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PRESTO 

Pnvate Enterpnse Support, Trammg and OrgamzatlOnal Development Project 
POBox 24204, Plot 21 Kawalya Kaggwa Close, Kololo, Kampala 
Tel 347481/2/3 Fax 347635 E-maIl antchIe@presto bushnet net 

CENTER FOR MICROENTERPRISE FINANCE (CMF) 

OvervIew 

Ratmg System for Ugandan MFIs 
VersIOn 1.0 March 1999 

1. Purpose and Scope 

The purpose of the ratIng system IS to provIde USAID Uganda With an ObjectIve measure of 
the quahty of the mIcrofmance mstltutlOns (MFls) that have been provIded With fmancmg 
under the FInancIal ServIces Grant Program (FSGP) Although the Center for Mlcroenterpnse 
FInance (CMF) IS currently provldmg trammg and technIcal asSIstance to many Ugandan 
MFls, only MFls that have passed USAID's due dIlIgence (,Pre-Award Survey') are mcluded 
In the ratIng TIns IS because the ratIng, If It IS to be meanmgful, must be based on accurate 
finanCIal statements and portfolIo performance InformatIOn Many MFls obtammg servIces 
from the CMF are Improvmg therr accountmg and loan trackIng systems, but have not yet 
achIeved a standard that Will enable them to submIt accurate and tImely finanCIal 
performance InformatIon m the FSGP quarterly reportmg format (see Annex 1) 

The scope of the assessment IS lImIted to an analYSIS of quantItative performance mdicators 
An alternatIve system, such as the ACCION CAMEL, uses a combmatIOn of quantItatIve and 
qualItatIve mdIcators to assess InstItutIonal performance Although qualItatIve assessment 
undoubtedly Increases the depth of the analYSIS, It also substantIally Increases the human 
resources - both at the ratmg agency and the MFI - reqUlred to collect and mterpret the data 
The CMF's mtention IS to establIsh a ratIng system that can be used to morutor performance 
across MFls on a quarterly basIS, and Will faCIlItate the bUlld up of an InformatIOn base that 
Will enable performance trends to be establIshed Therefore, a system that Involves e'Ctensive 
SIte VISIts four tImes a year IS not appropnate for our purposes It should be noted that all 
MFls that have receIved finanCIal support from USAID Uganda have undergone a thorough 
appraIsal by the CMF, and receIve morutonng VISItS annually 

2. Method 

The CMF makes adjustments to the unaudIted 1 quarterly financial statements and portfolIo 
performance InformatIOn submItted by the MFls, and then performs ratIO analYSIS on these 
reVIsed statements Adjustments are made so that all MFls can be compared accordmg to the 
same standards The adjustments stnp the MFI's finanCIal statements of all SubSIdIes, 
mcludIng mterest rate subSIdIes, monetIze and capItalIze all donatIOns and grants (rather than 
shOWing them as Income on the Profit and Loss), and account for the effects of mflatIOn on 

I The statements are unaudIted as they contam very recent mformatlOn, but all grantees are reqUIred under FSGP 
to have theIr fmancIaI statements audIted annually by a reputable frrm MFls submIttmg applIcatIOns to FSGP 
must submIt audIted fmancIal statements for the past three years 
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the capItal base See Annex 2 Adjustments to MFI Fmanclal Statements and PortfolIo 
InfonnatIOn for a complete descnptIOn of the adjustments made 

The ratIOS used for ratmg the MFIs were Identified through a reVIew of recent lIterature on 
mIcrofmance ratIO analYSIS, and an assessment of CMF reqwrements The CMF IS 
particularly mdebted to ACCION InternatIOnal, whose revIsed CAMEL mstrument provtded 
us With valuable guIdance Although ACCION's expenence IS based on the Latm Amencan 
context wmch may not be drrectly apphcable to Uganda, we used therr sconng system when a 
better alternanve based on the expenence ofMFls m Uganda was not avmlable To the best 
of our knowledge, there has not yet been an attempt to develop a ranng system for Afncan 
MFIs Several years of expenence wIll be needed to fine-tune the eMF's system, and ratios 
and sconng Will be adjusted penodically to reflect our mcreasmg level of knowledge 

3. Peer Groups 

Even With adjustments to the finanCIal statements and portfolIo performance InformatIOn, It IS 
not appropnate to compare dIfferent types of mIcro finance mstitutIOns TIns IS because of 
fundamental dIfferences m methodology and Instltutlonal structure For thls reVIew, we have 
Identified two peer groups banks and non-bank fmancial InstItutIOns (NBFIs) Banks dIffer 
substantially from NBFls m theIr financmg, because they can mobIlIze and mtermedtate 
depOSIts from the publIc, therr real cost of capItal m Uganda currently ranges between 2% and 
6% NBFIs, on the other hand, cannot legally mobIlIze or mtermedlate savmgs, consequently, 
theIr lendmg capItal must come from retamed earnmgs, donatIOns, and loans The 
adjustments to the fmancial statements value all loans at the market pnce, wInch IS defined as 
the commerclallendmg rate Currently, tIns averages 20% m Uganda Therefore, banks have 
a deCIded advantage over NBFls m terms of the profitabIlIty mdtcators 

Even WIthm the bankIng group, It can be argued that comparmg Uganda's two banks engaged 
m mIcrofinance IS misleadmg Centenary Rural Development Bank IS a bank that speCIalIzes 
m lendmg to the small and mIcroenterpnse sector, whereas Co-operatlve Bank IS a 
commercIal bank With SIX speCIalIzed mIcro finance agenCIes These agencies receIve 
substantial support from the 'mother' bank m many areas, mcludmg personnel, finance and 
mternal audtt Therefore, a cost must be asSIgned for these servIces but the true value of thIs 
cost IS dIfficult to determme In addItion, the two banks use dtfferent methodologIes 
Centenary proVIdes loans to mdtviduals, whereas Co-operatIve Bank prOVIdes loans through 
two dIfferent group mechamsms and IS now begmnmg to mtroduce mdtVIduallendmg as a 
thIrd product lme DespIte these dIfferences, we have kept both banks WIthm the same peer 
group, as a peer group With only one Institutlon can only be compared to Itself! -
Three NBFIs have been mcluded m the second peer group FINCA, FOCCAS and UWFT 
These MFls have many sImtlanties they are all speCIalized mIcrofinance mstitutIOns 
regIstered as Compames LImIted by Guarantee and they all offer fmancial services usmg a 
'VIllage bankIng' methodology However, FOCCAS's prOVISion of health educatIOn to ItS 
groups would be expected to mcrease ItS costs compared to both FINCA and the Uganda 
Women's Fmance Trust (UWFT), wInch only offer finanCIal servIces FOCCAS also targets 
a rural clIentele, wInch would be expected to be more costly to serVIce than the urban and 
pen-urban clIentele ofFINCA and UWFT 
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As a result of these dIfferences between the two peer groups, and the dIfferences WIthIn the 
peer groups, the fmdIngs from tins ratmg and rankmg exercise should be vIewed as 
provIsIonal As the Center for MIcrofmance begInS to buIld up a profile of each mstItutIOn 
over the next two years, It WIll be possIble to IdentIfy trends for each MFI ThIs trend analYSIS 
for an mdIvldual InStItutIOn may ultImately be more useful for decIsIOn makers than a 
companson of ratIos among mstItutIons 

4. RatIng and ScorIng System 

IndIcator MaXImum No of POInts 
CapItal Adequacy 

RIsk Assets / EqUIty 7 
Loan Exposure 8 
Adequacy of Loan Loss Reserves 5 
Total pomts m category 20 

Asset Quabty 
PortfolIo at RIsk 10 
Loan Wnte-offRatIo 10 
Total pomts m category 20 

Management 
Caseload No ClIents per loan officer 5 
YIeld Gap 5 
Operatmg EffiCiency 7 
Total pomts m category 17 

Earmngs 
Fmanclal Self-SuffiCiency 10 
Adjusted Return on EqUIty 3 
Adjusted Return on Assets 5 
Total pomts m category 18 

LIqUIdIty 
QUIck RatIO (for banks) 5 
Expenses IndIcator (for NBFIs) 5 
Total pOInts m category 5 

Scale and Scope 
Number of ActIve Borrowers 4 
Number of Savers 4 
Average Loan SIze 4 
% Women 4 
Dropout Rate 4 
Total pomts m category 20 
GRAND TOTAL 100 
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SECTION II. RATIOS AND INDICATORS 

1. CAPITAL ADEQUACY 

1.1 RIsk Assets to EqUity 

TIns ratIo compares the assets that the MFI has at nsk WIth Its capItal base Banks are 
typIcally reqwred to operate WIth a ratIO of 125 or less thIs means that they can leverage up 
to 125 tImes therr capItal In deposIts or other habIhues that are then put at nsk m the market 
There IS a growmg convergence ofV1ews among mIcrofinance experts that MFls should 
operate WIthm more conservatIve IImlts because of the potentIal volatIlIty of a large number 
of short-term uncollatenzed loans, the hIgh operatmg costs assocIated WIth admmtstenng 
these loans and MFls' IImlted abIlIty to raIse addluonal funds should a cnSIS erupt 

The classIficauon of nsk assets whIch makes up the numerator of thIs ratIO IS shown 
m Table 1 

Table 1 Asset Risk-WeIghtIng 
Cash on hand and In banks 0% 
Investments m short-term govt paper < 1 yr 0% 
Reserves In central bank 0% 
Other short-term market Instruments < 1 yr 10% 
Loan portfolIo 100% 
Other receIvables 100% 
Net fixed assets 50% 
Long-term assets 100% 
Source ACCION CAMEL (1998, Saltzman and Salmger) 

The scores for the ratIng ofnsk-weighted assets to eqUIty IS shown m Table 2 

Table 2 RatIng - Risk Assets to Eqwty 
Scale Range 
7 Less than or equal to 6 0 
6 61-70 
5 71-80 
4 81-90 
3 91-100 
2 101-110 
1 11 1-120 -
0 Over 120 
Source Modified from ACCION CAMEL (1998, Saltzman and Salmger) 

1 2 Loan Exposure 

TIns ratIO assesses the extent to whIch loans whIch are at exceptIonal nsk of default are 
covered by the MFI's capItal Loans at exceptIOnal nsk are defmed as those havmg payments 
overdue by 90 days or more The value of these loans are dIVIded by the MFI's capItal The 
sconng IS shown In Table 3 
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Table 3 Ranng - Loan Exposure 
Scale Range 
8 0%-10% 
7 11% - 20% 
6 21% - 30% 
5 31% -40% 
4 41% - 50% 
3 51% -60% 
2 61%-70% 
1 71% - 80% 
0 Over 80% 
Source CMF 

13 Adequacy of Loan Loss Reserves 

TIns ratIo compares the adjusted loan loss reserve after wnte-offs to the actual loan loss 
reserve shown on the MFr s books It shows the extent to wluch the MFI has been 
proVlsIOmng adequately for Its potennalloan losses 

Table 4 Ratmg - Adequacy of Loan Loss Reserves 
Scale Range 
5 Over 80% 
4 60% -79% 
3 40% - 59% 
2 20%-39% 
1 1% - 19% 
0 0% 
Source ofRatmg ACCION CAMEL (1998, Saltzman and SalInger) 

2 ASSET QUALITY 

2 1 Portfoho at RIsk (30 days) 

Portfoho at Risk (30 days) shows the extent to wluch the loan portfolIo IS adversely affected 
by clIents With overdue loans If a chent has one or more payments that are 30 days or more 
late, then the entIre loan IS clasSIfied as 'at nsk' Thus, It IS a much more conservatIve ratIo 
than the arrears rate wluch shows only the Impact of late payments on the portIOn of the 
portfolIo that IS due or past due 
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Table 5 Ratmg - Portfoho at RIsk (30 days) 
Scale Range 
10 1% or less 
9 11-2% 
8 21-3% 
7 31%-4% 
6 41% - 5% 
5 51%- 6% 
4 61% -7% 
3 71% - 8% 
2 81% - 9% 
1 91% -10% 
0 Over 10% 
Source of Ratmg CMF 

2 2 Loan Wnte-Off Ratio 

The loan wnte-offratlo shows the portIOn of the portfoho that has been wntten off, or should 
have been wntten off, m the past year The CMF makes an adjustment on the MFI's fmanclal 
statements to prOVISIOn for doubtful loans The provlslonmg gUIdehnes used are shown on 
Table 6 

Table 6 ProvlsIOmng Table 
Agmg Status % ProvIsIOn % ProvIsion 

Regular Portfoho Rescheduled PortfolIo 
Current Loans 0% 
Rescheduled Loans 10% 
Loans Past Due 1-30 Days 10% 50% 
Loans Past Due 31-90 Days 30% 75% 
Loans Past Due 91-180 Days 60% 100% 
Loans Past Due> 180 Days 100% 100% 

Loans m Legal Recovery < 180 Days 100% 100% 
Source ACCION CAMEL 

Loans past due more than one year must be wntten off ThIs IS a strIcter standard than that 
commonly used by banks (two years past due) It IS consIdered appropnate for MFls because 
of the shorter loan term of the average mIcro-loan (typically fOttr to SIX months) The sconng 
for the loan wnte-off ratIO IS shown m Table 7 
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Table 7 Ratmg - Loan Wnte-Off RatIO 
Scale Range 
10 1% or less 
9 11% -15% 
8 16%-20% 
7 21%-25% 
6 26%-30% 
5 31%-35% 
4 36%-40% 
3 41%-45% 
2 46% - 5 0% 
1 51%- 55% 
0 Greater than 5 5% 
Source of Ratmg CMF 

3 MANAGEMENT 

3.1 Caseload. No. of clIents per loan officer 

Caseload measures management's capacIty to develop an efficIent methodology The number 
of clIents that a loan officer servIces has a large Impact on both the cost structure and mcome 
ofanMFI 

a) MFIs usmg the group lendmg methodology 

MFls m Uganda typIcally provIde servIces to groups of clIents, thIs IS a cost-effectIve 
mechamsm that allows MFls to reach large numbers of clIents at one tIme and to SubstItute 
group guarantees for mdlvldual collateral It IS easIer for MFls workmg WIth clIents m urban 
areas to reach large numbers of clIents WIth a smgle loan officer than MFls workmg ill rural 
areas ThIs IS because of hIgher populatIOn densitles and less tIme needed for travel to the 
group's meetmg place However, MFIs workIng m rural areas do need to develop clusters of 
large groups so that mterest rates can be kept at reasonable levels In order not to establIsh a 
bIas agamst rural-onented MFls, the maxImum ratmg m thIs category has been set to a level 
that rural-based MFIs With effiCIent operatlons should be able to attam 

Table 8 Ratmg - Caseload for MFls 
usmg group lendmg methodology -Scale Range 

5 300 or more 
4 250-299 
3 200-249 
2 150 - 199 
1 100-149 
0 Less than 100 
Source of Ratmg CMF 
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b) MFls usmg the mdlvlduallendmg methodology 

The caseload for the mdividuallendmg methodology can be expected to be lower than for the 
group methodology, because the loan officer VlSItS mdividual clIents rather than groups of 
chents MFIs usmg tills methodology usually provIde larger loans to a more affluent clIentele 
than MFls usmg the group methodology 

Table 9 Ratmg - Caseload for MFIs 
Usmg mdtvlduallendmg methodology 

Scale Range 
5 150 or more 
4 125 -149 
3 100 -124 
2 75-99 
1 50-74 
0 Less than 50 
Source of Ratmg CMF 

32 Yield Gap 

The YIeld gap compares the MFI's actual earrungs from mterest and fees to Its theoretIcal 
earnmgs It shows how effectIve management has been at maxuruzmg returns, gIven the 
eXIstmg mterest rate and fee structure 

Table 10 Ratmg - YIeld Gap 
Scale Range 
5 Less than 5% 
4 6% -10% 
3 11% - 15% 
2 16% - 20% 
1 21% -25% 
0 More than 25% 
Source of Ratmg CMF 

3 3 Operatmg EffiCiency 

The operatmg effiCIency ratIO answers the questlOn "what does It cost the MFI to support the 
capaCIty reqUIred for managmg the portfoho?" It compares operatmg costs WIth the average 
net outstandmg loan portfoho for the same penod Operatmg costs m tills ratIo mclude 
personnel, admmtstratIve, depreClatlOn and overhead costs but exclude finanCIal costs and 
loan loss proVlslOns 

If the ratlO IS rugh, It shows that the cost of operatmg IS expensIve for the value of the loan 
portfoho The management of the MFI could conSIder ways ofreducmg the costs of 
managmg the same SIze of portfolIo or ways of mcreasmg the SIze and qUalIty of the portfolIo 
Without mcreasmg costs If neIther of these optIOns are pOSSIble, the MFI should ask Itself 
whether It IS cost-effectIve to remam m operatIOn Management should WIsh to observe a 
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decreasmg trend of the operatIng efficIency ratIo A decreasmg trend means that the MFI IS 
learmng to manage the portfoho more efficIently The trend Will be set back when new 
branches are opened because of the tIme lag between settmg up the branch and attammg an 
optImum portfolIo 

TIns ratmg, lIke several others m the system, has been based on the expenence of ACCION 
However, It IS qUIte lIkely that the costs of operatIng are substantIally hIgher m Uganda than 
they are m Latm Amenca Therefore, the CMF Will track actual values for thIs mdicator and 
adjust the ratIng penodIcally to reflect the realItIes of the local context A major factor 
contnbutIng to hIgh costs m Uganda IS the tIghtness of the labor market for professIOnal staff, 
and consequent wage mflation 

Table 11 Ratmg - Operatmg EffiCIency 
Scale Range 
7 Less than 20% 
6 20%-25% 
5 26% - 30% 
4 31% - 35% 
3 36%-40% 
2 41%-45% 
1 46%-50% 
0 Above 50% 
Source ofRatmg ACCION CAMEL (1998, Saltzman and Salmger) 

4 EARNINGS 

4 1 Fmanclal Self-Sufficiency 

Fmancial self-sufficIency mdIcates the MFI's abIlIty to cover all ItS costs With mcome earned 
from mterest and fees Costs are defined to mclude adjustments for mflatIOn, m-kmd or cash 
donatIons and mterest-rate subSIdIes 

Table 12 RatIng - Fmancial Self-SufficIency 
Scale Range 
10 100% or greater 
9 93%-99% 
8 87%-93% 
7 80%- 86% 
6 73%-79% -
5 66%-72% 
4 59%-65% 
3 52%- 58% 
2 45%-51 % 
1 38%-44 % 
0 Less than 37% 
Source of Ratmg CMF 
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4.2 Adjusted Return on EqUIty 

The ultnnate goal of commerCIal busmess IS to ensure an acceptable return to eqUIty owners 
The Return on EqUIty shows the MFI's abIlIty to generate such a return for Its mvestors 
Although Comparues LImlted by Guarantee do not have mdIvIdual mvestors, they should 
also be seekmg to generate a competItIve return that can be ploughed back mto the MFI for 
Its future growth and sustamablhty The Return on EqUIty can be compared to alternative 
uses of mvestors' funds, such as mvestments m nsk-free Treasury Btlls The Adjusted Return 
on EqUIty used In thIs ratIng system accounts for donations and subSIdIes, as explamed In 4 1 
above but excludes mfiatlOn ThIs enables the return to be compared to the mfiatIon rate If 
the return IS greater than the mflatlOn rate, then the MFI IS generatIng enough profit/surplus to 
mamtam the real value of ItS capItal The ratIng IS based on t1ns lmnted use of the ratio 

Table 13 RatIng - Adjusted Return on EqUIty 
Scale Range 
3 Greater than or equal to the mflatlOn rate 
2 1 % less than the mflatIon rate 
1 2% less than the mflatlOn rate 
0 More than 2% below the Inflation rate 
Source CMF 

MFIs set up as Comparues LImIted by Guarantee tyPically have dIfferent capital structures 
than Compames LImIted by Shares because eqUIty IS usually donated rather than Invested 
For thIs reason, the Return on EqUIty IndIcator IS not a farr companson of profitabIlIty across 
MFls or for compansons ofMFls With other orgaruzatIOns The table shown below Illustrates 
several dIfferent debt and eqUIty structures GIven a partIcular level of profitabIhty, the return 
on eqUIty of a commerCIal bank (C) that IS largely funded by depOSIts would be slgmficantly 
htgher than MFls A and B that are not hcensed to take depOSIts because the eqUIty base IS 
much smaller 

Table 14 Examples ofMFI Lmblhty and EqUIty Structures 
Type of InstitutlOn A B C 

MFI MFI CommerCIal Bank 
EqUIty 80% 60% 15% 

LIabIlItIes 20% 40% 85% 
( commercIal loan) (mostly soft lo,mJ.s) (mostly depOSIts) 

Source CMF 

4 3 Adjusted Return on Assets 

The Adjusted Return on Assets IS a more appropnate IndIcator than the Adjusted Return on 
EqUIty for comparmg the profitabIhty ofMFls It measures the adjusted return m relatIOn to 
the asset base of the organIZatIOn rather than the portIon that IS funded by eqUIty Therefore, It 
emphasIzes the effiCIency of asset use rather than capItal structure 
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Table 15 Ratmg - Adjusted Return on Assets 
Scale Range 
5 Above22% 
4 16% -21% 
3 10% -15% 
2 5%- 9% 
1 0%- 4% 
0 Less than 0% 
Source of Ratmg ACCION CAMEL (1998, Saltzman and Salmger) 

5 LiqUIdIty 

LIqUIdIty refers to a state ofhavmg sufficIent hqUld resources to pay expenses and meet debts 
as they fall due LIqUld resources are those assets that are readIly convertIble mto cash for 
meetmg oblIgatIons They conSIst pnmanly of current assets Some current assets are easIer 
to convert mto cash than others Cash held In the MFI or at the bank IS the most hqUld asset 
followed by short tenn deposIts The least hqUld current asset IS the loan portfolIo 

LIqWruty mdtcators are especIally relevant for InStitutIOns that moblhze and on-lend depOSIts 
It IS essentIal for the credIbIlIty of the mstItutIon that these depOSIts are aVaIlable to be 
returned to chents as and when agreed MFIs that only take' compulsory' savmgs as a 
collateral substItute, and that block access to these saVIngs untIl the end of the loan penod (or 
even untIl the chent leaves the program) have reduced needs for hqwdity Therefore, two 
ratmgs need to be estabhshed one for MFIs that mobIlIze demand depOSIts, and another for 
MFIs that collect compulsory blocked savmgs only 

5.1 LiqUIdity RatIo for MFls mobIlIZIng demand deposIts 

Common lIqUIdIty ratIOS are the current ratIo and the qUlck ratIO The Current RatIO IS a 
rough measure of whether there are adequate current assets to cover current lIabIhties The 
current ratIO does not IndIcate the urgency With whIch cash may be requIred For those WIth 
savIngs servIces, a more appropnate ratIO IS the qwck ratIO The Qwck RatIO measures the 
abIlIty to turn assets mto cash qUIckly m order to meet short-tenn habIhtIes (mamly depOSIts) 

Generally, the more lIqUId the current asset, the lower Its return to the mstItutIOn Cash held 
at the MFI earns nothIng Cash held m a current or saVIngs account at the bank earns 
relatIvely httle as compared to tenn depOSIts whIch also earn le1.s than loans to clIents Thus 
excess IIqUldIty reduces profitabIlIty On the other hand, madequate IIqUldIty IS a threat to the 
operatIons of the mstttution LIqUldIty ratIOS Will move Up and down With daIly transactIOns 
Management's concern should be that they do not fall below a certam level that IS appropnate 
for an MFI's operatIOns In a regulated enVIronment partIcularly, frequent failure to mamtaIn 
the mmImum requIred IIqwdity could lead to the closure of a fmancIaI InstItutIOn 

11 
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Table 16 Ratmg - QU1ck RatIo 
For InStItutIOns that take demand deposits 

Scale Range 
5 200% or more 
4 176%-199% 
3 151% -175% 
2 126% -150% 
1 100% - 125% 
0 Less than 100% 
Source CMF 

5 2 LiqUIdIty RatIO for MFls mobilIzIng compulsory savIngs or no savmgs 

MFIs WIthout demand deposIts need hqU1dlty to pay expenses and the excess of loan 
dIsbursements over loan repayments The CMF's IIqU1dlty mdlcator for thIs type of 
mstitutlOn compares qUlck assets WIth the sum of two months operatmg expenses and 10% of 
the loan portfolIo 

Table 17 Ratmg - Expenses IndIcator 
For InstItutIOns that do not take demand deposIts 

Scale Range 
5 100% or more 
4 90%-99% 
3 80% - 89% 
2 70% -79% 
1 60% - 69% 
0 Less than 60% 
Source CMF 

6. Scale and Scope 

6.1 Number of ActIve Borrowers 

There are presently hundreds of thousands of mIcro and small-scale busmess people m 
Uganda who do not have access to fmancml servIces Conseque,ptly, the abIlIty of an MFI to 
reach a slgruficant number of these people IS Important In addItion, MFIs that have a very 
small chent base WIll have dIfficulty reachIng sustamablhty because of InSuffiCIent revenues 
from mterest and fees However, m order not to tIlt the rankmgs m favor of very large MFls, 
and recogruzmg the value that small to medIum-sIzed MFls may have, partIcularly m 
proVldmg servIces to under-served areas, the maxImum ratmg IS gIven to any MFI WIth 5,000 
or more clIents 

Note ThIs ratmg scale IS not appropnate for a VIllage-based financmlinstItutIon such as a 
credIt uruon 

12 
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Table 18 Ratmg - Number of Active Borrowers 
Scale Range 
4 5000 or more 
3 3500 - 4999 
2 2000 - 3499 
1 500 -1999 
0 Less than 500 
Source eMF 

62 Number of Savers 

In most cases, the number of savers should be as great, or greater, than the number of 
borrowers We mclude as 'savers' those chents With compulsory savmgs as well as those 
With voluntary savmgs 

Note TIns ratmg scale IS not appropnate for a VIllage-based fmanclal mstItutIOn such as a 
credIt unIon 

Table 19 Ratmg - Number of Savers 
Scale Range 
4 5000 and greater 
3 3500 - 4999 
2 2000 - 3499 
1 500-1999 
0 Less than 500 
Source eMF 

6.3 Average Outstandmg Loan SIZe 

Microfinance m the context of the PRESTO Project IS defmed to mclude those mIcro
entrepreneurs whose average outstandmg loan size IS less than US $1,000 Poverty lendmg 
programs typIcally target those whose needs are well below that ceIlmg The hIghest ratmg 
has been gIven to those MFIs that target relatIvely poor, economIcally actIve mdividuals 
Loan SIze IS a useful If me"{act proxy for the poverty level of borrowers It IS also a proxy for 
the length of tIme m the program, as loan size tends to mcrease With each loan cycle 

-Table 20 RatIng - Average Outstandmg Loan SIze 
Scale Range 
4 Less than $500 
3 $ 500 - $749 
2 $ 750 - $999 
1 $ 1,000 - $1,249 
0 $1,250 or more 
Source eMF 
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64 Percent Women 

Women are consIdered to be less advantaged members of socIety than men, not only m 
Uganda but also around the world They also tend to be better clIents than men, usmg theIr 
loans for the mtended purpose and repaymg accordmg to schedule Impact studIes have 
shown that women spend most oftherr earnmgs from theIr mIcro-busmesses on the health 
and welfare of theIr clnldren However, the ratmg system recogmzes that MFIs should also 
try to IdentIfy credItworthy men and mclude them m theIr programs, therefore, the maxunum 
ratmg for tIns mdlcator has been set at 70% 

Table 21 Ratmg - Percent Women 
Scale Range 
4 70% or greater 
3 55 -69% 
2 40-54% 
1 25 - 39% 
0 Less than 25% 
Source CMF 

6 5 Dropout Rate 

The dropout rate proVIdes an mdicatIOn of the MFI's abIlIty to serve the needs of Its chents 
ClIents that drop out often are dIssatisfied by the faCIlItIes offered by the MFI 

Table 22 Ratmg - Dropout Rate (per annum) 
Scale Range 
4 Less than 5% per annum 
3 5 - 10% per annum 
2 11 -15% per annum 
1 16 - 20% per annum 
0 More than 20% per annum 
Source CMF 

References 

Bank of Uganda, MIcrofmance InstItutIons Ratmg System ProJect, March 1998 

ChrIsten, Robert Peck, BankIng ServIces for the Poor Managmg for Fmanclal Success An 
Expanded and ReVIsed GUIdebook for Microfinance InstItutIOns, February 1997 

Ferrand, DaVId, Fmanclal AnalYSIS of MIcro-finance InstItutIOns An Introductory GUIde, 
DFID, June 1996 

Microbankmg Bulletm, EconOmICS InstItute, Issue No 2, July 1998 

PRESTO Center for MlCrofmance, Management InfonnatIOn Systems GUIdelmes for MFIs 
m Uganda, July 1998 

14 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
• 

I 
I 
I 
I 
I 

Saltzman, Soma, Rock Rachel and SalInger Darcy, Performance and Standards In 

MIcrofinance ACCION's Expenence WIth the CAMEL Instrument, DISCUSSIOn Document 
No 7,1998 

Saltzman, Soma and Salmger, Darcy, The ACCION CAMEL TechnIcal Note, February 1998 

SEEP NetworkiCalmeadow, Fmanclal RatIO AnalYSIS ofMIcro-Fmance InstItutIOns, 1995 

Waterfield and Ramsmg, Management InformatIon Systems for MIcrofmance InstItutIOns A 
Handbook, CGAP, January 1998 

15 



I PRESTO CENTER FOR MICRO FINANCE 

QUARTERLY FinancIal Performance Information 

MICRO FINANCE INSTITUTION REPORT PERIOD 

I ITEM ACCOUNT BALANCE THIS DESCRIPTION 
QUARTER UGSHs 

1a Cash and bank All sight deposits current accounts petty cash accounts and cash on hand 

I 1b Investments In short All Interest beanng deposrts and Investment In financial Instruments mostly for the 
term market Instruments purposes of liauldltY management due within 90 davs 

1c Reserves In central bank Relevant only for licensed financial Intermedlanes 

I 1d TOTAL QUICK ASSETS Sum of lines 1a 1b and 1c 

1e Current loan portfolio Total of the loans outstanding to clrents that are due within one year including past-due 

I 
accounts 

1t (Loan loss provlslonl A contra asset account reflecting the reserves set aSide for pOSSible loan losses 

19 Accrued Interest Appropnate only for institutions that use accrual based accounting for Income 

I 1h Other short term assets Vanety of accounts Including loans to employees prepayments and accounts 
receivable This Includes Investments In market Instruments matunng In a penod greater 
than 90 days and less than one year 

I 
11 TOTAL CURRENT Sum of lines 1 a through 1 h 

ASSETS 

1J Long term portion of Loans or portions of loans that are due In more than one year 
loan oortfolio 

I 
lk Long term Investments Shares In other entrepnses and other long term Ilhquld assets that earn returns This 

Includes Investments In market Instruments matunno after one year 
11 Land bUildings and The value of land buildings and leasehold Improvements net of accumulated 

leasehold Improvements deoreclatlon on buildings and leasehold Improvements 

I 
1m Vehicles and equipment Vehicles and equipment net of accumulated depreCiation 

ln TOTAL LONG TERM Sum of lines 1J through 1m 
ASSETS 

10 TOTAL ASSETS Line 11 plus hne 1 n 

I 2a Voluntary savings Savings with no withdrawal restnctrons They should only be Included If they are 
available to the program to be on lent or Invested They should be excluded If they are 
accumulated and/or deposited In commercial bank accounts that are not In the name of 

I 
the institutIOn 

2b Compulsory savings Appropnate only for those programs that require chents to save a pre-determlned 
amount In order to qualify for a loan These savings should only be Included If they are 
available to the program to be on lent or Invested They should be excluded If they are 

I 
deposited In commercial bank accounts that are not In the name of the institution 

2c Demand deposits Current accounts (chequlng accounts' 

2d Time depOSits Certificates of deposit and other non-demand deposits repayable within one year 

I 2e Loans from central bank Rediscounted funds from the Central Bank repayaple within one year 

2f Loans from head office Loans or portions of loans made to a speCialized mlCTonnance diVISion of a larger 

I 
banklng_ inStItution from Its head office repayable WIthin one year 

29 Loans at market Interest Loans or portions of loans from other types of support institUtIons at market rates 
rates which are repayable within one year 

2h Loans at subSidized Loans or portions of loans from other types of support institUtIons beaTing no Interest 
Interest rates or rates which are below market rates which are reoavable within one year 

I 21 Interest accrued on Appropnate only for institutions that use accrual based accounting 
liabilities 

2j Other short-term All other amounts owed by the institution and repayable within one year 
liabilities 

I 2k TOTAL SHORT-TERM The sum of lines 2a to 2J 
UABIUTIeS 

2J Term savings Any savings deposited With the mstltutlon which are not due for repayment within one 
year They should only be Included If they are available to the program to be on lent or 

I Invested 
2m Long term loan from Loans or portions of loans made to a speCialized mlCToflnance diVISion of a larger 

Head office banklno mstltutlon from Its head office that are not reoavable within one year 
2n Long term debt at BorrOWings at market rates not due for repayment wlthm one year 

I 
market Interest rates 

20 Long term debt at I Borrowings beanng no Interest or rates which are below market rates which are not due 
subSidized Interest rates for reoayment vlthln one year 

I 
2p Other long term liabilities I All other amounts owed by the mstltutlon which are not repayable within one year 

I " 



I PRESTO CENTER FOR MICROFINANCE 

I aUARTERL Y Financial Performance Information 

I MICRO FINANCE INSTITUTION REPORT PERIOD 

I 2q TOTAllONG-TEflM Sum of Imes 21 through to 2p 
UABIUTIES 

2r TOTAL UABlunES Sum of hne 21t and hne 2q 

I 3a Sharehold ers equity Capital contnbutlon of the owners of the InstrtutJon on which dIVidends could be paid If 
a for profit entity 

3b Donated capital Accumulated value of grants and donations from sources that do not receive diVidends 

I 3c Retamed surplus/(deflclt) Accumulated earmngs (losses) from pnor penods Includmg pnor quarters of the current 
prior years plus pnor year 
quarters of current year 

I 
3d Reserves Any reserves used by the program mdudmg revaluation reserves exchange rate 

deoreclatlon reserves etc 
3e Other capital accounts Any special reserves Dr other caprtal accounts 

3f Retamed surplus I Bnng over from hne 17 of the mcome statement 

I (defiCit) this cuarter 
3g TOTAL CAPITAL Sum of hnes 3a through hne 3f 

4 TOTAL UABIUTIES & Lme 2r plus Ime 39 

I 
CAPITAL 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

.., 
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I PRESTO CENTER FOR MICRO FINANCE 

I QUARTERLY Financial Performance Information 

MICROFINANCE INSTITUTION REPORT PERIOD 

I 
ITEM ACCOUNT TOTAL THIS QUARTER DESCRIPTION 

I UGSHs 
5a Interest on loans 

I 
5b Fees on loans/savmgs Fees and commissions to clIents with loans Programs that charge fees on 

savlnqs accounts should also Include this Income here 
5c Loan/savings mcome Sum of line 5a and 5b 

5d Investment Income Income from the non loan Investment portfoho 

I 5e Other operating Income Any other operating Income - e g gains on foreign exhange transactions 

5e TOTAL OPERATING Sum of hnes 5c through 5e 

I INCOME 
Sa Interest on market debt Interest and fee expenses and all charges for market debt 

Sb Interest on subSidized Interest and fee expenses and all charges for all subSidized debt 

I debt 
6c Interest on savings Interest and fee expenses and all charges for all customer deposits 

6d Exchange rate ProvIsion for exchange rate depreCIation on foreIgn currency denominated 

I depreCIatIon expense liabilities 
6e Total financial expenses Sum of lines Sa through 6d 

7 GROSS ANANCIAL Lme 5e net of line 6e (Difference between total operating Income and total 

I MARGIN financial exoenses) 
8 Loan Loss prOVISion Cost of creating & malntamlng the loan loss prOVISion This corresponds to 

expense that part of the loan loss orOVISlon expensed dunnq the quarter 
9 NET FINANCIAL Line 7 net of line 8 

I MARGIN 
lOa Personnel expense All staff and consultant cost including fnnge benefits (preferably on an 

accrual baSIS especially In the case of major future benefits such as 
severance pay obhgatlons) 

I 
lOb Rent and utilities Office rent equipment mamtenance electnctty etc 

10c Transportation Transportation of staff to attend to chents and to manage operations 

I 
10d Office supphes Pnnted matter supphes photocopIes books etc 

10e DepreCiation Allowance for detenoratlon and eventual replacement of eqUipment 

I 
lot Other operating and 

administrative expenses 
109 TOTAL OPERATING Sum of lines lOa through lOf 

EXPENSE 

I 
11 PRORr [LOSS) ON Net financial margin less total operating expenses Lme 9 net of line 109 

FINANCIAL SERVICES 
12 EXTRAORDINARY extraordinary Income or expenses that denve from events or transactions 

INCOME (EXPENSE) that are distinct from the ordinary actIVities of the MFI and are therefore not 
expected to recur frequently or regularly e g Income from consulting fees 

I and profit from sale of properties and expenses from remodehng and 
amortization of start up costs 

13a Grants and donations to Grants and donations receIVed for the operation of financIal services eg 
SUbSidize financial operating costs loan funds and fixed assets 

I services 
13b Income from non Any Income typically donations received from the operation of NON 

financial services financial services services - typically these services are not closely related to 
the financial services offered 

I 
13c Expenses from non Any expenses generated by NON financial services typically these services 

financial services are not closely related to the financial servICes offered 
14 SURPLUSIDEACIT Sum of hnes 1 1 1 2 1 3a and 13b net of hne l3c 

I 
15 Taxes pald(on taxable Corporation tax payable on taxable Income 

Income) 
1S DIVidends DIVidends paid or payable to shareholders 

I 
17 RETAINED Line 14 less hnes 15 ana 16 

SURPLUS/DEFICIT 
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I 
PRESTO GeNTER FOR MICROFINANCE 

QUARTERLY Fmanclal Performance Information 

MICROFINANCE INSTITUTION REPORT PERIOD 

I NOTE MFIS WITH MORE THAN 3 BRANCHES SHOULD SUBMIT ADDITIONAL SHEETS SHOWING All BRANCHES 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

SUMMARY OF PAST DUE LOANS 
Please provIde data as of the last day of the penod to be analyzed 

Name of I Total PnnClpai Total PnnClpai I PnnClpai In PnnClpai In PnnClpai 1I1 PnnCIpai m PnnClpaim PnnClpaim 
Branch Outstanding Past Due Arrears Arrears 31 Arrears 61- Arrears 91- Arrears181 Arrears 

1 30 days 60 days 90 days 180 days 365 days 365+ days 

I 

Totals I 
ProVISIon I Rates 
Computed 
ProVISIons 

PlEASE EXPLAIN ANY DIFFERENCES IN THE LOAN LOSS PROVISIONS AS CALCULATED IN THE SUMMARY OF PAST DUE LOANS 
TABLE SHOWN ABOVE AND THOSE SHOWN IN THE FINANCIAL STATEMENTS 

PORTFOLIO AT RISK (PAR) 
Please prOVIde data as of the last day of the penod to be analyzed Please note that PAR refers to the entire portfolio affected 
by overdue payments NOT lust the payments that are past due 

Name of branch Total PnnClpai Portfolio at Risk 1 day Portfolio at RIsk 30 days Portfolio at Risk 90 days 
Outstanding 

Total Overall "{, Total Overall % Total Overall % 
amount rate amount rate amount rate 

TOTAL 

VALUE OF LOANS WRITTEN OFF THIS VALUE OF LOANS WRITTEN OFF PRIOR VALUE OF LOANS WRITTEN OFF LAST FISCAL 
QUARTER QUARTERS OF CURRENT FISCAL YEAR YEAR 

PLEASE DESCRIBE YOUR POUCY FOR WRITING OFF DEUNQUENT LOANS 

PLEASE DESCRIBE ANY DIFFERENCES BETWEEN YOUR STATED LOAN WRITE OFF POUCY AND THE WAY THAT LOANS HAVE BEEN 
WRITTEN OFF EITHER THIS YEAR OR LAST YEAR 
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PRESTO CENTER FOR MICRO FINANCE 

aUARTERL Y Financial Perfonnance (nformatlOn 

MICROFINANCE INSTITUTION REPORT PERIOD 

Outreach Loans 

I 
I Product A 

I 
ProductB Product C 

I 
Number ofbolTowers wIth 
loans outstandmg at the 
begmrung of the quarter 
Number of borrowers wuh 
loans outstandmg at the end 
of the quarter* 
Value of loans outstandmg 
at the begmnmg of the 
quarter 
Value of loans outstandmg 
at the end of the quarter 

Number of loans dtsbursed 
durmg the quarter 

Value ofloans chsbursed 
durmg the quarter 

Number of loan chents 
exrtmg the program durmg 
the quarter** 
Percent women 

~ This number should be the number of people served by the program, NOT the number of groups 

HDo not Include chents who are In between loan cycles, or who have temporanly declIned loan facIlIties 

Outreach SavIngs 

I 
Product A ProductB 

I 
ProductC I 

Number of savers at the 
begmnmg of the quarter** 

Number of savers at the end 
of the quarter*** 

Value of savmgs at the 
be!:IDDmg of the quarter 

Value of savmgs at the end 
ot the quarter 

Percent women I I I 
I 

I I 

I I 

H* This number should be the number of people served by the program NOT the number of groups 
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PRESTO CENTER FOR MICRO FINANCE 

QUARTERLY FinanCIal Performance Information 

MICROFINANCE INSTITUTION REPORT PERIOD 

STRUCTURE OF LIABILITIES ANALYSIS 

DeSCriptIon, Each of Program's liabIlitIes 
Include savings and/or deposits only If these funds are available to be on-lent or Invested 
Source (complete on separate sheet If necessary) Item No and Account on Is liability m H foresgn gIVe Amount of the 

Balance Sheet local or foresgn v~ofliability liability on 
currency' In that currency Balance Sheet 

1m UGSHs) 
A 

B 

C 

D 

Costs of Funds Data, Each of Program's Liabilities 
Source Average amount of Nommal Interest rate Terms and condluons longmal value of Interest expense 

thiS liability dunng the [annualized) Dability repayment penod frequency of mcurred for thiS liability 
quarter payment decllmnq balance or flat) for the quarter 

A 

B 

C 

D 

STATE PARTICULARS OF ANY UABIUTIES SHOWN ON BALANCE SHEET THAT ARE NOT INCLUDED IN ABOVE ANALYSIS 

6 
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PRESTO CENTER FOR MICRO FINANCE 

QUARTERLY Fmanclal Performance InformatIon 

MICROFINANCE INSTITUTION REPORT PERIOD 

OPERATIONAL ANALYSIS 

OperatIOnal Subsidy AnalysIs 
1 Grant Income 

DID YOUR PROGRAM RECEIVE GRANTS TO SUPPORT ITS OPERATIONAL COSTS IN THE QUARTER TO BE Yes 
ANALVZED' 

WHAT WAS THE AMOUNT OF THESE GRANTS DURING THE QUARTER TO BE ANA1.VZED' 
(ENTER ON UNE 13a OF OPERATING PRO AT AND LOSS STATEMENT) 

2 In Kmd SubSidies 

WERE ANY MANAGERIAL OR OPERATIONAL ~SONNa PAID BY DONOR RJNDS THAT ARE NOT Yes 
INCLUDED IN YOUR INCOME STATEMENT' INCLUDE ANY EXPATRIATE STAFF OR CONSULTANTS WHO 
PROVIDED DIRECT OPERATIONAL SUPPORT BUT EXCLUDE ANY SHORT TERM TECHNICAL ASSISTANCE 
EXPLAIN BELOW ANY PERSONNEL THAT HAVE BEEN EXCLUDED 

WHAT WAS THE AMOUNT OF THE SUBSIDIZED SALARIES AND BENEFTTS DURING THE QUARTER' 

DID THE PROGRAM USE ANY PROPERTY OR EQUIPMENT WHICH BELONGS TO ANOTHER PARTY AND IS Yes 
NOT ACCOUNTED FOR ON YOUR ANANCIAL STATEMENTS' 
Ii e OFACES COMPUTER EQUIPMENT VEHICLES ETC) 

IF YES PLEASE EXPLAIN TO US WHAT KIND OF EQUIPMENTIPROPERTY AND HOW IT WAS USED IN YOUR OPERATIONS 

WHAT WOULD YOU HAVE HAD TO SPEND TO SUBSTITUTE FOR THIS EQUIPMENT OR PROPERTY DURING 
THE YEAR TO BE ANAL VZED' EXPLAIN YOUR CALCULATION IN THE SPACE BELOW 

I Information on Staffing and Personnel 

NUMBER OF STAFF BEGINNING OF QUARTER 

I 
I 
I 
I 
I 

NUMBER OF STAFF HIRED OURING QUARTER 

NUMBER OF STAFF WHO HAVE LEFT DURING QUARTER 

NUMBER OF LOAN OFACERS END OF QUARTER 

7 
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MICROFINANCE INSTITUTION 

PHYSICAL LOCATION OF 
RNANCIAL SERVICES 

PRESTO CENTER FOR MICROFINANCE 
ANNUAL FINANCIAL INFORMATION 

I REPORT PERIOD 

KAMPALA 
% current chents 

DISTRICT TOWNS 
% current chents 

Chent Characteristics 
GENDER TYPE OF ECONOMIC ACTIVITY (%) 

MALE % COMMERCE. 
FEMALE % SERVICE 

MANUFACTURING 
AGRICULTURE. 
OTHER 

FmanCial Products and Delivery Methodologies 
DESCRIPTION OF PRODUCT OR TERMS AND CONDmONS FOR EACH PRODUCT OR SERVICE 
SERVICE 
LOANS Product A INTEREST RATE (Nominal Annual Ratel 

CALCULATION METHOD (DeclinIng or f1atl 

FEES, COMMISSION 

PAYMENT FREQUENCY 

LOAN TERM 

GRACE PERIOD 

TIME BETWEEN LOANS 

GROUPS OR INDIVIDUALS 

AVERAGE DISBURSED LOAN SIZE 

Product B INTEREST RATE (Nominal Annual Rate) 

CALCULATION METHOD (DeclinIng or f1at1 

FEES/COMMISSION 

PAYMENT FREQUENCY 

LOAN TERM 

GRACE PERIOD 

TIME BEnVEEN LOANS 

GROUPS OR INDIVIDUALS 

AVERAGE DISBURSED LOAN SIZE 

Product C INTEREST RATE (Nominal Annual Rate) 

CALCULATION METHOD (Declining or flat) 

FEES/COMMISSION 

PAYMENT FREQUENCY 

LOANTE.~ 

GRACE PER)OD 

TIME BEnVEEN LOANS 

GROUPS OR INDIVIDUALS 

AVERAGE DISBURSED LOAN SIZE 

VILLAGES 
% current chents 
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PRESTO CENTER FOR MICRO FINANCE 
ANNUAL FINANCIAL INFORMATION 

MICROFINANCE INSTITUTION I REPORT PERIOD 

SAVINGS 

OTHER 

DESCRIPTION OF TERMS AND CONDmONS FOR EACH PRODUCT OR SERVICE 
PRODUCT OR SERVICE 

Product A TYPE OF SAVINGS 

If MR has compulsory IF COMPULSORY % OR AMOUNT OF AVERAGE DISBURSED LOAN THAT MUST BE SAVED 
savtngs list It here as PRIOR TO DISBURSEMENT OF THE LOAN • 
Product A 

CUSTODY OF SAVINGS (Group bank account IndIvIdual bank account MFI bank accountl 

WHO HAS EFFECTIVE CONTROL OVER THE ACCOUNT' (chents MFIJ 

WITHDRAWAL RESTRICTIONS 

INTEREST (annual ratel 

FREQUENCY OF INTEREST PAYMENT 

Product B TYPE OF SAVINGS 

CUSTODY OF SAVINGS (Group bank account mdlVldual bank account MFI bank accountl 

WHO HAS EFFECTIVE CONTROL OVER THE ACCOUNT? (chents MFII 

WITHDRAWAL RESTRICTIONS 

INTEREST (annual rate) 

FREQUENCY OF INTEREST PAYMENT 

Product C TYPE OF SAVINGS 

CUSTODY OF SAVINGS (Group bank account mdlvldual bank: account MFI bank account) 

WHO HAS EFFECTIVE CONTROL OVER THE ACCOUNT? (chents MFIJ 

WITHDRAWAL RESTRICTONS 

INTEREST (annual ratel 

FREQUENCY OF INTEREST PAYMENT 

Product A 

Product B 

Note If percentage (or amount) that must be saved vanes accordmg to the loan cycle, please use the 
percentage or the amount that corresponds to the 'average dIsbursed loan sIze' shown for each loan 
product m the 'FinancIal Products and Dehvery MethodologIes' table 
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MICROFINANCE INSTITUnON 

PRESTO CENTER FOR MICROFINANCE 
ANNUAL FINANCIAL INFORMATION 

I REPORT PERIOD 

Accounting PoliCies 
a) BasIs Of Accounnng (Valuation nethod Histoncal Cost BasIs Adjusted Hlstoncal Cost Current Cost Accounting J If any of the four 

fundamental accounting assumonons h e gOing concern consistency accrual and prudence) are not followed please indicate 

b) Depreciation Method (also mention how often depreciation IS calculated and posted) 

c) Revenue recognrtlon methoa for Interest commiSSion and fee Income jaccrual or cash) 

d) Translation/conversion of foreign currencies !including the dlsposmon of exchange gains and losses) 

el Any other policy (e g metnoa of aliocatlon of ccmmon costs In a multi purpose program) 
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Annex 2- Adjustments to MFI FInancial Statements and Portfobo informatIOn 

IntroductIon 

FInanCIal vlabIhty must always be a core element of an MFI's busIness strategy For the CMF 
to be able to momtor the progress of thIS strategy and compare MFIs With therr peers, the 
financial statements, portfolIo mformatlOn and related data must be analyzed In order to do 
thIS, there must be common agreement as to WhICh expenses, revenue and balance sheet Items 
to Include In the analYSIS ThIS calls for adjustments to the fInanCial statements presented by 
the MFI the Balance Sheet and the Profit and Loss statements (pages 1 to 3 of the FSGP 
Quarterly FInanCial Performance InformatIOn Report) 

The ACCION CAMEL Techmcal Note gIVes two basIC reasons for the adjustments 

a) to brIng the fInanCial pOSItIOn, finanCial performance and financial adaptabIlIty of the 
reportIng MFI to the realItIes of a 'commercIal enVIronment' 

b) to create a level playmg ground for peers for purposes of makmg meamngful 
comparIsons, SCOrIng and therefore rankIng the peers 

The overall effect of the adjustments IS to Isolate the performance of the microfinance 
actIvity, to accurately measure the quahty of the loan portfolIo and the value of other balance 
sheet Items, and to correctly account for all revenue and expenses of the mIcro finance 
actIvIty The MFI IS not oblIged to adopt these adjustments In ItS records The adjustments 
are made on the eMF work papers for the reasons explamed above 

eMF wIll make adjustments In the follOWIng areas 

1 Scope of the MIcrofmance ACtIVIty 
2 Loan Loss ProVIsIon 
3 Loan Wnte-off 
4 ExplICIt and ImplICIt SubSIdIes 
5 InflatIon 
6 Accrued Income 
7 ForeIgn Exchange TransactIOns 
8 Accrued Expenses and Prepayments 

Each of these adjustments IS descnbed m tills document 
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1 Scope of the Mlcrofinance ActIvIty 

ObjectIve 

Some MFIs are stand-alone microfinance programs whIle others lIke the Co-operatIve Bank 
are lodged In larger InstItutIons Those that are lodged In larger mstitutIOns must Isolate the 
microfinance actlVlty In order for a meanmgful analysIs to be made The process of IsolatIon 
WIll ensure that the common costs (mdIrect costs) and common revenue are 
charged/recognIzed to the microfinance actIvIty on a faIr basiS 

Procedure: 

a) Detenmne whether the InstItutIOn IS multIpurpose or IS lodged In a larger organIzatIon 
WIth whIch It may share common costs or mvestment revenue e g from shared fixed 
depOSIt accounts, fixed costs and lIabIlItIes If It IS a stand alone MFI or If the credIt 
program IS strIctly self accountIng, then there IS no need for any adjustment m thIS area 
OtherwIse, proceed as follows 

b) Study the comment, If any (page 3 ofthe annual report) regardIng accountmg polICIes for 
the allocatIon of common costs to the credIt program If there IS no comment m the report, 
then It IS necessary to call up the reportmg organIzatIon to get the reqUIred mformatlon 
the overall cost structure, type and amount of the common costs, shared fixed assets and 
shared revenue If there IS a pohcy, It IS stIlI necessary to study It, and to establIsh Its 
reasonableness Ie, IS there a faIr allocatIOn? It wIll then be necessary to detenmne the 
cost dnvers of these common costs to come up With a faIr allocatIon of these costs 

c) In case the common expenses, lIabIlIties, revenue, and/or fixed assets of the credIt 
program have been understated/overstated as per the report, then It IS necessary to make 
an adjustment The adJustmg entry WIll depend on how the ongInal transactIOn was 
recorded m the first place and whether lOter-company/department accounts are used 

In case of an understated expense 

Dr the understated expense by the understated amount 

Cr an appropnate capItal/lIabIlIty account 

If, for example, the faIr rental expense for the microfinance program has been 
understated, It Will be necessary to re-state the rental expense by the amount understated 
and If, for example, a full amount of cash was paId to the landlord by the 'head-office', 
an Inter-company-head-office account wIll need to be credited This account WIll be 
created m the adjustments column of the eMF worksheets If the full rent expense was 
accrued m the first place, then It WIll be necessary to share tIm accrual on an eqUItable 
baSIS 

d) In case the expenses to the credIt program have been overstated, the entry 10 c) above Will 
be reversed 

e) SImIlar entries wIll be made for revenues, assets, habIhties and eqUIty where applIcable 

2 
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2. Loan Loss ProvIsIOn 

ObjectIve 

The adjustment ensures that the loan loss prOVISIon expense and the resultmg 
accumulated loan loss reserve bears an appropnate relanonshIp to the quabty of the 
loan portfolIo 

Procedure 

a) Study page 4 of the quarterly report and apply CMF provIsIOmng rates to the 
agmg categones shown on the 'Summary of Past Due Loans Schedule' Add up 
the resultmg amounts ThIs WIll be the appropnate level of the loan loss reserve 

ProVlsIOmng Table 
Agmg Status % ProVISIOn % ProVISIon 

Regular PortfolIo Rescheduled PortfolIo 
Current Loans 0% 
Rescheduled Loans 10% 
Loans Past Due 1-30 Days 10% 50% 
Loans Past Due 31-90 Days 30% 75% 
Loans Past Due 91-180 Days 60% 100% 
Loans Past Due> 180 Days 100% 100% 

Loans m Legal Recovery < 180 Days 100% 100% 
Source ACCION CAMEL 

b) Compare thIs amount WIth the actual reserve accounted for on the MFI's Balance 
Sheet (page 1, Ime If of the quarterly report) In case of a defiCIency, the 
follOWIng adJustmg entry needs to be made 

Dr Loan Loss PrOVISIon expense 

Cr Loan Loss Reserve 

c) In case of an over prOVISIOn the above entry IS reversed 

NB The result of the calculatIon m a) above IS cumulatIve and If It IS qwte matenal, It 
may be necessary to spread the adjustment ThIs IS done by..takIng the provlsIOmng 
for the pnor years and debltmg pnor penod retamed earmngs 

3 Loan WrIte-off 

Objectives 

By not wntmg off uncollectIble loans WIthIn an appropnate tIme frame, the MFI IS 
mflatmg ItS loan portfolIo and skeWIng ItS performance ratIOS Proper wnte-offs 
WIll ensure that adequate provlslomng has been done 

3 
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Procedure. 

a) From page 4 of the quarterly report, establIsh the amount ofloans wntten off 
and establIsh the amount wInch should have been wntten off accordIng to the 
tables gIven on page 4 All loan balances beyond 360 days are wntten offm 
the adjustments made by the CMF 

b) Add the amount purported to be wntten off back to the loan loss proVIsIon In 

the Balance Sheet of the quarter m questIOn Compare thIs new figure With the 
correspondIng figure In the last quarter Balance Sheet The dIfference should 
be explamed by the loan loss provISIOn In the current quarter Profit and Loss 
statement 

c) In case the chfference IS bIgger than the loan loss provISIon In the current 
Profit and Loss statement, the wnte-offwas not adequately done In that case, 
take the dIfference and make the folloWIng adjustIng entry 

Dr Loan Loss Reserve 

Cr Loan PortfolIo 

4 ExplIcIt and ImplICIt SubSIdIes 

ObJectIve. 

The ObjectIve IS to obtaIn a true pIcture of the MFI's potentIal for commercIal 
ViabIlIty WIll the operatIOns of the MFI be Viable If they are expanded beyond the 
lImIts of donor support? There are three sub-adjustments to be made In tIns area 

• Cash donatIons 
• SUbSIdIzed debt 
• In-KInd SubSIdy 

4 1 Cash DonatIOns 

To remove cash donatIons from the Profit and Loss statement and reclasSIfy 
them as capItal on the Balance Sheet 

Procedures 

a) Compare Item 3b on page 2 of the current quarter WIth that of the preVIOUS 
quarter and reconcIle tIns With the mformatlOn gIven on page 7 of the same 
report as well as Item 13a on page three The ObjectIve IS to establIsh the 
actual amount of donatlOns/grants receIved In the quarter In questlOn and how 
they were treated If the donatIon/grant was credIted to Income, then It needs 
to be removed from there 

Dr Grant/donatlOns(l3a of page 3) 
Cr Donated capltal(3b of page 2) 
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42 

43 

a) 

SubsidIZed Debt 

ObJective: 

To reflect the commercIal cost ofborrowmg m the fmancial statements so as 
to show the extent of the MFI's abIlIty to meet these costs TIns adjustment 
calculates the cost of an MFI's lIabIlItIes as If It were raIsmg funds on local 
commercIal markets 

Procedure. 

a) GIven the CMF commerCIal rate (detenmned quarterl) byaveragmg 
the rate that commercIal banks charge therr good customers, for the 
penod endIng 12/98, thIs IS 23%) and the data on page 6 of the 
quarterly report, determme whether any MFI lIabIlIty IS subSIdIzed, If 
so, It needs to be adjusted 

b) DIVIde the rates by 4 Subtract the subSIdIzed rate from the commerCial 
rate and then multIply the result by the average amount of habllIty for 
the quarter for each lIabIlIty source on page 6 of the quarterly report 
AlternatIvely, calculate the adjustment by muitiplymg the 'commerCial 
rate' WIth the average subSIdIzed lIabIlItIes and then subtractmg lme 6b 
of page 3 of the quarterly report 

c) Make the followmg adjustment usmg the resultmg figure from (b) 
above 

Dr Interest on subSIdIzed debt (lme 6b on page 3, quarterly report) 

Cr Interest subSIdy adjustment account 
(TIns IS an adJustmg capItal account m the Balance Sheet) 

In-Kind SubSidies 

ObJective: 

To estnnate the expenses the InstItutIOn would mcur If It dId not receIve 
subSIdIes that have a sIgruficant nnpact on the operatmg capacIty of the MFI, 
and to mclude, at faIr market value, goods and services whIch the MFI does 
not pay for but whIch are Important to the conduct of ItS busmess Examples 
Include a rent-free or subSIdIzed facIlIty, free fixed assets and donated salanes 
for staff 

Procedures· 

Study page 7 of the quarterly report and establIsh the amount of subSIdy 
receIved by the MFI m the quarter that IS not mcluded In the report You 
may also want to call up the MFI to get more clanficatlOn about the 
SubSIdIes - theIr nature and whether m fact there IS need to Include these m 

5 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
• 

I 
I 
I 
I 
I 

the accounts MatenalIty, reason for subSIdy and llIlpact of the subSIdy on 
the revenue earmng capaCIty of the MFI should be consIdered In 
determining whether a subSIdy should be Included or not 

b) Once It IS estabhshed that an in-kInd SUbSIdy should be Included, establIsh 
the market cost of that subSIdy and pass the followmg adjustment 

Dr Relevant expense/asset account 

Cr Donated capItal 
(lme 3b of the Balance Sheet on page 2 of the quarterly report) 

c) If It IS a fixed asset, check out the accounting polIcy on depreCIatIOn on 
page 3 of the MFI annual report That mformatIOn should enable you to 
calculate the depreCIatIOn expense for the quarter 

Dr DepreCiatIOn expense 

Cr Accumulated depreCiatIOn 

5 InflatIOn 

ObjectIves 

The histoncal cost based accounts do not to show the extent to wInch the real 
value of eqUIty of the organIZatIOn IS bemg eroded by the effects of mfiatIOn 
Thus the ObjectIve of the adjustment IS to bnng the MFI's fmancial statements 
to the realItIes of mfiatIOn 

Procedures 

a) Check out the accountmg basIS polIcy on page 3 of the reporting MFI's annual 
report and establIsh whether or not the MFI accounts for inflatIon If It does, It 
wIll may be necessary to call up the MFI and get more InformatIOn about, for 
example, the mflatIOn rate used In case the rate IS appropnate and the 
accountmg IS done correctly, then no adjustment IS necessary 

b) In case the reportmg mdicates that the MFI's accountmg basIS IS not mflatIOn 
accountmg (for example, common-Instoncal cost baSis) then there IS need for 
two mflatIOn adjustments one to revalue the non-monetary assets and a 
second to account for the eroded value of the MFI's eqUIty 

c) RevaluatIOn of non-monetary assets DIVIde the government's annual gIven 
mflatIOn rate by 4 to get the quarterly mfiatIOn rate and multIply It With the 
average non-monetary assets These are the fIxed assets shown on lmes 11+ 1m 
of page 1 of the quarterly report The average may be obtained by addmg the 
preVIOUS quarter s balance and the balance as per the Balance Sheet of the 
reported quarter and then divIdmg by two 

6 
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6. 

d) WIth the figure obtamed from (c) above make the followmg entry 

Dr The respective fixed asset accounts 

Cr The InflatIOn adjusted capItal account or revaluatIOn reserve 

Please note that the Increment to the non-monetary assets (fIxed assets) 
because of the adjustIng entry In (d) above need to be depreciated In hne 
wIth the MFI's depreCiatIOn polIcy. 

Dr DepreCIatIOn expense 

Cr Accumulated depreCIatIOn 

e) Take the InflatIOn rate from (c) above and multIply It by the MFI's average 
total capItal and USIng the resultIng figure make the follOWIng entry 

Dr InflatIOn adjustment expense 

Cr InflatIon adjusted capItal account 

Accrued Interest Income 

Objective 

To elunInate Interest Income whIch IS accrued so that all Income IS on a cash 
basIS 

Procedure 

a) Study the MFI's accountIng polICIes regardIng revenue recogrutIOn on 
page three of the MFI's annual report If the MFI does not accrue Income 
at all, then no adjustment IS necessary However, If the MFI accrues 
mterest, It WIll be necessary to remove that accrued Interest from the 
Interest Income account and from the Balance Sheet accrued Interest 
account by makIng the followmg entnes 

Dr Interest Income 

Cr Accrued Interest 
(lme 19 on the Balance Sheet of the quarterly report) 

The amount used In thIs entry IS the amount accrued In the quarter In questIOn 
Thus, whIle the accrued Interest for the penod In the Profit and Loss statement 
WIll be cleared by thIs entry, the accrued mterest account In the Balance Sheet 
may not necessanly be cleared To clear, It IS necessary to pass the follOWIng 
pnor penod adJustmg entry 

7 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

7 

Dr RetaIned surplus/(deficlt) (lme 3c of page 2 of the quarterly report) 

Cr Accrued mterest (hne I g of page I of the quarterly report) 

Exchange gams/losses for the MFl's lIabIlitIes denommated In foreign 
currenCIes. 

Objectives 

To ensure that an MFI WIth foreIgn exchange transactIons deals WIth them m 
accordance WIth acceptable standard practIce - lAS 21 and SSAP 20 An MFI 
may transact busmess m a foreIgn currency, e g by buymg fixed assets or 
borroWIng money for loanable funds The lIabIlItIes denommated m foreIgn 
currency outstandmg as of the Balance Sheet date should reflect the current 
oblIgatIon (Balance Sheet date) of the MFI m the local reportmg currency and 
the gams or losses ansmg from fluctuatIons m the foreIgn exchange rates 
should be correctly reported 

Procedure. 

a) Study the MFI's mformatIOn regardmg lIabIlItIes on page 6 of the 
quarterly report and ascertaIn whether the MFI has any foreIgn lIabIlItIes -
loans whIch are denommated m a foreIgn currency In case the MFI has 
such lIabIlItIes, then study the accountIng polIcIes - part (d) on page three 
of the annual report and establIsh how foreIgn transactIons are handled m 
the MFI's records It may also be necessary to call up the MFI for 
clanficatIOn regardmg the lIabIlItIes and/or the polIcy 

As a first scenano It IS be pOSSIble that the MFI does not have any foreIgn 
lIabIlItIes and m that case there WIll be no need for any adjustment 

The second scenano IS that the MFI has foreIgn lIabIlItIes and that theIr 
treatment m theIr books of account are m accordance WIth IAS211SSAP20 
Agam m tlus case there IS no need for adjustment 

The tlurd scenano IS that the MFI has foreIgn lIabIlItIes but the MFI IS 
recordmg the lIabIlItIes on a lustoncal cost basIS and therefore does not 
recogmze the gaIns and losses emanatmg from fOreIgn exchange 
fluctuatIons In tlus case proceed as follows 

Fmd out from an authontatlVe source the exchange rate as at the Balance 
Sheet date for the currency m questIon MultIply thIs rate With the value of 
the foreIgn lIabIlIty as stated on page 6 of the quarterly report The result IS 
subtracted from the lIabIlIty as reported m the Balance Sheet If the result 
IS POSItIve then there IS an exchange gam whIch must be recorded 

8 
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Dr the lIabIlIty (Balance Sheet account) 

Cr the exchange gaIn account (hne 5e on the Profit and Loss account) 

lfthe result IS negatIve 

Dr exchange loss (lIne 6d on the Profit and Loss aCCotU1t) 

Cr the lIabIlIty 

Accrued Expenses and Prepayments 

ObjectIve 

To ensure that the MFl has recorded all the expenses and only the expenses 
has Incurred In the quarter 

Procedure 

a) RevIew Items lOa, lOb, lOd and lOf of page three of the quarterly report 
and compare WIth the prevIOUS quarter If applIcable Note any slgmficanti 
matenal changes In these accounts and find out from the MFI whether 
these have been accounted eIther by Improperly recorded prepayments or 
unrecorded accruals DependIng on the case the adjustments are as 
follows 

Improperly recorded prepayment (prepayment recorded as an expense) 

Dr Prepayments account 

Cr Expense account 

Unrecorded accrual 

Dr Expense account 

Cr Accruals account 
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