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Executive Summary

There are several strong arguments in favor of the merger of the Arab Center for
Agricultural Development (ACAD), the Palestinian’s Businesswomen’s Association
(ASALA), and the Palestine for Credit and Development (FATEN). The institutions
share a common vision to create a Palestinian Bank of the Poor, a commitment to
providing financial services to low-income households, and similar products and services.
In a difficult operating environment, a merged institution could consolidate operations,
lower costs, and reallocate human, financial and physical resources to better match
market demand. For these reasons alone, there is no doubt that a merger is feasible.

At the same time, a review of the three institutions reveals a number of warning signs that
could make a merger difficult. The three institutions are not equals; FATEN is the
predominate institution in this merger. FATEN has significantly more capital, higher
liquidity, more access to funding, greater infrastructure, and higher asset quality than the
other two organizations. From this perspective, it appears to have the least to gain from a
merger. Indeed, FATEN is well poised to acquire ACAD and ASALA. These
institutions recognize this, but are not interested in being taken over by FATEN — and for
good reason. FATEN also has the highest costs, most overhead, greatest losses, and
lowest productivity of the three institutions. It has experienced the greatest decline in
clients and loan portfolio during the most recent period of instability (intifada) and has
been the slowest to respond. Because of these weaknesses, FATEN may indeed benefit
from a merger.

ASALA’s reason for merging is clearest — it lacks funds to grow. ASALA has been
unable to attract sufficient donor funding despite the fact that its group lending operation
in Gaza is arguably the most successful operation of the three. ACAD needs to increase
capacity to use the funds it has and to turn around its less successful lending operation. If
ACAD is to survive as a microfinance institution, it needs the technology and access to
markets that both ASALA and FATEN offer.

The case of FATEN is less clear. The financial analysis reveals that the success of the
merger will depend heavily on FATEN’s ability to restructure by trimming both
infrastructure and staff, something FATEN has been unwilling to do thus far. Given the
high cost and multi-tiered organizational structure of its operations, it will be difficult for
FATEN to absorb its excess capacity through growth alone. Should FATEN aggressively
reduce its excess capacity and reinvigorate its group and microlending program, it could
attain or surpass the level of success expected from completing a merger. The best
reason for FATEN to merge is that the opportunity to realize its vision of a Palestinian
Bank for Poor is greater with the two partners than on its own.

In short, the merger hinges on FATEN’s commitment to this vision and its willingness to
make the difficult decisions and compromises necessary for the merger to be successful.
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1. Introduction

Low income households in the Palestinian territories of the West Bank and Gaza have
suffered significantly during the intifada. Strict limitations on the number of Palestinians
allowed to work in Israel have forced many Palestinian men into relying on family
businesses. It has been estimated that 120,000 Palestinian employees are prevented from
going to their jobs inside the 1948 borders, drastically reducing family income. Regular
incursions by the Israeli Defense Forces have cost more than 2500 Palestinians their
lives, and left even more homeless. Normal trade routes between Palestinian cities and
between the territories and Israel have been cut off, leaving the many Palestinian home
industries without access to markets. There have been a number of reports and studies on
the difficult environment in which Palestinian MFIs operate and the existing conditions
of supply and demand. In the interest of brevity, the reader is encouraged to refer to the
documents listed in the bibliography related to the environment.

Microfinance is a fledgling industry in Palestine. Microfinance in Palestine is primarily
conducted by non-profit organizations, including specialized microfinance institutions
(MFlIs) as well as a number of multi-purpose non-governmental organizations (NGOs)
and relief agencies. Until recently, credit has historically been used as a form of relief or
donation. The laws and legal system in the territories is not yet sufficiently developed to
ensure that MFIs can seize collateral, and there is still no special law governing
microfinance institutions or operations.? In the late 1990s, MFIs began to adopt a
strategy of sustainability and institution building. Unfortunately, the intifada has had a
devastating effect on these efforts. Closures and curfews often make it impossible for
loan officers to visit clients, for clients to reach the bank, or for employees to come to the
office. There is little freedom of movement between the West Bank and Gaza or within
the West Bank itself, and some MFI managers have been unable to visit branch offices
for over two years. Many MFIs responded by halting operations. This coincided with a
rise in delinquency and default by clients who were unable or unwilling to repay loans.
In the past year, most MFIs have begun to adapt to the crisis and have found ways to find
a “balance of toughness and flexibility on the all-important issue of portfolio quality.”*

1.1 Background

Three Palestinian NGOs specializing in microfinance, namely ACAD, ASALA, and
FATEN, entered into discussions in 2002 regarding merging the three institutions. The
three executive directors held preliminary discussions and each director has approached
his/her board of directors and received initial approval to analyze a potential merger.
Although no decision has been made as to whether a merged institution would remain a

! Building a Microfinance Industry in the West Bank and Gaza, p. 6.
2 See Charitonenko for a complete description of the current legal environment of Microfinance.
3

Larson, p. v.
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NGO or seek to become a regulated financial institution, each of the three directors
expressed an interest in eventually becoming a licensed, deposit-taking institution that
would act as a “bank for the poor.” Upon the request of the three institutions, ISAMI
contracted the consultant to conduct a feasibility study for the merger.

1.2 Purpose

The purpose of this document is to elaborate on the presentation given to the three MFIs
on October 11, 2003. Given the extent of time required to analyze and meet with the
institutions and other key players, it was not possible to complete this report while in-
country. The ISAMI office and consultant agreed that the primary deliverable should be
the presentation to the MFI’s senior staff and board members and this report should be
considered a supporting document (see Annex C for the Presentation).

The scope of work required the consultant to complete a feasibility study examining the
viability of a merger of the three institutions to form a licensed, deposit-taking, bank for
the poor. The feasibility study was to focus on the financial and organizational viability
of such a merger and to make suggestions for adaptation of these factors in a merged
entity. It should be noted that the SOW characterized the consultancy as a first step in the
process of analyzing a merger. The SOW deliberately excluded analysis of legal,
regulatory and management issues suggesting that they be reviewed in depth only after
the initial study was complete, if at that time the three institutions were still interested in
merging. The complete SOW is included in Annex A.

1.3 Methodology

The consultant conducted the following activities to analyze the institutions and their
potential to merge successfully:

e Introductory meeting to discuss background, expectations, and set schedules

e Completion of Self-Assessments by each MFI*

Three-day visit to each MFI, including headquarters, West Bank branch and Gaza
branch

On-site review of key reports, manuals, documents, and MIS.

Financial analysis of each institution (see Annex E)

Financial projections with scenario analysis of merged institution (see Section 4)
Mission, Vision, and Values workshop with MFI directors

Review Meeting with directors

Presentation to senior management and board members (see Annex XX)

* The MFI Self-Assessment tool was developed by the consultant’s employer, Alternative Credit
Technologies. It includes seven areas of analysis including: market and clients; products and services;
legal environment and governance; human resources and MIS; planning and reporting; policies and
procedures; and internal controls and audit.
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As noted during the presentation to senior management and board members, it is difficult
to analyze three institutions in three weeks and be 100% accurate in all observations. In
addition, the consultant relied heavily on interviews to obtain information. There may be
some inaccuracies in this report which reflect misunderstandings or hearsay. A list of
meetings is included in Annex B.

1.4 Structure of the Report

This report is divided into six sections and several annexes.

1. Introduction

2. Description and analysis of the institutions, including a SWOT analysis

3. Discussion of key issues related to the merger, including reasons to merge and
potential impediments

4, Financial projections for the new institution, including three different
scenarios

5. Conclusions and recommendations

The structure mirrors the questions posed in the scope of work for this project. As
several annexes for this report are produced in spreadsheets, it was not possible to
provide all of the financial data in the annexes.
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2. Description and Analysis of the Institutions (ACAD)

Per the SOW, the consultant was requested to describe each of the three entities,
specifically including their loan products, nature of market segment and penetration,
capital resources, portfolio quality, MIS capabilities, management and personnel
resources. This included an examination of the strengths and weaknesses of each of the
three institutions, with attention to how these might affect their viability within a merged
institution.

2.1 Arab Center for Agricultural Development

ACAD began as an agricultural support organization in 1993, providing training, seed,
and other needed items to farmers. It first began lending in 1995 and currently lends in
and around Nablus, Ramallah, and Jericho, as well as in Gaza. Up until 2001, most of
ACAD’s lending activity was small loans related to agriculture. In the past few years,
ACAD has opened its lending to non-agricultural clients and is making smaller, shorter
term working capital loans (< US$3000). While the effects on the profile of its clients
are not yet significant, it intends to increase the number of microentrepreneurs it serves in
urban and peri-urban areas.

Table 1 ACAD Statistics
30-Aug-03 31-Dec-02
Total Clients 425 284
% Women Clients 2.6% 2.5%
Average Loan Size Dishursed $5,820 $4,188
Gross Loan Portfolio $1,595,052 $889,858
Portfolio at Risk > 90 days 30.8% 64.6%
Portfolio Yield 10.0% 7.6%
Operating Self-sufficiency 67.6% 36.6%
Adjusted Return on Assets -47.9% -42.3%
Staff 15 19
Loan Officers 5 5
Clients per loan officers 106 71
Clients per staff 28 15

2.1.1 Operations

ACAD currently offers two loan products: small loans (capital investment loans) for
small businesses that employ others, primarily related to agriculture; and individual micro
loans (working capital loans) for the working capital needs of microenterprises, primarily
vendors, shopkeepers and traders.
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ACAD has been plagued by high delinquency since the intifada with over $400,000 of its
loan portfolio delinquent more than one year. In 2002, ACAD stopped lending due to the
intifada. In 2003, it has significantly increased its lending activity, disbursing nearly
$1mm through August. The majority of these loans are for working capital.

Table 2 ACAD Loan Products

Product 1

Product 2

Product name

Capital Investment Loan

Working Capital Loan

Type of client

New or existing businesses
that create new jobs, not
traders

Existing businesses only, Traders,
vendors, shopkeepers.

Client eligibility requirements

Low income, ability to
employ others,

25% contribution to
investment,

2 guarantors, bank account

Low income, 2 guarantors, bank
account

period.®

Average time from first contact < 2 months® 1-2 months
with client to disbursement

Currency USD USD
Minimum initial amount per $4000 $1000
individual

Maximum amount per $15,000 $3000
individual

Minimum term 24 months, 6 month grace |1 month’

Maximum term

36 month, 6 month grace
period.

12 months, up to 6 month grace
period.

Repayment frequency

Nominal interest rates

Monthly, principal and
interest.®
12%

Monthly, principal and interest.

18%

Interest calculation (flat,
declining, other)

Declining

Declining

Fees (% of loan or flat)9

1.5% of loan amount

1% of loan amount

Fee Payment (upfront, discount,
amortized)

Upfront

Upfront

Penalty interest calculation

Pay existing interest rate on
balance

Pay existing interest rate on balance

In addition to lending, ACAD is also active in training and technical assistance to farmers
and agricultural producers. Its Jericho and Gaza offices are primarily focused on non-

> ACAD requires one month. Guarantor process can often add month to processing time.
¢ Can be tailored to production cycle.
" As an example, chicken producers usually borrow from 1 % to 2 months.

& There are some exceptions of businesses that have structured loans around cash flow plan.

° 1% is paid to bank to cover administration fee for facilitating guarantees. In the case of working capital
loans, ACAD gets no part of the fee.

Confidential
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credit activities, with lending concentrated in the northern West Bank and in and around
Ramallah.

ACAD?’s interest rates are low relative to other non-bank lenders and slightly higher than
commercial banks. Lending procedures generally follow best practices, analyzing the
character, capacity, contribution, cash flow, and collateral of prospective borrowers.
ACAD requires collateral in the form of third-party guarantees; the guarantors are co-
signers of promissory notes. ACAD has negotiated agreements with several banks that
allow ACAD to collect payments from guarantors whose salary is directly deposited into
the bank. '° Loans currently require two guarantors, both of whom must be PNA
employees who receive their salaries through one of ACAD’s approved banks. ACAD
also uses the banks for loan disbursement and collections. Borrowers must have
checking accounts into which funds are disbursed. In the West Bank, all borrowers must
provilqe post-dated checks for each payment that are cashed by the bank on the payment
date.

ACAD is planning to introduce two new products. The first is an individual micro loan (
< $1500) that will be offered to artisans currently working with a Hope International

project in Bethlehem. The loan will be more similar to traditional microlending, starting
with small, short term loans that are increased in steps. In addition, ACAD has received
funding from the European Union (EU) to help develop the savings and lending capacity
of rural credit cooperatives. ACAD will train the cooperatives on credit and financial
operations and will provide an initial interest free loan to help the cooperatives leverage
their members’ savings. Future loans to the cooperatives will have interest rates similar
to capital investment loans.

2.1.2 Legal and Organizational Structure

ACAD was registered under Israeli law in 1993 and registered as a non-profit
organization with the PNA in 2001. It was founded by nine Palestinians who formed the
initial general assembly. The general assembly currently consists of 26 persons who
select a nine-person board of directors for a 2-3 year term. The board appoints the
General Manager who is practically responsible for the operations of ACAD. The board
also appoints the Finance Director. At the same time, the law leaves board members
liable and requires board members to perform certain operational duties.*?

ACAD has a lean and centralized organizational structure at present. Credit operations
are centralized under the Credit Manager. All credit decisions must be approved by the
credit manager (and, when > $5000, approved by the board) and most financial analysis
of clients is conducted in the head office by the credit manager. Loan officers currently

10 Arab Bank, Cairo Amman Bank, Bank of Palestine, Arab Real Estate Bank

1 In Gaza, ACAD requires a court witnessed notary deed rather than post-dated checks. This is due to the
relative availability of notary deeds v. checking accounts in Gaza.

12 Board members must sign checks, open bank accounts, and sign all legal contracts. These powers cannot
be delegated to management under the law.
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act as client managers, finding clients, gathering information, and monitoring payment
performance. Loan officers report to the Branch Managers.

Chart 1 ACAD Organizational Structure
[General Manager]
|
| | |
[ Branch Managers/Project Offices } [ Credit Manager J [Finance & Administrative Manager]

[ Loan Officers J [Project Coordinators}

ACAD’s Nablus Branch is primarily focused on credit and its staff consists primarily of
credit officers. The Jericho and Gaza offices are responsible for both credit and non-
credit programs, with an emphasis on the latter. Ramallah credit activities are managed
out of the head office. ACAD’s senior management is well-trained, experienced and
competent. Field staff tend to be older, in comparison to the other MFlIs, and to have
more experience in agriculture and development projects. There is no specialized
training for credit officers. It should also be noted that ACAD’s staff is mostly male.

2.1.3 MIS and Reporting

ACAD uses a standard accounting software (Bisan) and has a specialized loan portfolio
management system designed locally in MS Access. Local technical support is available
for both. All data entry is currently done in the headquarters. The Nablus branch is sent
the updated loan portfolio file on a weekly or bi-weekly basis, enabling them to see the
status of payments. Technical difficulties have made this difficult for other offices,
which lack timely access to data. Loan portfolio data and accounting data are combined
manually to create financial reports. ACAD is able to track delinquency in its loan
portfolio system. A list of bounced checks are tracked by the Finance Manager on a daily
basis and monitored in an MS Access database for checks under collection. The
information is input to the loan portfolio system allowing for a timely generation of
delinquency reports. These reports are not immediately available to all field staff, but
delinquency is communicated regularly to loan officers.® Financial statements are
produced monthly for management and are provided quarterly to the board.

3 The Gaza branch staff indicated that they do not receive regular or timely portfolio or delinquency
reports from head office. As delinquency is monitored centrally, they do not know about late payments
until informed by head office.
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Box 1 Merger of CHISPA and Interfin — Transformation into CONFIA

Nicaragua

Background — CHISPA, founded in 1990 by the Mennonite Economic Development Associates
(MEDA), operated as a non-governmental organization owned by MEDA. By 1999, CHISPA
had a $2.5 million microenterprise loan portfolio and served more than 6,000 clients throughout
the country. Interfin operated as a licensed financiera in Nicaragua and had a commercial loan
portfolio of $12.0 million with 750 clients in Managua. Interfin had equity capital of $2 million,
owned by Nicaraguan individuals. Other partners involved in the merger process included:
ProFund, a Costa-Rican based investment fund, IPC/IMI, a German-based consulting company
and its investment fund, and Interbank, which shared common ownership with Interfin.

Process — After agreeing on their intent to merge in March 1999, CHISPA and Interfin began
their due-diligence processes. CHISPA'’s due diligence uncovered significant, material issues
that delayed the determination of ownership in the newly created organization, but did not
drastically delay the operational merger, which was scheduled for January 1, 2000. During the
first stages of the operational merger, the organization operated under dual management. Bank
regulators, after reviewing Interfin’s portfolio, mandated additional paid-in capital, which was
provided by the international partners. A revised ownership structure was finalized in the second
half of 2000. The newly formed CONFIA possessed Interfin’s banking license and contained the
lending operations of both Interfin and CHISPA.

Key Challenges

o Late Discovery of Material Issues — The discovery of material deficiencies in Interfin’s
portfolio delayed the organizational merger and greatly increased its complexity.

o Dual Management Roles — The parties were unable to come to an agreement on the
management structure of the newly-formed
organization and elected to have dual management.
This process lasted only a few months before former
senior management from Interfin had left CONFIA. The Merger Process

o Culture — While CHISPA staff were trained on the * Agreement of intent
implications of the operational merger, staff from e Due diligence review
Interfin were not well prepared. Partly as a result of | ® Agreement of financial basis
this, a number of former-Interfin staff members were for a merger
let go or left the organization early in the merger * Preparation of a business
process. plan

e Shareholders’ agreement

Key Lesson Learned

The order of the merger process is important — The merger succeeded, but many challenges
could have been avoided with a stronger due diligence review early in the process and agreement
on an appropriate management structure prior to the operational merger.

14 Material for this summary is taken from, “CHISPA to CONFIA: A Transformation,” a paper presented
by Joyce Lehman, Senior Consultant with MEDA Consulting Group, at the IV Inter-American
Microenterprise Forum in November, 2001 and “Mergers in Microfinance: Twelve Case Studies,” by Elissa
McCarter. Any inaccuracies created in summarizing and interpreting these documents are solely the
responsibility of this author.
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2.1.4 Policies, Procedures and Internal Controls

ACAD has manuals for lending, human resources, finance and administration. While
there are still some differences in lending procedures between offices, the new credit
manual (2001) appears to be generally followed by staff. ACAD does reschedule loans®
but it does not have an approved write-off policy. A loan loss provision expense of 3.5%
of the outstanding balance of loans is charged at the end of each year. As noted in the
financial analysis, the current loan loss allowance is only 9.6% of the amount that
international standards would suggest.®

There is no internal auditor for ACAD. Due to restrictions on travel, the Gaza office has
not been visited in nearly two years by head office staff. ACAD utilizes the banking
system and a centralized credit, accounting and cash management system to minimize
risk to the institution. It controls clients through identification checks and requiring the
establishment of bank accounts. At the same time, clients are often visited by only one
ACAD employee, which makes it difficult to verify clients’ businesses or identities.

2.1.5 Financial Condition and Performance

ACAD relies heavily on donor funding, primarily the EU, to cover its operating deficits.
Its operational self-sufficiency in 2003 has climbed to 67% from 37% in 2002, but on an
adjusted basis its financial self-sufficiency is closer to 14%. The adjusted return on
assets is -48% in the current year.'” This due to its poor asset quality: ACAD’s portfolio
at risk (PAR) > 90 days is 45% of its gross loan portfolio. This is down from 67% in the
previous year, but still extremely high.

ACAD charges relatively low effective rates, ranging from 12%-20%, and has an even
lower portfolio yield (10%) resulting from past-due loans and long grace periods without
interest payments. It has no financial expenses and manages to maintain fairly low
operating costs. Each loan officer serves approximately 85 borrowers, whereas the ratio
of staff to clients is only 28. It currently costs ACAD $428 per annum to service a client.
ACAD’s costs to provide non-credit services are approximately $200,000, all of which is
offset by grants to support these activities. ACAD has sufficient liquidity and access to
more than Euro 1mm in funds the next two years.

A full financial analysis is presented in Annex D.

5 According to management, 9% of loans have been rescheduled since 1995.

'8 International standards, such as those used by the MicroBanking Bulletin, recommend that the portfolio
at risk > 180 days should have a 100% allowance for loan loss and the portfolio at risk > 365 days should
be written-off.

17 Adjustments to ACAD are particularly heavy because the poor quality of its loan portfolio and lack of
write-off policies required the charge-off over $400,000 in past-due loans. It also receives significant direct
donor support to offset operating costs.
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216 SWOT

ACAD brings significant experience in agricultural and rural lending to any merger. It
has an established presence in rural areas and field staff that are comfortable with farm
operations and employees. It is a fairly lean organization, with 11 of its 15 staff
involved in credit operations and several of them also managing aspects of non-credit
operations. Staff and administrative costs are reasonable considering the current size of
its loan portfolio.

Table 3 SWOT
Strengths Opportunities

e Sufficient capital e Access to future funding (European
e High liquidity Union, SIDI)
e Rural expertise e Merger
e Strong reputation in rural e New loan products

communities e Cooperation with ASALA
e Lean management and

administrative structure
e Pragmatic leadership

Weaknesses Threats

e Low profitability e New loan products
e Low yields e Saturation of the guarantee market
e High delinquency e Political unrest, closures
e Lack of micro lending experience e Political influence/interests
e Stringent collateral requirements
e Slow disbursement process
e No internal audit
e Lack of focus

At the same time ACAD’s weaknesses are apparent. It is the least focused organization
of the three MFlIs, continuing to seek grant funding for non-credit projects. Interviews
with staff confirmed that its social mission is given higher priority than the objective to
be profitable or sustainable. Its interest rates are relatively low and unlikely to lead to
sustainability. Asset quality is poor and legal collection of delinquent loans has been
slow. There has been a significant increase in disbursements in 2003, the majority of
which are smaller working capital loans which carry grace periods of several months.
The consultant is concerned that ACAD’s credit staff is not fully prepared or trained for
analyzing and monitoring this type of loan and that the grace periods may hide any
problem in the short-term.*® However, the movement to smaller, short-term loans creates
potentially higher profitability for ACAD.

'8 The grace periods may be up to 6 months. Since 75% of its outstanding loans have been disbursed in the
current year, many of those loans have not yet had payments due. This makes it difficult to determine the
quality of those loans.
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ACAD’s centralized analysis and decision making is a powerful internal control, but it
results in a one to two month lag between receipt of loan applications and disbursement.
During the intifada it has added guarantee requirements that are similar to those of banks
and are difficult for poorer clients to meet.

The consultant believes that ACAD has the most to gain from any merger. While it has
sufficient liquidity and access to more donor funds, it does not have sufficient capacity,
experience or lending technology to build a quality micro loan portfolio. It is also under
pressure from the EU to increase outreach among lower income entrepreneurs. Senior
management has already entered into discussions with ASALA to provide management
of its micro loan portfolio. ACAD’s management is pragmatic and recognizes that it is
unlikely to achieve sustainability before grant funding expires. Its board and
management also believe that ACAD’s impact will be greater if it combines its resources
with the other organizations.

2.2 Palestinian Businesswomen’s Associations (ASALA)

ASALA started in 1997 as a project of Oxfam Quebec to promote small business. It
concentrated on small business loans to women until 2001 when it negotiated the
assumption of Catholic Relief Services (CRS) village banking program in Gaza. Since
that time, ASALA'’s client base consists primarily of group loans (Gaza) and individual
micro loans (West Bank). It operates primarily in Jenin, Ramallah, and Gaza, and also
serves clients in Bethlehem and Nablus. 100% of its clients are women.

Table 4 ASALA Statistics
30-Aug-03 31-Dec-02
Total Clients 1,225% 1,170
% Women Clients 100% 100%
Average Loan Size Disbursed $512 $465
Gross Loan Portfolio $1,080,646 $1,086,035
Portfolio at Risk > 90 days 25% 22%
Portfolio Yield 17.7% 21.6%
Operating Self-sufficiency 57.8% 68.2%
Adjusted Return on Assets -60.4% -26.5%
Staff 15 15
Loan Officers 9 9
Clients per loan officers 136 130
Clients per staff 82 78

19 This number most likely understates the total number of clients. Due to difficulties with the MIS system,
an accurate number was not available.
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2.2.1 Operations

Approximately 80% of ASALA’s clients are receiving group loans in Gaza. ASALA
utilizes the best practice village banking methodology of CRS, which includes: starting
small; structured loan cycles with programmed increases (steps) in loan size; a solidarity
guarantee between members; and programmed savings. Members are requested to
maintain savings in a local commercial bank, which are monitored by ASALA. Most
clients are involved in trade or services. Group loan clients are also eligible for
additional seasonal loans (opportunity loans), which are small short-term loans that
provide liquidity to clients during a high season, such as holidays or harvesting. Group
loans and seasonal loans account for approximately 40% of the gross loan portfolio.

Table 5 ASALA Loan Products

Product name Group Loan Opportunity Asset Small Business
Loans Acquisition Loan
Loan
Type of client Female, low Female, low Female, low Female, low to
income income income middle income
microentrepreneurs jentrepreneurs  entrepreneurs  \with small
20 business®
Client eligibility Start-ups or 2 successful Completed
requirements existing businesses,|cycles of group |group loan
women only. loan
Average time to 2 weeks 2 weeks 7-10 days 1 month®
disbursement
Minimum group size 5 NA NA NA
Maximum group size 15 NA NA NA
Currency US$ US$ US$ USs
Minimum initial amount | $150 $250 $1000 $5,500
Maximum initial amount | $250 $500 $3000 NA
Maximum amount $1500 $500 $5000 $20,000
Minimum term 4 months 1 month 1 year 1 year
Maximum term 12 months 6 months 2 years 3 years
Repayment frequency Monthly Monthly Monthly Monthly
Average length of time to (1 week 1 week 3 weeks NA
next disbursement
Nominal interest rates 24% 12-18% 12-18% 18%
Interest calculation Flat Flat Flat Declining

2 |_ow income is considered by ASALA as a monthly family income of < NIS700 ($175).

21 ow to middle income is considered as a monthly family income of = N1S2000-6000 ($500-1500)
22 More analysis required and must be reviewed by BOD loan approval committee.
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Fees (% of loan or flat) 1% on loan 2 % on total loan 2% on loan 2% on loan

In the West Bank, ASALA has a mixture of small business loans and individual micro
loans (asset acquisition loans). Current portfolio growth in the West Bank is in the micro
loan product, and is focused primarily in Jenin with nearly 100 active micro loans.
ASALA intends to introduce group lending in Jenin in the coming year if sufficient funds
are available.

ASALA has slightly over 100 small loans on its books which constitute approximately
40% of its loan portfolio. A solidarity guarantee of group members is required for all
group loans. The group also signs a notary deed in the presence of an attorney.
Obligatory savings are held in the accounts of the group®®, and therefore cannot legally
be considered collateral. However, ASALA has an agreement with local banks that
groups many not withdraw funds without ASALA’s permission. On occasion, groups
are permitted to withdraw savings to make final payments on loans. Both small and
individual micro loans require at least one guarantor, and larger asset acquisition loans
and small loans require two guarantors. Eligible guarantors included salaried PNA
employees as well as shopkeepers with sufficient assets.

ASALA utilizes the banking system for disbursements and collections. For group loans,
group treasurers receive loan disbursements at the bank via payment order from the
ASALA head office. Treasurers are usually accompanied by loan officers to collect the
disbursement and return to the ASALA office to divide the loan among members.
Individual borrowers also receive loans through payment order. Both group and
individual borrowers make deposits directly to ASALA’s account at the commercial
bank. On rare occasions, loan officers may accept payments from clients if closures and
curfews make travel by the group treasurer difficult or impossible.

ASALA has discussed the possibility of building a micro loan portfolio for ACAD on a
profit-sharing or management fee basis. Aside from the management fee income, this
will enable ASALA to expand its group lending in Gaza and introduce it in the West
Bank.

2.2.2 Legal and Organizational Structure

ASALA is registered as a non-profit organization with the PNA, and is regulated by the
Ministry of Interior. With the assistance of Oxfam Quebec, ASALA was founded by
twelve members who make up the current general assembly. Ten of the members act as
the board of directors and are subject to election by the assembly every two years. As
with ACAD, board members are liable for ASALA and certain responsibilities may not
be delegated to management. In addition, the board has a credit committee which must
approve loan applications exceeding $3000.

8 Accounts are opened in the name of the group’s chairwoman and treasurer.
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Like ACAD, ASALA has a fairly lean and flat organizational structure. It has branch
structure in Gaza, whereas West Bank lending operations are managed directly by the
head office. Loan officers are specialized, focusing on either group lending or
micro/small lending. However, Gaza group lending officers are beginning to make
individual micro loans to group lending “graduates.”

Chart 2 ASALA Organizational Chart

Executive
Director
|
1 1 1 1

Financial Manager Gaza Micro-Lending Small Business
Branch Manager Program Coordinator Program Coordinator
|
1 1 I
( Micro Lending ) ( Finance } Loan

L Program Coordinator Assistant Officers

2.2.3 MIS and Reporting

ASALA utilizes an integrated accounting and loan portfolio management system
developed by Arab Technology Systems (ATS) using Oracle. The system was developed
in 2002 and the entry of data for previous periods was completed in the first quarter of
2003. As of the time of the consultant’s visit, ASALA continued to experience
significant problems producing reports with the system. Timely and accurate operational
and financial reports for 2003 were difficult or impossible to produce.?* The Gaza
branch enters its own loan portfolio and accounting data, all entries are checked against
original documentation by the head office. The Gaza branch and West Bank loan officers
are maintaining parallel records in Excel which are used to produce reports. ASALA
does have on-going support from ATS. The system is multi-user, allowing the Gaza
branch to enter loan portfolio and accounting data directly by connecting through an
ISDN line. All transactions are reviewed by the Finance Manager prior to being posted.

ASALA has audited financial statements for past years, but it has not been able to close
its books for 2002. As of the time of the consultant’s visit, the auditors were still making
adjusting entries.

2 The system cannot generate 2003 reports until the books are closed on 2002, which has not been done.
In addition, the reports module is being modified to correct a number of calculation errors.
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Box 2 Creation of Opportunity Microfinance Bank

Philippines®

Background — A small group of microfinance NGOs operating in the Philippines began
discussions in 1998 around a possible merger. As of December 2000, these institutions were
serving more than 46,000 entrepreneurs with a loan portfolio of nearly $3.5 million. The largest
of these NGOs had reached the point where their growth was restricted by lack of access to
capital. In a consultation meeting held in May 2000, nine members of APPEND - a network of
microfinance NGOs in the Philippines — agreed to pursue a merger into a single regulated
financial institution. The group was able to witness and benefit from the experience of CARD’s
transformation from an NGO to a regulated rural bank in that country.

Process — The merger began to accelerate when APPEND and its leader, Noel Alcaide, began to
champion the commercialization process. The presence of a strong, credible leader without a
financial or business interest in the merger process eased many of the concerns felt by
participants. The selection at the end of the year of a strong, independent leader as CEO of the
new bank solidified the commitment of the participants to the process. Legally, the merger
hinged upon the successful granting of a thrift bank license by the central bank, which was
received in July, 2001. Once this was accomplished, the NGOs began a process of transferring
their clients to the new bank. Clients repaid outstanding loans to the NGOs, and received their
subsequent loans from the newly formed Opportunity Microfinance Bank.

Key Challenges

merger. .
agreement signed
July 2001 - Li db
Key Lesson Learned CL:Er)]ltral Banklcense approvec by
. . December 2002 — Approval from
Pursue any opportunity to speed up the Central Bank to operate branch offices

consolidation process if and where possible.”

Legal and regulatory — Based upon the transformation experience of CARD, the merging
organizations decided to pursue a thrift bank license, which required additional capital
but allowed greater flexibility. The group was assisted by the passage of legislation that
provided for microfinance-focused financial institutions.

Mission orientation — A key element of each
of the merging partner’s missions was a . .
focus on outreach and “transformation of Timeline
clients’ lives.” Each group sought to ensure | May 2000 — Agreement to pursue

that this mission was not lost during the merger
December 2000 — Memorandum of

OMB placed a high priority on aggressively tackling

any issues that threatened the quick consolidation of the merging institutions. The bank was
greatly assisted in this effort by the existing relationships between the merging institutions.
These relationships were due, in part, to their participation in the Opportunity International
network, which provided access to information on each institution’s program and financial
performance prior to any merger discussions.

% Material summarized from, ““Mergers in Microfinance: Twelve Case Studies,” by Elissa McCarter. Any
inaccuracies created in summarizing and interpreting that work is solely the responsibility of this author.
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2.2.4 Policies, Procedures and Internal Controls

ASALA has documented all of its credit procedures for micro and small lending in a
single operations manual. While there are some differences in documentation used and
the documents in the manuals, it is generally followed. There are written policies for
human resources and administration as well. There is no internal auditor and no internal
controls or audit manual. All loans must be approved by at least two persons: the loan
officer; the executive director; and in the case of Gaza, the branch manager. The board
must approve loans greater than $3000. In Gaza, the client identity is verified by an
attorney, who also witnesses loan agreements and explains the loan contract to borrowers.
Loans are disbursed through payment orders or direct deposit to the borrower’s bank
account.

ASALA has established a three-tier loan loss provision expense requirement for group,
micro, and small loans. In all cases, loans with past-due payments are monitored after the
first day of delinquency and a 100% reserve should be created no later than 180 days
after the first delinquent payment. Due to the problems with the MIS system, ASALA has
not yet instituted this policy. As a result, they do not currently have an allowance for
doubtful loans.

All bank accounts for disbursement and collection are controlled by head office.

2.2.5 Financial Condition and Performance

ASALA’s operational self-sufficiency is currently at 58%. Because it has not been
creating allowances for loan losses, its adjusted figures are significantly worse. Financial
self-sufficiency is approximately 22% and adjusted return on assets is -60%. While
better than ACAD, ASALA also has a relatively high PAR> 90 days of 25%. If it enacts
its proposed write-off policy, it will be forced to write off $185,000 in delinquent loans,
over 15% of its portfolio. It is important to note that most of these past due loans are from
the small lending program.

Despite a strong effective rate to clients for group and micro loans (40-60%), it has a low
annual portfolio yield of near 20%. This is primarily due to the concentration of 40% of
its loan portfolio in small loans that have an effective rate near 20% as well as the high
delinquency rate of small loans. As ASALA shifts resources to better performing group
and micro loans, its yield should increase.

Unlike ACAD, ASALA is not highly liquid and lacks access to future funding for
growth.?® Its assets are efficiently allocated, with over 85% of its assets in its loan

% ASALA has negotiated a grant from Codespa to cover up to EU300,000 in operating expenses through
March 2005. Its operating deficit for 2003 is projected to be approximately $100,000, which will not allow
for ASALA to divert significant resources to portfolio growth.
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portfolio. ASALA is not adding many new clients. It is using its limited cash resources
to meet demand for repeat loans from existing group and micro clients. ASALA has the
highest productivity of the three organizations, with each loan officer serving 136 clients.
Its cost per client is significantly lower than either ACAD or FATEN at $277. It costs
ASALA $0.32 per dollar lent — significantly higher than its current portfolio yield. This
shows that even if it were not suffering from considerable delinquency, it would still not
cover its costs. Unless it is able to find funds and grow its portfolio, it is unlikely to
break even.

A full financial analysis is presented in Annex D.

226 SWOT

While ASALA has the least financial resources for a merger, it can provide a quality
group lending program and an aggressive approach to the market that both ACAD and
FATEN lack. The consultant believes ASALA has a highly motivated staff that is
keenly aware of the momentum they have in the market, particularly in Gaza and Jenin.
Because ASALA commenced group and microlending during the intifada, it has not been
as adversely affected by the current environment as its competitors; while others have
declined, ASALA has grown.

Table 6 ASALA SWOT
Strengths Opportunities

e Best practice group & micro loan e Market potential in Gaza

product e Market potential for group lending
e Strong repayment and recovery of in West Bank

group & micro loans e Relationship with CRS
e High personnel productivity e Management agreement with
e High concentration of assets in loan ACAD

portfolio e Merger

e Aggressive in market

Weaknesses Threats

e Poor asset quality on small loans
e Lack capital, liquidity
e MIS not functioning

Political unrest, closures
Political influence/interests

e Low profitability e Restricted access to clients
e High concentration of portfolio in e Lack access to additional funds
small loans e Competition (FATEN, UNWRA)
e Low yield e Saturation of the guarantee market
[}
[}

Unfortunately ASALA has not been able to translate these strengths into higher returns
and self-sufficiency. It is burdened with a large number of low yielding small loans,
many of which are in arrears. Without significant growth in its portfolio and a shift from
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small to group and micro loans, ASALA is unlikely to be sustainable. The lack of a
functioning MIS system is also a significant weakness. While the integrated ATS system
may be effective in the near future, it has hampered ASALA thus far due to the
difficulties in producing timely and accurate reports. ASALA also faces tougher
competition with FATEN and UNWRA than does ACAD because they are active in the

same markets and serving similar clients.

Despite its success, ASALA’s medium-term future is every bit as uncertain as ACAD’s
given the lack of funding for growth and on-going operating deficits. ASALA clearly has
much to gain from a merger. It lacks the funds to realize its potential. As an alternative
to a merger, ASALA’s discussions with ACAD to develop their micro loan portfolio
might offer a sufficient revenue stream to allow ASALA to stay in business.

2.3 Palestine for Credit and Development (FATEN)

FATEN emerged in 1998 from a group guarantee lending and savings program launched
by Save the Children (Save). Similar to ASALA, FATEN serves primarily women and
uses a solidarity group lending methodology. It is the largest of the three MFIs in terms
of assets, clients, and branches. It currently operates with five Branch offices in Gaza
and five in the West Bank, (Nablus, Jenin, Hebron, Bethlehem, and Ramallah). It also
has three regional offices (Nablus, Hebron, and Gaza City). FATEN has received
significant support from USAID/West Bank and Gaza, first through Save and currently

through a direct agreement.

Table 7 FATEN Statistics
30-Aug-03 31-Dec-02
Total Clients 1950 1467
% Women Clients 99% 100%
Average Loan Size Disbursed $618 $435
Gross Loan Portfolio $911,198 $549,397
Portfolio at Risk > 90 days 7.6% 12.3%
Portfolio Yield 271% 37%
Operating Self-sufficiency 36% 40%
Adjusted Return on Assets -7.7% -11%

Staff 75 79
Loan Officers 35 38
Clients per loan officers 58 39
Clients per staff 26 19

FATEN has been hard hit by two events. A fraud in 1998 of over $750,000 in the West
Bank resulted from the collusion of loan officers to create fictitious clients and take
advantage of weak internal controls.?” Second, the intifada and resulting closures and
crisis contributed to the decline of FATEN'’s client base from over 6,000 to fewer than

2" Most of the money was eventually recovered through legal means.
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1,000 in 2002. FATEN has begun adding clients and currently serves close to 2000
clients. To its credit FATEN has been transparent in dealing with both issues and
developing strategies to recover bad loans and maintain its asset base during the intifada.

2.3.1 Operations

Most of FATEN’s clients participate through best practice solidarity groups (group
guaranteed lending and savings or GGLS), which require a minimum of three women
with existing businesses to guarantee each other’s repayment. FATEN requires solidarity
group members to set aside savings during the loan term, which FATEN holds as
collateral. GGLS clients are primarily vendors, traders and small producers. Loan terms
begin at 24 weeks and may extend to 40 weeks with biweekly payments of principal and
interest. GGLS clients with more than a year’s experience and an excellent repayment
record are also eligible for seasonal loans (quick loans)-a one month loan to provide
liquidity for seasonal or emergency needs. Approximately 40% of FATEN’s portfolio
consists of solidarity group and seasonal loans. GGSL and quick loans carry a high
effective rate of 50% and 100% per annum, respectively.

Since 2000, FATEN has offered individual micro loans. Most individual clients are
“graduates” of solidarity groups, having successfully completed three loan cycles.?®
Individual borrowers start with loans less than $3000, but may access up to $10,000 for
future loans. Terms are up to two years. Individual loans require a more intense
investigation of the client’s business and the development of a business plan. Micro
loans make up 17% of FATEN’s portfolio. The effective rate of individual loans to the
client is approximately 40%.

As a result of the intifada, FATEN introduced a new loan product to utilize excess
liquidity. Employee loans (or NGO loans) are made to salaried employees of FATEN or
other NGOs. Loans are made on the basis of the employee’s accumulated severance and
pension benefits with the NGO and are guaranteed by the NGO’s reserve for the same.
Loans are available for up to three years, if approved by the employer. These loans are
low yielding as FATEN charges only 5% per annum on a declining basis. They currently
account for nearly 40% of the loan portfolio.

FATEN has also received funding from USAID to develop and pilot test credit-life
insurance to its borrowers. This will begin in 2004.

% EATEN is currently pilot testing a “Phase 2” individual loan that is available to new clients rather than
just GGSL graduates.
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Table 8

FATEN Loan Products

Product name GGLS Individual Quick Loans [Employee Loans
Type of client Low income [Low income Low income [Employee of
women women women FATEN or other
NGO
Client eligibility Existing Stage 1 — GGLS [> 1 year as Accumulated
requirements business, 4 client. client, with severance/pension
orientation Stage 2 — existingjactive GGLS |or employer
sessions business. guarantee
Average time to 5-10 days 3-10 days 1-2 days 3-10 days
disbursement
Minimum group size 3
Maximum group size 10
Currency JD US$ JD US$
Minimum initial amount (150 700 NA 1000
Maximum initial amount {300 3000 50% of current < 5ccumulated
loan or <500 .
pension &
severance or
$10,000
Maximum amount 1000 5000 500 $10,000
Minimum term 6 months 4 months 1 month 6 Months
Maximum term 10 months 24 months 1 month 36 months
Repayment frequency Bi-weekly Monthly Monthly Monthly
Nominal interest rates 24% 12-18% 4% / Month  [5% annual
Interest calculation Flat Flat Up front Declining
Fees JD5 5% JD8 1%
Fee Payment Up front Amortized Up front Up front
Penalty interest calculation (1 JD per day {$3 per day 1JD per day [$3 per day
up to 7 days up to 7 days
then 2 JDs per then 2 JDs per
day day
Other Charges $20-$50
application fee
Rebates or discounts 20% rebate of
interest for on-
time repayment
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FATEN issues checks for loan disbursements and requires clients to deposit funds
directly in FATEN’s local bank account.?® In addition to payment of principal and
interest, GGSL clients are required to deposit their programmed savings into FATEN’s
account. Since the intifada and the increase in repayment problems, GGSL groups in
Gaza are required to sign a notary deed in court to make their solidarity guarantee
officially recognized. Individual loans require a salaried person with direct deposit as a
guarantor. Guarantors must co-sign promissory notes and sign notary deeds in court. In
addition, FATEN has agreements with local banks to collect from guarantors.

2.3.2 FATEN Legal and Organizational Structure

FATEN is a non-profit limited liability corporation. It is registered under the 1928 legal
code which has partially been superceded by the new Palestinian law on non-profit
organizations. This allows it to avoid the problem of board member liability and lack of
delegation authority that are problematic for ACAD and FATEN. However, it is not
clear how long FATEN will be permitted to maintain its current legal form as Palestinian
entities are being required to register under PNA law.*® FATEN has 8 founding
members, selected by Save. Each of the founders has committed to contribute $10,000
in capital of which only a total of $4080 has been paid in. As the law requires a 75%
majority for any significant change in the company, Save maintains a 26% share of
FATEN. The remaining equity was granted by Save and other accumulated donations.

FATEN is legally governed by a general assembly. The assembly is responsible for
naming the board, which consists of 9 persons. Boards are selected for three year terms.
FATEN’s Managing Director emigrated in 2002. At present, FATEN is overseen by the
Finance Director acting as Managing Director. The acting MD has requested that the
board form an Executive Committee of three persons to assist in making key institutional
decisions.

FATEN’s organizational development reflects its goal to become a registered, deposit-
taking financial institution. It has 10 branches and three regional offices - a significant
infrastructure. It has two branch models, one which is fully decentralized (having its own
accountant, MIS person, etc.) and the other type in which the accounting and back office
functions are performed by the regional office. Branches are allowed to approve repeat
GGLS loans on their own, whereas new GGLS loans and all individual loans must be
approved by the regional manager. Because the individual loans are still a new product,
the Product Development Specialist at headquarters is also required to review and
approve individual loans.

% Checks are issued in the name of the group president and treasurer. FATEN loan officers accompany
these officers to the bank to cash the check.

% Conversations with other MFIs and industry professionals indicated that FATEN is under pressure to
register under PNA law. This was not stated by FATEN to the consultant.
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Chart 3 FATEN Organizational Structure
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2.3.3 MIS and Reporting

Like ACAD, FATEN uses a Bisan, but FATEN’s is DOS based. It is complemented by
an in-house loan portfolio management system (Al Faten) on SQL. Bisan is not multi-
user and requires all accounting data to be entered by the head office. VVouchers are
faxed from the field and followed by original documents. Al Faten is multi-user and is
accessed by regional offices and/or branches through an ISDN connection. It is flexible
and can easily be modified to support all products. It has a report writer which FATEN’s
MIS specialist can use to create necessary reports. FATEN has sold Al Faten to a few
other MFIs to whom the MIS specialist and assistant are providing support. There is no
user’s manual and the system is still in development. FATEN views Al Faten as a
business line and continues to invest in its in-house development.

Payment information is entered from bank vouchers and is available daily to loan
officers. FATEN was easily able to produce all reports requested. Financial statements
are produced monthly, and FATEN fulfills monthly and quarterly reporting requirements
from its board and USAID. FATEN produced annual reports and has audited financial
statements for each year of operation.
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2.3.4 Policies, Procedures and Internal Controls

FATEN has documented policies and procedures for administration, accounting, and
credit operations. It has developed standard documentation for operations. Procedures
seem to be standard throughout FATEN’s network.

FATEN does not have an internal auditor, although it intends on hiring one in the coming
year. The Save programs early efforts at decentralization led to the aforementioned
fraud. Since that time, FATEN has instituted a number of controls. FATEN is the most
decentralized of the three organizations, giving branches the authority to approve
solidarity group credits. In theory, individual loans can be approved by regional
managers; however head office (the product development specialist) still retains the
authority to review all individual loans. In addition, regional managers and branch
managers together have the authority to sign checks and manage bank accounts. FATEN
manages dozens of bank accounts for each branch which are managed by branch offices
and reviewed by head office. At the client level, FATEN requires IDs and notary deeds
to minimize the risk of false clients. It disburses loans by check. In the head office,
senior management has authority to manage FATEN’s main bank accounts which
currently hold several million dollars in excess liquidity.

2.3.5 Financial Condition and Performance

Given the size of its infrastructure and staff, it is not surprising that FATEN has the
lowest operational self-sufficiency of the three MFIs at 36%. On an adjusted basis,
FATEN looks better than the others with 37% financial self-sufficiency. Its adjusted
return on assets is -8%, primarily due to the fact that its assets are three times those of the
others.

FATEN has been aggressive in maintaining the quality of its loan portfolio, with only
7.6% PAR > 90 days. Unlike ASALA and ACAD, it has systematically written off loans
and is now recovering more in 2003 than it is writing off. Its allowance for doubtful
loans is 114% of that recommended by international standards. FATEN is highly liquid
and has access to future funding from USAID. FATEN also has the highest yields,
although they are declining. The portfolio growth of nearly 100% in 2003 is misleading
because most of this growth comes from employee/NGO loans.

FATEN has the least efficient allocation of assets, with only 15% of its assets in the loan
portfolio. It is also the least efficient organization serving only 56 clients per loan officer
and 26 per staff member. Less than half of its staff is loan officers. It costs FATEN $526
to maintain each client, yet the average loan outstanding for each client is only $467. It
operating expenses each year (not including loan loss provision expenses) are nearly
$900,000, over three times that of ASALA and four times that of ACAD.

A complete financial analysis can be found in Annex D
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2.3.6 SWOT

FATEN has significant strengths, including a tested and sound lending methodology,
well-documents policies and procedures, and a dedication to maintaining portfolio
quality. It also benefits from strong financial management and significant capital. It has
the resources and access to technology for new product development, and its continuing
relationship with Save and USAID will guarantee its survival in the medium term.

Table 9 SWOT
Strengths Opportunities
e Best practice group and micro e Expansion of micro loan product
lending e Relationship with Save
e High portfolio quality e Continued USAID support
e Significant capital e Merger
e Highly liquid
e Strong financial management
e Presence through territories
e New product development
e Preserve capital during crisis
Weaknesses Threats
e Significant operating losses e Decentralized authorities
e Low productivity e Competition
e High overhead e Saturation of guarantee market
e Declining portfolio yield e Legal form
e Costly organizational structure
e Missing senior staff

In the consultant’s opinion, FATEN has lost momentum. Its conservative response to the
crisis effectively preserved capital, but lost over 75% of its client base. It has not reduced
infrastructure or staff which has led to large operating deficits. It does not appear to have
any pressure to do so from its board or USAID. Its recent portfolio growth is primarily
due to employee/NGO loans, which are primarily for consumption. FATEN’s acting
managing director is very competent, but it appears he has not been given the authority
by the board to lead the institution. That fact that they have not promoted him or found a
new managing director is indicative of the lack of dynamism in the institution.

FATEN has the least to gain from a merger in the short term. Despite its excess capacity
and significant losses, it has the staff, infrastructure, technology, and capital to operate
and grow for many years. It portfolio is now in good condition and it has slowly begun
to grow. While it is having financial difficulties, there is no immediate pressure to
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reform and no threat of bankruptcy. At the same time, FATEN lacks the momentum and
aggressive market approach to recover. The consultant is left with the impression that
FATEN would benefit from the merger primarily because it would force FATEN to
change and address the problems it faces.
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3. Issues related to Merging

In accordance with the SOW, the consultant was requested to examine and describe the
resources of new entity, highlighting what each of the three institutions could bring to the
merger. This includes a comment on the disadvantages of a merger.

3.1 Reasons to Merge

There are a growing number of examples of MFI mergers to learn from. An examination
of these cases reveals some typical reasons why MFIs choose to merge, including:
e increase market share;
improve profitability/sustainability;
reduce costs;
gain banking/financial license;
increase products and services;
access funding;
raise new capital;
provide career path for employees.

It is worth noting that the three institutions listed most of these reasons, with the
exception of gaining a banking license. In the current legal environment, there is little
certainty that a merged institution would have any greater chance of becoming regulated
than it precedents. Conversations clearly indicate that all the institutions are motivated
by the vision of creating a “bank for the poor” in Palestine. Each mentioned the
development of such banks in other countries in and around the region and the interest in
Gulf States donors in supporting such an institution in Palestine. The directors believe
that a merger would not only attract funding from outside sources, but it might also
preempt an outside player from setting up a microfinance bank in Palestine. The
institutions agree that their long-term viability is more secure if they merge.

In initial discussions with the directors of each institution, the directors highlighted their
reasons for merging (see Table 10). For ASALA, the need for funding overshadows all
other reasons for merging. For ACAD, it is the realization that it most likely cannot
survive in the medium-term once donor funding ceases. FATEN’s motivations are not as
clear, but the consultant believes that FATEN has recognized the shortcomings and sees
the merger as a way to absorb its excess capacity. Underlying all three of these concerns
is a desire of management to provide for greater job security to staff.
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Box 3 Attempted Merger of PRODEM and FIE

Bolivia®
Background — The microfinance market is better developed in Bolivia than in nearly any other
country in the world. This advanced development, along with deteriorating macroeconomic
conditions, has forced MFIs in Bolivia to innovate and diversify. It was in this context that two
leading Private Financial Funds — FIE and Prodem — began discussing the possibility of merging.
The two organizations served complementary areas, with FIE primarily serving urban areas and
PRODEM aggressively targeting rural and secondary urban areas. In terms of size, FIE
possessed a $19.3 million portfolio, while PRODEM’s exceeded $20.8 million.

Process — Merger discussions were initiated by PRODEM’s CEO, Eduardo Bazoberry, who
researched the issue and contacted FIE’s President, Pilar Ramirez, directly. Formal due diligence
was eschewed. The two firms instead opted to contract their mutual auditing firm to valuate the
MFIs. Although FIE was not happy with the results, both MFIs accepted the valuation and
engaged their shareholders in discussions. While PRODEM'’s shareholders were supportive of
the merger, there were reservations on the part of some of FIE’s shareholders. Merger
discussions broke down in their later stages and FIE withdrew from the proposed merger.

Key Challenges

e Culture — The organizational cultures and individual personalities in the merger were at
odds. While differences in culture can
sometimes be overcome through an
intense process designed to build trust Key Reasons for the Merger
and understanding, this did not take
place between PRODEM and FIE.

o Perceptions of Inequality — The initial
valuation of the two MFIs left FIE in a 5
weaker position during negotiations. '
Ultimately, this contrasted with FIE’s 3
view that, in order to succeed as a 4'
merger, the two MFIs would have to '
be treated as equals. Ironically, both
FIE’s President believe the merger
could have succeeded had it been
structured as a takeover by PRODEM.

1. Bleak condition of the microfinance
industry in Bolivia

Shared belief that there were too many
MFIs operating

The need to optimize resources
Synergies between PRODEM’s rural
portfolio and FIE’s urban portfolio

(Eduardo Bazoberry, PRODEM)

Key Lessons Learned

Mergers will not always succeed — In the case of PRODEM and FIE, there were a variety of
excellent reasons for both MFIs to seriously consider a merger, particularly their
complementary service areas. Both MFIs pursued the merger process in good faith, but
ultimately FIE determined that the proposed merger was not in the best interests of its
stockholders and withdrew before the merger occurred.

% Material summarized from, ““Mergers in Microfinance: Twelve Case Studies,” by Elissa McCarter. Any
inaccuracies created in summarizing and interpreting that work are solely the responsibility of this author
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Table 10 Stated Reasons to Merge

ACAD | ASALA FATEN
Shared Vision High High High
Shared Mission Low High High
Short-Term Viability Medium | Medium Low
Long-Term Viability High High Medium
Need Funding Low High Low
Access to new Funding Medium | Medium Low
Avoid Competition Low Low Medium
Access New Markets High High Low
Careers for Staff High Medium Medium
Acquire New Technology High Low Low

A review of the SWOT analysis of the three MFIs shows that a number of synergies can
be achieved through a merger. As Table 11 shows, ACAD has the most to gain and
FATEN has the most to offer. In addition, each provides something the others lack.

Any merger should not be judged on the relative contributions or gains of the three, rather
it should be evaluated on whether the benefits outweigh the costs for each individual
institution and its clients.

Table 11 Synergies of the Merger
ACAD ASALA FATEN

What Expertise in Micro e Capital Momentum
they lending e Future Funding Strategy for
lack Quality portfolio e Access to new sustainability

Strategy for markets Efficiency

sustainability e Infrastructure

Focus e Sufficient Fin/Admin

Delinquency e Decentralization

management strategy

Decentralization

strategy
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ACAD ASALA FATEN
What e Capital e Momentum e Capital
they e Donor contacts e Strategy for growth e Quality portfolio
offer e Rural expertise e Focus e Future Funding
e Quality portfolio e Geographic
e Efficiency coverage
e Infrastructure
e Sufficient
Fin/Admin
e Decentralized
Operations

3.1.1 Merging to realized a Shared Vision and Mission

The most compelling reason for the merger is the common vision shared by all three
institutions to eventually create a “bank for the poor.” Given the lack of clarity in the
local legal environment, this may not be possible for many years. However, if the three
combine asset, capital, and donor support, they will have greater bargaining powers with
the Palestinian Monetary Authority (PMA) and will be more attractive to investors. If the
three unite behind this vision and if they have strong and decisive leadership, it could
help bring about the necessary changes required to increase outreach and improve their
financial performance in the short term.

3.1.2 Merging for Growth

If merged today, the combined institutions create an MFI of considerable assets,
infrastructure and staff — but limited outreach. Only 3,600 clients would be served, most
of them women.

Table 12 Merged MFI Outreach

As of August 2003
Clients 3,600
% Women 88%
Gross Loan Portfolio $3.6mm
Assets $9.1mm
Avg. Loan Size $996
Staff 105

It is also unclear how many of the combined institutions clients are poor. The average
loan size is $1,000, which compares with the poverty line at for a household of two adults
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and four children at $767 per annum.** This becomes more pronounced when reviewing
the loan portfolio by type of loan. Only about 50% of the merged institutions loan
portfolio is concentrated in micro loans for poorer clients, with the concentrated in small
loans to presumable less poor households.

Table 13 Breakdown of loan portfolio

Gross Loan Portfolio

Solidarity Group 742,969
Fast Loans 41,417
Micro Loans 925,409
Small Loans 1,462,871
Employee Loans 366,680
Total 3,539,346

A key advantage of the merger would allow the merged institution to more clearly focus
on the poor. It will be able to shift its resources from low earning assets (time deposits
and small business loans) to group and micro loans. This growth would initially come
from ASALA’s clients and potential clients in Gaza and Jenin. Discussions with
directors confirmed that the merged institutions would build its group and micro loans
first, and seek to make small loans a minor part of its operations.

Market surveys indicate that nearly 50% of clients interested in borrowing want loans
less than $5,000, which matches the range of the merged institutions group and individual
micro lending products. Surveys estimate that the demand for loans less than $5,000
could reach $30mm, although up to 25% of that demand may be for credit under Islamic
banking principles which the merged institution would not offer.

Table 14 Credit demand by loan size®

Description Percent | Population Average Total amount
demand amount requested (USD)
requested
(USD)

375-1,500 6 1,081 1,167 1,260,953
1501-3,000 15 2,701 2,583 6,977,379
3,001-5,000 26 4,682 4,803 22,488,609
5,001-7,000 8 1,441 6,695 9,645,333

7,001-10,000 25 4,502 9,641 43,404,899
10,001-15,000 11 1,981 14,176 28,081,677
15,001-20,000 9 1,621 20,000 32,415,234

Total 100 18,008 8,003 144,121,732

%2 From the Burjoree, p.5.
33 Massar Associates, p. 29.
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The merged institution would have a strong presence throughout the territories and would
have a good opportunity to capture at least $10mm of the estimated demand.

3.1.3 Merger for Cost Reduction

The combined financial reflects the negative results of the three institutions. While large,
the combined institution faces declining yields, high costs, large deficits, and low
efficiency.

Table 15 Merged Institutions Financial Results

August 2003 December 2002

Operational Self- 47% 45%
Sufficiency

Financial Self-Sufficiency 23% 29%
Adjusted Return on Assets -71% -9%
Portfolio Yield 17% 23%
Clients per Loan Officer 75 57
Clients per Staff 34 25
Cost per dollar lent $0.32 $0.68
PAR > 90 Days 23% 35%
Operating deficit -$427,912 (for 8 months) -$860,654

Once merged, the three institutions could consolidate their branch networks. It is likely
that FATEN’s branch network would survive, as it has invested the most in it offices and
is present throughout the entire WBG. Unfortunately, even if ASALA’s and ACAD’s
administrative costs were eliminated due to the merger, the total savings would be less
than $100,000 — barely 15% of the combined operating deficit.

The merged institution could also reduce staff. Loan officer productivity is low due to
the excess capacity of FATEN. There would be excess administrative staff. The new
institution would most likely inherit FATEN’s regional and branch offices. In addition,
the merger would create several redundancies at the senior management level. A major
issue related to cost is the product delivery structure. At present, only 45% of all staff is
loan officers. This reflects FATEN’s approach to decentralization. As noted in the
organizational chart of FATEN, the structure assumes a minimum management and
administrative staff of 4 for each branch: branch manager, accountant, secretary, MIS.
In addition, FATEN has regional offices which add an additional management layer.

The ability to reduce costs will depend on the merged institutions” willingness to cut
personnel. As the majority of staff is currently in the employ of FATEN, it is likely that
the deepest cuts will be among FATEN’s staff. Until now, FATEN has been unwilling
to reduce staff and has continued to pursue its decentralized model. For cost reduction to
be feasible, FATEN must change its strategy and reduce its staff, neither of which is
likely without the agreement of FATEN’s board and/or pressure from USAID.
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3.1.4 Merger for Access to Funding

In the short and medium-term, it is likely that a merger would improve all three
institutions’ viability. First, it would allow for a more rapid deployment of excess
liquidity (ACAD and FATEN) into high yielding group and micro loans (ASALA).
Second, a merged institution is more likely to attract donor funding after the existing
donor agreements expire. Third, a merged institution is more likely to successfully lobby
the PNA for either a banking license or a specialized microfinance license that will allow
it to capture deposits. A for-profit structure will also make the merged institution a more
attractive candidate for investors. It is worth noting that FATEN also faces some
pressure for funding in the medium-term. New covenants regarding terrorism in USAID
agreements will make it difficult for FATEN to enter into a new cooperative agreement
with USAID. This means FATEN must make itself marketable to other donors or
investors once its agreement expires in 2005.

Box 4

Transformation of the Palestinian Banking Corporation

PBC was formed through the merger of three Israeli registered
NGOs into the Palestinian Development Fund (PDF), a
commercial company. Given the lack of clarity on how to
transfer assets, the PDF acted as a management company while
the loan portfolios remained on the books of the founding
NGOs. The PDF was granted a license to be an Investment
Development Bank, and changed its name to PBC. To meet the
minimum capital requirements, the NGOs transferred $20mm
of their assets into a off-shore trust, which in term became the
majority shareholder of PBC. The trust is governed by a
mixture of appointees from the NGOs and their major donor,
the European Union.

The transformation created a number of difficult issues. The
PBC had extended negotiations with the EU to determine who
owned their grant funds to the NGOs. Only one of the NGOs
has been liquidated, while the others continue to exist for a
variety of legal issues related to outstanding loans. In addition,
PBC continues to dispute with Israeli whether it or the NGO
board members must pay taxes on the transfer of funds to
capitalize the new institutions. Just recently, the PMA issued
an order denying PBC the permission to accept deposits despite
its banking license.

Confidential

Projections reveal
that the merged
institution would
have sufficient
funds for two or
more years to
expand. If growth
is slower than
expected, its
existing funds may
last for up to four
years.

3.1.5 Merger for
a license

As noted above, a
merger will not
necessarily facilitate
a banking license or
registration as a
finance company.
As noted in a recent
study, “the nascent
and evolving nature
of the legal and
economic systems
of the [West Bank

33CHM-031117-Merger Feasibility Study Report Final



and Gaza] presents a challenging combination of “holdover” legal and regulatory
provisions, and sometimes hastily (and in some cases, poorly), prepared new laws and
administrative regulations. Second, many of the bodies of law and administrative
regulation most important to microfinance — the banking law, the law of security interests
in moveable assets, the law of enforcement, to name a few - are at this moment in the
process of development or substantial overhaul.” There is no clear path for an NGO
wishing to transform into a commercial institution. An interview with the CEO of the
Palestinian Banking Corporation (PBC) confirmed this observation (see Box 4).

While each of the institutions consider the long term goal of creating a “bank for the
poor” important, the directors expressed mixed opinions as to whether the new institution
should be for-profit or non-profit. There is no clear consensus among the boards of the
institutions either. There is no immediate threat to the any of the MFIs resulting from
their non-profit status. The primary reason to gain a banking license is to be able to
accept deposits. The institution has no great need to fund its operations through deposits
in the short or medium term. A secondary reason is to attract investors. This may be a
higher priority depending on the urgency of attracting investment from the Gulf States.
Finally, creating a joint-stock company will clarify the ownership structure. But this does
not seem to be a major concern of the institutions. Therefore, the new MFI could merge
and remain a non-profit organization.

3.2 Impediments to Merging

Mergers are often entered into with the right intentions for the wrong reasons. As an
example, institutions may seek a merger partner who can help them solve internal
problems. Unfortunately, this usually results in importing the same problems into the
new institution. Some institutions merge to avoid a threat, such as a takeover. Such
mergers are usually done in haste and without proper due diligence, leading to unpleasant
surprised for both parties.

The proposed merger of ACAD, ASALA and FATEN and the motivations behind it also
raise some “red flags” of warning. While none of the issues is enough to recommend
against merging, it is important that all partners are aware of the problems that the others
are bringing to the table.

3.2.1 Poor Asset Quality and Insufficient Reserves

ACAD and ASALA bring poor performing loans with them, including loans more than
180 days past due of $432,029 and $186,057, respectively.** In the case of ACAD, this
is due to the lack of write-off policy and a hesitance to declare loans uncollectible. For
ASALA, the write-off policy exists but has not been implemented due to MIS difficulties.

# As of August 31, 2003.
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The new institution will be burdened with the time and effort necessary to collect these
non-performing loans.

Neither ACAD nor ASALA have sufficient reserves to cover the potential losses related
to non-performing loans. While FATEN has over 100% of the recommend amount, the
new MFI would only have 11% coverage.*> Again, the new institution would have to
increase reserves by taking a loan loss expense charge of over $700,000.

3.2.2 Rapid Growth in New Loan Products

A particular point of concern lies in the credit quality of rapidly growing loan portfolio.
Although portfolio growth is a positive sign for an institution, an institution “may be
sacrificing credit quality, compromising loan administration capacity, or lending where it
has insufficient management knowledge or skill.”* In the case of ACAD, it has
disbursed nearly $1mm in loans from January through August 2003. This is ten times the
loans disbursed in the previous year. Furthermore, many of these loans are working
capital loans (individual micro loans), which is a relatively new product for ACAD.
Because many of these loans carry a grace period of up to six months, no payments have
been required on many of them. There is no way of assessing how likely it is that the
loans will be repaid. In the case of FATEN, its loan portfolio has grown nearly 100%
(over $500,000) in the first eight months of the year. Most of the growth has been
concentrated in a new product, NGO/employee loans. This is also a new loan product
which is for consumption. They are low yielding (5% declining per annum) and long-
term (up to three years).

In both cases, the newer loan products require guarantees and are not inherently more
risky than other loan products. Because the loan products are relatively untested and
their quality is difficult to measure, such rapid growth is traditionally considered a “red
flag.”

3.2.3 Low Profitability and Donor Dependence

As mentioned above, each institution is losing money. It is rare that two loss making
enterprises will invest in a merger. It complicates the valuation process for any merger as
there is no positive return (or predicted return) to help determine the value of the merger
to each party. It also makes cost-cutting and layoff decisions more difficult as none of
the institutions can claim to have a more successful or profitable structure. Lack of
surpluses leaves the new institution without extra funds to cover the cost of merger and
will force them to rely on cash reserves and donor funds.

All three institutions rely heavily on donor funds to cover operating deficits. Aside from
the negative financial aspects of donor dependence, this can complicate a merger. Donor

% Based on the MicroBanking Bulletin and SEEP Standards, a recommended allowance amount is: 1-30
days — 1%; 31-60 days — 25%; 61-90 days — 50%; 90-180 days — 75%; > 180 days — 100%.
% Analyzing Bank Financial Statements, p. 161.

Confidential 35CHM-031117-Merger Feasibility Study Report Final



funds may carry conditions or restrictions that prevent the new institution from using
funds as needed. It also requires time and effort to negotiate the use of those donor funds
by the new institution.

3.2.4 Non-profit reality and mentality

Traditional valuation methods rely on the concept of fair market value, which is
considered to be the price at which a company’s common shares would trade under the
presumption that a market exists. It can also be considered the price at which a willing
seller and willing buyer could trade shares. These methods rely on discounting expected
future cash flows to determine the premium over the book value of the companies’
shares. The three institutions do not have a shareholder structure or any clear ownership,
making it impossible to determine what a single share of these institutions might be
worth. Given the losses incurred by all three institutions, future cash flows are negative.
Therefore, a valuation would likely conclude that each of the institutions is worth more if
they were liquidated today rather than if they continue in operation.

Non-profit structures also complicate the process of merging due to the lack of beneficial
ownership. Even in mature legal systems, the method of transfer of assets from non-
profit institutions is not clear. It usually requires creating some beneficial owners, such
as the NGO itself or its board members. In the case of the merger, it is not clear who
would or could be the owner of a merged institution. Even if the new institution is a
NGO, there is no clear path for merging NGOs and determining who shall be the new
board of directors.

In interviews with staff, the consultant also noted the persistence of a “non-profit
mentality” among ACAD’s staff, in particular. Staff members generally saw their credit
activities as an extension of their assistance to the agricultural sector and seemed less
convince of the importance of charging sustainable interest rates. This is reflected in the
low interest rates charged by ACAD, and there is discussion to lower the rates of the
working capital loans to the same as the capital investment loans (12% declining).
ASALA also maintains low interest rates on small loans and has recognized that their
small loan program is unlikely to be sustainable. It is shifting its focus and resources to
group and micro lending. Among the three, FATEN has a clearest commitment to set
sustainable interest rates.

3.2.5 Excess Staff

A traditional warning sign is excess staff. A merged institution would have many more
staff members than necessary and it would take several years of high growth for the staff
to reach acceptable productivity levels. This is related to the non-profit mentality in that
NGOs often make decisions based on the best interest of the staff rather than the needs of
the beneficiaries. In the evaluator’s opinion, this tendency is fairly strong in FATEN and
ACAD. FATEN’s development of a loan product for its staff (at a very low interest rate)
and its reluctance to trim its staff in the face of mounting losses demonstrates its loyalty
to staff and the lack of pressure it feels from its board to be profitable or client focused.
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ACAD is also seeking to maintain job security, finding small grants for non-credit
services to help cover salaries of existing staff. This situation is not unusual in non-
profit organizations, but it does make staff lay offs during a merger more difficult. Itis
worth noting that interviews with FATEN’s field staff revealed them to be opposed to the
idea of merging.®” This contrasts with a generally positive view of the merger among
ASALA and ACAD’s staff. In small institutions, particularly in non-profits, staff morale
and participation is vital to a successful merger.

3.2.6 Incomplete Data

ASALA has problems with its new MIS system. It was extremely difficult for the
evaluator to get accurate and complete data, despite the complete cooperation and best
efforts of the Financial Director. It had also not completed its 2002 audit as of October
2002. Each institution must be able to provide accurate, reliable, and verifiable data
prior to merging. Lack of accurate information and due diligence is one of the primary
causes of failed mergers.

3.2.7 Lack of Internal Audit

None of the three institutions has a functioning internal audit program. With a regular
spot checks and routine inspections, it is difficult for management to know what control
problems exist or how well stated procedures are followed. For this reason, each of the
institutions must be prepared for surprises in their own institution during the due
diligence process. It is likely that the due diligence and the integration process will
uncover some inappropriate and/or incorrect actions during the due diligence for the
merger process.

%" This was particularly strong among FATEN’s Gaza City branch in which all the loan officers strongly
opposed the merger. A slim majority of field officer interviewed in FATEN’s Ramallah branch also felt
the merger was unnecessary.
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4. Financial Projections

The evaluator worked with the three directors to develop assumptions for five year
projections of the merged institution. Based on these assumptions, the evaluator
developed the three scenarios discussed in this section. The projections are not
exhaustive and should not be considered a substitute for a strategic planning exercise.
However, they are helpful in analyzing the alternative scenarios discussed with the

directors.

Three scenarios were considered namely: (1) rapid growth and aggressive cost control,
(2) rapid growth and little cost control; (3) slow growth and little cost control. For the
three scenarios, many of the assumptions are the same. Some of the key assumptions that
are valid for all three scenarios are included in Table 16.

Table 16

General assumptions for projections

Iltem

Assumption

Percentage Women

Group loans — 100%
Individual micro loans — 50% or lower
Small loans — Minimum 10%

Caseload

250-300 for loan officers with groups
75-80 for loan officers with individual micro loans
80-100 for loan officers with small loans

Products

Group loans
Individual micro loans
Small business loans
NGO/Employee loans

Portfolio Distribution

Group loans and Micro loan - 80%
Small loans and NGO Loans - 20%

Interest Rates (effective)

Solidarity Group — 40% (2% flat per month, amortizing)
Fast Loans - 36% (3% up front)

Micro Loans — 20% ( 1% flat per month amortizing)
Small Loans — 12% (declining)

Employee/NGO Loans — 5% (declining)
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Item Assumption

Fees

1% flat up front on all products

Branch Staff Branch Manager
Accountant

MIS Person
Secretary
Driver

Loan Officers

Headquarters Staff CEO

CFO

Human Resources
Operations Manager
MIS Manager
Senior Accountant
Asst. Accountant
Int. Auditor (2)
Secretary

Driver

Admin Asst.
Cleaner

Taxes

VAT - 17% on purchases
Corporate — 20%

The assumptions which vary according to each scenario are as follows:

Table 17 Variables assumptions for projections
Item Assumption
Client Growth The increase in borrowers over the previous year by loan
product
Caseload The number of borrowers per loan officer by loan product
Branch Network The number of full service branches and agencies

The three items in Table 17 capture the main revenue driver (client growth), productivity
indicator (caseload) and expense driver (infrastructure). All other factors remain constant
to show the effects of these three items. It is assumed that all branches have the same
structure and must be fully staffed similar to FATEN’s full service branches. It is
important to note that none of the extraordinary costs related to a merger are included in
any of the scenarios.

% Would only be charged after all deferred losses are used. Therefore corporate tax would not affect the
merged entity given the project losses.
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4.1 Scenario1:  Growth and Cost Control

The first scenario assumes an improved external environment, including increased
freedom of movement for clients, higher levels of economic activity, and more political
stability. It also assumes that the new institution will have the ability and will to cut costs
and reduce staff as is needed.

4.1.1 Key Assumptions

e Annual growth rate in loans outstanding would be as follows:

o Group 50%
o Fast Loans 50%
o0 Micro Loans 50%
o Small Loans 5%*
o0 Employee/NGO Loans -10%*

*this reflects the directors belief that the small loans and employee/NGO
loan programs would be reduced to accommodate more rapid growth in
micro loans.

e PAR is calculated by product. It is assumed that PAR = 90 days would drop from
10% in the first year to 5% by year 5.

e Caseload required for loan officers would be:

o0 Group/Fast 300
o Individual micro 90
o Small 90
o NGO NA (are handled by the accountants, at present)

The MFI would require this case load to be reached by the end of 2005.

e The MFI would trim its branch structure and create less expensive points of
services using small agencies or meeting rooms, staffed only by loan officers.
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4.1.2 Projections

Table 18 Results of Scenario 1

2003 2004 2005 2006 2007 2008
Outreach
Clients 3,586 5,246 7,735 11,465 17,058 25,444
% Women 88% 94% 91% 90% 89% 90%
Growth in Clients 35% 46% 47% 48% 49% 49%
Gross Loan Portfolio 3,586,896 4,291,203 | 5,725,551 | 7,920,389 | 11,313,986 | 16,606,698
Growth in Loan Portfolio 63% 38% 33% 38% 43% 47%
Average Loan Size 996 818 740 691 663 653
Branches 15 7 5 5 5 5
Agencies 2 8 10 13 15 15
Staff 105 105 83 95 125 161
Loan Officers 48 52 42 53 78 114
Profitability
Net Operating Income (1,748,932) (876,827) | (247,830) 71,988 382,603 860,178
Portfolio Yield 17% 25% 27% 28% 30% 30%
Operational Self-Sufficiency 24.5% 51.4% 84.3% 103.9% 115.5% 125.0%
ROA -7.0% -2.2% -0.5% 0.2% 0.7% 1.3%
Asset Quality
Portfolio at Risk > 90 days 23% 5.0% 4.4% 3.9% 3.5% 3.1%
Write-offs 11% 4.4% 3.7% 3.1% 2.6% 2.1%
Efficiency
Loan Officer/Staff 46% 50% 51% 56% 62% 71%
Loan Officer Productivity 75 101 184 216 219 223
Personnel Productivity 34 50 93 121 136 158
Funding
Grant Funding 3,745,011 - - 1,000,000 -
Equity Contributions (private) - - - - -
Obligatory Savings 67,461 63,988 105,581 174,208 287,443
Deposits - - - - -
Borrowing 50,000 (50,000) - - 4,000,000

In this scenario, the loan portfolio is expected to grow at an increasing rate by increasing
clients nearly 50% per year, primarily in group and individual micro loans. This will
result in a decrease in average loan size. Portfolio at risk will decrease as well, reflecting
the higher quality of the group and micro loans. Scenario one assumes that the new MFI
will aggressively cut costs, reducing branches and staff in the first two years of the
merger. Staff would be decreased from 105 to 83 by 2005 and then grow according to
the work load. There would be a streamlining of branches and personnel resulting in only
5 branches and a number of agencies (small offices/meeting rooms) staffed by loan
officers only. Under this scenario, the new MFI might reach breakeven by the very end
of 2006.
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It is estimated that the MFI would need an additional $5mm in funding starting in 2007.
Because it is able to hit break-even by 2006, the funds are to grow the loan portfolio. It is
assumed that a profitable institution will have access to concessional loans®’; $4mm of
the $5mm in funding is projected to be borrowed at a concessional rate of 5% per annum.

4.2

Scenario 2: Rapid Growth with little cost control

The second scenario assumes the same improvements in the external environment
without the aggressive approach to cost cutting or reducing infrastructure.

421

Key assumptions

Annual growth rate in loans outstanding would be as follows:

o Group 50%
o Fast Loans 50%
o Micro Loans 50%
o Small Loans 5%*
o0 Employee/NGO Loans -10%*

*this reflects the directors belief that the small loans and employee/NGO
loan programs would be reduced in a growth environment to
accommodate more rapid growth in micro loans.

Portfolio at risk is calculated by product. It is assumed that PAR = 90 days would
drop from 10% in the first year to 5% by year 5.

Caseload required for loan officers would be:

o0 Group/Fast 200

o0 Individual micro 60

o Small 60

o NGO NA (are handled by the accountants, at present)

The MFI would not cut staff and would not require the target case load to be reached
by any certain time. In addition, the MFI would not cut its existing branch structure,
with the exception of eliminating duplicate branches and headquarters.

% This might be possible using a USAID Development Credit Authority loan guarantee.
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4.2.2 Results

Table 19 Scenario 2 Results

2003 2004 2005 2006 2007 2008
Outreach
Clients 3,586 5,246 7,735 11,465 17,058 25,444
% Women 88% 94% 91% 90% 89% 90%
Growth in Clients 35% 46% 47% 48% 49% 49%
Gross Loan Portfolio 3,586,896 4,291,203 5,725,551 | 7,920,389 | 11,313,986 | 16,606,698
Growth in Loan Portfolio 63% 38% 33% 38% 43% 47%
Average Loan Size 996 818 740 691 663 653
Branches 15 10 9 9 9 9
Agencies 2 0 0 0 0 0
Staff 105 100 120 142 182 235
Loan Officers 48 49 59 80 115 168
Profitability
Net Operating Income (1,748,932) (793,841) (905,178) | (745,516) (703,966) (392,966)
Portfolio Yield 17% 25% 27% 28% 29% 31%
Operational Self-Sufficiency 24.5% 53.9% 59.6% 72.1% 80.1% 91.7%
ROA -7.0% -2.0% -2.0% -1.7% -1.4% -0.6%
Asset Quality
Portfolio at Risk > 90 days 23% 5.0% 4.4% 3.9% 3.5% 3.1%
Write-offs 11% 4.4% 3.7% 3.1% 2.6% 2.1%
Efficiency
Loan Officer/Staff 46% 49% 49% 56% 63% 71%
Loan Officer Productivity 75 107 131 143 148 151
Personnel Productivity 34 52 64 81 94 108
Funding
Grant Funding 3,745,011 - - 4,000,000 6,000,000
Equity Contributions (private) - - - - -
Obligatory Savings 67,461 63,988 105,581 174,208 287,443
Deposits - - - - -
Borrowing 50,000 (50,000) - - -

In this scenario, the MFI still success in increasing clients and portfolio. However the
fully decentralized branch structure remains in place and the MFI does not lay off staff.
The combined branch network is reduced to 9 full service branches without extension
agencies. As a result, the MFI will not break even until after 2008. This reflects the
relatively high cost of staff. The MFI would need an additional $10mm in financing,
primarily in 2007-2008 for loan portfolio expansion and covering the cumulative
operating deficits of $3.5mm. Since the MFI would be losing money, it is likely this
money would need to come from donors.
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4.3

Scenario3  Slow Growth with little cost control

This scenario presupposes as business as usual approach with little or no improvement in
the external situation. Clients would continue to suffer from closures and low economic
growth. The directors felt that in such a situation, they would attempt to maintain their
small lending activities, as these clients would continue to lack access to the formal
financial sector. Employee loans would also be maintained in order to help staff. The
MFIs would attempt to retain their existing infrastructure and staff rather than making
significant cuts.

43.1

Key Assumptions

Annual growth rate in loans outstanding would be as follows:

o Group 25%
o Fast Loans 25%
o Micro Loans 25%
o Small Loans 10%
o0 Employee/NGO Loans 10%

Portfolio at risk is calculated by product. It is assumed that PAR = 90 days would
drop from its current level to 10% year 5.

Caseload required for loan officers would be:

o Group/Fast 200

o0 Individual micro 60

o Small 60

o0 NGO 1000 (are handled by the accountants, at present)

The MFI would not cut staff and would not require this case load to be reached by
any certain time. In addition, the MFI would not cut its existing branch structure,
with the exception of eliminating duplicate branches and headquarters.
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4.3.2 Results

Table 20 Results of Scenario 3

2003 2004 2005 2006 2007 2008
Outreach
Clients 3,586 4,441 5,505 6,832 8,484 10,544
% Women 88% 94% 90% 89% 87% 88%
Growth in Clients 35% 24% 24% 24% 24% 24%
Gross Loan Portfolio 3,586,896 4,016,368 | 4,860,179 | 5,923,996 7,275,137 9,003,592
Growth in Loan Portfolio 63% 29% 21% 22% 23% 24%
Average Loan Size 996 904 883 867 857 854
Branches 15 10 9 9 9 9
Agencies 2 0 0 0 0 0
Staff 105 93 105 111 128 140
Loan Officers 48 42 44 49 61 73
Profitability
Net Operating Income (1,748,932) (917,532) (859,913) | (678,761) (726,731) (567,038)
Portfolio Yield 17% 24% 25% 26% 26% 27%
Operational Self-Sufficiency 24.5% 48.7% 56.4% 67.3% 70.6% 79.3%
ROA -7.0% -2.3% -1.9% -1.6% -1.8% -1.3%
Asset Quality
Portfolio at Risk > 90 days 23% 8.8% 8.3% 7.8% 7.4% 6.9%
Write-offs 11% 4.7% 4.4% 4.1% 3.8% 3.4%
Efficiency
Loan Officer/Staff 46% 45% 42% 44% 48% 52%
Loan Officer Productivity 75 106 125 139 139 144
Personnel Productivity 34 48 52 62 66 75
Funding
Grant Funding 3,745,011 - - - 1,700,000
Equity Contributions (private) - - - - -
Obligatory Savings 57,245 33,085 45,492 62,552 86,009
Deposits - - - - -
Borrowing 50,000 (50,000) - - -

The growth in clients is less than half of that proposed in the other scenarios. Loan size
will drop less dramatically since the MFI will grow its small loan program. Still the
portfolio is expected to grow to $9mm, rather than $16mm. Not surprisingly, the MFI
will need only $1.7mm in additional funding (in 2008), mostly to fund the cumulative
deficits. Operational self-sufficiency increases, but is still low after five years at 79%.
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4.4 Observations

The projections exercise further demonstrates that the combined MFIs have a structural
problem that makes it difficult to become profitable simply by expanding. In the
scenarios 2, a portfolio of $16mm leads to an operational self-sufficiency of 91%. In
scenario 3, the MFI reaches operational self-sufficiency of 79% with a portfolio of only
$9mm. This indicates that the marginal returns to growth are fairly low. If the merged
MFI continues to use a high cost, low productivity model, growth will not quickly lead to
self-sufficiency. There are a number of reasons for this.

Yields on individual small and micro loans are low. The proposed rates for
individual and small loans (12% and 20% per annum) are too low. The do not
reflect the risk of these loans which have historically had high write-offs.
Caseloads are too low. The proposed caseload of 80-90 for individual micro
loans is low. While this number may seem reasonable to the three institutions
given their methodology, it is low by international standards.”® A merged MFI
must consider ways of streamlining the process for individual lending such that
caseloads can be safely increased.

Loan officers are too expensive for individual loans. A third reason is that loan
officers are too expensive for individual loans, particularly for ASALA and
ACAD. The average salary for these loan officers is approximately $1,200 per
month or $14,400 per annum. Since the average yield on individual micro and
small loans is approximately 15%, each loan officer must have a portfolio of at
least $96,000 to cover her salary.

Portfolio Requirement = 14,400 / 15% = $96,000

Assuming the average outstanding small loan is approximately $2,500; this
implies a case load of 38 clients per loan officer. As loan officers only account
for 45% of the overall salaries of the merged institution, each loan officer must
carry twice that caseload (76 clients) to cover her salary and that of her
administrative support staff. In addition, the overhead rate (administrative
expenses/personnel expenses) on personnel is close to 40%, which implies an
additional a breakeven caseload of 106 clients. Discussions with management
indicated that the maximum individual client caseload for loan officers is
considered to be 80-90. This indicates a structural problem for the delivery of
small and individual micro loans: the marginal cost of delivering the product
exceeds the marginal revenue.

The full branch structure is expensive. The full branch model proposed by the
directors is costly. In addition, decentralization requires a strong internal control
system which none of the three MFIs have. As the institution is credit focused
and is likely to continue to be so, there is no strong argument for having fully
staffed branches.

“° The international average is 276, reported in the MicroBanking Bulletin, p. 71. July 2003.
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5. Conclusions and Recommendations

The institutions share a common vision, similar missions, the same market, and similar
clients and products. In addition, each has something that the other seeks. For this
reason, there is no reason to suggest that this merger is not feasible. There are also a
number of reasons addressed for the three institutions to proceed with caution. This
merger will have a significant impact on personnel, including an increase in workload, a
change of environment, and for some, the loss of a job. For this reason, no consultant can
advise an institution to merge with another. The boards and management of ACAD,
ASALA, and FATEN need to carefully consider the costs and benefits or merging in both
human and financial terms. If they decide to merge, then they need to be fully committed
to a shared outcome and willing to take the steps necessary to achieve it.

This is particularly true for FATEN. As noted throughout this report, FATEN has the
least to gain from this merger and the most to offer. For the merger to be a success,
FATEN will have to make the greatest cuts in staff and rethink its approach to
decentralization. It also needs to regain its momentum in its credit operations. If FATEN
can do this without merging, it may have better financial results than the merged
institution could achieve. FATEN must carefully consider its reasons for merging and
make a determination if the merger is truly necessary for it to achieve its goals. The
merger may not bring any significant financial benefit to FATEN. However, if FATEN
wishes to realize its vision of being a Palestinian “bank for the poor,” this may be best
served by joining efforts with ACAD and ASALA.

5.1 Questions for further discussion

There are a number of unanswered questions that should be addressed by the boards and
management before a decision is made to merge.

Is this a takeover or a merger? If the three institutions were for-profit institutions, the
most effective way to combine the institutions would be for FATEN to take over the
other two institutions. FATEN has the capital, the infrastructure and even sufficient staff
to manage the merged entities. FATEN could easily purchase ASALA’s Gaza and Jenin
portfolios and hire ASALA’s loan staff. It could do the same with ACAD’s Nablus
micro loan portfolio.

It is clear that the ACAD and ASALA are not interested in being taken over. FATEN’s
attitude is less clear. It is also not clear if the board members recognize that a merger
does not necessarily mean that all three institutions are equally represented in the new
institution. Each institution should be clear about what its position is in the new entity.
This agreement may determine how and how much funds are contributed to the new
entity.
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What is the primary reason for merging? Directors listed a number of reasons for
merging. It is important that all parties agree on what the main goals are the merger are,
such as cutting costs, increasing market share, or attracting additional funding. Again,
the priority placed on the goals will help determine what key decisions must be made
during the merger and how quickly the merger should happen. Given the current
external environment, using the merger as a defensive move to reduce costs makes sense.
However, this presupposes a willingness of the partner to lay off employees and reduce
infrastructure, something that could begin before the merger. If merging is to attract
more funding, the parties should consider how the merger can be done quickly in order to
present a unified front to potential donors.

Are there options to merging? As noted above, there is no guarantee a merger will result
in a more profitable or successful institution. A merged institution can continue to do as
well or as poorly as its predecessors. This question is particularly important for FATEN,
which has no immediate pressure to merge. If FATEN were willing to pursue cost cuts
and began demanding higher productivity from its employees, it may be able to achieve
better results on its own.

If the institutions do not merge, there is little incentive for FATEN and ASALA to work

together since they compete in the same markets. ACAD and ASALA could move

forward with the proposed management contract in which ASALA would manage a

portion of ACAD’s loan portfolio. This could solve the short-term need of ASALA for
funding and ACAD for growth.

Box 5

o 5.2 Recommendations
Characteristics of a Successful Merger

During the presentation on October 11, the

e Select a highly capable leader

Win the commitment of
senior management

Define the approach to
integration before starting
Make decisions as quickly as
possible

Develop measurable goals
and objectives

Choose and support dedicated
team leaders

Conduct good due diligence,
both financial and human
resource

Continually communicate
with staff

Confidential

consultant made a number of key
recommendations to the management and
board members of the three institutions. The
following recommendations are dividing into
three sections, including the suggestions on
issues that should be addressed prior to
merging and those for the merger process
itself. The final section includes
recommendations on general strategic issues
that a merged institution should consider.

5.2.1 Pre-Merger Issues

e Agree on ownership. Itis
recommended that the parties agree in
advance on the desired ownership
structure. It is important to define
who the owners will be and how their
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ownership will be calculated. The agreement reached on ownership could
dictate the legal form used by the institutions as well as the method of transferring
funds to it.

e Begin discussions with the PMA. The legal system is still in development which
makes it more likely that a law (or regulations) could be structured to
accommodate the new institutions needs as a specialized financial institution. The
board and senior management should be proactive by presenting a
recommendation for draft regulations for the industry. The recommendation
should be realistic and take into consideration the PMA’s interest in prudential
regulations of deposit-taking institutions.

e Sign a letter of intent. If the three institutions decide to move forward with the
merger, the boards should express their commitment through a letter of intent.
While such a letter is non-binding it should do the following:

O state the purpose of the merger;

o highlight the expectations of each party in the coming months;

0 state the roles and responsibility of the boards and management;

0 make clear the code of conduct (cooperation, transparency, ethical
behavior) expected of all board members and employees;

describe the due diligence to be conducted and set deadlines

0 identify potential costs and how they will be covered;

@]

e Develop a steering committee. The boards should nominate members to a
steering committee who are committed to the merger and available to participate
in planning. The committee will have the responsibility to:

o oversee due diligence;

O participate in planning

0 select senior management
The steering committee must also be empowered to approve key decisions made
by senior management related to the merger as well as oversee the overall merger
process.

e Conduct formal due diligence. Due diligence is vital for a successful merger. At
the same time, excessive investigations and delays can lower staff morale and
make the process more contentious and expensive. In the case of these three
MFlIs, the following due diligence is recommended:

o0 Legal and governance. Determine the best option of merging the
institutions as well as the transfer of assets.

o Financial. A standard terms of reference should be used to conduct a
financial and operational external audit of all three institutions. This TOR
should include a portfolio audit that reviews each loan, payment records,
delinquencies, and collection activities.

o Donor agreements. Each donor agreement must be reviewed and
discussions with donors held to determine what impediments there are to
transferring grant funds (both past and future) into the new institution.
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0 Human resources. All employment contracts and other employment
agreements should be reviewed and summarized so that senior
management is aware of the conditions of employment.

e Write off bad loans prior to the merger. There is no need for the new institutions
to be burdened with nearly half a million dollars in non-performing loans. The
NGOs should write-off loans more than one year past due and assign a person to
collect. These assets should not be transferred to the new MFI.

e Conduct informal due diligence. Informal due diligence includes exchanges of
staff and organizing events to for staff to be better informed. This gives staff a
chance to prepare for the integration and replaces rumors with relationships.

e Identify and address deal breakers. In the course of the negotiation and due
diligence process, the steering committee and management should identity issues
that are barriers and may be non-negotiable to one of the parties. These issues
should not be ignored. Otherwise, they will undermine the integration process
and/or lead to problems in the near future. If an institution knows that it will not
go forward unless it is accommodated on the issue, then it should inform the
others immediately. The steering committee should be empowered to negotiate
these issues so that they may be incorporated in any merger plan.

e Set date for moving forward. Set a firm date for committing to the merger. Such
a date would coincide with the completion of many of the steps listed above.
Once all three institutions are determined to move forward, they can execute a
formal agreement and begin to planning and integrating. Ideally, the formal
merger would occur prior to the merger process itself. Practically, the legal
merger often occurs after the merger process is well underway.

5.2.2 Merger Process

e Make an announcement and communicate directly with clients. Clients need to
be informed of the merger as soon as it is decided. The message to clients should
come directly from management, rather than conveyed from the perspective of the
loan officer. Change in the field staff, the loan products, or collection procedures
can cause confusion and lead to fraud if not monitored carefully. Management
must determine a way to communicate the advantages of the merger to their
clients and keep them up to date on how it will affect them. Clients should be
made aware of whom they can talk to (other than their loan officer) if they have
questions.

e Time is of the essence. Time is the enemy of successful mergers. While it is
important to be diligent and thorough, long delays can lead to a loss of
momentum, frustration, low morale and extra costs. Once the commitment is
made to merger, do it. Honor deadlines as much as possible and require staff to
stay on schedule. Even logistical changes, such as moving staff from one office
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to another, convey a sense of progress.

e Select one CEO. Once the merger is decided, the board should select a single
CEO through a competitive process. Joint management rarely works and slows
the integration of institutions. Candidates should include both staff and outside
applicants. The board should also not commit to long-term contract with the
CEO. The best person to merge the institutions may not be the best person to run
the new MFI post-merger.

e Appoint new senior management team. To avoid confusion, the CEO and board
should quickly determine which senior management positions are necessary and
appoint senior managers. It is suggested that the steering committee approve the
hiring of senior managers to avoid the impression that the CEO is choosing his or
her “own people.” All three NGOs have strong senior mangers. Given the pool
of talent and the collective knowledge of operations, it is wise to select from the
existing managers. Similar to the CEO, no long-term employment should be
promised to any manager and all should be evaluated on a regular basis by the
CEO and the steering committee.

e Identify key employees and win their commitment. There are strong employees at
all levels of the institution. Early on, management should identify these
employees and win their commitment to help with the merger. Mergers flounder
quickly when the most talented staff leave or work against the merger process.
These staff members may act as your integration team leaders.

e Find a trusted advisor. The steering committee and senior management can
benefit from identifying and hiring an outside advisor who is beholden to none of
the parties. This advisor can help negotiate sensitive issues between the parties
and provide a less biased opinion on whose products, policies, procedures or staff
should be included in the new institution. It is not necessary that this person be a
full time consultant, but it is recommended that he or she be available from the
planning process through the end of the merger process.

e Draft a strategic plan and merger plan. The steering committee and senior
management should develop a long-term strategic plan and short-term merger
action plan for the institution. The plans should not only identify objectives and
goals, but should identify the activities, resources, and time needed to complete
the merger. The steering committee should monitor progress on the plan on a
regular basis (i.e. monthly).

e Develop integration teams. Mergers require team work. Management should
select integration teams organized around specific topics or goals comprised of
employees from different ranks and different organizations. It is also important
to delegate responsibility; senior managers will have enough to do without acting
as team leader on every team. Some areas for integration teams include: products
& services; finance & accounting; human resources; governance & legal issues;
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MIS; Marketing and communication; and audit. The teams will assist in the due
diligence process as well as recommending changes and implementing decisions.
They will identify the need for outside consultants, develop terms of reference,
and monitor their work. The teams will also be responsible for organizing
training of staff on the new policies and procedures.

e Be prepared to cut staff. If the new institution isn’t willing to reduce some of its
excess capacity, it is far less likely to become sustainable in the medium-term.
Some additional recommendations in managing staff reductions include:

0 Promise job security for a period. One way to reassure staff is to ensure
that no layoffs will take place for a fixed period of time, such as one week
or one year. This “grace period” allows staff more time to prove their
value to the institution.

0 Set clear targets for staff performance. For loan officers, make clear what
the expected productivity and job performance is by the end of the grace
period.

o Offer incentives for staff to leave. Staff members will soon figure out who
is likely to be cut. One means of easing this transition is to offer
incentives for staff to leave, such as doubling the severance pay during the
first year. In exchange, departing staff will be expected to help smooth the
transition, particularly with clients.

o0 Inform clients when staff members are dismissed. For many clients, the
loan officer may be their only contact with the MFI. It is important for
clients to be informed immediately when a loan officer leaves so that there
is no chance of fraud by the loan officer.

5.2.3 Strategic Issues

e Become a for-profit institution. For-profit companies have clearer ownership
structures, interested owners, and are less subject to political manipulation. The
greatest advantage is a shareholder structure is the ability to raise capital through
issuing shares, which is a long-term goal of the merged institution.

e Put ownership in a trust. Itis not clear who would be the owner of a new
shareholder company. It could be the NGOs themselves or it could be the NGOs
current board members. In the short-term, it is recommended that the NGOs put
the shares of the new institution in a trust. The trust should be required to
maintain its investment in the new MFI for at least ten years. The trust could be
governed by a combination of board members of the contributing NGOS and
professional persons that have no financial or political interest in the MFI or
Palestine. Over time, the trust could be authorized to sell its shares to private
investors. Alternatively, the new institution could be owned by the NGOs who
commit to maintain their investment in the MFI for period of time (e.g. ten years).

e Investand Lend. One method of creating equal ownership among the partners is
for each to invest (or contribute) the same amount of capital. FATEN and ACAD
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could then lend the remainder of their capital to the new MFI on a subordinated
basis. This could facilitate the transfer of all assets without making FATEN the
majority owner.*!

e Reconsider the branch structure. As a credit led institution, a large fully staffed
branch network does not seem necessary. Communication lines and mail service
are fairly predictable throughout the territories, making it easy for back office
operations to be conducted in a few centers. It makes more sense to limit
branches to just a few, perhaps two in the West Bank and one in Gaza, which
offer additional points of services through small agencies. These agencies need
only be staffed by loan officers and need not be open full days. Accounting and
MIS functions can be centralized in the branches.

e Focus on Gaza. Gaza has greater population and population density, a higher
percentage of low-income households, low costs, and fewer closures. With a new
focus on smaller loans, it is likely that growth will be greatest in Gaza. All three
MFIs are currently headquartered in the West Bank, cut off from Gaza. Given the
larger market in Gaza, it might make sense for the new MFI to be headquartered
in Gaza.

e Keep the focus on women. The consultant agrees that there is a great potential to
increase lending among men and that Palestine men are almost as disadvantaged
as women due to the current environment. At the same time, the mission and
cultures of ASALA and FATEN are firmly rooted in serving women and women
remain statistically poorer than men. It is also fair to say that the situation of men
will improve more quickly than women as the political and economic
environment improves. If the new MFI focuses more on group lending, this will
naturally lead to a higher percentage of female clients.*? In the long term, the
MFI will have to develop a strategy for increasing services to men.

e Reconsider the small loan product. The small loan products of ACAD and
ASALA have the poorest performance and the lowest yield. The loan officers
managing these loans are also the highest paid in the organizations. As discussed
with the directors, small lending should only be offered to a clearly targeted
market that does no otherwise have access to credit, such as women and farmers.
This product should be priced according to risk rather than compared to
commercial banks.

e Shift assets to group loans, seasonal loans, and individual micro loans. Group
loans have the highest quality and return of the all of the loan products, but
account for less than 25% of the combined institution’s loan portfolio. There is
disagreement among the three institutions as to the size of the market for such

*! The evaluator does not have a strong opinion on the distribution of shares between the three institutions.
This recommendation reflects the likelihood that ACAD and ASALA would not be in favor of becoming
minority shareholders in the new institution.

“2 Al three MFIs agree that solidarity group lending among Palestinian men is difficult.
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small loans, but it is safe to say that it is much larger than the $742,000 of group
and micro loans currently outstanding. In addition, the MFI should seek to
promote the individual micro loan product among existing group loan clients or
increase the amount of group loans.*?

e Seek alternatives to PNA guarantors. According to loan officers, the market for
guarantors is already tight. The merged MFI should seek to further expand its
guarantor pool beyond employees of the PNA, to included salaries persons and
business owners.*  In addition, the MFIs should consider and pilot test the use of
moveable property as collateral. While there are legal constraints to seizing this
collateral, the threat of loss may be a sufficient incentive to repay.

** EATEN is currently doing this with “Stage 1” individual loans.
“ ASALA is currently doing this.
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Annex A Scope of Work
CHEMONICS INTERNATIONAL
ISAMI Project Scope of Work - #C1-35-2003

Feasibility Study for the Creation of a Bank for the Poor Through the
Merger of FATEN, ACAD & ASALA

I. Background

Through the FS 1QC Task Order #802, “Building a Microfinance Industry in the West
Bank and Gaza” (ISAMI Project) USAID is supporting a program of technical assistance
and training to commercial banks and non-profit organizations, to develop a sustainable
micro-lending industry in the West Bank and Gaza, targeting its Strategic Objective #1,
“expanded private sector economic opportunities”. Small and micro enterprises conduct
approximately ninety-five percent of the business in the West Bank and Gaza. There is a
need to make formal credit available to these enterprises. Chemonics International and
its partners are implementing the Project to enhance the potential for rapid growth of
micro-lending and to make the availability of this product and other related financial
services a permanent and sustainable feature in the region. This Project consists of seven
components that work to achieve the main objective of establishing a sustainable
Palestinian microfinance industry.

I1. Purpose of Assignment

Three viable Palestinian non-bank small and micro finance provider institutions of
substantial size (FATEN, ACAD, ASALA), have held preliminary discussions at both
general manager and board levels, regarding the possible advantages of merging their
three institutions to form an entirely new entity, a “bank for the poor”, which would be a
licensed, deposit-taking, institution.

Contemplation of such an undertaking requires rigorous examination and analysis and is
a complex endeavor requiring a variety of expertise, some of which the institutions
possess, but some of which they prefer be sourced from outside; the institutions have,
therefore, asked ISAMI, as theirs and the industry’s partner, to involve itself in assisting
where appropriate, with various stages of the merger process; for this first stage, the
feasibility study, ISAMI has agreed to provide a distinguished international consultant, to
work with the institutions in conducting the feasibility study. If the feasibility study
indicates that subsequent assistance from ISAMI is warranted and the institutions request
such, ISAMI will seriously consider providing whatever assistance it can.
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Should the feasibility study recommend that merger to form a bank is feasible, and the
subsequent stages of the merger process result in a viable bank for the poor, the
Palestinian small and micro finance industry should gain an institution which is far more
capable of serving Palestinian small and micro entrepreneurs, than the three institutions
can do separately. Such an institution will be able to combine the diverse lending
specialties, market knowledge, customer bases, capital resources, and personnel
experience of all three institutions, into one institution which should be able to experience
significant cost reductions by eliminating duplicate functions and staff, as well as being
in a position to cross-sell a wide variety of financial products, to the various market
segments each institution will bring to the new entity. Additionally, by being a licensed
deposit taking institution, the bank will be able to mobilize capital through deposits, both
reducing its dependence upon grant funding, but also putting those deposits to use for the
benefit of the Palestinian economy, unlike what is occurring in the case of most of the
commercial banks operating in Palestine, whereby because of those banks’ extreme
aversion to risk, too few of their deposits are being redeployed into productive local
commercial endeavors, and particularly not to the loan capital needs of small and micro
entrepreneurs.

Merging the three institutions to form a bank, will be a phased process, as ISAMI’s
experience with a number of ongoing projects, is that phasing better organizes, defines,
and controls, the tasks which must be accomplished; if the feasibility study concludes that
merger is both feasible and desirable, it will also recommend the subsequent phases
which should follow. These subsequent phases will likely call for the employment of
specialized expertise to assist the institutions with some of the tasks required for
accomplishment in the phases, and it is anticipated that ISAMI will be called upon to help
evaluate the nature of both the process and the tasks, help define how the tasks are to be
accomplished, and assist with recommendations for consultants and selection.

The first phase will be a comprehensive feasibility study of the viability of the
contemplated merger, to include potential strengths and weaknesses of such an endeavor,
potential advantages and disadvantages, a recommendation whether a merger should
continue to be contemplated, and if the recommendation is that a merged entity could be
viable as a bank, a listing of the subsequent phases and tasks which must be undertaken.

I11. Tasks of the Consultant

The consultant will undertake a feasibility study which will examine the viability of a
merger of the three institutions to form a licensed, deposit-taking, bank for the poor; the
feasibility study will focus on the financial, commercial, organizational, markets and
products appropriateness and viability of such a merger and suggestions for adaptation of
the foregoing to a merged entity, but not at this time should legal, regulatory and
management issues be approached comprehensively and in depth, although they do merit
comment. The feasibility study shall include, but not be limited to, the following tasks:
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e Descriptions of each of the three entities, relative to their loan products, nature of
market segment and penetration, capital resources, portfolio quality, MIS
capabilities, management and personnel resources.

e An examination of the strengths and weaknesses of each of the three institutions,
with attention to how such might affect their viability as merged components.

e An examination and description of the resources of advantage to the new entity,
which each of the three institutions could bring to the merger.

e Based on the foregoing, a preliminary examination of both the potential benefits
and disadvantages (if any) a merger could provide.

e Describe potential impediments to merger which currently exist within the three
institutions, as well as characteristics which those institutions might carry with
them into the merger, which could be deleterious to the merged entity and how
those impediments and characteristics might be ameliorated prior to or after
merger.

e To the degree possible with the information at hand, produce financial projections
and analyses intended to demonstrate what will be required for the merged entity
to be financially viable; this analysis and modeling can be similar to that which
the consultant produced for his feasibility study of the viability of a Palestinian
small and micro finance bank subsidiary.

e The above financial modeling should include an examination of loan capital
requirements for the merged entity and the impact on financial viability if loan
capital must be borrowed from the commercial market, as is being done in Jordan.

e Make recommendations for type, range and pricing of products the merged entity
would need to offer in order to be successful; this is not only necessary to
illustrate the entity’s product strategy, but necessary to enable the financial
viability modeling to be undertaken.

e Prepare staffing break even analysis calculations regarding case loads per loan
officers, using current assumptions and presenting options as to how these
breakeven points can be reached.

e Suggest an organizational structure appropriate to the new entity, to include
headquarters, regional and field offices.

e If analysis, observation and research indicate that a merged entity could be
commercially and financially viable and likely affords more advantages than the
three institutions remaining independent, recommend the next phase in the merger
process, and the tasks therein, which should be undertaken.

V. Deliverable

The deliverable, is a feasibility study (based around the “Tasks of the Consultant”, above)
which thoroughly examines the viability of FATEN, ACAD, and ASALA, merging to
form a bank for the poor, and should the study conclude that such a merger is

commercially sound and financially viable, makes recommendations for tasks to be
undertaken during the next phase of the merger process.

V. Qualifications
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Preferred qualifications:

e Several years experience formulating business plans for microfinance institutions,
restructuring microfinance institutions, and redesigning/re-pricing microfinance
institution products.

e Expert in financial analysis and financial modeling, extrapolations and
projections, using a variety of modeling techniques.

e Extensive experience in organizational analysis and formulation.

e Commercial or investment banking experience.

e Experience formulating and conducting/supervising/overseeing financial

institution mergers.
VI. Level of Effort and Timing

Thirty-two days Level of Effort, including travel, is required for this SOW. This LOE
includes 30 days for completing the feasibility study and two days of travel.

VIl. Reporting

The consultant will report to the chief of party or his designee.
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Annex B List of Persons Interviewed

ACAD Samir Barghouti Director

ACAD Ahsraf K. Al-Zein Credit Manager

ACAD Fahmi Mustafa Finance & Administrative Manager
ACAD Mohsen Abu Ramadan | Gaza Branch Manager

ACAD Aladdin Saga Gaza Branch Loan Officer/Attorney
ACAD Khaled Khateeb Nablus Branch Manager

ACAD Loan Officers (2) Nablus Branch

ASALA Reem Abboushi Executive Director

ASALA Miranda Mina Financial Manager

ASALA Mary Sarraf Senior Project Coordinator
ASALA Do’a Wadi Project Coordinator

ASALA Samy Hammoudeh Gaza Branch Manager

ASALA Nancy Missak Group Lending Operations Manager
ASALA Loan Officers (4) Gaza Branch

FATEN Fares Abdel Nour Finance Admin Manager

FATEN Product Development Specialist
FATEN MIS Specialist

FATEN Accountant

FATEN Amani Ali Gaza Regional Manager

FATEN Hebron Regional Manager

FATEN Shireen El-Basha Ramallah Branch Manager
FATEN Gaza Branch Manager

FATEN Loan Officers (3) Ramallah Branch

FATEN Loan Officers (4) Gaza City Branch

ISAMI Jim Whittaker Chief of Party

Palestinian | Elen Saba el Baba Coordinator

Network

PBC Chris August CEO

USAID Johny Zeiden Private Sector Specialist

USAID A Hidmi
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ACAD, ASALA, and FATEN



Palestinian
Microfinance Bank

Assessing the Feasibllity of a
Tripartite Merger




INTRODUCTION

Examine what is said, not

him who speaks
Arab Proverb




Purpose

Descriptions of each of the three entities

An examination of the strengths and
weaknesses of each of the three
institutions

An examination and description of the
resources of advantage to the new entity

A preliminary examination of the potential
benefits and disadvantages (if any) a
merger could provide

Describe potential impediments to
merger which currently exist within the
three institutions and how those
impediments might be ameliorated prior
to or after merger

Produce financial projections and
analyses intended to demonstrate what
will be required for the merged entity to
be financially viable

Examine the capital requirements for the
merged entity and the impact on financial
viability if loan capital must be borrowed
from the commercial market

Make recommendations for type, range
and pricing of products the merged entity
would need to offer in order to be
successful

Prepare staffing break even analysis
calculations regarding case loads per
loan officers

Suggest an organizational structure
appropriate to the new entity, to include
headquarters, regional and field offices

Recommend the next phase in the
merger process, and the tasks therein,
which should be undertaken.



Methodology

e Interviews with key
headquarters staff

e Interviews with West Bank and
Gaza Branches regional and
branch managers

e Discussion group with loan
officers

e On-site review of documents
and manuals

e Financial analysis and review

e Mission and objectives
workshop

e Review of surveys and
evaluations




Disclaimer

e Time was limited

e Not all financial information was available

e Only a limited number of branches were
visited

e Data collected is a mixture of self-reported,

ooth verified and unverified

e Projections are basic and will be refined




MFI Mergers

e Typical Reasons for
Increase market share
Improve profitability/sustainability
Reduce costs
Gain banking/financial license
Increase products and services
Access funding
Raise new capital
Provide career path for employees




et
3
Stated Reasons to Merge :
ACAD | ASALA | FATEN
Shared Vision XXX XXX XXX
Shared Mission X XXX XXX
Need Funding XXX
Avoid Competition X XX
Access New Markets XXX XX
Careers for Staff XX X X
Acquire New Technology XXX X X




Additional Reasons to Merge

ACAD ASALA FATEN
What eExpertise in Micro lending | eCapital eMomentum
eQuiality portfolio eFuture Funding eStrategy for
th ey eStrategy for sustainability | eAccess to new markets sustainability
lack eFocus eInfrastructure eEfficiency
eDelinquency management | eSufficient Fin/Admin
eDecentralization strategy | eDecentralization strategy
Wh at eCapital eMomentum eCapital

they
offer

eDonor contacts
eRural expertise

eStrategy for growth
eFocus

eQuality portfolio
eEfficiency

eQuality portfolio
eFuture Funding
eGeographic coverage
elnfrastructure
eSufficient Fin/Admin

eDecentralized
Operations




Review of the Institutions

AsofAugust | ACAD | ASALA | FATEN
Clients 425 1,225 1,920
% Women 2.6% 100% 99%
Gross $1.59mm $1.08mm $0.91mm
Loan

Portfolio

Assets $2.15mm $1.38mm $5.58mm
Avg. Loan $3,753 $882 $467
Size

Staff 15 15 75




ACAD

e Specialized in rural clients

e Individual lending (micro and
small)

e 70% of loans > 1 year

e Concentrated in North/Central
West Bank

e 72% of portfolio in small

e Pursues donor-funded
development activities

e Significant European Union
funding

000
00
(Y X
00
o0
O
30-Aug-03 | 31-Dec-02
Adj. Net Op.
Income -$542m -$728m
Financial self-
sufficiency 13.9% 9.7%
Adjusted ROA -47.9% -42.3%
Portfolio yield 10.0% 7.6%
Portfolio at risk 30.8% 64.6%
Adjusted write-
Offs 26.5% 61.6%
Growth in loan
portfolio 118% -2%
Clients per loan
officers 106 71
Clients per staff 28 15




ASALA

30-Aug-03 | 31-Dec-02

Adj. net op.

income -$459m -$375m
Financial self-

sufficiency 22% 34%
Adjusted ROA -60.4% -26.5%
Portfolio yield 17.7% 21.6%
Portfolio at risk 24.6% 22.2%
Adjusted write-

Offs 6.8% 17.2%
Growth in loan

portfolio -1% 63.5%
Clients per loan

officers 136 130
Clients per staff 82 78

Specialized in lending to
women

Group lending and individual
(micro and small)

Concentration in Gaza (group),
Jenin and Ramallah
(individual)

Affiliated with Catholic Relief
Services/Oxfam Quebec
Some funding from Codespa

60% of portfolio in group and
micro



FATEN

e Specializes in group lending
for women

e Offers group and individual
(micro and employee loans)

e 60% of portfolio in micro

e Serves entire Gaza and West
Bank

e Affiliated with Save the
Children

e Significant USAID funding

(Y X
o000
(Y XX
00
o0
O
30-Aug-03 | 31-Dec-02
Adj. Net Op.
Income -$283m -$585m
Financial self-
sufficiency 37% 42%
Adjusted ROA -71.7% -11%
Portfolio yield 27% 37%
Portfolio at risk 7.6% 12.3%
Adjusted write-
Offs -11% 21.2%
Growth in loan
portfolio 99% -65.8%
Clients per loan
officers 56 37
Clients per staff 26 19




SWOT Analysis

ACAD ASALA FATEN
Strengths | eCapital eBest practice group & | eBest practice group &
eLiquidity micro loan product micro loan product
eReputation productivity eLiquidity
eEfficient allocation of elnfrastructure
assets _ oCrisis strategy to
eAggressive preserve assets
Weak- eLow profitability eLow profitability eLow profitability
nesses eLow yield eLow yield on small eLOow productivity
ePoor asset quality loans eDeclining yield
eHigh losses ePoor asset quality on | ¢High overhead

eLack micro experience
oEligibility requirements
eSlow disbursement
eControls

small loans
eLack capital, liquidity
oMIS

eDefensive
eMissing Director




SWOT Analysis

ACAD ASALA FATEN
Opportunities | eContinued EU eGrowth in Gaza eMedium-term USAID
funding eGroup lending in support
¢SIDI funding West Bank eNew product
eMerger eMerger development
elnfrastructure
eMerger
Threats eRestricted access to | eRestricted access to eLimited access to

clients

eTrouble with legal
collection

eCompetition

eFFOCUS 0ON
development projects

eSaturation of
guarantee market

clients

eLack access to
additional funds

eCompetition

clients
eCompetition

eSaturation of
guarantee market

eNo long-term funding




j’p Warning Signs

Issue Institution Comment

Asset Quality ACAD, ASALA ACAD PAR > 365 days = $401,678 (25.2%)
ASALA PAR > 365 days = $73,516 (6.8%)

Insufficient Reserves ACAD 7.8% of recommended
Low profitability ALL Failure to prove sustainability
Non-profit mentality ACAD Focus on development projects, low pricing of products
Excess staff FATEN Unwillingness to cut staff in response to crisis
Opposition of staff to FATEN Non-management staff expressed opposition
merger
Lack of quality ASALA MIS and accounting not currently functioning
data/Incomplete Audit
Unclear ownership/ ALL NGO structures, no controlling entity, non-professional
Control boards
Lack of internal audit, ALL No audit function, varying internal control weaknesses
some controls
Rapid growth in new ACAD, FATEN Micro lending with grace periods, Employee Loans
product
Donor dependence ACAD, FATEN EU, USAID funding has allowed inefficiencies




Merged Institution Analysis

Seek counsel of him who makes you weep, and
not of him who makes you laugh

Arab Proverb



Outreach

As of August 2003

Clients 3,600
% Women 88%
Gross Loan $3.58mm
Portfolio

Assets $9.1mm
Avg. Loan Size $996
Staff 105

(YY)
0000
0000
000
o0
O
Gross Loan Portfolio
Solidarity Group 742,969
Fast Loans 41,417
Micro Loans 925,409
Small Loans 1,462,871
Employee Loans 366,680
Total 3,539,346




Indicators

30-Aug-03 | 31-Dec-02

Adj. Net Op.

Income -$1.2mm | -$1.7mm
Financial self-

sufficiency 24% 29%
Adjusted ROA -22% -20%
Portfolio yield 17% 23%
Portfolio at risk 23% 35%
Adjusted write-

Offs 11% 19%
Growth in loan

portfolio 63% -17%
Clients per loan

officers 74 57
Clients per staff 34 26
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Growth/Cost Control Scenario |:

e 50% growth per annum in micro lending (group and individual) per year

e 5 branches with village offices

e Case load of 300 for group loans and 90 for individual by 2005

e Additional $7mm in grant funding for loan portfolio

Outreach

2003 2004 2005 2006 2007 2008

Clients 3,586 5,246 7,735 11,465 17,058 25,444

% Women 88% 94% 91% 90% 89% 90%

Growth in

Clients 35% 46% 47% 48% 49% 49%

Gross Loan

Portfolio 3,586,896 4,291,203 5,725,551 7,619,189 | 11,313,986 | 16,606,698

Growth in

Loan

Portfolio 63% 38% 33% 33% 48% A47%

Average

Loan Size 996 818 740 665 663 653
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Growth/Cost Cuts :
Profitability 2003 2004 2005 2006 2007 2008
Net Operating

Income (1,748,932) (1,062,306) | (553,054) | (487,015) (82,407) (173,003)
Portfolio Yield 17% 24% 23% 26% 25% 26%
Operational Self-

Sufficiency 24% 46% 68% 78% 97% 95%
ROA -7.0% -2.7% -1.2% -1.1% -0.2% -0.3%
Asset Quality
Portfolio at Risk > 90

days 23% 5.0% 4.4% 6.6% 3.5% 3.1%
Write-offs 11% 4.4% 3.7% 7.2% 2.6% 2.1%
Efficiency
Loan Officer

Productivity 75 101 184 216 219 223
Personnel

Productivity 34 50 93 121 136 158




Growth/Less Cost Control

e 50% growth per annum in micro lending (group and individual)
per year
e 5 branches with village offices
e Case load of 150 for group loans and 50 for individual by
2005
e Additional $9mm in grant funding for loan portfolio
Outreach 2003 2004 2005 2006 2007 2008
Clients 3,586 5,246 7,735 11,465 17,058 25,444
% Women 88% 94% 91% 90% 89% 90%
Growth in Clients 35% 46% 47% 48% 49% 49%
Gross Loan Portfolio 3,586,896 4,291,203 5,725,551 7,619,189 11,313,986 | 16,606,698
Growth in Loan
Portfolio 63% 38% 33% 33% 48% 47%
Average Loan Size 996 818 740 665 663 653
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Growth/Less Cost Control s
Profitability 2003 2004 2005 2006 2007 2008
Net Operating Income (1,748,932) (1,247,393) | (1,301,468) | (1,220,166) (596,416) (704,040)
Portfolio Yield 17% 24% 23% 26% 25% 26%
Operational Self-

Sufficiency 24% 42% 47% 59% 80% 84%
ROA -7.0% -3.2% -3.0% -3.0% -1.2% -1.0%
Asset Quality
Portfolio at Risk > 90

days 23% 5.0% 4.4% 6.6% 3.5% 3.1%
Write-offs 11% 4.4% 3.7% 7.2% 2.6% 2.1%
Efficiency
Loan Officer

Productivity 75 81 112 145 183 193
Personnel

Productivity 34 44 64 88 114 135




000
0000
0000
000
Slow Growth/Cost Cuts :
e 15% growth in micro loans (group and individual)
e 4 branches with village offices
e Caseload of 300 for groups and 90 for individual
e No additional grant funding needed
Outreach 2003 2004 2005 2006 2007 2008
Clients 3,586 4,110 4,711 5,401 6,193 7,102
% Women 88% 94% 89% 88% 86% 86%
Growth in Clients 35% 15% 15% 15% 15% 15%
Gross Loan Portfolio 3,586,896 3,766,309 4,355,447 4,920,246 5,892,219 6,894,280
Growth in Loan
Portfolio 63% 21% 16% 13% 20% 17%
Average Loan Size 996 916 924 911 951 971
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Slow Growth/Cost Cuts :
Profitability 2003 2004 2005 2006 2007 2008
Net Operating Income (1,748,932) (807,431) | (390,908) (319,486) (152,516) (200,101)
Portfolio Yield 17% 25% 23% 24% 23% 23%
Operational Self-

Sufficiency 24% 51% 71% 78% 89% 88%
ROA -7.0% -2.1% -0.9% -0.7% -0.3% -0.4%
Asset Quality
Portfolio at Risk > 90

days 23% 10.2% 9.9% 11.2% 9.1% 8.7%
Write-offs 11% 7.1% 6.9% 9.5% 6.3% 6.0%
Efficiency
Loan Officer

Productivity 75 114 162 193 200 203
Personnel Productivity 34 52 75 84 88 96




Observations

Sustainability under all
scenarios is long-term

Structural issues must be
addressed

Yields on individual micro and
small loans are low

Costs for individual loan
officers are high

Case load targets for individual
micro loans are low

Loan officer/staff ratio is low

Margins are too low to accept
commercial loans

Gaza is more profitable market

Need to analyze profitable of
individual lending

Increase yields
Increase efficiency
Systematize
Gaza as primary market
Growth potential
Higher margins
Lower cost
Higher population density

Streamline branch model



To merge or not to merge

e Yes, If:

Prepared to cut
infrastructure

Willing to cut staff

Can address structural
Issues

Branch Structure
Salary structure
Individual loan costs
West Bank efficiencies

Have donor support for
merger costs

Able to win consensus of
boards and senior
management

e Need to:

Shift assets to group
lending

Reconsider individual micro
pricing

Find ways to increase
individual micro caseload
Reduce small lending

Focus on core groups that
lack access (farmers,
women)

Price according to risk and
delivery cost

Write off bad debt
More attention to Gaza



000
000
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Mergers
Successful Mergers Unsuccessful Mergers
Highly capable leader Poor leadership
Committed senior No clear plan
management Conflicting corporate
Defined approach to cultures
integration Overestimation of synergies
Speedy decisions Inadequate due diligence
Measurable goals and Slow integration
objectives

Unclear decision-making

Dedicated team leaders Poor communication

Financial and human
resource due diligence

Continuous communication



Merger Questions

e |s this a takeover or a merger?

e |Is this a merger of equals?

e Is this a full integration or minimal
Integration?

e Are there options to merging?




Key Milestones

e Donor/Board approval e Preparation of a

e Merger strategy business plan
agreed e Shareholders

e Agreement of intent agreement

e CEO/Merger Manager © Operational merger
selected begins

e Announcement e Full integration

e Formal and Informal complete

due diligence
e Integration planning



Letter of Intent

Non-binding

Expiration date

Purpose

Expectations

Roles and responsibilities

Conduct
Collaboration
Disclosure
Ethics

e Due diligence description
e Cost coverage

Trust in Allah, but tie your
camel

Arab Proverb

Identify Steering Committee of board
members

Characteristics
Committed to merger
Available to participate in planning
Responsibilities
Select/hire senior management
Oversee due diligence
Participate in planning
Have support of senior management
Select CEO or Merger Manager and
appoint merger task force
Manage due diligence
Communicate to staff

Agree on integration strategy
Speed, decision-making process
Communication
Need/use of consultant
How Reassure staff



Due Diligence

Legal and governance
By-law, registration, taxes, board
Financial audit

Statements, procedures, contracts or
liabilities, reserves, bank accounts

Portfolio audit

Loan contracts, payment records,
delinquent, collection actions

Human resource inventory

Contracts, payroll, benefits, incentives,
side agreements

Identify indispensable staff
Fixed asset inventory
Donor agreements

Commitments, restrictions
Cultural due diligence

Structure interview with management staff
Survey of field staff

Conduct informal due diligence

Arrange for exchanges and management
and middle management staff

Organize events for field staff

Communicate
Reassure staff

Develop communication system for all
institutions

Provide regular updates on process

Time is of the essence

Timely is better than perfect, forgo time-
consuming processes

Set deadlines

Use local audit firms for financial and
portfolio audit

Use staff for human resource and asset
inventory

Identify deal breakers and tough issues
Identify issues, be transparent
Resolve as quickly as possible
Win steering committee approval



Strategic Planning

e Strategic Plan o

Mission, vision, values
Goals, objectives
Organizational

structure/facilities °

Financial projections

e OQOperational/Transition Plan e
Activities with deadlines o

Assign responsibility
Targets

Budget

Technical assistance needs

Address all important issues
do not defer until later

If more information needed,
list preference

Be clear on how decisions
will be made

Use a trusted facilitator
Produce a written plan



Key Issues to Resolve

Issue Comment Recommendation
Legal For profit v. non-profit For-profit, either commercial company
Structure and/or specialized bank
Ownership Broad based ownership or closely Closely held, preferably in trust. Strict by-

held, distribution of equity laws on use of funds.
Governance How are selected, roles and Selected by shareholders, professional
responsibilities persons
CEO How to appoint or hire Select one, competitive process with
preference on internal, limited contract
Senior How to appoint or hire Select one for each position, internal,
Management selected by Committee & CEO

Donor funds

How can donor funds be used by new
Institution

Begin immediately, gain written agreements

Layoffs

How to reduce redundancy

Promise no layoffs for period of time, offer
Incentives to leave, set transparent criteria

Transfer of
assets

As equity or liabilities

Initially as liabilities




Changing Role of the Board

Ranked according to Non- For -
Importance Profit | Profit

Assess Management 1 4
Monitor/Review 2 3
Financial Performance
Approve Budget 3 2
Conduct Strategic 4 1
Planning
Review Audits 5 5

Characteristics

Financial

Legal

Funding

Marketing/Public Relations
Social/Cultural

Ethical

Responsibilities

Business planning and budgeting
Strategic planning
Approval/oversight of operational
planning & budgeting

Risk management and oversight

Fiduciary responsibilities
Internal audit
External audit

Management assessment and
accountability

Hiring/overseeing CEO



How to manage staff

Need to sell idea to staff

|dentify strong staff and win commitment to stay
State expectations for performance and cooperation
Promise job security for period

Open new positions to competition

Offer departure incentives for redundant staff
Set transparent criteria for staff selection
Integrate offices quickly

Communicate, communicate, communicate
Address rumors directly

Organize social events



000
000
o0
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Integration Planning
e Utilize Teams e Select strong team leaders
Products & Services Report to integration task
Human Resources force
Finance/Administration Coordinate activities
MIS |dentify and request support
Audit needed
Legal/Taxation Consensus first, then refer

to task force
Organize training

Work with consultants, as
needed

Governance
Communication/Marketing
Decentralization/Controls
Fixed Assets



Annex D  Financial Analysis Spreadsheets of

ACAD, ASALA, FATEN
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Adjusted Income and Expense Stalement

Crganization;
Curmency: U5, Dellar
Period Ending: H-Bag-03 Previous Period Ending 31-Dec-02
Numibar of Modm B Mumbser of Months 1z
Excharmge Rale: 1.00 Exchange Rate: 1.00
Cumency: USD
Unadjusted | Adjustments | Adjusted 1 Unadjusted | Adjustments | Adjusted
Fananeial Ineeims and Exp
AurermsT oo Loun Porflio TG, 200 = TEL240 §7.337 — BT 531
F Ferr and Commarions on Lass Porfolio 3,693 R 3,693 T8 LS 7ol
3 Firancul Revetue flef Loan Porssls 2,503 X 82533 EZ059 AME 8,085
Firanzial Ravardk frem Cthar Fisansial Ascaie
= _ 532 XXX 4 532 13,274 KK 10,274
BT 485 7465 TB.333 78.333
] infererd and Few h—mﬁ-rmh f XX " - KEX v
I Mreresr arvd Fet Expina s N GO s
] Beruwigs : oSN : - 200K :
TrPRriEl vl it EXpanie % Cofe HRsonal
O Bamiwig : XXX . - XK .
S |Firancial Expecsr on Labities . EEE - - R -
T |Het Ieflalizn AZjuilmenl Espanas 5 = = = 5 5
lmmw FTrer
12 HEE = = EEK = =
11| Ether Faansa Expefass = XX . X 550 XK 3 E50 |
e - KEX : L a0
1ZHET FINARCIAL INCOME BT, 455 BT, 455 74,543 T4,B43
{Cehier Reverain reloed ie Findnsial Serdizes
13 - XX . - EXE .
14 (Loan Lars Provison Expenr)] {3542 ;.m.m,n (450, 294) [T.52 554 390 (555913
15 Rucowary on Lowns Wralen-oil 236 X i '_3'1‘ - -
18 {28, 155 N (483,058 (1523} O {555,613
Exp
17| Perseanel Expefie 71,084 XN 1,084 141,915 ey 141,918
18]  Awnf s Uit 8. 167 A 8 167 27. 155 EEEy 27,755
18] Tramsoman T80 ey 7] - 1,693 |
| Offics Tupspdas 2 500 Eeiy 2 508 B 74T ey & 147
21| Depresison snd Amozarian 11.735 A 11.735 4.7d4 EEEy 474
22| Other Admnmiate ETsenoer 5937 XXX 5937 24,302 A0 4. 708
23 {Admnisarye Espensa 3o 127 EEE 127 B 55D KKK BE BRD
24 | Adpustret Sor In-Kind Pereone Sulrsidy e 3T TEQ 37,760 EEX 35 820 38.820
AdusmEst bef InXKiad Dofdbosa of
25 |Admmistrasve of Fioed duest Subad EEX 7500 7.500 KK = =
26 Ao, 211 L 146,471 208 536 EMM 247 415
27 |WET OPERATING INCOME (41, 904) T (542,084 (135,475} KK e
Hon-Operating Income and Expenses
78| Nooopereong Revesue 227 624 e 23T 624 214 06T XK 214,087
28| [Won-goweiing Broancy {200, 714) EEEY (200 7 14) [TER. 2415 A0 {189, 247))
30 | et Kan-Opefating Income EE'I'I EXX ZE,511 2£ 828 Ly 24,876
RET INCDME REFORE TAXER AND DORATIONS
1 - — (15,00} e {515,15%) (110,845) — (703 B
37 |Conetzre = 5 [ Sar 20,512 = 20,512 4838 = 4828
33| Maxes} - L - = KKK -
RET NCOMENLDEE] AFTER TANES AND
14| DOHATIONS £ dmg A (484 E43) (105811} HEK (E88,031)
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Paricd Emding: F0-fusg-03 Previous Period Ending:  31-Deci2
Amnualization Factor: (il Annuzltzation Factor 1
Exchange Rats: 1.00 Exthange Rate: 1.00

“Indicsaiors are calculaied on anfualized bagis

[ RN CALCULATION TRDICATOR _CRLCUCKTION THEICKYGK]

Financial Wiability

Todal Finamcial Revenue - Tatal

Mad Financial Margin® Financisl Expanss AT AGS 6.0% T4, B43 3T%
Awerage Tolal Asseis 2,200,061 2,001,445
Adjusted Nal Financial Mangin® Adjustad (Financisl Hevanue -
Einancial Expenss} BY 455 T.7% 74,643 4.3%
Ayerage Adjusied Assets 1,686,431 1,724,251
Oparating Margin® el Unsraie Income {41,534 2% (138,475 6.8%
Average Tolal Asaeis. 2,201,061 20014458
Adjusted Dperaling Margin® Adjusied Met Uperating Income (542.064) -36.0% (T28.685) “3E.4%
Avernge Assols 2,201,081 2,001,446
[Profit Margin PHEL LIDBIHLNG Inome (41,834) ~4T.9% (138474 AT2.8%
Op=saling Reverue BT AES 78,333
Operalional Seif-Suficiency 1ot Upeentng Income BT 465 67.6% 78,333 3E.6%
Financisl and Oparstieg Cosls [+} 120,399 213,804
Loan Loss Prowisicn Exparsa
Financial Seti-Suificency L8l UIpSraling Incoine AT 405 13.59% 78,333 LT%
Finarrial and Operating Costs(+) 620,529 07,018
Prosision (+) Financial
Adjustments
Hetum on Asseis® Pl LADTBRNG INeCime [41,534) &1 [135475) £.0%
Awarage Asoels 2,201,061 2001 440
ADUSIR HSIIIT OR ASSEIE" Het | _[m AT 8% —.M 2 T
Adjusisd Average Assels 1585431 1,724,251
Hgum on quity® [ U BN INEDiE [41.934) 2% (135475} TE%
fuwerage Equity 1,908 650 1,732 450
ANJUSIE HEAT O gty Adussted Met Uperatng incoma [542 054) ~5T.8% (T35 BRE) E0.1%
Adpested Avarage Equity 1,404,028 1,455 364
AssotiLiability Mansgement
AGusing Fnanosl Heverus om
Portiolo Yiekd® Loan Portfolio B2 33 10.0% B2.050 TE%
Average Gross Loan Postfolio 1,242 455 e 00 s
Efectve Inlensst Hale with Hespet  EAecov Interasl Hata Lharged by
Iy Compatitors MFI A5 6% B0.0% 150 BO%
HAwerage Efsctive Interest Rabe of
Major Compatioes 25 0% 2500
Currenl Ralia Sihori-Sen ASSRE B51.711 B8 1,637 852 BT 14
Ghori-term Liabilias 11478 15531
nlenesl aned e Expense on
Funding Expansa Rafio” Funding Ligbiities - 0.0% - 0%
Averags Groas Loan Porlolia 1,242 455 BSS 005
Elesfesl A | ee EXpense on
Cost of Funds RiaSio® Funding Lishiitias - 20V . CLE
Average Funding Lisbiities = .
Db io Equity Ratio bunding Listmes . . . .
Avermge Equity 1,508 550 1,73 A4S0
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Financial indicators
Organkzation: ACAD
Currency: LS. Dallar

Period Ending: e-Aug-03 Prewious Period Ending: 3-Dec-02
Anmualizaticn Factor: BST Anmnualtzation Facior: i
Exchange Rate: 1.00 Exchange Rsie: 100
“Inccains are calculaled on annualized basis
FORMULA CALCUCATION INDICATOR _ CALCULATION INDICATOR]
Loan Officer Prodectiviey MUMDET O HOmmwers £25 1083 ZE4 TG
Musmber of Credit Officers 4 4
Perzannol Productivity Humier of Lhenis 425 283 4 149
Muimbear al Stal 15 19
Operaling Experde Ralia* Diparaiing experEs 101211 B.0% 208 555 10.4%
ANmTagn ARRats 2201 081 2,001,445
Cost per Clent” DparEing Spaiss 101,211 2825 204, 555 $TH0L54
Average Tolal Clients 355 290
Ciosts per Loan Dperaling Spares 10,211 $0.10 208, 558 b5 d ]
Totsl Vela of Loars Disbursad 095,150 104, 500
Portfolio Quality
Value of Payments Past Dua 1 or
Arsas Raln Bitioe Doars 435 387 36.8% - 0.0%
Greas Loan Poriiolia 1,183,373 £08 61T
Walug of Loan Halances ior Loans
Portiolo gl Risk > 90 Days with Pasi-due Payments 491,267 30.8% 574 573 BLE%
Gross Loan Portfolio 1,585,052 BHD, A58
Adpssied Value of LOBNS  YTien.
Adjusted VWrite ON Ralio O 472,899 26.5% 548 355 B1LE%
Gross Loan Portiolio 1,505,052 &R0 058
Risk Coversga Ratio Loan Loas Heserve [ Rk 14.0%, 33,308 BE%
Portialo al Risk > 90 Days 401,267 574,571
Dutresch
Tolal Humbar of Chents &1 End ol
Humbss of Chenls Period 425 i T
Arnnual Growth in Nomber ol
Clienis* 5% %
Perceniage of Female Chenls laotal Actve Hemale Lienis 1 8% T 25%
Tokal Active Clents 425 284
Ginpath in Geoss Loans Duistandieg®
A18.5% St N
Ayersge Duistanding Loan Balance Gross Loan Portolo 1,595,057 3, 75308 389,558 35,1335
Humber of Active Bommwers 425 284
Ayerage Valus of Loan Disbursad Miakue Ol Loans Lssburssd 315,150 £818.58 A0 560 418750
Mumber of Loans Disburssd 1M 24
#verage Duistanding Loan Balanca [UISDY) §3.753.08 $3,133.30
Average Vialus ol Loans Disburssd (UED) £ B{8. 59 S 187,50
CHM-031005-A0AD Financial Analysis Spreadshents Page 5
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LS Oollar
Paricd Ending: Prevvicun Pericd Ending: AN -Damc-03
Hurmber of BHontha: Humber of Morntia:
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L

B

[ mrmen iy e e e Hﬁ
of yoar 1o 2448379
3 7
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VI E———— FoET [

arel ol of yoar ten 1 B0 B&4
EE of Aciwe Clanis [End of Parngy |uu.um:l-u?--dug I T |
(F] 'i:ummfi-r-qﬂ LI

of mciive femaks clenis o end of yeor
proaaded by portiolo repon of ofer

Mumiter of ADUw® BOMowes ol ity of LAY DOIMowers B e of
demmmﬂ | Litn
Mumter of active clisnis al e of year

I of Bl Rl B i Ul B eqpuewiant

el helr® paymeenis: 1100 cays PRl a3
[prriodin meporiy. The snakyd snoidd be
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creemr 1 B0 o
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Adjusted Income and Expense Statement
Organization: ASALA
Currency: U.5. Dellar

Period Ending: 30-Ang03 Previcus Pericd Endang: 31-Dec-02
Hismbar of Mom B Mamibsa af Bontlus: 12
Exchangs Rale: 1.00 Exchangs Rale: 1.00
Curency: USD
Unadjusted | Adjustments Adjusted Unadjusted | Adjustiments | Adjusted
Fimancial Ineesmns and Exp
____ frumrwaron Loin Parolie T, 154 - TI7, 154 177,500 - 177,500
2 Fewr and Comm=irionr on Loun Ponisia 0,590 X 0. 590 11,548 X TLE4
AlFirarcal Reveaus from Loan Persele 127,744 FEE] 127,744 185 143 XX 189 145
{Fincacial Ruvssus from Gther Financial Acais
4 ELE] X k] 338 EEX 2,338
Fismacil 128,057 128,057 161, 487 181,487
5| Inrerer and Fee Expenee on Deporine - L - - XX -
|' irtnreal and Fee Expenae on Commencial
8 Barourgs - it - u XXX -
IFrerTid afvd Fia Exsese ot Cofoiannhs!
f Horrewings - Lt = - XXX -
B[ Fira o) Exgenes & Libd s . FEE B - R -
5[ Nt IaNatien Adurtnam EXpRnEE - - = = 3.105 3.105
Eobuisized Cosl-gFusds Adustmest Eapnis
10 K 250 250 LS 253 250
11 [Othar FRanzial Expenaed . FE . - F T .
— S— =1 A — AAR - — ARR ik
12 [NET PIANCIAL iRCOMT 128,057 127 BT 1681 257 788,132
|l:||:h-|1' Aerweaiis lehatad 1o Fifancual Selvees
13 - e - 104 EEx 104
Ht (Lot Livas Provhuos Expenag) . (258 24 {363 284 - (283 251i] [ FELTT]
15 Recavery o loans Wrimsa-off - Feed S | - ~ -
[ = 3K (385,264)| . iy (282 351
_tmhrwm
17| Prrecnrel Expenss 158,507 iy 156,597 164,568 ey 164 569
18]  Rent e Daiites 12,607 KKK 12.607 43, Fah Xxw 43, 746
19  rewsoTain 3282 HEE 3282 £ 287 XEE B.581
0| Office Soppbes 5.314 XNX B.314 11,324 e 1324
21| Dwprecirion asd dmortitation 13,088 XXX 13,088 27,405 P g 27.405
T2 owher Adninkrativr Expenses 37505 200¢ 27,505 27,085 SO0L 27.085
I3 Admiraeative Eepanss 54,756 K 64, 7TH6 116,541 AR 116,541
FT] Ter I5-HEns Parcensed Sutccty W, - . PR i B .
- for h-m-ﬂ e e
=] B FIED BT SuTENNEE SRS = - A_A_A. - L
ol 221,383 £ 21,383 281,199 EEE PR
z‘.|'|HE'I' GRERATING IHOGHE (83,3385 | WA {258 BT 13 Lﬂﬁm] TR 375.225)|
Nen Intome and sks _ .
ZE|  Nof-operaling Reveris 43 K 430 - ey -
0| Mon-opering Expeni . MK - [2370) XK {2.370)]
430 O 430 XXX {2,370
o2, KX (458,441 | XEX ur_?,g;i
1o%, TS0 - 108,730 Nl - 28,34
- KEE = - X -
16,844 EEE [14B.681]) 163.6419) EEE (348, 24T}
CHM-OX1005-ASALA Financial Analysi Spreadsheels Page 2 Cenliderzal
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Financial Indicators
Organization: ASALA
Currency: U5, Daollar

H-Dec-02

130.0

14.5%

21.2%

1T.2%

-

E

Period Ending: 30-Ausg 03 Previous Perlod Ending:
AnnaliEstion Factior 0.687 Annualization Factor:
Exchange Rxte: 1.0 Exchange Rais:
“Indicaliors are calculalsd on annuslized hasss
FORMULA EALEUCATION _TWORATOR __ CALCULATION TWDICATOR]
EfficlancyiProduwctivity
Loan Officer ProducSity HumbaT of ECITCWars: 1,225 138.1 1,170
Humber of Credit Officers 8 ]
Parsonnal Productiviey [ALATDET 00 LoSSlE 1,225 BT 1,170
Mumbsss of Stalfl 15 15
Dperaling Expenes Ratio® Dperaling gxpanse 2d1.350 22.T% 281,110
Awerage Assels 1,483 85T 1,584 783
Cosl par Chant® Liperatng Expense g-,m §3TaR 281,110
Average Tokal Clenks: 1,168 1,024
Costs par Loan LInersirg Lpenieg 221,353 $0.32 281,110
Totsl Value of Loans Disbursed 683,000 853,200
Postfalie Quality
Walue of Fayments Hast Luwe 1 or
Areas Rate Mors Dav 163,883 16.3% 134,078
Gro&s Laan Portfolo 1,007,930 T E0T
“alue of Loan Balances for Loans
Portfolio &1 Risk = 80 Diays ith Past-due Payments 266,001 246% 241,073
Gross Loan Portfolio 1,050 646 1,088,035
Adjusied Valug Of Loans  WNOen
Adjusied Wite OIf Ratio o T3.516 BES B0 2587
Groes Loan Poriiolo 1080 645 1,085,035
Fisk Coverage Rafio Loan Loss Hesanm - o -
Portfolio at Risk = S Days 268,031 241073
Outreach
Todal Mumbar of Chenks al End af
Mumber al Clients Period 1228
Annual Growsh im Mumbser of
Chienis® T1%
Prrceniaga of Femals Cliants L iz Arirve Femeks Lisns 1225 100.0% 1,170
Talal Acve Clhenls 1,225 1.170
Giroeysh in Ginoes Loans Outstending™
AT
fwerage Ouistanding Loan Balance Gross Loan Portiole 1,080 548 BEL 18 1,086 035
Humies of Active Borowers 1,228 1,470
Averags Value of Loan Disbursed Walse ol Loans Lestursed mll.ll} 512.38 353,200
Humibar of Loans Disbursad 1,333 1,533
Averags LLESIANING LoEn Balanss
(usm $EB2.16
Ayerags Vel of Loans Disbursed (USD) 51238

CHM-031005-A3ALA Financial Analysis Spreadsheels
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Financial indicators
Organiration: ASALA

Adjusted Cperating Margin® AD[USIRG M8 UDedRONG Wit A5 ET1)
Average Assels 1463957
Prodit Margin Het Dperaiveg Income {83.335)
Opemating Reverua 128,057
Operational Sel-Suffclancy 1081 Up={anng Income 128,057
Finarszial and Operating Costs [+) 221,35
Loan Loss Provisicn Experss
Financial Saif-Suificiency e i GO 128.057
Finarcial and Cperating Cosls(+) 586,528
Frowision (+) Financial
Adjustments
BT o ASSes” Pie] LAROng Incois
Average Azl 1,453,057
Adjusiad Hetum on Asests” fAdgusited Mel Liperaing incomea [458,B71)
Adpested Merage Assels 1,140,140
HSuaTs o gy Het Uperatng incoms {83,336)
Avarsge Equiy 1,234 550
Adpusied Hetum on bouimy® Adusted Mel Uparaing Incoims {458 871)
Adjusted Average Equity 800,842
Assedil iabdlsty Managemen
Adjusied Fnancial bevenis iom
Particlio Yieid™ Lipan Porifolia 127744
Average Gross Loan Porfolio 1,083,341
bffecine Inberest Habe vaih Hespact  Effective Infenesl Hale UChangsd fy
o Compaticrs MEL 36.0%
Avemgs Effectie Infareat Rale of
Major Competitons 25.0%%
Current Ratio ENOIHIBIM ARpats 1,010,545
Short-lermn Lishidiltiss =
Interes] and Fes EXpEnss an
Funding Expense Ratio” Eunefing Linbilites .
Average Gross Loan Partfolio 1.083,341
Interest and Fon EXpass on
Cost of Funds Ratio® Funding Liakbilfies -
HAwerage Funding Liabilties 50,000
Dbl 1o Equity Ratia Funging Ligidiag Eﬂﬂ-ﬂ
Avaraga Equity 1.%24 858
CHM-031005-A5ALA Financial Analrsss Spreadshests Page 4
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(58, 518)
1,554,783

375 2285)
1413608

{85519
1,246,015

1,204,340

188,145
a75,142

25.0%

1.101.330
25,760

75,112

50,000
50,000
1. M4E018

EH.2%

33.8%

4.T%

-HA%

21.6%

152.0%

42.75
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Adjustments to Financial Statements
Drganization: ASALA
Currency: U.5. Dollar
Period Ending: I0-Aug-03 Previous Period Ending: MN=Deog-02
Number of Months: B Humber of Months: 12
Exchange Rate: 1 Exchange Rate: i

1 ustment to Loan Loss Reserve and Provision Expense

lean
Rate Unadjusted Adjustrments | Adjusted Unadjusted Adjus tvents Adjusted
Current Loan Portfolio 1% 7B0.416 XX TBO, 416 810,012 EE] 810,012
Loan Porifolle overdus 1-30 days 10% 11,0560 A 11,060 71,476 K 71,475
Lean Portfolio cverdus 31-560 _25%( 43 i 445,043 - m__._m_@ o B4, 655
Lean Porifolio overdus 81-00 days %% 50,822 o m_n___mﬂ ; 7.4 b ar 248
Lean Porfelle everdus 51-180 days T5%: EN 78,974 : ; A 55,030
Loan Porfolio overdus over 180 days 100% -1 ] 112,541 | Z7 515 e 27 615
Lean Porifolio overdue over 365 days 100%: K T3.518 (73,518) KHK : 128,428 {158,428)
Total Gress Porticlic 1,080 646 P 1,007,130 1,085,035 o §27 6O7
Adjustment to Gross Partfolic (73,5186) . .:mw.._.ﬁ
[iLoon Loss Ressne) KX, - W, -
justrrant to Reserve L (261,768} {281, 7T68) KX (123, 823) {123,523
Total MNet Porifolic 1,080 646 b 341,846 1,088,035 a0 545,256
Required Reserve Reguired Reserve
Current Loan Pertfolie 1% {7,804 (5,100}
Loan Portfolio overdue 1-30 days 10% {1,105} (7 147}
Lean Porfells overdue 31-50 days 25% (11,511} (21,164}
Loan Porifolic overdus 51-80 days 50% __[26.311) (18,624)
Lean Porifello overdus B1-180 days 75% (58,881} {41,272}
Lean Portfelle cverdue over 160 days 100% (112541} {27 615}
Loar Porffolio overdus cver 365 daye 100%: T3518 158 428
Required Loan Less Resarve [218.252) (123,823
Actual Loan Loss Resere = e
Adjusirment ta Loan Loss Ressrve (281, TER) (123 B33
|Adjustmant to Provision Expenss 265 284) (2823581}

CHM-031005-ABALA Financial Analysis Spreadsbhests Fage & Confidantial



Adjustments to Financial Statements
Organization: ASALR
Currency: U5, Dollar

Period Ending: 30-Aug-03 Previous Period Ending: 3i-Dec-02
Number of Months: | Number of Months: 12
Exchange Rate: | Exchange Rate: 1

2 Adjustment for Interest Accrued on Past Due Loans
Financial Revenue scerued on Loans 31-

80 Days Past Dus

Financial Revenue Accrued on Loans > B

days past dus

Adjustmeant for Inferest Accrued on past

|duie laars

4 Subsidized Cost of Funds Adjustment
Deseription of Subsidized Linbiity nat Ayerage Aetusl Rate Average Outstonding | Actunl Rabe
included in Concessionary Bomowings Qutstanding Balarce for Paeriod
Balance for Period
CR5 Dev Cap _ 50,000.00 0.00%

Total

s | 5 |
Al
8

8

Shart Tarm Cohcessichyl Bomawings
Leng Term Concessicnal Bormowings
Criher Subsidizied Liabililies

Markoat interest Rate a,
Mar ket Interes! and Fee Expenge
Achuaal Intarest Gnd Fee Expenss on
Concessional Borrowing

Subskized coal of lunds Adpsbment

g
2

z
ﬁ" i
&

B
o
g

B
-

CHM-031005-ABALA Financal Analysis Spreadshests Pogs 7 Caonfidential



Adjustments to Financial Btatements
Organization: ASALA
Currency: U.5, Daellar
: 30-fug-03 Previous Period Ending: 3 -Decf2

B Number of Months: 12
1 Exchange Rate: 1

1,224 B58 ,“ 1346015

WEEH {85,074)

(1 (L7743}

gL 3,0%

{52583 3,105

Adjustrrent for Inflation . 3,105

Persormesl

e EEEE

Sub-total Other Expanses

Total Adjustment for In-Kind Denations. of
Fiwed Assats and

HM-031005-A5ALA Financial Analysis Sprondsheets Page B Confidantial



Adjustments to Financial Statements
Organization: ASALA

Currency: U5, Dollar

Period Ending: 30-Aug-03 Previous Peried Ending: 3-Dec-02
Number of Months: ] Number of Months: 12
Exchange Rate: 1 Exchange Rate: 1
& Adjustment for Loan Capital Donations and Other zﬂElr. Income Statemant
Descripbon of Grant or Donation Vilue of Subsidy [Value of Gubsidy
A
B
G
[E]
E
_ﬂ.
=
[Total
¥ Total Scope of Adjusiments
[ UsD Local UsD Local
Irome 5365 534 {355,534) 5265 TO5 {285, TOS)
Assats!Liabiities =585, 284 (385, 284) =5282 351 (282 351)

HM-031005-A8ALA Firancal Analysis Spreadshests Fapa 9 Confidential
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Adjusted Income and Expense Statement
Organization: FATEN
Currencyt LS, Dollar

Perind Ending: 30-Aug-03 Previous Peried Ending: 31-Dgc-07
Muimbed of Mo B Humber of Months: 12
Exchangs Rate: 1.00 Exchange Rate; 1.00
Currency: USD
N Unadjusted | Adjustments Adusied Unadjusted | Adjustments | Adjusted
Firsdncial Income Hﬂmll . s
1 Inferwed on Loss Porfola T1EP20 - 118,920 132 as - 332 568
Feus and Cammissiens o Loan Pormfols 12 885 XX 12,555 FB.862 EEE J5 662
1| Pnanzial Bevenss from Loan Porfolio 131, 478 EEE 131,478 In az7 AR I .87
Franslal Bevenus from Ot Financiil At
4 I, B55 EXE 30, B55 E1 385 EEX 51,355
i F 162,331 182,331 423,787 I 473,282
5 ¥rrerE g Pt EXpEnsE o Drgosis - N 5 - aE -
infereat and Fes Exzene on Commert sl
8 Borrowings - T . . xXX .
yi ’ e - e - e - - AxX
] Fﬂnﬂlhmﬂ s R = = F¥ i -
) [Fiea IrMaton ADUSTRENL Expense . . B - -
LM Costol-Funds Adjesmer Exenss
10 . XK - = EXE - -
11 |Oenar Fiaancad Expenses = ] = 5 oy =
= g - - XEE =
12 [HET FINAMRCIAL INCOME 162,33 162,33 423,783 423 262
w1 Ryvwrar neaied & FInAncl S2rvices
13 1,405 wEx 1.405 = A 2
14 e Loxs Provision Exgenee] 42,425 B.846 51,272 {248, B50) 50,657 (T8 BT}
15 Reoovary o Loans Wrsmen-aff 100,567 O TORLGET 72450 - T2 468
143, 11% iy 151 885 {174,391) ey (123,30
443,565 XXX 443559 647 532 R _ 47932 |
36,982 ey [TH 57 XXX B3 507
30,292 XX 0262 43,551 XMK 43 651 |
12 708 XX 2. TR8 i3, 158 ey 12 158
I35 iy In 829 85,820 ey S6.820 |
Ir 3BT ey AT 381 B, #83 iy [ k]
155,852 HHE, 155,607 236,618 Fd 51D
538,491 e S Dt R4, 651 M Hd4 BR1
HET PERATIMNG INCONE [ el -2 ] | LK (283,796} {535, X [EEEEE
hon-Dperafing Incores and L) —
78] Men-mpersing Reverue 1.605 HEX 1,025 20,125 e 79725
CY JOK - S -
1825 K 1825 29,12 o 29,125
@H0.717) HHX %13?11_%@4 K,
332 269 - 25 By 103 = BVr.103
33| (Mecees) - B - 1 M =
|r-r|=-r INCOBERLDES] AFTER TAXES AMD -
14| DOMATIDNS 41,662 0 Ef.asH o B6R 00 321, Bs0
CHM-031005-FATEN Firancial Analysis Spreadshests Page 2 Cenfideniisl
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Financial indicators
Organieation: FATEM
Currency: U5, Dollar

Period Ending:
nmualEration Factar:
Exchangs Rate:
“Indicalors are caktdaled on annualired basis

A0-Aug-03 Prewbows Period Ending:
0887 Annualtzation Factor
1.00 Exchange Rate:

Financial Viabiliry

| ol Finanoal Hevenue - olal

Nel Financial Mamgin® Einsntial Experne
Average Total Assets
Adfusied Mad Financial Margin® AQsIE0 (Financial Kavenus -
Financial Expense)
Average Adjusied Assets
Operaling Mangin® Tt Incomes
Average Tolal Assets
Adjusied Oparating Margin® LSRG PE LADEISYG Mg
ANEEge Asspln
Prohil Margin et Uperabng income
Operafing Revenue
Operationsl Seil-Sulfiziency Jolal Lgeranng income
Finandal and Operating Costs (+)
Lioam Lass Provision Expanta
Firancial Sef-Sufficiency oAl UpeeRing incodms
Financial and Dperaling Cosbs(+)
Provision (+) Finandal
Adisiresnts
HEtum o Assels” Hef Uperating incoma
Aveusge A558lE
Adjusied Heum on A Adusted Mel Upsrabng Incoms
Adjusied Average Assets
et on Equity” el Liparaing incoma
Awerage Equity
AdfuaiEd HEWM oh Egquity” Adusied Ned Upsrabng Incoms
Adjusied Average Equity
HAssetiliabdiny Managemant
Adpusted Fnancial Hevenus frim
Portielio Yield® Loan Portfolic
Average Gross Loan Portfolic
Effecinme Inferast Hate wain Hespacl  Efechve Inlarest Hals hangsd Iy
1o Compatiors [ |
Average Effective Inenst Rate of
Mspor Compaiion
Curent Ratio Ghon-temm Assets
Short-term Lisbdities
Interest and Fee Expense on
Furaiing Expense Ratio” Eundies Liabiifiay:
Averags Gross Loan Pomioko
interest and Fes Expense on
Cost of Funds Rafio® Eunding Lisbiities
Average Fundeg Ll
Db fo Equity Ratio tunding Liabdries
Awverage Equity

CHM-031005-FATEN Financizl Analysis Spreadshests

162 331

5518574

16235
5,548,503

— (292,543}
5518574

{283, 7}
5518674

{262 B4}
LS E T

B3, AT
458,378

LS NET)
447007

(282,641
5,518,674

(203, 786)
5,548,550

— [ZE2GAE)
4,961,173

E].?H-I
4 881,082

131,476

730,264

20.0%

28.0%%

4.272.058
112212

T30, 25%

28,621

—T
4961173

Page 4

4.4%

4.4%

=B8.0%

-I.I'%

-B.0%

J.T%

£.5%

o

182.0%

0.0%

0.0%

0.0

— a2
5,206,618

423283
5322114

(635, 660
52086193

...
5206618

(535,660
423,282

423,282
1,058,542

5206 618

(584.663)
G321

— 25,000
4,088,756

584568
4 530,610

a2y

1,001,438
28.0%
25.0%

4418673
B4, 204

1,001,438

28,260

28,260
4 088,756

F1-Deec-0i2
1
1.00

FORRMUCK_ CRTEOCRTON  TNORCKTON  CALEOCKTION | TOIERTOR]

B.0%

8.0%

A2.0%

-11.0%

-150.2%

40.0%

A18.5%

A21%

162.0%

0.0%



Financial Indicators
Organization: FATEN
Currancy: U5, Dollar

Period Erding: 30-Puag-03
Annualization Facisr 0.867
Exchamge Rate 1M

“Indicaions are calculsied on anrualized basis

Provious Period Ending:
Annusslization Factor:

Lizan Officer Productivity

Peronnsd Productity

Operating Expense Rato®

Cosl per Clian®

Coals per Loan

Portfolio Quality

Areas Rais

Pomiolo 8l Risk > &0 Days

Adjusted Write O Ralia

Risk Covangs Ratio

Cutreach

Humks of Cliants

Annual Growth in Nember of
Chisnis*
Percentage: of Female Clients

Growth in Gross Loans Outstanding®

Awarage Duistanding Loan Balanca

Awerpge Valug of Loan Disbursed

Aveeage UUSIBNAING Loan Halancs
sy

HUMDES B ESTrwers 1.250
Humber of Cresit Officers: 35
[RUmDar ol Luenls 1.250
Musnibsesr of Staff Ta
Dparmiing expense __ 5994w
Avarags Aol 6,518 874
Liperaling Expenas 589,491
Average Tatal Chents 1.7
SIDSTRUN ey __ GB@Asl
Total Viakes af Loans Disburssd 1, 228455

‘Walue of Fayments Fast Lue 1 or
More D
Groes Loan Portiolio

43 304
611,154

Walue of Loan Balances ior Losns
with Pasl-dus Payments _ BRAd4d

GEmss Loan Portfolia AR IR 1]
Acpsted Valus ol LoaNs  YWomen
ot {100, BA5)
GGross Loan Porffolia B9 155
LD LSS Fasarvs 79,403
Porifolo af Risk = 80 Days 69644
Tolsl Kusmbar ol Clisnls sl End of
Pariad
lotal Actve Hamala Lhants 1,939
Todal Active Clisnls 1,850
GHuas Loan Poriol g1.158
Mumber of Aclive Bormovwens 1,850
Walue of Loans Lhsbursed 1,220,458
Humbsr of Loans Disbursed 1568

Average Value of Loans Disbursed (US0)

CHM-031005-FATEN Financial Analysis Spreadshests

Fage 5

8.3%

T.8%

“11.0%

114.0%

1,860

43.4%
00.9%

3L RS

FAET. IR
SE18.44

1,084,726

81,710
548,357

67,5491
540,357

174,350
548,367

121,830
67,581

1,467

S48, 38T
1,467

1,081, 126
2487

186

16.7%

10724

16.7%

12.3%

M.1%

1,467

AT4.50

a3

S

Cpnfidantial



Adjustments to Financlal Statements
Organization: FATEN
Currency: U.5. Dollar
Pericd Ending: S-ALg-03 Previous Period Ending: 31 -Dec-02
Number of Months: 8 Humber of Months: 12
Exchange Rate: 1 Exchange Rate: 1

1 Adjustment to Loan Loss Reserve and Provislon Expense

Elon
_ Rate Unndjusted Ad|ustments Adjusted Unadjusted Adjustments Ad|usted
Current Loan Partfolo 1% B3 500 XX £31,568 409,342 KEK 400,343 |
Loan Portfollo overdus 1-30 days 10% ~ 7.008 HHX 7,006 45,248 MO0, 45 245
Loan Portfolic overdus 31-50 days 25% 268 XXX 2950 | 5,851 XK 8,851 |
Loan Paortfolio overdue B1-00 days G0% e KKK . B 18,328 K 18,325
Loan Porthalie cverdus 51-180 days T5% 35,365 XXX 35,365 028 X 67,028
Loan Portfolio overdue over 180 days 1D0%| _ 34278 YK 34,378 1 563 WK 563
Loan Paortfolio cverdue over 365 days 100% KEK . HE -
Teial Gross Portfolio 911,198 KX 11,188 S48 357 HH 5D 307 |
Adjuslment I Gross Porticlic - .
iLean Loss Ressrve) [79,403) KX {79,403)] [121,830) MK (121,830)
Adjustment o Reserve HEK 8,845 B, 545 i 50,592 50,952 |
Total Net Partlolic B31, 785 KKK 840,641 427 587 K, 47B,550
Required Reserve Required Ressre
Current Loan Portfolio 1% (8,316) {4,083)
Loan Paortolo cverdue 1-30 days 10% {70 Y 4 525
Loan Portfolo cvardus 31-20 days 25% {738) {2.223)
Loan Portiolio overdue 51-20 days 50% - (9.163)
Loan Portfols cverdus 81-180 days T5% {26, 524) (50.271)
Loan Portfolio everdus cver 180 days 100% {34,278) [553)
_san Partfiola cverdie cver 365 diys 100% - -
Reguired Lean Loss Reserve {70,557) {70, 838
Actual Loan Loss Resare {75,403 (121,830
Agustment io Loon Loss Reserve B,B46 50,552
Acustment to Provision Expensa B BLB 50,592

CHM-031005-FATEN Fmnancial Analysss Sproadsheets Page & Confidantial



Adjustiments o Financial Statements
Organization: FATENM

Currency: U.5. Dollar
Period Ending: 30-Aug-03 Previous Period Ending! 3 -Dec{2

Humber of Months: -] Number of Months: 12
Exzchange Rate: 1 Exchange Rate:

2 Adjustment for Interest Accrued on Past Due Loans
Financial Revenus acorusd on Loans 31-
830 Days FPast Dus

Financial Revenur Accruied on Loans > 50
days past due

Ad|ustrnant for Interest Acerued an past
due loans

1 Subsidized Cost of Funds Adjustment
Description of Subsidized Limkility not Average Actusl Rate Average Oulstanding | Actusl Rate
included in Concesslonary Borrowings Culstanding Balance for Period
Baknce for Period

Total
Ehort Term Cencessoral Borrows
Long Term Concessionsl ﬁmﬂﬁ
Cther Subsidizied Liohilties T »
Market Interast Rats B.5% I

Market Interest and Fes E
Aciunl Intarest and Fee Expense on

Loncassional Bomewing
Subsidized cost of funds Adjustment

CHM-031005-FATEN Firanoal Annlysis Spraadsbhests Prga T Confidarisal



Adjustments to Financlal Statements
Organization: FATEN
Currency: U5, Dollar

Period Ending: EE.E Previous Period Ending: 31=Dinc-02
Number of Months; Nurmber of Momths; 12
Exchange Rate: ._ Exchange Rate: 1

4 Ad|ustmant for nflation
Ayerage Equity 4 581173 4 940,308 _
[Average Fieed Assets) [458,308) |478,260)
[Average Hard Currency Financisl Asspis) (4,530,542) ﬁ.ﬂ.ﬂ_n._um_
Iriflalion Rabe 3.0% 3.0%
Recommaded Ad anit for Infation 11,073 {18,711
Actuml inflation Adjustment - -
Adpstment for Infabion

& Adjustment for in-Kind Denatiens
Parsonnel

L B EIGE B

Tetal &djustmant for Persanrel

Ciher

Fixed Azsels
Cepreciation Rale
Fixed Assets

Sther Expenses

n;:'n1n1lanm-h-

Total Adjustmant fer In-Kind aticns ol
Fixed Assets and Equipmant

CHM-021005-FATEN Financial Analysis Sprondsheets Pagn & Confidential



Adjustments to Financial Statements
Organizatien: FATEM
Currency: U.5. Dollar

Peried Ending: 30-Aug-03 Previous Period Ending: 31 -Dec-02
Number of Months: g Number of Months: 12
Exchangs Rate: 1 Enchange Fate: i
6 Adjustment for Lean Capital Donations and Other Not Reported in Income Statement
Diescription of Grant or Denation Vilus of Subaldy Value of Subsidy
Fi
L
c
e
E
5
O]
[ Tetal
T Total Scope of Adjustments
_. UsD Lacal (NET] Local
Income 50,848 B.845 550 662 50,582
AematalLinhilities 5B, Bd5 8,843 £60.052 50,502 |

CHM-031005-FATEN Financial Analysis Spreadehasts Pags 9 Goanfiderntial



Annex E  Financial Analysis Spreadsheets of the

Merged Institution
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Adpusted Income and Expense Statement
Ovganization: Merged Institution
Curreney; U5, Dollar

Period Ending: - Aug-03 Previous Period Ending: 3-Dec-02
Mumber ol Mow ] Number of Months: 12
Exchange Rate: 1.00 Exchange Rale: 100
Gur . UsD
Financial Income and Expanss : g
1 __innerest on Lown PorTivdio 315314 : 315,314 577796 . 577798 |
2|  Feesand Commariong on Loan Foriols 76,639 TR 26,838 57,335 AHA 51.339 |
31Finanzial Revenss lem Loas Porticlic 42153 REX 342 153 &8 135 00X €75 135
dlmm Ruvanza rem Dot Finarslal Azcats — - - P - cace7
Einancial Bivenss] 377 854 —%E... &63.107 503102
5 Inferexl and Fre Erpence on Depaces - ] - = pa ey -
WErEar and Fre Expenat on Commerza
& - XK - - W -
| Eremnesr snef S Expanae of Cohcraaional
I _ Baroaingy - KR = = HEH =
8| Finanzial Expenes on Labiites 5 e 3 - FE] -
5[Hst IMMkicn AZjustren = 5 i - - . .
| o oot umn Kt Bxpanss
10 XXX 250 250 XXX 250 250
11 |Cxhar Finanzial Expeniss = WA 5 3550 Wl 3,650 |
_m - L2t 25 090 HXX, 3,540
12T PR oo 377,854 37T 504 E85.412 689,162
Fﬂum Ruwet i Melied a Financial Saivee
1,405 X 1,408 104 A 0
HE Lo Lisas Pruwizivn Expenan) 7.002 (7377521 ﬂm@i {248 383} [TRE, ‘m_,u [T.034.931)]
114.024 08 (522 BEE)| {175.514) iy (961,863
00K 571,280 554416 XK US54 416
porty S8.756 155008 ey 135,008
HEE 34,353 Era e ) HRH 52 54
X0 21531 31,629 ETE 629
XXH 633528 000 iy A9, 009
Ay To 823 131800 Ly 111870
KK 25!%1 5 415 B4 XX 219,840
37, s . KK 28§20 p-Fri]
7500 7.500 HEE = -
KK, 867,268 1374256 XK 14
WK, (1,211,214 .;ammll AR, 11,555 473
00K 235,079 43197 KK 243,792
XK [200.714) {1891 811 A [191.511)
XK 19,058 51,581 MK 51,581
KK (1,181,848} =0a,077)| XK {1.B33.801)
- 462531 510,788 - 510,258
00K = = XX -
200K (715,418} 181,216 AEE [TEE0a)
CHM-031010-Merged Financial Analysis Page 2 Conhdential
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Financial Iindicators
Organization: Merged |nstiution
Currancy: U5, Dollar

Pericd Emding: Provious Period Endirg: 31-Deez-02
Annualization Factor: 0687 Annuaitzation Factor 1
Exchangs Rate: 1.00 Exchange Rate: 1.00
*Indicators are calculsiad on annalized basis
FORMULK CALCULATION WDICATOR __ CALCULATION INDICATGR]
Het Financial HIWh'l' lotal Fimarcial Hevenus - §odal
Einancial Expense 77 854 B.2% [ 1.8%
Average Tolal Aszets 9,183,682 B,B52 847
Adjpsstad Mal Financial Margin® Adljusied (HnaNCE) HEveme -
Fnancial Evpenss) T BT% 680,162 A%
FAyerage Adjusted Assots E421,822 84508872
Operating Margin® Bag| Lparasng noome [427,912) T.0% (B50.654) B.T%
Average Total Assats £,1683,602 B2 B47
Adpuesied Operating Margin® AORISIed Nat LIDarRing InCoime |1,g1 1.2“] “1RE |IE.-IH:| “A80%
Averape Asseis 9,183,652 8252 847
Profil Mangin gt Upesming incoime (47 012 TR (S50, 6584) 24 2%
Ciparating Revenus XT4,259 B53, 206
Oiparational Seif-Sufficency L0i5] UIpersueg insoeme ATE 260 AT B23.208 A48
Finanial and Operating Costs |+ BO7,1T1 1,553 860
Loan Loss Frovision Expanse
Financial Sell-Sufficiency LAl Uperasng income 379250 23.8% B3_206 A%
Financial and Operating Costsi+) 1,550,473 2378678
Provisian (+) Financal
Adpmimenils
HStuE on Asses” Het Uiperahng income {427.912} -T.0% (B0, 624 -8.7%
Avarsge Azsels 5, 183 e B.852.84T
Adpusiad Hafum on Aseeqs” Adiugied Mel Upembng Incoms (1.211,214) -21,8% {1,685,473) ~18.5%
Adjusled Average Assels BAH 832 8,450,573
HEDam o Equty™ et Liperaing income (427.912) =T.0% (860,654 A2.0%
Average Equity B,094 452 7167230
Adpssted Hetum an Equiny® Gueted Med Uperaiing Incdms (1,211,214 “24.8% (1,6B5,473) 12.8%
Adjusied Average Equity T.23271 7,400,714
Assall iability Managoment
Adpusssd Financial Hevenue from
Paartiiclio Yield™ Loan Poriplic w,1m 16,8% Al 13% 5.T%
Averags Gross Laan Portlolo 3056083 2,775,656
Efectve Interes] Hats waih Hesped!  Ettectve Inferest Hate Changsd by
ta Compestors MFl 0.0% 0% 0% 0.0%
Averages Ellactive imenes] Fale aof
Major Compaliion 28.0°% 25.0°%
Curranl Rals ot lerm ASSEES BE3S.211 S04 7.057 855 =1
Short-jem Lishilities 123,680 125,782
INIEreE] &N ©es Eapsiss ah
Funding Expense Ratig® Eunding Liabilties - 0% - (T
Avarage Groes Loan Portfolio 1 058,083 2 775 BB
INIEFSE] AN Fes Experme on
Cost of Funds Ratio® Funding | iabiltias —_— oo - 0l
Awerage Funding Liabillies TaE21 T8 260
Dbt o Equity Fafio bunging Liabides 50,882 001 78,260 ool
Aversga Equity E.0r3e 402 TAET.230
CHM-031010-Marged Finandal Analysis Fage 4 Confidential



Financial Indicators
Onganization: Merged Inatitution
Currency: U5, Dallar

Period Ending: a0-Aug-03
Annualistien Factor 0UEET
Exchangs Rata: 1.00
"Incbcalnrs are calculaled on annualized basis
FORMULA
Efficlancy/Productivity
Lesn Officer Productivigy Mumbaer ot HeoweTs 3,600
Humber of Credil Officers 43
Persorned Productiity BumEey of Lbents 3,600
Mumber ol Stafl 105
Oiperaiing Expense Ratio® Dipating axpanss 2095
Ayuragn Assats 8,163,882
Coat per Clisnl® Upsrahing Expenss 22,095
HAwerage Tolal Clienis 1261
Costs per Loan LApeging Cxpenses Dt!lﬂ'ﬂﬂ-
Tolal Value of Losns Disbursed 2507 606
Partfolio Quality
e ol Haymnesnts Fast Uue 1 o
Aress Rale Moo DAy 457 571
(Gross: Lesn Porfolio 34911,
value of Loan Balances 1or LOans
Porsiolic at Fisk » 50 Days with Pasi-due Payments B R
Gross Loan Portiolio 3,586, 808
Scpptea Vianss of LOARS  YYIIER
Pl Wrile ON Ralia off JE5. 720
Gross Loan Poatfolio 3 586 506
Risk Coversge Ratio LDAMN Lots Matane 83,429
Portiolo & Risk > 80 Days iR T e
Dutredth
Total Nambar of Clianis 8t End of
Humber of Chenls Pariod
Areial Oroth in Nember of
Cliants”
Perceniage of Ferale Clenis Jotal Actng Hemala LEanis 3 AES
Total Active Clients 3600
Grwth in Gross Laans Dutstanding®
Ayerage Dwistanding Loan Balance Gross Loan Porifolio 1506 856
Humbar of Actve Bormowan. 3,800
Avarage Value of Loan Disbursed ¥alye of Loans Whbured 2607606
Mumber af Loaes Disbursed 3453
Aymrage Uuistandmg Loan Halance
{UED)
Axanage Vakos of Loans Disbursad (LSS0
CHM-D31010-Merged Financial Analysis Fage 5

Provious Pariod Ending:  31-Dec0IZ
Annualizaticn Factor: 1
Exthange Rats: 1.00

2821 ira

TR0 2En

|

ETE! 2.8 258
113

181% 1374358 15.5%
8852 847

SAI 1374256 $366.13
1,784

$0.32 1,374,286 .68
2.0, B28

157% 225,785 11.4%
1,975,621

A% EEIT 35.0%
2,525 200

1.0% 715,024 18.0%
4525 290

4% 129388 148%
883 237

3,800 . 2521

3% -35.3%

BTO% 2,838 00.3%
2.5

63.1% -16.5%

99636 2525280  B64.83
2,621

BI2EE 2,004 B3 468,42
4,344

§995.36 $554.53

$832 65 $450.42



1 Adjustment to Loan Loss Reserve and Provision Expense

Adjustments o Financial Statements
Organization: Merged Institution
Currency: U.5, Dollar
Previous Period Ending:
Number of Months:
Exchange Rate:

ustments Adjusted

Gurrent Loan Porfolic 1% BEE 1,865,863
Loan Fortfolio averdus 1-30 days 10% e 116,720
Loan Portfolio overdus 31-50 days 5% K 127,615 |
Loan Porifolio owverdus 51-80 days E xhx 831,503
Lean Fortfollo overdus 91-180 days 5% K 181,345
Lean Portfolio overdus over 180 days 100% HEX 152,223
Ledin Portfolio overdie over 3B5 daye 100% ATS 184 {540,668
Tatal Gross Portlele JOCK 1,875,821
Adjustment to Gross Portfolio {5445, 668)

[iLoon Loss Resarve) HokK {155,138)

Adjustment io Reserve (252 5OE) {238,080)
Total Net Portfolic KHX 1,034, 734

Required Reserve Required Rescrve

Curranit Lean Partfolis 1%
Lean Portfolio overdus 1-30 days 10%
Lean Porifolio overdus 31-580 days 20%
Lezan Portfolic cverdus 61-50 days _50%
Loan Porifolio overdue B1-180 days 7ol
Lean Partfelle overdus cver 150 days 100%
Lean Portfolio overdue over 365 days 100%

Reguired Losn Loss Resara

Actual Lean Loss Resansa

Adjusiment to Loan Loss Resarve

Adjustment to Provison Expenss

CHM-031010-Margad Financial Analysls Caonlidantial



Adjustments to Financial Statements
Organization: Merged Institutien

Currency: LS. Dollar
Period Ending:
Humber of Months:
Exchange Rate:

2 Adjusiment for Interest Acerued on Past Due Loans

B

Previous Period Ending:
Number of Menths:
Exchange Rabe:

31-Dec-012
12

1

Financial Revenuse acorued on Leans 31-
90 Days Past Dus

Fmancial Revenus Accrued on Loans = 90
days past due

Adjustrnent for Inlerest Acerued on past
duw leans

3 Subsidized Cost of Funds Adjustment

Description of Subsidized Liability not
included in Concessionary Borrowings

Average
Dutstarding
Balarce for Period

Actual Rote

Average Cufsianding
Balance for Parisd

Aciual Rate

Total

Term Concessional Sorrowings

50,000

_m.s__.: Term Concessional Borrowings
L

Other Subsidizied Liabiites

0.5%

Subsidized cost of lunds Adjustment

CHM-031010-Merged Financial Analysis
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Adjustments to Financlal Statements
Organization: Merged Institution
Currency: WU.5. Dollar

Period Ending: o-Auag-03 Previous Period Ending: #=Dopo-02
Number of Manths: 8 Number af Months: 12
Exchange Rate: 1 Exchange Rate: 1
4 Adjustmant for inflation
HAyerage Equity B 004 402
[Average Fixed Assals) {506, AR T)
[7.835.01%)
|Irnflation Rabs 3 0%
Recommeded Adjustment for inflation [13,047)
Actual Inflation Adjustmant -
Adpustment for Inflation
5 Adjustment for in-Kind Donatians
Parsonnsl
A - a
g G280 "
c 18,480 B0
[ 5200 =
E ; 12,000
L _ B0 : _3,600
Total Adjustmant for Persannel a7, mo 38 830
Cithar |
Fired Assels -
Depreciation Rale -
Fixwd Assois -
Other Expenses
A B8
E 833
[ el
[#] s
= e
[ 5
m A
Sub-totnl Other mu_u_l._lnl 7,300
Total Adjustmant for In-Kind Donations of
Fixed Aasets and Equipment 7,500

CHM-031010-Merged Financial Analysis Pags 8 Confidential



Adjustments to Financlal Statements
Organization: Merged Institution
Currency: U.5, Dollar
Perlod Ending: I0-Aug-03 Previous Perlod Ending: 31-Dec-02
B

Number of Menths: Number of Months: 12
Exchange Rate: 1 Exchange Rate: 1
& Adjustment for Loan Capital Denations and Other Net Reported in Income Statement
“.uqﬁ%nu: of Grant or Donation ‘alue of Subsidy [Valus of Subsidy
A
8
[#]
[E]
[E
IF
G
| Tetal
7 Totol Scope of Adjustments
UsD Liocal s Local
Income =5T45, 542 (743,542 -5TES B9 {¥85,898)
Assnte/Liabiitios -5737, 792 [T37,792) -3TR5. 745 (75, T4B)

HM-031 01 D-Merged Financial Anolyais Page 9 Confidantial



