c f  kani. 

hlost uedtt decisions are decentraked (taken at the branch ler,el; and Duecroz mlis: exe:c:ie i ? e c i  
care m ensuing that the u e d t  polrues and procedures are clear and unambipogiloul a r , ~  !+I: aL 
personnel are properly trained to implement them. 

They should dearly spell OUI, at least, the clrent qdficauons :mdudmg n-pe and nun'be: of yea-s m 

busmess), u e d t  h s roq  and charactex, purpose of the loan :u ,orhg or mvesrmcct :api:L izdi- 
expenses), loan condirions (amount -ptinopal and msrallmenrr- re- mrercsr :ate. cofa:eri . . 
(regmered, non rraddonal, personal guarantees:, approval levels (branch- r e g o d .  sea> o::!:e. 
mcentives to good clients. 

In case of group loans, key pohues relate ro the emstence of a le@tunare jond arid :euonaSie 
homogeneq among the members of a group, h e  senous enforcement of the p o u p  _wantee  LI a z e  
of arrears by  an^ member, mdudmg the use of the mdi~ldual sa\ulgs of o<k r  rnernjcrr :g :e?a3: 
loans in default. 

1. GRAMEEN METHODOLOGY 

AD.4PT.4TION / GWbIEEN STANDARD PRACTICE EFFECT OX ' INTRODUCED BY RISK 
I THE BANK 

1 out Gom p&mpatmg 
Credtt deugn Small loans and weekly 

I Excbslie focus 
to the 'be? 
poor" 

elements 1 repayments 
1 IndtvduaI, self-chosen 

Screemng procedure, loan 
amount and repayment 
methodologr ensure that the 
"bener off poor" are weeded 

' acunues br borroa.cn 
' Formulaoon of small e r o u ~ s  - .  

{five a ~ t h  an elected leader: 
and centers (five to ten 
groups;, encourqng rhe 
groupmg of "Ue-rmnded" 
~ndix~duals, nor reiared among 
themselves 
Compulsom poup  trarung - .  - 
u ~ h  emphasis m lolnrh 
habhn- and responsiblllrr. for 
sueemng, morutonng and 



ADAPTATlOh' 
' GRAMEEN STANDARD PRACTICE 

EFFECT ON INTRODUCED BY RISK 
THE BANK 

I Staaered loan releases. -. 
iollowng the 2-2-1 scheme, 
where the poorest two are the 
fast to recave the loans 
Physical collateral not requued 
grven the presence of the lolnr 
ltabhn. and the small loan 

Transacoons (releases and 
collecoons) are conducted in 
the village 
Loan promesslon horn crcle . - 
ro cvcle does not exceed 1 j o / o  
Center meenngs are held 
wee!+ and loan officer reporrs 

Stncr credt m hts manager on anendance, 
d s u p h e  and collecoons and defaults 
close momromg Peer pressure is secured - 

duough enforcement of the 
credt guarantee 
Group guarantee is enforced 

Condroons for and attendance to meenngs is 
repeat loans and above 9 j 0 / o  
ior cltenr Drop-out cLents are replaced 
replacement u ~ r h  full understandng o f h e  

group parantee 
Even from che stan of the 
u m g  penod (before the 

Forced saxvlp 
person even quahfies as den t -  
borrower) 

Pohncal 
To mantam an unage of 
~ndependence and 

neutralin. 
enuepreneunal onenranon 

2. INDMDVAL LENDING METHODOLOGIES 

! i POLICY OR 
I INDMDUAL LENDING 1 PROCEDURE EFFECT ON 
! STANDARDIBEST PR4CT ICE : ADOPTED BY CREDIT RISK 
! i THE B?LI1K 

Successiu! expenence of  at 
Chent e h g b l l ~  , least one year in che buslness 

: to be Gnanced 
Homeoumer or resident in the 
same house for ar least one 
vear 



i i POLICY OR , - 
INDnlDCAL LENDMG PROCEDL'RE EFFECT ON 
STANDARD/BEST PRACTICE ADOPTED BY CREDIT RISK 

THE BkVK 
I Of legal age to subscribe 

i contracts; maximum 60 years 
old unless loan fully 

, collaterahed 
Idenuticanon O F  Suftiuent documentauon For 
the chent undsputable ~denuficauon 

On slte rlslt to both by loan 
\S'orkplace and officer and drauqng of proper 
dormale sketches in case normnal 
renGcauon address noneustent or 

~mpracrical 
.4U available credt reference 

Pa!.ment hlstoc- sources consulted pnor to 
and m\-estigauon approval; n&ghborhood and 
of  other LiabiLues ' workplace check adequately 

I documented 
I Esnmation of the net aradable 

cash floa. and the net assets of 
the busmess, cross c h e c b g  of 
cons~stenq among both 
esnmauons 

Proper 
~enf icanon  of dternaure eraluauon of 
source of repavment tn case repayment 
buslness espenences capacln 
dfficulues, this source 
preferably not considered m 
the cash flow for purpose of 
deterrrrrmng the loan or 

amounts 50°% of the net avadable cash 
and Iems wth flow of the business, rmnus 

" the f a d r  expendrures 
clent's level of 
cash flow and Loan amount not in excess of 
asset b d d u p  the net assets of the bus~ness 

In accordance -7th the chent's 
Reparment cash Boa., although den ts  
schedules and encouraged to adopt d s u p h e  
pracuces i of u-eekly and monrhlr 

reparment 
Long grace penods r over two 
months: and term loans  on!^ 
In escepuona! cases. even 
agncdnual loans suhiecr to 
penodc repayment schedule 



i POLICY OR 
INDMDUAL LENDING ! PROCEDURE 

i 
EFFECT OX 

STAND.4RD/BEST PRACTICE 1 ADOPTED BY CREDIT RISK 
: THE B-LhlK 

/ Collecuon at the bank; by loan ; 
I officer only excepuonally and ' 
; m the context of pressuring 

' clients ha t  are on arrears 
Loans m excess of 1°,o of net 
worth of the b a d  or USSiOM) 
(equivalent) fully collaterabed 
u ~ t h  repstered secunn 
Loans under amount 
mentioned secured br  non- 

--II...--~I regsrered collateral (household 

- - . - . . - - . . - 
Personal euarantor undereoes 

C".',,,,, 
or business equpment or 

requuements 
goods) or by personal 

u~rh respect to 
guarantors 

1n.n irnrn9nrQ - cz 

slnular analysis as &en< 
parucularly when self- 
employed 
Ciear procedure for approyal 
of excepuonal condmons to 
pnme dents  
.U loans approved by a loan 
comrmtree~;omposed of 
expenenced peers and mddle 
managers, loan officer 

Loan approval recommends and defends loan 
apphcauons but has no 
authonv to approve an\ loans 
-4utonomr levels m 
accordance to loan amounts 
Relendng to Food cLenrs 
when at cast ;jO o of the loan 
has been pad m accordance to 
agreed parrnent plan 

Relendmg and 
restructuring Resuuctunng only In 

8 excepuonal cases and under pohcies 1 proper ovenlea by higher 
; management and through 

! i estabhshed procedures and 
h s  

I Loa? officer responvble ior 
monttonng &ents and 

Chent exerus~ne collecuon eiions on - 
m o n l t o ~ g  dehquen: den ts  
policies Incennves to lox? olticers 

based on producu\~ry and loan 
portfolio qualm 



' POLICY OR 
INDIVIDUAL LENDING i PROCEDURE EFFECT OX 
STANDARD/BEST PRACTICE ADOPTED BY CREDIT RISK 

j THE BANK 
I Loan officers have dad? and i 
j complete dehnquenq reports 
1 and other reports for 
) admmsuation of loan 
i portfolio i 
I Branch supenqsor or branch 

i Information I manager has omely 
s!.stems capabie d e h q u e n q  and producuvrty 

i to provdng reports for each loan officer 1 
: lnformaaon to 1 and branch protitabhm 
: even- deuston- rlrea supemsor or cre&r 

&g level of manager has rimel? ! 
the organvation dehquenq  and producu\lty ~ 

reports for each branch and 1 
officer I 

Senlor management and board I 
! 

of dxecrors has w e l y  reports i 
on dehnquency, p r o d u c n n ~ ,  ~ 1 profitabiity i 

I Established pohq and I procedures for arrears 
I 

! 
Management of dependmg on a p g  
arrears ! .inears cormnittee to adme 

! and act accordmg to 
established procedures 



ANNEX 4 

Examination obiective: 

To  renfy that the lntemal audtor work programs are ns'h-bared and conz3::: . . 
r 3:ancT. to the estahhshrnent of an enlvonment of control at the head of6ce an- 

level 

Examinadon ~rocedure: 

1. Vetif? internal audror has adequate experience 

2. Venb that work programs emphasize on detecdng breaches m ~-.rerr.i 
control procedures, due to u.ealinesses in procedures or :=-z.g. 
negligence or intendon to commit fraud. 

3 Verify that lnformanon systems are reneu.ed for accuran o; repozng 
or agtng of arrears, Income accruals and rescheddng or r e k ~ a n c z g  o l  
loans 

4. Vetifi that work plan involves a substantial presence a: &e 5rancb. 
lerel (at least tuice a year in ere? branch: and indudes a rexeu. c i a  
random sample of clients of each loan officer. 

5 .  Verify that loan files are relieused for com?leteness aqd corn?La?ce - .  
uith credit policies and procedures and xls:!s to cLen!r coz= Key -. . 
elements such as the quab? of iniomanon on the chenr r-e, :-ye 
qualiq and thoroughness of the evaluation o i  t!x chzra::e: ar.; 
repayment capac:? of the client and the non-existence of xau:hor.zei 

' loans. or unreported reschedding or refinancing o r '  

6 Renew responses and acnons bv Board llembers and sexor 
management to the lnternal audtors hbgs and recomrnendailons or. 
unprovement ofpoliues, procedures or internd controls 



SAMPLE S I Z E  F O R  INDn' IDC'AL MICROFINANCE LO.LyS 
(Confidence level of 9j0A) 

hierhodolop is simple random sampling aithour replacement; the i o m i a  cieP !i 22 

iollou~s: 

1 ! Margin or error 
1 Total number i 

n = sample size 
N = populadon size 
Z = table ralue of normal &smbudon at the level of confidence chosen [ 9 S E ;  = ? .96 
cr = standard deviation 

E = m a r p  of error allowed 

of clients 

100,000 
iO,O00 
~O,OOO 
L30,000 
%0;000 
il0,000 1 1439 1 145; i 262 i 3 : 6- . I: . 
5,000 1 1258 1 2590 l 255 ; 5% : 66 .:. . . 

2% i 5% lo./. 
/ r\s "b oi  / I A s  ' O  of .%s : o< 

No. Chentslroral cLentslNo. ~henu!torll cLentslSo. CLen:s io:i cknrs 
1,653 

, 1626 
1613 
1592 

' - .  i 268 0 1 6- p c  
39,; 268 I i 6- sy c 

4% 1 267 19; 6- .Ti _ i 

5% 1 266 1% 6- Lq- . 
-. 

. . 
1531 i 8% ' 265 i 1% ' 6- . - .  ?. . 



EXAMINATION PROCEDURES FOR REI'IEK OF SMlPLE C.4SES AT THE 
BRATNCH LEVEL 

1 .  GROUP L0.4N PORTFOLIOS 

/ P o l i c ~  or  practice Associated risk ' Examination procedure 
i 

I 
11 C o n h a o n  of 

lPO v e m  level of &en1 
conducted pnor to 
engagement tn the 

IP'OR- 

1) .4drmmng cLents who udl nor accepr 
the dsuplnes  of the progracn, 2, 
L4drmtung den ts  who rmght leave the 
jprogram shod,,  3' 4 h t u n g  cLents 
Who rmght have orher occupauons who 
/pre\.ent her from arrendmg group 
imeeongs 

IEIC: a: reads ;ow. pokes .  5 
idehes spea5c re%-ex en:^ 
iExarmncr a~ anendr c-nre: 
rmeeung an? chooses a: 
irandorn three &es:i 5: \:I:: 
!to home 

11' CLenr seiecuon br h e  own h a n a i  
bsorudon rmght be'too cosdy or prone 
ro mistakes due ro lack of adequate 

2. Peer groups of five Lformation on the &en1 idenuy or 
(7 or -: are self formed bayment hsron., 2: CoUection eiforrs on 
and incorporated into an in&\-~dual bavs rmghr be roo cosdy or 
barangay centers o f  dfficult on an mdv~dual or group basis, 
e~ght ro ten groups 3: Group guiranree may be 

unenforceable in the case of groups nor 
self-formed or conslsune of ind\lduals 

'EIC: a: reads lokc. r\oGoes. 
!pmcul r . i~  u::k r e p &  r; 
jreplacemeni oc &o? 03: 

kkents, b] de5nei :e..;e.;i 
knrena. Esa'ic.xr 3 arrendr 
kenrer meenng ac.2 :nicn-.e3.vs . . .  . , 
members o i  a: ieas: ?.a: e: LTe 

groups - 
nor ke-minded 
I) Inadequate knowledge of repaymenr 
procedures or cross-guarantee 
responsibhties may affect normal? of EIC: reads p o L ~  ior r - u r c g  

3. M a n d a t o ~  
collecnon, 2: Member screerung before and ior replacemen: of anendance ro group 
lendng and peer pressure at collection dropol;:~ and deEner :~.1e\r 

maining m e e ~ g s  and 
may not be weakened, 3; Zew member in cntenr E s m n e r  2 rzc?.rs 

ro rerramng meeungs . . 
h e  group or cenrer that are recrdred ro anendance sheers 3: i: .e3i: 

.after each ~ c l e  
replace drop-ours hare nor -pined w o  centers 
acceptance by old members whch rmgh: 
affect enforcement of moup parantee 

1) rldrmsslon of members u1th no 
4. Sa~mgs must be capau? to generate surpluses and 
conrnbured for four ro therefore ulth no evidence of capacin. to 
eighr weeks prior to repay loan from current income, 2: Lack 
rece~xulg a loan and for o f  accurnulared sawmgs may reduce the 
the dusauon of the loan~ncenove to pay own debts azd ro 

eseruse peer pressme o: oLier members 

EIC: re\>ea.s manciacon. 
sarmps pLc!.. E X Z T ~ C  
venGes cornphaqce :.:,-3>si 
intemeu.s a,xzng cenrer 
meeunp and SF rex;eu- o i  
?assbook an? SU~J:&Z?- IPse: 
of a! leas: one -7ezje: :r. eazi 
cen:er ::s::ec 



1 Policy or practice / Associated risk : Examination procedure 

;EIC veniicaoor. o i  ?3q-~ 
:5. Group members I E x m e r  r. even- cer?;e: ;.. 
paranree each other's ilj Lack of group guarantee would relax !Lie sampie. m1emeu.i cien!s 
lloan and are held legallyrlent screerung, 2: lack of group ;o; a!! groups u~i:. mec.je-s 
,responsible for the guarantee would annul peer pressure for that snou- m e p i x  aa-cndaxe 
repavment of the other nepayment {and o: have d e r .  x 
members h e  pas: or presenc: L-. :hez 

"l,-OPnr< 

1 )  Further lendmg ro members of groups EIC. reads poi? or. lorn 
6. No funher loans are 

where peer pressure has nor senTed 10 momtonne and coUecuon. 
avdable if all members 

msure prompt repa>-ment would erode Exarmnc- a vec5es :ha: 
d o  nor pax back on 

client behamor u x h r ~  the group and p o l q  1s bun5 enforced :n d! 
h e  

generate conragion to other groups. the centers L?  he s a ~ ~ k e  

1: Lack o ipublc  dsclosure of payrnenr 
EIC: a' reads pohc; on 

rmsbehavlor of other members would 
coUecnon and derersmes 

encourage defaults, 2j Costs of md~v~dual 
7. CoUecuon at weeU;ly renew methodoiogy 

collecuon would be roo costl: or hard to 
a p2nCpixe center m e e ~ g s  

enforce p e n  the relanrely smaU 
coUecoon meez-g ~1 a2 i!e 

mformaoon the financial insumoon holds 
centers in the s a ~ i e  

o n  the den r  

EIC. rex1eu.s p L q .  Eiixune:: 
;8. Enforcement o f  1) Incenave to pay and peer pressure inremews grou:, ad center 
group guarantee when might be reduced when group guarantee memkrs or.  he 327menr p ! ~  
delmquenq by one is nor enforced, 2: dehquencr rmghr that the poup  a?? cec:e- has 
member anses soar declded to co\.e. i?e de5; o i  

anr dehouen: m e n k r r '  

I) Complete decenuahzaaon of lendmg 
operauons mght leave branches to 

9 Internal conrrol by esrablsh t hm oun  polaes, ?j Branch 
r e ~ o n a l  supemsor or managers rmghr nor enforce srncr 
coordmator and conuols or may even collude u l ~ h  loan 
Internal auht  iofGcers in quesoonable pracuces. 3) 

;Branch lnformanon sent to head office 
Imay not be transparent 

EIC: re\leuT po iq  <o: 
mternal conrro! and mrema! 
au&t and d e r e r ~ ~ q e s  
exm.aoon  L7ter.l E x l ~ ~ r . e r  
'. ., renews r e p r r  5~ r epon i  
supenlsors or coor&-.aio:% 
and interni au&tori. 2 
c o n L z  h~grAeh:i or n.+rzs 

. .  . ofreoons a: .lie j:bli?. .ere. 



2. NDn'r1)UAL L0.4N PORTFOLIOS 

! / Policy or  practice / Associated risk Examination procedure 
+ . . -  

il: Credr officer mvo!red m irauduienr iElC: a reads ;or: ooic;es. a aeunei 
I 

I ioperauons (nonexlsren: or "ghosr" is?ec~iic requ;rer?.ecrs E rz~~- . e :  r 
Il. Propervenficauon clents, even in the case o i g o u p  loans;. keniies id ao:u.~en:azio::. crsji- I iof residence and somenmes u ~ t h  the complu? of orhe: xaldares si~.an;-ei or k?~enrr.:s 
workplace, and or employees, 2: Credx officals $v~t". those s.mped or. :ie 1321 

lupdared ~nformation operaoons "from the desk" ppplcaoor., conxact. h?d 
idatasheer, mcludmg evldence of hawmg +red tdsbursemen: recel?:. 5 a-.Aner !he 
I 
jmeans of and analyzed the ctienr finr-hand lskerch plus any o r h c  encence 
P G c a t i o n  $uslness and domule), slnuuon u h c h  /!according to poLq req--emen:s 

rahdates anr further analrses on /that the d e n t  has beer. eraizatet 1.1 

2. Verificauon of 
credt h s t o y  with 
other iinancial 
entities and other 
credtors 

/repayment capaun and chLacter 
loans to den ts  whose 

or suggests lack of  
ess or capaclcy ro repar, it may 

loccur when an msurunon grants repear 
/loans uwhout c h e c h g  the currenr s t am  

the &en\ 2: Granung loans u?thoui a 

Icapacim and characrer 

IEIC: 1: reads loa-. ?oL~es .  5 deLier 
'renew cnrena mdudng cre&r I .  
lreterence ca:ab=i; ;r.<or-;;azian~ 
l~xu rune r  a crosr-check id - .  llniormaoon u ~ t b  iia: o: crec: 
ireference da:abulir repor: ar.3 r e 2 6  

?.-?.. .c:erencc idates. b; cross-check . 
, . ;databank :-Yo-azor. u:::. r-.e 

babiImes oeciarec by Lt: 'xrrou.e: 

IEIC- reads ?oh?- or. i 3 3 r 0 1 . i  . . 
ierels. E x a m z ~ c  a: I-en5e.i L>r: :he I appropnare ierL o i  &sc:ezon .. . 
accor&ng lo L i t  ;?s2r~c>n's ~1:er .d  

IGiven rhe high degree of loan granung 
regdaoons has a??rove< Lie 

3. .\dherence to idecenrrahauon, ioan pol? adherence is 
operazion and !??a: !?:e c t L y  oc  

levels of autonomr ineglected by speatic branches or loan . . maumum ins-Lner.: e . ~  s i ' : ot 
;ofticen. 

Iner cash flow avainbie or CAC.-~.~.:: 
I 1 . . 

ioan p m a p d  e . g  as a ' : e! 
borrower's bus:ness e?;??, 52s k e i l  

pbsen.ed. 
IEIC: renew resL-dcr;=?S ? o k e i  
[ E x r m e r  For res~-ac--eC lams 2 
/re\iea. of repor. of cu: :3 :Len: k 
Loan ofice: a111 b:z?c. ?~-.2<e:. 5 
kelie.1- re-~ssersnen: o: re-.-'.-*-. .,a. .. zL... . . 

4. rldherence to uapacln. and u&:pess. c : o n -  
. . 

polaes  on loan pesrJcrang approvi LI -. .-knL. .... _ -  . . ,  
resrrucrunng p::lca: o: x e  ins-=>or.. d re+ 

!conduons o i r e s ~ - ~ c x z n g  u::ix 
ja3T'O'ed pobr;, e re+ - .  
Iiesrc~cnz-ed ioan ?:OF::; clasi:~:c 

- .  . 
IFor repea! loans: rer.7- na: :.-er 2-e 
;no: resrruc.--ed l o z ~ s  



1 Policv or  oractice Associated risk Examination procedure 

I ! 
15. .%dhcrence to i 
policies on loan I 

amounts!terms, t epayment schedules. ~ 
hrerest rates and 1 
!others ! 

iEIC: derded ver.ticauor. and 
icrosscheck o i  adherence ro ?oh=:r 
iuul;zmg specaked roc%-are C3: 

icompurer-asslsted m0-ng 
;Exarruner rece!\-ei an; ::s.:eu.i i oxc  
iioans ~ 7 t h  a?paren: r-a-iFeiilar! :c 

. . 
;poiIues. ro + h e :  re1lr.t ulL- :Re 

1 v:ui LO iqe dent:  = <le ciien:'~ . . 
1) Loan officen lachng enough rr&imng idenuF, b h e  penonr  txo-~uon 
or competence ro evaluate borrowers. 2; ihar is contamed LC. ihe 1321 Ce. 
Loan officers not complymg ~ t h  Iespecialiy itens char bear hear2r or. 
ealuanon d s  3 a n  o c r s  loan a ~ r o v i  c LC :nfzz~:;r. 9. Proper esfimadon . . 
who "umdou.-dress" the denr's financ:a!a!x~u: b r  or 5e- 5ur;lerr anz zL?er 

of repaoment 
utuanon In order ro p n  approva! by the isources of cask 5ou  a :  a??elri :- 

credr comrmnee by: a; msrepresencng Lie loar. 5ie ro :oar. zqc 
avoidance o i  

the dent 's  profile to slmulate compLanceparmen: sze 
l e n h g  POL?, b: overstatement o i  i . . 

come/equry or undersratemenr of :The examme: also :+kc$ 7:s . . 
habhues.'expenses m order ro increase ;opponuun. :o conh-; r :-.a: :?e 
loan amount, ? Loan oiticen ~1rolved :ncien: bas ~1 fat: LC. ~l:s:az&f.< iob-. 

I questionable pracuces. .u:sb h e  \IF!, 5: i?e &er.:'s 

i ~ junde:s:an&~z o i  tqe iozr. a x m r :  
I ! :and rerms. mdu&np LTXC L-.d 

! [loan oitice. 'branch rnacaerr 
[EIC: reads pol17 or. ;oar, momrome 

11; Loan officers not able to mon~ror ,and coUecnon .:some ec.z=ei 
cbents on a regular basis due to poor iesllbLsh --. 2713L1:r 

i zoruficanon (officers' area oi~nfluence , 

I 
lac& momtonne rc jc randr:or.- 

too large) or any other reason 2) loan a: rcGes Lie cje;r '" officers do nor vslt a past due chenr !belongs to Lie off~cefi ais:ped 
a penod izone, b; for cLenrs L".. I j 

fads to document i t  m the loan file:, -en pasr due, checks 5e 
I " !though unnmely collecuon efiorrs isips or enaence ~ba: ?a;mect I jlncrease credt nsk. 

I icollecnon a bang enfarced 
I 

'1) Loan o f h e n  nor enforcing the IEIC: a, reads poii? or. :oar. 
/msdtunon's poliq on requirements for jguaranrees. b de51es r e c h ~ u s m r  

7. Verification of loan guarantors or accepung any lorher than credx reG:ence da:aiar.k 
financial standmg andguarantors presented by the client "just t o E x m e r  a; cross-check: :d - .  
character of loan  comply uith fomahues", u h c h  may lnformaoon a><? :ha: 0: Lle c:e&: 
guarantors (results in insolvent guarantors or reierence darabank zzs vex5  dacer. 

! 
I 
I 
1 
18. Venfrcauon of 
iproper raluanon and 
 conse em at ion of 
iregstered collateral 

guarantors uith no renfred domule, b i  anaI!?e :he dmlt~er.:~zo:.  :eicel 
workplace or capacirr to assume the debr.ro paranror. 
1) b a n  oihcers accepr any hnd of EIC.  loan o2 
collateral offered b!. the lust 10 ,conarer~s ,  xrxqe- a cs 21.z er 
"iorm+" complr uith the polic:. 2; co~arer;lis, c ro s i che~~s  rL... .:. 
loan officer mvolred In v u n d y  othcr apptwds. 5 ve6:r 
fraudulenr operations, whcrun collarerals documenranon of reF..e:ed 

.> i 

i 
-real estate or movables- are grossly ,couaterds, 
overvalued. 

! I Exam~qer  conLms. or. 3 x r s o n i  



/ P o I i q  or  practice / Associated risk Examination procedure 

amounts o i  ?armens :-..a: z a: she 
us  supposed to make. c n.he5e: :kc 
iclenr made any o:ner parmenis. ti 
lloan ofticen or orher em?ioyecr. ~1 . . 
COMeCUOfi ~l*. gC?lX?g '-1: : ~ W L .  5 
the clen: '~ ;maers:m&cg 31 Ns 0: 
he: ou:s:anu?g ioar. o: ; a \ - q r  
b2ances. e :be &nri cr.deri:an&ng 
of  wheiner he o: she :s c.;rrer.: or. 
h e  ioan and li nor  h o c  ior.9 h e  

! - . :loan has beer. dehnq~en: : :?e 
~clent's passbook :fa??'.c.a5:e. as 
%,el! as other records :en&ng 
,sawme or lo&.?i. g --hi: co2:e:i 3: 

guarantee he or she ?IOI.:~~? i3r iiie 
loan and ven5es 1:s p:escn: 

i condoon, h:, wneLie: :ie c;ien:i2 
pre\louz loans Kcre pa6 ir. 5.' :a 
cash-as opposed to jeLlg czxelec 
, U S L ~ ~  h e  proceeds o i  r new ;oa-& 
payment SF check or &re? of 
collateral; checks i s ~ r  xfo-a2on 

1 agatnst what :s recorded :r. L>e bz-.k's 

I ioan rrachng \4!5, :: a.5et:e: m r  o< 
h e  clent's :eIaxei ?aye wi:s:zl&ng , ioans u;.;? Lie !\!E. 



ANNEX 7 

REPORTING FORMATS (DRAFT) 

k a m e  of Bank 

/kame, dtle and email address of person responsible for 
microfinance operations 

iLend~ngmethodolog (-4S.I. GRIMEEN. .\FIBS_ other: 

iInsdtu~on where training was obtamed 

 company or Insdtudon that pro~ided MIS System ior 
imicrofinance a h s t r a t i o n  

Ls :  end oi ?re\;ous end j ; Last monh  
re=- 0: ;.ear 

Total loan ponfoho ( d o n  pesos) I 

l\ficrotinance ponfoho ( d o n  pesos) 

'No of branches where mcrohanung  1s offered 

1x0 of loan officers 

2 hIICROFIN.4NCE PORTFOLIO SIn'r lTIOS 

\Rescheduled or rehanced loans I 

' ~ o a n s  wnrten off 

Loans past-due manmn date 

Loans uith past-due three or more lnstallmenrs 

"Other) 

'Orhe9 

Portfoho at nsk ( ~ f  avdable) 
r 
I For 1 dar or more 
j For 30 davs or more 

For 60 davs or more 

For 90 davs or more 

Ponfoho at nsk [alternanve means to calculate b: mstallments, canches. etc 
I 



3. .\N.%LYSIS OF PORTFOLIO S I R U r n R E  OF GROCP LEYDING POR3OLIOS 
Date: i 1'' cpcle 2d ncie : 3m cccle 4. mcie .x=. -.-. L .  ~ l e  . Tori  
Loan amounts I 

Number or ch 
Ourstandmg j ..,,.,, 
Clients ! % I ,... . ,.+L,- 
Outstandmg ' Pesos j 
Arn,,ll"t ! 0.. 


