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FOREWORD

From 2003 to 2006 the National Economic Research InstitdEER() of the Ministry of Planning

and Investment (MPI) conducted and published four annual rural and microfinance surveys under
the Microfinance Capacity Building and Research Project (MCBR), supported by Concern
Worldwide. Due to a lack of funding no seys were carried out in 2007 and 2008. The present
survey for the year 2009 has been supported by GIZ through BoL and MPI.

The surveys since 2003 indicate that outreach of microfinance institutions including village funds
has significantly increased: iartns of savers and borrowers, villages with their own funds, savings
mobilized, and loans disbursed. Among the most remarkable achievements have been (i) the
establishment of a regulatory framework for the formal microfinance sector; and (ii) the
widespreal transition of the semiformal microfinance sector from unsustainable ciaien
revolving funds to increasingly se#liant savingded village savings and credit funds.

With the growth of the sector new challenges emerge: expanding outreach toteeareas and

the very poor, extending monitoring services to the semiformal microfinance sector, and, most
seriously, capacity building for staff, management and governing bodies as well as clients of all
types of microfinance institutions. A major chakignhas resulted from the closing of projects
supported by international organizations and their transfer to government agencies, which lack
the necessary experience and technical competence. Therefore the Government has transferred
responsibility for the apidly growing number of village funds and their promoting agencies and
projects from the Ministry of Planning and Investment to the National Leading Committee for
Rural Development and Poverty Eradication. However, numerous government agencies are
involved in the promotion of village funds, which cover about half the villages of the country,
without the required technical and financial skills. An alternative strategy has emerged in recent
years: establishing sustainable network organizations with a rarfgeseovices to member
institutions. Owned by the village funds, these organizations are based on principles -of self
financing, sekmanagement and seljovernance. They may eventually replace the functions of
their governmental and international support @ugizations; but this will require further capacity
building on a substantial scale. Their potential goes beyond technical and financial services for
their members. They already provide monitoring and reporting services to their members and
prepare consolidted financial reports, of which this survey has made good use. These are actually
functions of the supervisor, BoL, which does not possess the resources for monitoring and
supervising such large numbers of institutions. However, once BoL recognizes tiherkne
organizations as legal representatives of the village funds and helps strengthening their capacity as
monitoring and reporting agencies, a system of delegated supervision might evolve as in a number
of developed and developing countries with largemers of small financial institutions. This
survey has included some network organizations as promoters and as providers of data, but has
not focused on them as a special subject; this may be left to future surveys or special studies.

The National Econmoic Research Institute of the Ministry of Planning and Investment is pleased to
present the results of its fifth survey of the microfinance sector. | do hope that this publication will
be a helpful reference for policymakers, donors, other concerned stallels, researchers and
students and all those who are interested in microfinance.



On this occasion | would like to express my gratitude to the esteemed officials of provincial and
district organizations, projects and counterparts for their active coapen with the survey team

of NERI and their valuable contributions to the collection of daéd.mefinally express my sincere
thanks to BoL and GIZ for their greatly appreciated support to the national microfinance statistical
survey 2009.

Dr. Leeber LEEBOUAPAO
Director General
National Economic Research Institute, MPI



FOREWORD

It is with great pleasure and also some relief that we are finally able to publish this report. The
careful reader will notie that it is somewhat different from NERIs previous statistical studies on
microfinance, the last one being from 2006, because present a much more differentiated picture
of the microfinance sector in Laos. The main reason for such a more differentiag®dnas the
emergence of a formal, regulated microfinance sector after the introduction of a specific
regulatory window for Deposit and Ndbeposit Taking MFIs as well as SCUs through BoL in 2008.
Another reason is our recognition of the fact that the laggmiformal sector of village funds
itself is quite diverse. The most significant differentiating criterion of village funds is theirfocus
lack thereof on the mobilization of savings. Our findings of analyzing deposit taking and-credit
only villagefunds separately speak a very clear language. They will leave the reader without a
doubt about which model holds more promise for successful financial service provision to poor
people. | am happy that we are able to publish the first remonce 2006 thaprovides complete
primary data on the supply of microfinance in Laos.

| congratulate he National Economic Research Institute (NERI) of the Ministry of Planning and
Investment for doing a solid job in collecting the primary data from all over the topuhalso
would like to thank Professor Dieter Seibel for leading the team in writing this report and Jutta
Rehag for valuable support with data cross checking and data analysis.

I am hopeful that our cooperation could contribute to making this studyaliable source of
information for the Lao Government as well as the national and international microfinance
community.

Klaus Prochaska

Project Director

Microfinance in Rural AreasAccess to Finance for the PdéP)
GlZ- German International Cooperation
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Chapter 1: Microfinance in the Lao PDR

1.1. Backgroundand History of Microfinance in the Lao PDR

The development of microfinance in the LAO PDR dates back to the early 1990s when the country
opened up and began evolving towardsnarket economy. The process started with support by
multilateral and bilateral organizations for the establishment of villageed credit schemes and
revolving funds. Between 1994 and 1996 NGOs followed suit. By 1996 more than 20 international
organizaions were involved in rural credit funds across all 17 provinces. Projects were
implemented through district level administrations withe LWU, agriculture and forestry offices

and other local government entities. Virtually all projects started with d¢rexiier time many also

got involved in savings. Villages are small in Laos, many with less than 100 households on average
Thus, most of the emerging credit groups were small. With donor support the number of credit
schemes and revolving funds grew rapidiccording to a national survey of access to finance by
UNDP/UNCDF (1997), the number village funds in cash or kind had reached 1,640199énid
covering about 15% of all villages. They included more than 1,000 rice banks, some livestock banks
and revoling credit funds. Given the low degree of monetization of the rural economy, most
credit was in kind. All projects were carried out in cooperation with government organizations,
among them the Department of Social Welfare and mass organizations. Pronaimemtg them
GSNBE GKS [I2 22YSyQa !yAz2y 6[2!'0 FyRLRRNY [ I
whose outreach encompassealmost every village. UNDP/UNCDF also compiled a list, albeit
incomplete, of donoffinanced projects with Lao Village Credit Agations (LVCA), as they were
called at the time. The list comprised 28 projects by 13 NGOs in 1,050 villages (CARE being the
largest, covering 649 villages) and 9 projects by multilateral organizations in 518 villages (UNICEF
being the largest, coveringB9 villages).

The rapid growth in the number of village funds, their credit bias and donor dependence led to
increasing concerns about their viability and sustainability. These concerns were articulated by a
Microfinance Roundtable of government and doragencies, coordinated by UNDP/UNCDF. Three
microfinance conferences were held in 1995 and £998vo major issues emerged: enhancing
savings mobilization and improving the regulatory environment for microfinance services. These
issues were subsequentiaken up by a national consultation workshop in March 1997, jointly
organized by BoL, APRACA and GTZ, which concluded that,

Laos needs a welilinctioning system of microfinance with viable institutions and sustainable financial
services for all segmentd the population. There was consensus that such a system: (i) should be
savingsdriven; (ii) comprise basic microsavings, microcredit and microinsurance services; and (iii)
must be based on the cultural traditions of Laos in which women play a cruciahngiierofinance;
decisions must be reached with local level participation; and microfinance services must reinforce the
existing networks of solidarity. (BoL, APRACA & GTZ 1997: 21)

! By GRETT, CCL, IRAM and BOL in October 1995, bydBRDF/in August 1996 and by-BSCAP during the same
month.



In the following years progress was rapid. In June 2008 BoL promulgateafinance regulatios

and by 2009 when this survey was carried out 26 MFIs were registered or licensed by BoL, either as
private companies or as savings and credit cooperatives. In addition, as a result of a very fruitful
collaboration of donor agencgewith provincial and district authorities, up to 5,000 village funds
have come into existence, covering about half the villages of the Lao PDR, the majority-savings
based. 4,113 village funds have been identified through ¥RPhis survey. The data detted
indicate a revolutionary change from revolving fundsd&posittaking funds, or in other words:

from providers of credibnly to semiformal savingsased microfinance institutions. These
deposittakingfunds account foi76% of all village funds ithe survey,92% of their members and

87% of their loan portfolio.

Growth in the number and membership of village funds continoessleast due to its support by
various government institutions and donomBetween 2003 an®007 the Lao Government had
chameledan amount ofsome41.7 billion Kip (about USD 5 million) from domestic resouioés
the establisiment ofvillage funds in the 47 poorest districts.

1.2. From Microcredit to Microfinance: the Terminology of an Emerging Sector

The term microfinane has been introduced in the early 1990s to replace the term microcredit.
The new termmicrofinancewas meant to refer to financial intermediation between lamcome

savers and borrowers wibut access to commercial banks amdmprises microsavings and
microcredit as well as other financial services. In the Lao PDR, the policy statement on the
RSOSt2LIYSYyld 2F adzZadGlrAylrofS YAONRBTFAYlIYOS RSTA
of financial services, such as cdsdsed credit, deposits, insurancetc, to the poor, lowincome
households, and their mick,8 v (i S NIPIMiBrafisasice ibstitutions (MFIs) in the broader sense
include formal, semiformal and informal financial intermediatiesoviding bothmicrosavings and
microcredit as well as othdmancial service3 Microfinance overlaps with more recent terms such

a4 WAYyOfdzaAAGS FAYEFIYyOSQ> RSy 2iA y-come(eopld and i 2
WNBALR2YyaAotS FAYlIyOSQs LI NIAOdzZ NI & Fyzy3a O:
constitutes microsavings and microloans, which vary widely in size between countries and
institutions, except that the amounts should Beall,which is relative. Only a few countries have
RSTAYSR gKIG GKS@& YSIy o0& WMiksQNEnt ragulgtioniasiseéy 2 y 3
a ceiling of 10 million Kip (USLL75). Some arge that such a definition is bir left to individual
institutions, lest a narrow definition excludes the enterprising poor from access to larger loans and

% See definition on page 4.

*Endorsed by the Prime Minister, PMO/1760, 17 December 2003.

* Formal financial institutions fall under the regulation and supervision of the central bank; semiformal financial
institutions are officially recognized, but not rdgted; other financial institutions, such as indigenous savings and
credit groups, are informal financial institutions. From a central bank perspective both semiformal and informal
financial institutions ar@onformal.

I O02NRAY3 (2 |/ Blarke debnedas licensed dnd unlicensed fidancial institutions that include
nongovernmental organizations, commercial banks, credit unions and cooperatives, and agricultural, development,
and postal savings banks. They range from specialized microfipaowiders to programs within larger, multipurpose
RSPSt2LIYSy il 2NBIFIYyAT I GA2yaoé



from graduating toemploymentgenerating small enterprisesvhile allowing the MFI to diversify
its risk.

In its regulatios of June 2008 BoL has defined formal microfinarsee (next chaptgr However,

the vastmajority of microfinance institutions or activities wéllage based and continugs be non
formal. These have come under many different names and guises. In thE9®0$s, UNDP/UNCDF
(1997) used the term Lao Mige Credit Associations (LV@A]) the termassociationshould now

be reserved for organizations thatlf under the Decree on Associations of September 2009, which
precludes the registration of funds as associations. In their own terminology government agencies
and donors have promoted credit groups, revolving fund groups, village revolving funds,
communit-managed loan fundsyillage savings and credit groups (VSCGSs), savings and credit
societies, microfinance and rural financial services. Inlaisé unofficial draft of the forthcoming

t NAYS a Befraedoi @itiddidance institutions they ajaintly referredli 2  Fickofinénce
project€ ®

¢KS SINIfeé& SYLKIFIaAa 2y WONBRAG 3INRdAzLJAQ 3I2Sa o
are too poor to save and therefore need revolving funds. Over the last decade many have learned
that Laotians have high propensity to save, particularly women as the holders of the family purse
strings. Therefore credit groups have shown to varying degrees a tendency to evolve into savings
and credit groupsThis survey will show that they now account 7086 of the dinds

In recent years government agencies have mainly used the term Village Development Fund (VDF)
to refer to villagebased funds, expressing their concern for village development. Major donors like
ADB, GIZ and ILO have referred to them as village banks though they do not fall under the
banking law. In this survey we use the tewilage funds (VFsYor villagebased financial
institutions owred and managed by their memberséBe village funds comprise both credit funds

and deposittakingfunds. We use the ternvillage fund promoters (VFP$pr governmental, non
governmental and international organizatignshich establish village funds and provigkehnical
assistanceo them.

1.3. The Emergence of Village Fund Networks

Selffinancing (through nmember savings) seltmanagement(through an elected management
committee) and selfgovernance (through an advisory committee of representatives of the
community)are the basic principles of the majority of village funds in the Lao PDR. One of the
most remakable features of the nascent subsector of village funds has been the emergence of
service networks of village funds which are built on these princifite2003the Thai NGOBIAM

and CODstarted to establish service networks among the village funds3(¥lage funds as of
2009) that had been promoted in the municipality since 1988 network of SaithanRistricthas
served as a model, which has spread throughout the districts of Vientiane Capdalwith
modifications, to other provinces and donsupported project€. Since 2005 GIZ has supported

® Cf. Seibel 2010



the creation of so called network support organizations, wipcbvide technical assistanand
financial servicego their member villagefunds. The promotion ofthese village bank support
structures is al S& St SYSy G 2 To viddgesiOnils it ILadbsINBoth Griodels will be
described in greater detail in section 2.1. below.

The emerging networks have a crucial role to play in the development of the village funds. Several
development organizationpursue the approach of creating sustainable associations as service
apexes of village fundslowever hey require further strengtheningn particular withtheir ability

to carry out core network functions such as registration of village funds within thevarkt
reporting, monitorirg, guidance and supervisiorugport might also include the establishment of
specialized services for training, liquidity exchange and auditimgeasedcommunication among

the promoters should lead to a certain harmonizationbyflaws, operations and development
strategies. Thecurrently existingnetworks have no appropriate legal status, and thus lack
recognition and sustainability as such: a challenge to stakeholders. Efforts should be made to have
the networks registered ancecognized as facilitators of a process aimed at establishing a properly
monitored system of village funds, perhaps as a first step to a future system of delegated
supervision’

1.4. The Microfinance Working Group for the Lao PDR (MFWG)

The MicrofinanceWorking Group for the Lao PDR (MFVi&Ghe national microfinance industry
network and was established in May 2007aiths at bringing together microfinance practitioners
and other relevant stakeholders to share experience and information about the rsedtio the
goal to improve sector coordination, transparencydainability and quality of microfinance
services. Its services focus on three core areas: n@wledge management/research &
representation, capacity building and advocacy.

MFWG members preselygtcomprise regulated microfinance institutions (DTMFIs, NDTMFIs, SCUs
and Network Support Organizations) as well as donors, bi/rairal agencies, INGOs, service
providers and resource persons working in microfinance. The network is a member of depute
regional and global networks (such as SEEP, BWTP and Social Performance Task Force Workir
Group) to ensure exposure to global microfinance trends & developments and international sector
representation. Since January 20the MFWG has a secretariat andlftime staff and strives to
become a professional, sustainable organization representing the industry interests and
responding to its needs.

1.5. The Regulatory Framework of Microfinance

The basic legal framework for the financial sector of Laos wdgdtawvn in the early 1990s. BoL
was created in 199Das a central bank with licensing, supervision and prudential regulatory
powers over financial institutions, which were defined as legal persons doing banking or similar

’ Seibel 2010
® Microfinance Working Group [mfwglaopdr@gmail.com]
® Law No 04/PSA of 27 June 1990.



business. The framework for the nagtion of financial institutions was laid down in 19%2and
covered commercial banks and nbank financial institutions. Nehanks were restricted from
mobilizing funds from the general public and from issuing shares or bonds. BoL was empowered to
make eparate regulations for banks and nd#anks. During the same year, a draft law on credit
cooperatives was prepared but not enacted due to the negative experience with credit
cooperatives and their collapse in the late 1980s. Initiatives in thel®80s lel to a consensus on

the need to promote sustainable microfinance institutions, which would require a legal
framework.In 2004 a Microfinance Division was creatadhich convertedinto the Department of
Financial Institution Supervision of Bol201Q

In 2005 BoL launched Regulation on the Establishment and Implementation of Microfinance
Institutions in Lao PD@0.10/BoL), announcing that large microfinance institutions had to apply
for licenses while smaller ones such as credit unions, cooperativeagsand loan associations

and village funds had to be registered, depending on their scale of operation. This was followed by
a notice by the Prime Minister on microfinance supervision in 2b0ahd finally the
announcement of three regulations, issuedJime 2008.

There are two basic provisions in the regulation of 2008: the first one stipulating that any
organization, group or enterprise governmental, norgovernmental or private; that carries out
microfinance activities, including village banks,isgs groups, village funds, development funds
and others, is required to register (Regulation No. 02/BoL Art. 3); the second one regunying
microfinance entity with voluntary deposits exceeding 200 million Kip or annual revenues
exceeding one billion Kito be licensed as a prudentially regulated MRé&dulation No. 02/BoL

Art. 20); however, this requirement has not been enforced. BoL has set a ceiling of 10 million Kip
on microloans, but imposes no interest rate restrictioriBhe three regulations areummarized
below:

1 No. 02/BoL on NorDeposittaking Microfinance InstitutionsNDTMFIs which do not exceed voluntary
deposits of 200 million Kip or revenues of one billion Kip are required to register with BoL and relevant
government authorities; there iso minimum size below which registration would not be required.
Within this framework NDTMFIs are authorized to mobilize savirgga their membersand grant
YAONRf 2l ya dzLJ 42 wmn YAffEA2Yy YALWD ¢KSe Klm&s (2 |
dzaAy3 . 2[ Qa OKINIL 27F | O02dzydao

1 No. 03/BoL on Savings and Credit UnioB&CUgan be local, single units or have branches and offices
nationwide. 10 founding members together with 100 initial members, or 250 members with voluntary
deposits of 300 nlibn Kip, can establish an SCU; minimum capital requirements are 100 million Kip.
SCUs are only allowed to provide financial services to members. With regard to credit, the regulation
does not explicitly restrict SCUs to microloans. Prudential requiremecitede a maximum NPL ratio of
5%, provisionings prescribed by Bolriting-off loans overdue >180 days, a Hskighted CAR of 12%
and liquidity ratios of 4% of cash in hand and 20% overall. SCUs have to be audited by external
chartered accountants anglipervised by BoL. Reporting is quarterly and annually.

“Decree No. 3 of 23 January 1992.
' No. 05/PM, dated 04 Ajl 2007



1 No. 04/BoL on Depositaking MFIs:DTMFIscan be local, single units or have branches and offices
nationwide. Establishing a DTMFI requires five shareholders and one major shareholder with at least
20% of registered capital, a totagistered capital of one billion Kip divided into shares, and ayia
business plan demonstrating sustainability. Voting is by simple share majority. DTMFIs may provide
financial services to the general public; batt least 80% of their portfolio must be comprised of
microloans not exceeding ten million KfpPrudential requirements include: voluntary deposits not
exceeding 10 times the capital, a singlerrower limit of 10% of capital, provisioning as prescribed by
BoL, including 5% on performing loans, a maximum NPL ratio of 5%, veeiigked CAR of 12%,
liquidity ratios of 4% of cash in hand and 20% overall, and investments in other MFIs up to a maximum
of 10% of registered capitaDTMFIs have to be audited lexternal chartered accountants and are
supervised by BoL. Reporting is monthly, quarterly and annually.

The above mentioned regulations on NBeposittaking Microfinance Institutions and on
Deposittaking MFIs are likely to be modifiesbonby a forthconing PrimeMinisterial Decree on
Microfinance and subsequent regulatioisere under which is currently developed with the
assistance of GI@ ! FAYLFf RN}IFiG 2F GKS 5SONBS Aa OdzN
Office and is expected to be publeshin the second half of the year 2011.

Chapter 2Governmental and International Support Programs

2.1. Government Programs and Projects

The National Growth and Poverty Eradication Strategy (NGRES)pproved in 2003 by thd™
Ordinary Session of the Nanal Assemblydentifying47 priority districts for poverty eradication.
Regarding thdack of capital for incomgeneratng activities as one of the mainobstaclesto
poverty eradication the Government allocatd an amount of 25 billion kigior the 47 poorest
districtsin the 20032004 budget to establish village fumds a source funds for production and
serviced®. This should enable the poor to graduallghange from traditional to modern
technologies and respond tomarket demand This in turn wasexpeded to strengthen
communitiesand theirdevelopmentpotential in the frameworlof the NGPES

To monitor and supervise the utilization of the budgetary resources, the Governestaiblished

village fund supervisioncommittees (VFSCs) at central, provincaad district leveld* This was
F2f{f26SR o6& Fy AyaiuaNdHzOGAz2zy 27F (K BeadingBomBittea A y A
for Rural Development and Poverty Eradicatit®CRDPE) on the financial management of the
village funds, issued on 14 Janua@09. So far, the current structure of VFSCs is still in force as
presented in Figure 1.

2 This may be a serious constraint on their viability and on their ability to graduate borrowers from microenterprises
to employmentcreating small enterprises.

* Notice Letter No. 72/CPC, 28 January, 2004.

“Decree of the President of the Conttae for Planning and Cooperation No. 408/CPC, dated 29 April, 2004.



Figure 1: Village FurfsupervisiorCommittees (VFSCs) Chart
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Village Funds

From 20032007 the Government allocatedome 41.7 billion Kip to the developmenof village
funds across the country.10% ofthe budgetwasused for technical support at central, provincial
and district levels 90% was dedicatedas seed fund for VFs.By September30, 2009 the
G2 @S NY Ys&pyoait &VFsin the 47 poorest districtsovered528 villages and 34,865 families
The number of etive members comprise@1,759 familiesandtotal revolving fund stood at42.5
billion kip.*®

2.2. International Programs and Projects

Currently there is nanstitution that can provide a completeverview of thevarious international
programs and projectghat support microfinance in Laos collaboration with government
agencies and mass organizatior®wever he MFWGs currently preparing a donor mapping and
will be best positioned to providsuch information in the futureThe following overview is to be
seen as indicative only.

'* Source: Instruction of the Minister for the Prime Minister Office and President oflthading Committee for Rural
Development and Poverty Eradication (LCRDPE)
'*LCRDPE , Annual RepanmtVillage Development Fund Performance, 22089, .



2.2.1. Multilateral and bilateral agencies

ADBhas played a prominent role in the development of the financial sector in Laos. Its emphasis
has been on the formal séor and included banks and MFIs. In microfinance ADB has focused on
the policy framework for MFIs and on strengthening such institutions as a poverty reduction
mechanism. ADB has completedpbroject, which included the preparation of three regulations
together with the related charts of accounts (enacted in June 2008), and the establishment and
strengthening of the Microfinance Division in BoL. Another ADB project established some of the
first SCUs in Lao PDR, but faced tremendous challenges: their managedr staff were
inexperienced, their boards were weak, and their outreach was low. To address these weaknesses
and to provide continuous support to the nascent microfinance sector, ADB together with BoL
fl dzyOKSR W/ il fel Ay3a aA@RETRe pfdieyt GeBgetedl 2 rapickyS ¢
increasing number of MFIgsomprising 5DTMFIs,8 NDTMFIs and 3 SCUs. The two main
instruments of support were capacityilding to all26 formal MFIs and the provision of matching
grants to 18 MFIs which had fulfillethe eligibility criteria. CapacHyuilding included the
development of training materials adapted to the Laotian context in business planning, awareness
raising, microfinance begiractice, credit and delinquency management, governance,
management infamation systemdflicro Bankeras well as accounting training with MFC.
Matching equity grants between $3,000 and $50,000 per MFI were provided in tranches over a
three-year period. ADB found that the absorptive capacity for matching grants was greatest among
profit-oriented DTMFIs funded by private shareholders. But overall the capacity of MFIs to
mobilize their own resources was limited; only about half of the $800,000 earmarked for matching
grants were absorbedThe financial performancef the 18 MFIs supgrted under Catalyzing
Microfinance for the Pogprojectfrom 2008 to 2010wvas found to varwidely!’ As of September
2010, the challeng&vas to bring 13 out of the 18ssessedFIs below the prudential limit of a
portfolio at risk (PAR >30 days) of 5% &out of 18 MFIs above an operational smlfficiency

ratio (OSS) of 100%n 2009 ADB also examined the feadipibf an apex microfinance fundt
concluded that, given the small number and scale of qualified regulated MFls, there would be no
scope br such an apex institution within the foreseeable futuriee tcore challenge being shortage

of human resources and technical assistance.

7 At baseline (Sep 08May 09) portfolio at risk (PAR >30 days) averaged 15%, ranging from 0% to 61%; by September
2010 it had deteriorated to an average of 17%, ranging from 0% to 69%. In cotiteasend of the operational self
sufficiency ratio (OSS, with a breaken at 100%) was more positive. At baseline it stood at an average of 109%, with

a range from 14% to 177%; by September 2010 it had improved to an average of 111%, with a range/grton 57
196%.



GIZ® hasworked onthe creationand the support ofillagefundsin Laossince 1998. It starteth
three provines (Bokeo, Luang Namtha aBdyabourylnder the projectdRural Development in
Mountainous Areas (RDM&A)By mid 2009 there wera total of 298 village fundswith 23,923
member accounts Since May 2009 D L Ys(p@ort of villagefunds is part of a new projet
dMicrofinance in Rural AreasAccess to Finance for the Poor (AFRjth BoL asgovernment
partner. AFP now works iBokeo, Luang Namth&ayabouryAttapeu and Savannakhet. Sirtbe
inception of the projectthe number of project villagéunds has inceased to 346 By April 2011
there were 26,142 member accountsome 4billion Kip in savings and 10.6 billion Kip in loans
outstanding. Total assets amounted to 13.13 billion Kip, which included grastsra6.68 billion

Kip. GIZ originally provided seed capital and keeps providing technical assistance and also
cooperated with several other actors. Most prominently IFAD provided seed capital and
equipment to village banks in Bokeo (198@04), Sayaboury(since 2006) andAittapeu (since
2009).The total amaint of seed capital provided by GIZ, IFAD, Lao Government and Norwegian
Church Aid (NCAetween1998 to 201lamounted to 7.24 billion Kip (56% which was given to
Bokeo). In 2011 GIZ widened its outreach to Savannakhet in cooperation with Mining agrclslin
Group (MMG).A pivotal part of GIQ2a I LILINE és@lilish sb Zalled tetwork support
organizations for villagéunds So far it has asgied with the creation of five,hiree of which are
alreadyregistered with Bank of Lao and licensed as limigedhpanies with the Department of
Industry and Commerce at provincial leveThe remaining two have submitted their applications
to BoL in December 201The network support organizations are designed to become sustainable
by providing cost covering finaiat intermediation services and technical support against service
feesto their member village fundsAFP also supports the BoL on fidicy level, in particular with
improving the regulation and supervision of microfinance activities.

ILOhas supportedhe establishment of a total of 139 village banks in 5 provinBesikhamxay
Champassak, Savannakhet, Khammouare] Sayabouiyin close collaboration with thé.ao
Community Sustainable Development Promotion AssociatibBSPPA and the provincial
departments of labor YR a2 OAlf ¢St FINBX YR 2F AyRdzAG!
initiated in 2003and was part of two technical cooperation projects to reduce the incidence of
human trafficking (20088) and to promote women entrepreneurship and gen equality (2009

11). The ILO developed a village banking methodology that is sabvasgsl, inclusive, client
focused and geared towards financial sustainability. The established village banks serve over
27,000 members. LCSDPA is providing technicahitorong and auditing support. The detailed
methodology, adapted to the Lao context, is presentedniaterialstitled dVvillage Banking in Lao

PDR published in 2008 in English and Lao language. The materials considtafdbook for
Village Bank ManageméiCommittees and Support Organizatipasd aLedger Guide. Theyaim

¥ GIZ was formed on 1 January 2011, completing a merger process of three German technical assistances agencies. It
brings together the longtanding expertise of Deutscher Entwicklungsdienst (DED) GmbH (German Development
Service), Deutsche Galschaft fir Technische Zusammenarbeit (GTZ) GmbH (German technical cooperation) and
Inwent ¢ Capacity Building International, Germany.

' Two organizations are registered under the name Community Credit and Savings Associations (CCSAs) and one as
VillageDevelopment Fund Association (VDFA).

2| CSDPA has also received direct funding from the Family Stone Foundation.

2! http://www.ilo.org/asia/whatwedo/publicaions/lang-en/docName-WCMS_100502/index.htm
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to help village bank management committees to improve the operations and sustainability of their
village bank, and to assist village bank support organizations and asscgiatiqurovidng
G§SOKYAOL f FaaAaidlyOSe {AyOS GKS Aadadad yOoS 27
exploring ways to best support the established village banks to comply with the regulation. Due to
limited resources, no concrete intervention has started. y

UNDP/UNCDFIn the mid1990s UNDP/CDF initiated a microfinance roundtable, acting as a
coordinator of communication among international donors. In 1996 UNDP/CDF carried out the
first microfinance survey among rural households, reporting on 1,64ygilflunds (most of them

rice banks) and 28 projects. Concluding that the dominant revolving fund approach posed serious
problems of sustainability, a project was prepared with BoL in 1997 to build capacity and
disseminate good practices. Field intervensoim three provinces led to the establishment of
three MFIs: SayabouryMicrofinance Office, Sihom Project Savings and Credit Scheme and
Oudomxay Development NDTMFI. One of the lasting results has been the establishment of the
Microfinance Center (MFC), @alding training and consultancy provider. In June 2010 UNCDF and
'p5t SYGSNBR Ayid2 | 22Ay0d LINRPINIYYS SydAadf SR
t S2LX S yIidAz2ylffeée AYLXSYSYGidSR o0& GKS .yl
The 4 % yr ppgramme, with an approximate budget of U million will adopt a sector based
approach to deliver change at the macro, meso and micro levels by providing capacity building
assistance to regulators, those who meet the needs of financial ceeqmioviders and direct
interventions withthem. This will includeinter alia, providing and mobilizing strategic capital and
technical assistance to increase access to financial services byndome households and
microentrepreneurs on a sustainable $ig, with an ultimate goal of increasing client numbers in

the microfinance sector from 30,000 in 2010 to over 140,000 by the conclusion of the project in
2014. The project has a UNCDF Chief Technical Advisor on site and is overseen by the Bank of La
PDR.

The World Bankprovides financial and implementation support to the development of village
funds through its Community Driven Development (CDD)projects. The Khammouane
Development Project (KDRQ082013, aims at provincial capacity building and |laalelopment
through grants to 27 villages in 3 districts to support their agricultural livelihood activities. Its local
implementing partner is the provincial government through the Planning and Investment Office.
The Sustainable Forestry and Rural Dgwelent Project (SUFORD), 262208 and 2002011,
provides revolving funds to 723 rural villages in nine provinces to support their livelihood
development for sustainable forest management. The project iBramced with the government

of Finland and implmented by the Department of Forestry, MAF. The Lao Social and
Environmental Project @AE Additional Financing, 2012013, provides grants for livelihood
development for sustainable watershed management to 12 villages in two districts of
Borikhamxay. Theivelihood Pilot Project, as part of the Poverty Reduction HufERFII) under

the National Committee for Rural Development and Poverty Eradication,-2014, focuses on

the four poorest districts of Houaphan and Savannakhet. The pilot project willdergrants to

http://www.ilo.org/wcmsp5/groups/publict--asia---ro-bangkok/documents/publication/wcms_100503ip
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selthelp groups of 120 families in some 200 villages, with the objective of improved nutrition in
the community. In Khammouane and Savannakhet Village Income Restoration Funds are
established as part of a downstream livelihood strategynpensating villages for the loss of
livelihood caused by Nam Theun 2, a large hydropower préfethe World Bank provides
implementation support through its technical and management teams in cooperation with LWU;
financial support is provided by the Narhetin 2 Power Company (NTPC) and the government.

2.2.2.Non-governmental agencies

ACCUThe Association of Asian Confederation of Credit Unions, with its head office in Bangkok,
has supported the development of SCUs in Laos since 1992. This also inclaat; dauilding of
vilage funds (aspre / ! 40 YR GKSANI dzLJANF RAY3 G2 {/!'a&ao !
of Lao PDR, the provincial Department of Planning and Investment (DPI) in Luang Prabang,
Sayaboury Oudomxay and Luang Namtha and two DufbieOs, Agriterra and Rabobank
Foundation. Its activities included contributions to the preparation of a regulatory framework for
SCUs (promulgated by BoL in 2008) and of bylaws; the promotion and organization of 19 VFs
(initially referred to asvillage sawigs and credit groupsVSCQsduring 19952000; technical
support to 6 SCUs and 44 VFs in 20088; and organizational strengthening of 22 VFs in 2009
2010, together with capacity building for participating organizations. Most VFs in Laos mobilize
savingdut do not collect share capital; in contrast, the promotion of VFs asS@¥s by ACCU has
focused on the formation of share capital as a requirement of their transformation into licensed
institutions. As of December 2009 the 22 VFs had a share cap#ad billion Kip and savings of

1.10 billion Kipjpy 2010 savinghad grown to 2.94 billion Kip, compared with a share capital of
4.22 billion Kip. With Rabobank Foundation support starting in 2011, ACCU is now assisting with
the transformation of VFs to SCUs and the establishment of an association of SCUs (ASCU) in the
northernregion2 ¥ [ 2a® !/ /! Qa 2@SNIfft 202SO0AGS Ay
I NBRAG !'yAz2ya 5S@St2LISyd Ay [F2 t5wé of{! /!
sustainable markebriented rural financial system and to poverty reduction.

DGRV. In the framework of a system of delegated supervision, the German Cooperative and
Raiffeisen Confederation acts as a national auditing confederation for some 5,400 coogerati
with 17.8 million members in all sectors of the economy, including 1,138 cooperative banks.
2007 DGRtarted to support Naxaythong Rural Development Cooperative in Vientiane Capital,
which grewfrom 1,800 shareholder members in 2008 to 2,800 in@0btal assets grew from

2.61 billion Kip to 6.28 billion Kip, loans outstanding from 2.01 billion Kip to 5.60 billion Kip, share
capital from 0.30 billion Kip to 1.28 billion Kip and savings from 1.93 billion Kip to 4.30 billion Kip. It
is now the largeisSCU in Laos. Following capacity building for VFs and their promoting agencies
(including LWU) in four provinces, DGRV helped establishing a Village Bank Service Center (VBS(
as a cooperatively owned network suppastganizationin Champhone DistrictSavannalhet
Province, in 2010. Within one year, as of April 2011, the VBSC reached 32 VFs with 1,889 members

ZAMA YS a Adyched slighibtEsahat, if the loss of livelihotrdm dislocationdue to hydropower or mining
projects, which aremumerousin the Lao PDR, is more than 20#tancial compensation packages shall be provided to
establishvilage tizy Ra T2 NJ a A YLINE SR -fidadde arfel afior8ablke miG@NBRA T 2T IYAXOINRG A S
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savings of 1.24 billion Kip and a loan portfolio of 1.07 billion Kip. The VB®t2wed to evolve
into a licensed SCU acting as a-safpportingfinancial intermediary and service provider for its
member VFs.

FIAM and CODIThe development and implementation of a savhied approah toward the end

of the 1990swvas spearheaded by two Thai organizations, both in cooperation with LWU. One was
the Foundation for Integrated Agriculture Management (FIAM) withN@smen in Development
Project (WIDP) and Small Rural Development Project for Women (SRibi3N)ook the lead in

1997 with an exposure program for LWU staff in Thailand. This was folloyw#t Women and
Community Empowering Project (WCBE§P)he CommunityOrganizationaDevelopment Institute
(CODl)In 1998 FIAM helped establishing the first sawvibgsed village savings and credit groups
(VSCG, or VFs) in Saithany District and expanmd@802 to Saysettha Districin 2002 his was
followed by CODI in the remaining seven districts of Vientiane Capital, and subsequently also in 15
districts in four other provincéd As a sustainability strategy, the staff and functions of the FIAM
project were transmitted to LCSDPA as a domestic organization. The VFs are fuligaseiéd
through savings as a source of loanable funds and profits to compensate savers and committee
members; there are no donor capital grants or credit lines. By Septemi@ RIAM and CODI in
cooperation with LWU had established 453 village banks/VFs in the nine districts of Vientiane
Capital, covering 91% of the villages and 48% of the families in the municipality. Out of 104,000
membersavers, 30,000 are borrowers and 2H) life insurance participants. Total assets
amounted to 153 billion Kip ($18 million), total savings to 127 billion Kip. Average membership per
VF was 229, with 338 million Kipameragetotal assets, 280 million Kip averagesavings and@n
average o299 million Kip in loans outstanding. Dividends received by savers amounted to 10.7%
of total savings. 193 out of the 453 VFs had accumulated savings of more than 200 million Kip. The
approach has become a model for LWU and other organizations with theingys throughout

Laos. A growing savings component is now widespread in most schemes which may have started
out as revolving funds. Together with LWU, FIAM and CODI have initiatedisi@lining networks

of village funds in all districts of Vientianepial.

SBFICIn the framework of a regional program in Cambodia, Laos and VietttenGerman
Savings Banks Foundation for International Cooperation has supported the development of
microfinance in Laos since 2008. With funding from the German Fedenastiy for Economic

/| 221LISNF GA2Y YR 5S@St2LISyid o6.a%0z {.CL/ Qa
establishment of awomen and Family Development Fund (WFiDFpartnership with LWU;
technical support tahe DTMFEMI and the training program of theitfofinance Centre (MFC) in
cooperation with CARDas a technical service provider; and support to the Microfinance Working
Group (MFWG). WFDF was established in 2009 as a shesed financial intermediary.
Modifying the original Grameen banking apprbadt operates on the principle afavings first

With a ratio of 80% voluntary to 20% mandatory savings, total savings to date finance 70% of the

2 Four districts in Luang Prabang, three districts in Champassak, three districts in Bokeo and five districts in Phongsaly.
The total number of VFs promoted by BIOn Vientiane Capital and in four provinces is 471, among them 122 with

more than 200 million Kip in savingshéi&ithone201Q in Seibel 2010

* CARD MRI Rural Bank & NGO (Philippimegly.cardbankph.com/
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loan portfolio; the balance comes from a credit fund. WFDF is designed as a centralized institution
operatingthrough groups of 46 women, centers of-80 groups and branches with 2% centers,
serving some 1,000,500 members per branch. WFDF is registered with BoL as a NECrstht
disbursement started in January 2010, offering business loans and agrituitang in rural and
semturban areas. Repayments are weekly during center meetings. After 16 months of operation,
WEFDF has reached 2,600 clients through branches in three provinces (Borikhamxay, Vientiane
Province and Vientiane Capital), with antome repayment rate of 100%

13



Chapter 3MicrofinanceDataat the National Level

P‘cm"a Country profile 2009 Number of Households:
vietmam | Capital: Vientiane 1,031,277
, * -} Population: 6,127,910 Number of Villages: 8,704
P W Population (1564 yrs): 3,573,374 Number of Districts: 143
i Area: 236,800 kfn Number of Provinces: 16 + 1
Thailand &
» | Densiy: 26 persons/kim

SourceStatistical Year book 2009 (Lao Department of Statistics, MPI)

3.1. Backgound, Objectives and Methodology

The survey aims at presenting an overall picture of the microfinance sector to all stakeholders,
including policymakers, government agencies, donors, microfinance practitioners and investors.
We hoped that the data collect will provide a basis for the planning and improvement of
programs and interventions, contributing to the expansion and performance of the microfinance
sector inits various segments. The datese may also be useful to academics, researchers and
studentswho are interested ithe analysis and development of the microfinance sector.

NERIs data collection method has evolved over time003 and 2004 questionnaires were sent
by mail to government organizations and project offices at provincial and digwels.In an
effort to improve data qualityNERI sent its own survey teams to the field, contacting relevant
organizations direcyl, in 2005, 2006 and 2009.

In preparation of thegpresentsurvey the team revised the questionnaire used in previous $gtve
Questionnaires were sent to coordinating partners identified by the provincial DPI and forwarded
to microfinance institutions and promoters in preparation of the actual field visit and data
collection. For practical reasonsoasolidated information cosring several districts or provinces
was attributed to the district or province where the reporting organization had its head office, and
counted as a single entity (usually a ¥4PThis may have haal distorting effect on the reported
provincial data.

The field surveyteam comprised of NERI professional staff, collected data from all 16 provinces
and Vientiane Capital, covering 143 districts and the development zone of Nam Nhou area in
Bokeo province. The team interviewed all entities at provincial astlict levels with quantitative
information on microfinance activities. This included promoting agencies with consolidated
information on a number of microfinance entities, such as government agencies, mass
organizations, the Lao National Front for Coustion and projects as well as microfinance
institutions and a small number afidividualvillage funds. The total number of entities providing

?® Seedefinition above in Chaptet.2
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data was 218, comprising deposittaking and8 non-deposittaking MFIs, 13 SCUs, and 192
entities providing inbrmation on village funds. The lattéigure is comprisedof 171 village fund
promoting agencies with consolidated data on several village funds and 21 single reporting village
funds In most of the tables in this report the information provided by the &8#ties is lumped
together undervillage fund promoters\(FP¥ The total number of village funds identified by the
survey is 4,113This is an approximation, as the team might have missed some funds which could
not be contacted, particularly in remoteeas, while others may have been dougleunted due to
multiple reporting. In contrast to previous reports, this survey does not inclda&a on the
Agricultural Promotion B& and Nayobai Bank, which do not report on microcredit as defined by
BoL. Howeverthe survey does include data on the postal savings institution.

3.2. TheRegulated Microfinance Sector

3.2.1. Number ofMFIsby Region

Table lpresentsthe total number ofregulated microfinanceinstitutions (MFIs)hy region as of
2009 Therewere 26 regulatedMFIs, comprising deposittaking MFISDTMFI¥ 8 non-deposit
taking MFIs NDTMFIsand 13 Savingand Credit UnionsS@Js. DTMFIs mostly operate in the
central region Newton MFI, Lao Post Microfinance Institution, Ekphatthadérofinance
Inditution (EMI) and Saynhai Samphanh Miflere isonly 1 DTMFI in the northerregion namely
DTMFI Champa Lal contrast, nost NDTMFIs are located in the northeagionof Laos No MFIs
are foundin the southern region Most SCUsre locatedin the cerral regionof Laosthere is only
1 SCleach in thenorthern and southern regionThe soutlern regionis clearly underrepresented
in terms of coverage bfprmal MFIs.

The number ofregulated MFIs and their outreachhas been increasingn recent yearsTo a
considerable extent this is due to government pglioyainly the introduction of a separate
regulatory wirdow for MFIs,and the successful collaboration between government and donor
agencies, joined in the effort to increase outreach to the poor andicedpovertyas codified in
the Millennium Development Goa(8DG)and National Growth and Poverty Eradication Strategy
(NGPES).
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Tablel: Number of MFIsby Region

DTMFIs NDTMFIs SCUs Total

Region No.
No. MFI No. Clients No. MFI No. Clients No. MFI  No. Members No. MFI ClientsMemb

ers
Northern 1 555 7 18,656 1 866 9 20,077
Central 4 27,699 1 321 11 12,604 16 40,624
Souhern 0 0 0 0 1 342 1 342
Total 5 28,254 8 18,977 13 13,812 26 61,043

Remark: Northermegion(Phongsaly, Luangnamtha, OudomxBgkeq LuangprabangHouaphanand Sayaboury
provinces), centralregion(Vientiane Capital, Xiengkkhuang, Vientiane, BorikrmKhammuane and Savannakhet
provinces) and southerrregion(Saravanh, Xekhon@hampassaknd Attapeuprovinces)

3.2.2.Villages Covered and Members/Clients Access

Table 2 presents the number of villages and members/clients eoMzsy MFIs DTMFIs, NCMFIs

and SCUsThe MFIs servabout 18% (1,566 villages) thie total number of villagesin the country

or 38% of villageserved by microfinance providersin relative terms,SCUsserve the largest
number of villagesfollowed by DTMFIs and NDTMHlse total number ofMFImembers/clients is

about 61,@0. With 46% DTMFIs have the largest outreach, followed by NDTMFIs (31%) and SCUs
(23%).

Table2: Microfinance outreach

Outreach DTMFIs NDTMFIs SCUs Total
Number of Villageserved 559 331 676 1,566
Peacent 36% 21% 43% 10020

Numberof clients members 28,254 18,977 13,812 61,043

Percent 46% 31% 23% 100%

3.2.3. EmploymentCreation

DTMFIs and SCi8&rtto play rolein job creation.A total of 369 people are full time employeesof
the regulated microfinance sectob1%of them arefemale. DTMFIs employ7% SCU<0%and
NDTMFIs 13%h& averagenumberof members/clients per full time worker is about 165.
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Table3: Employment(absolute number of full tine staff)

Sex DTMFIs NDTMFIs  SCUs Total

Female 93 22 73 188
Male 80 28 73 181
Total 173 50 146 369

3.2.4. Loan Information

The total number of borrowers in 2009 was 25,808, averaging 993 per MFI. DTMFIs accounted for
43% NDTMFIs for 6 and SCUs f@2% of active borrowers. Loans outstanding amounted to
39.4 billion Kip, averaging 1.5 billion Kip per MFI. SCUs accounted%ooftloans outstanding,
DTMFIs and NDTMFIs faB% each respectively.The aerage size of loans outstanding per
borrower is4.3 million Kip The biggestaverageone is of DTMFIs (& million Kip), followed by

4.7 million Kipfor SCUsind 1.6 million Kipor NDTMFIs

Table4: Information on loans outstanding

Loan information DTMFIs NDTMFIs SCUs Total
No. of borrowers ir2009 11,028 9,194 5,586 25,808
Percent 43% 35% 22% 106
Average no. of borrowers paiFI 2,206 1,149 430 993
Total amount of lans outstanding (kip) 10,886,284,000 11,181,425,000 17,344,857,000 39,412,566,000
Percert 28% 28% 44% 106
Average loan outstanding p&tFI (kip) 2,177,257.00 1,397,678000 1,334,20,000 1,515,868000
Average loan size péorrower (kip)* 6,253,000 1,635,000 4,663,000 4,264,000

* Average loan size péorrowerequal total loan use frortable 8 divided by number bbrrowers

A striking result of the breakdown by region is the virtual absence of borrowers of regulated MFIs
in the southern region 86 borrowers served by a single SCR%66f borrowers are found in the
centralregion(mostly served by DTMFIs and SCaig) 38% in the nortkern region(mostly served

by NDTMFIs).
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Table5: Number of borrowers byegion

Region DTMFIs % NDTMFIs % SCUs % Total %

Northern 555 5% 8,953 97% 335 6% 9,843 38%
Central 10473 95% 241 3% 5,165 92% 15,879 62%
Southern 0 0% 0 0% 86 2% 86 0%
Total 11,028 100% 9,194 100% 5,586 100% 25,808 100%

68% of the outstanding loan portfolio is found in toentral region(mainly provided by SCUs and
DTMFIs)while about 3%isin the northern region(NDTMFIgre the largest providejs

Table6: Loars outstanding byregion

Unit: kip
Region DTMFlIs NDTMFIs SCUs Total
Northern 552,255,000 10,913291,000 584,929,000 12,050,475,000
(552,255,000) (1559,042,000) (584,929000) (1,338,942,000)
Central 10,334,029,000 268,134,000 16,351,960,000 26,954,123 000
(2583507,000) (268,134,000) (1,486)542,000) (1,684,633,000)
Souttern 0 0 407,968,000 407,968,000
©) 0) (407,968000) (407,968000
Total 10,886,284,000 11,181,425,000 17,344,857,000 39,412,566,000
(2,177,257,000) (1,397,678,00) (1,334220,000 (1,515,8®,000)

Note: The average loan outstanding pgdFlare shown iparentheses.

Interest rates are high in Laos by international standards. Thewsueally stated on a monthly

basis but calculating annual effective interest rates on the basis of Table 7 is difficult, as it is not
always clear whether these are flat raf@¢presumably in most cases) or rates on the declining
balance. 46% of the MFItarge around 4% (presumably flat) per month, 19% charge more, and
the remaining 35% charge less than 4%. SCUs charge the highest interest rates overall; but as
memberowned institutions they distribute a considerable part of the profit among their

members.

%% A flat rate of 2% per month on a ofyear loan with regular monthly payments is equivalent to 44% effective per
annum, plus extra charges and the cost of mandatory savings if any. Interest rates of money lenders ia Laos ar
reportedly 15% to 20% per month or higher.
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Table7: Interest rate of loars per month

Unit: number of entity

Interest rate per month DTMFIs NDTMFIs SCUs Total
0¢0.50 % 0 0 0 0
1% = 0.5 1.50 % 1 1 0 2
2% = 1.5, 2.50 % 0 2 1
3% = 2.5@ 3.50 % 1 1 2
4% = 3.5% 4.50 % 3 4 5 12
p: [ xndpwm 0 0 5 5

3.2.5. Loan Use

21% of the loan portfolio is reportedly invested in agriculture, 30% in trade and ser9#dn,
handicrafts and 38% in unspecified activitidse latteris largely due to the practice of the I 2 Qa
Post Officeof not statingits loan purposesOnly 2% are made available for emergencies. DTMFIs
lend predominantly for trade or services and handicrafts, NDTMFIs for agriculture and trade or
services, SCUs for trade or services and agriculture.

Table8: Loanpurposeof all loans given during 2009 (full principle)

Unit: (kip)
Loanpurpose DTMFIs NDTMFIs SCUs Total
Agricultures andivestock 6,371,229,000 7,251,913,000 9,975,990,000 23,599,132,000
Tradeand services 13,553,245,00C 4,966,864,000 14,348,852,000 32,868,961,000
Handicraft 7,874,776,000 1,326,277,000 158,560,000 9,359,613,000
Emergency 141,052,000 407,519,000  1,428,447,000  1,977,018,000
Other purposes 41,019,641,00C 1,082,133,000 136,548,00 42,238,322,000
Total loan use 68,959,943,000 15,034,706,000 26,048,397,000 110,043,046,00C

Remark: DTMFISt K2 6 | KA 3 K otfEripErpadtB dhidzgiu@ & hifact that[ | 2 Q& t BcgdinotieoleEth O S

information onloan purposes.

3.2.6. Savings Information

All 26 MFIs provide savingsdeposit services There are 54,719 savings accounts with a total
balance of 63 billion Kip, averaging 2billion Kip per MFI and 2 million per account. With 48%

of the total DTMFIs attract the largest mioer of savers and an even larger share of total savings
deposits, namely 82%, averaging 1.99 million Kip per account. NDTMFIs account for 33% of savers
in this segmentbut only 4% of savings deposits, averagifg,a00 Kip per account. SCUs account

for 19% of savers and4% of savings deposits, averaging 820,000 Kip per acc@unaverage
DTMFIs pay 0.66% interest per month on savings deposits, NDTMFIs pay 0.69% and SCUs, whic
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are owned by their members, pay the highest rate, namely 0.97%. 6 out o€W3 §6%) and 2
out of 8 NDTMFIs (25%) pay dividends to their members/clients; none of the DTMFIs do.

Table9: Savings information

Savingsnformation DTMFIs NDTMFIs SCUs Total
Number of providers with savings products 5 8 13 26
Number ofsavers 26,361 17,875 10,483 54,719
percent 48% 33% 19% 100%
Average no. of savers pbiFl 5,272 2,234 806 2,104
Total amount of savings (kip) 52,394,295,000 2,635,779,000 8,592,830,000 63,622,904,000
Percent 82% 4% 14% 100%
Average sawigs per MFI (kip) 10,478,859,000 329,472000 660,987,000 2,447,035000
Average savings size per person (kip) 1,983,000 147,000 820,000 1,163000
Average savings interest rate per month (% 0.66 0.69° 0.97 0

Number of providers that provide dividend
to shareholders and/or members

& Calculated from 6 NDTMFighe other 2 paydividendsto their members
® Galculated from 120ut of 13 SCUs

0 2 6 8

66% of the savers in regulated M in the centralregion, 34% in the nortlern regionand less
than 1%in the soutlern region The bulk of savers in the centralgionare attracted by DTMFIs
followed by SCUs ariy NDTMFIg the northernregion

Table10: Number of savers byegion

Regionsof the

DTMFIs NDTMFIs SCUs Total

country
Northern 50 17,768 515 18,333
(50) (2,538) (515) (2,037)
Central 26,311 107 9,928 36,346
(6,578) (107) (903) (2,272)
Southern 0 0 40 40
(0) (0) (40) (40)
Total 26,361 17,875 10,483 54,719
(5,272) (2,234) (806) (2,105)

RemarkAverage nunber of savers peMFIgivenin parentheses.

The centralregion accounts for 95% ofotal savings mobilized by regulated MFighile the
northern and southernregion coversthe remaining 5%. DTMREls & k &@doyhBfor 8% SCUs
make up 14% most of whichare mobilized inthe centralregion It is interesting to note thathe
remaining 4% of savings come fradDTMFwhich mobilize98% of the savings in the northern
region
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Tablell: Absolute anount of savings byegion

Remark: Average amount of savings petFlshownin parentheses.

Region DTMFIs NDTMFIs SCUs Total
Northern 47,988,000 2,593,950,000 318,358,000 2,960,296,000
(47,988,000 (370,564,000) (318,358,000) (328,922,000)

Central 52,346,307,00C 41,829,000 8,092,212,000 60,480,348,000
(13,086,57,000) (41,829,000) (735656,000) (3,780,02,000)

Soutrern 0 0 182,260,000 182,260,000
() () (182,260,000) (182,260,000)

Total 52,394,295,000 2,635,779,000 8,592,830,000 63,622,904,000

(10,478,859,000)

(329,472000)

(660,987,000)

(2,447,035,000)

3.2.7. Income Statement

To ensurethe survival andgyrowth of MFIs theymustat leastcover their costs angreferablymake

a profit. In 2009 he total amount of net profit before dividels (without grantsvas 2.51 billion
Kip.66% of this amountvasmade by DTMFIS3% by NDMFIs and 1% by SCUs. The operational
selfsufficiency (0S9 ratio (income without grants/exgnditure) of MFIs is a mode406% The
OSS of DTMFIsid2%and At 98% NDTMFland SCUare barelyable to cover their operational
expensesROA of DTMFIs is 2.1%, NDTMFI show a negative RDB%fand of SCU8.4%. These
figures include provisions for loan losses.

Table12.1: Income statemeh2009

DTMFIs NDTMFIs SCUs Total

Unit: kip

Interestincome 11,888,848,000 2,797,925,000 4,837,242,000 19,524,015,000

Other Incomge.g. fees, service charges) 2,054,705,000 383,898,000 410,413,000 2,849,016,000
Operating Expenses 12,061,070,000 3,176,36,000 4,928,495,000 20,165,901,000
Expenses for Village Development 0 11,321,000 8,122,000 19,443,000
Expenses for Social Welfare 0 5,561,000 23,278,000 28,839,000
Other Expenses (e.g. consultants, studies) 0 52,760,000 228,337,000 281,097,000

12,061,070,000  3,245,978,000 5,188,232,000 20,495,280,000

Totd Operating Expenses

Net Operating Income/Loss 1,882,483,000 64,155,000 59,423,000 1,877,751,000
Loan LossBvision/Reserves 356,489,000 13,500,000 157,682,000 527,671,000
Extraordinaryincome(e.g. grants) 116,306,000 914,653,000 124,754,000 1,155,713,000
Net profit for the period 1,642,300,000 836,998,000 26,495,000 2,505,793,000

On average net operating income of MFIs is 8% of total inc8ni&TMFIs show the best ratio with
14%, SCUs breaven with about 1% and NDTMFIs already show a 8%8)( DTMFIs and SCUs
use % of total income for loan loss reserves, NDTHWHEtdgateless than 1% s reserve

?"Which includes LLP/Reserves
%8 Sum of mterestincome andbther income (excluding subsidies)
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NDTMFIs stillargely dependon subsidies.Their extraordinary income¢ mostly grants by
international donors makes up 2% of total income.In comparison extraordinaryncome of
DTMFIs i&%of total income. The percentage f&CUss only 1%.Including etraordinary income
the average DTMHFRhade 328 million Kip net profit in 2009 which ismore than 3 times the
averagenet profit of all MFIs (96 Mio KipWith 105 million Kip NDTMFIs are slightly abovee
average,even though this was still entirely due to donor granittie average SChhly made2
million Kipin 2009, which is a mer2% ofthe average et profit of all MFIs

Table12.2: Average ncome statement2009per type of MFI

Unit: kip DTMFIs NDTMFIs SCUs Total
Interestincome 2,377,770,000 349,741,000 372,096,000 750,924,000
Other Incomee.g. fees, service charges) 410,941,000 47,987000 31,570,000 109,578,000
Operating Expenses 2,412,214,000 397,042,000 379,115,000 775,612,000
Expenses for Village Development 0 1,415,000 625,000 748,000
Expenses for Social Welfare 0 695,000 1,791,000 1,109,000
Other Expenses (e.g. consultargtudies) 0 6,595,000 17,564,000 10,811,000
Total Operating Expenses 2,412,214,000 405,747,000 399,095,000 788,280,000
Net Operating Income/Loss 376,497,000 -8,019,000 4,571,000 72,222,000
Loan Loss Provision/Reserves 71,298,000 1,688,000 12,129,000 20,295,000
Extraordinaryincome (e.g. grants) 23,261,000 114,332,000 9,596,000 44,451,000
Net profit for the period 328,460,000 104,625,000 2,038,000 96,378,000

3.2.8. Balance Is=et

A look at the balance sheet provides interesting insight about theréifit types of MFIs. Even
though DTMFIs make up the smallest group of MFIs in terms on numbers they show the biggest
OdzydzZf F GSR ol flyOS aKSSio !'faz (GKSe& NB GKS Y
dividends to their shareholders they coulétain more earnings for the institution3.he balance

sheet shows thaNDTMFIsiot only depend on subsidies when it comes to their running costs (see

in 2.7. above). They also receive capital grants, which are provided mostly by donors. It is
interesting to see that they have padividendseven though their own capital is not very strong.

As opposed to NDTMFIs SCUs depend on donors to a much lesser extent. They mostly finance
themselves trough savings and loans. They are the only institution type thkésrsignificant use

of debt financinglt is remarkable that regulated MFIs are very liquid with cash making up more
than 50% of total assets. However it is important to note that this high figure is distorted due to
the inclusion of the Lao Post DTMFIhigh has over 14,000 savers and over 40 billion Kip in
savings. &ings almost make up the entire liabilities for DTMFIs (94%). With only 3% of total
liabilities debt funding was close to irrelevant for DTMFIs in 2009.
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Tablel13.1: Balance Sheet

Unit: kip

DTMFIs

NDTMFIs

SCUs

Total

Cash
Grossdanoutstanding
Fixed and ther asses
Total Asset

Saving deposits
Loanreceived

Other (unpaid interests)
Total Liability

Share

Reserve

Donations and grants
Retain Earningprior period, others*
Dividend Payment
Profit/Loss of current year
Total Equity

Total liability and Equity

58,729,315,000
10,886,284,000

3,899,643,000
73,515,242,000

52,394,295,000
1,945,686,000
1,542,096,000
55,882,077,000
3,833,068,000
2,702577,000
331,255,000
9,123,965,000
0
1,642,300,000
17,633,165,000
73,515,242,000

3,756,966,000

11,181,425,000
639,291000

15,577,682,000

2,635,779,000
195,000,000
129,509,000
2,960,288,000
1,454,801,000
1,677,748,000
6,037,799,000
3,240,026,000
-629,978,000
836,998,000

12,617,394,000
15,577,682,000

2,010,484,000
17,344,857,000
6,862,148,000
26,217,489,000

8,592,830,000
5,583,300,000
551,842,000
14,727,972,000
7,035,996,000
232,505,000
843,084,000
4,019,254,000
-667,817,000
26,495,000

11,489,517,000
26,217,489000

64,496,765,000
39,412,566,000

11,401,082,000
115,310,413,000

63,622,904,000
7,723,986,000
2,223,447,000
73,570,337,000
12,323,865,000
4,612,830,000
7,212,138,000
16,383,245,000
-1,297,795,000
2,505,793,000
41,740,076,000
115,310,413,000

Note:* Additionalcapital, dividend declared

With 81%NDTMFIs showhe highest proportion of equity to capital followed by SQuth 44%

and 24% foiDTMFIsThe average balance sheet confirms that DTMFIs have the highest equity,

which is explained by a combination of share capital, reserves and the retaining of earnings.

Tablel13.2: Average lalancesheet pertype of MFI

Unit: kip DTMFIs NDTMFIs SCUs Total

Cash 11,745,863,000 469,621,000 154,653,000 2,480,645,000
Grossdanoutstanding 2,177,257,000 1,397,678,000 1,334,220,000 1,515,868,000
Fixed and ther asse$ 779,929,000 79,911,000 527,858,000 438,503,000
Total Asset 14,703,049,000 1,947,210,000 2,016,731,000 4,435,016,000

Saving deposits
Loanreceived

Other (unpaid interests)
Total Liability

Share

Reserve

Donations and grants
Retain Earning prior period, others*
Dividerd Payment
Profit/Loss of current year
Total Equity

Total liability and Equity

10,478,859,000
389,137,000
308,419,000
11,176,415,000
766,614,000
540,515,000
66,251,000
1,824,794,000
0
328,460,000
3,526,634,000
14,703,049,000

329,472000
24,375,000
16,189,000

370,036,000

181,850,000

209,719,000

754,725,000

405,002,000

-78,747,000

104,625,000

1,577,174,000
1,947,210,000

660,987,000
429,485,000
42,449,000
1,132,921,000
541,230,000
17,885,000
64,853,000
309,175,000
-51,371,000
2,038,000
883,810,000
2,016,731000

2,447,035,000
297,076,000
85,517,000
2,829,628,000
473,995,000
177,417,000
277,390,000
630,127,000
-49,915,000
96,377,000
1,605,391,000
4,435,019,000

Note:* Additionalcapital, dividend declared, profit for current year
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3.3. The Unregulated Microfinance Sectovillage Funds

3.3.1.Outreach ofVFsby regionand type of VF (with and without savings)

The microfinance survey 2009 @rs 4,113 village funds (VFs) with a totaB66608 members, or

87 members per VF on averagkhis information has been provided by 192 village fund promoters
(VFPs)The majority of them presemd consolidated data oseveralVFs, and a few on a singlé&
each. The number dbtal reported VF members is six times the number of members/clients of
MFIs (61,043). The majority of V(B&%)is located in thecentralregion 30% are in the northrn
region and 25% in the soutkrn region 60% of VF membersare located in the central region
where VF have an average size of 117 membeP8s are in the south withan average
membership of76. region VFs are smallest in the nodin region with 53 members per VF and a
total share 0f18%. Thecomparatively low outrach of VFAn the souttern regionis particularly
notable in light ofthe outreach though formaMFIs: only a single MFI is located in the seuth
regionwith 86 borrowers out of a total of almost 26,000.

There are two types of VFs: 3,18#posittaking VFs 81%) which providesavings and credit
servicesand 799non-deposittakingVFs 19%) which providecreditonly. The lattersolelyrely on
external sources of capital. Tiwo typesdiffer widely in terms of sizedeposittakingVFs hav®9
memberson averagenon-deposittakingVFsonly have 39 membersiotal membershipis 328,642
and 30,966respectively or 91% an®% Theclient outreachof deposittaking VFs issignificantly
higher(91% of all members) than nafeposittaking VFs (9% of all memisgr DWVFs are strongest
in the cental region (58% of all membery, in the soutlern region they account for 1% of all
membersandin the northern regionfor 14%.

Tablel4: Outreachof VFsby regionand type of VF

Northern Central Southern Total
VFPs 65 105 22 192
Deposittaking VFs
No. of VFs 914 1,603 797 3,314
No. of members 51,219 208,901 68,522 328,642
Non-deposittaking VFs
No. of VFs 326 248 225 799
No. of members 14,704 7,292 8,970 30,966
Total:
No. of VFs 1,240 1,851 1,022 4,113
Percent 30% 45% 25% 100%
No. of members 65,923 216,193 77,492 359,608
Percent 18% 60% 22% 100%

Due to imperfections in the data collection method thember of villages covered drhe number of membes might include some double
counting.
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3.3.2.Loan Information

VFs have a total of 172,612 borrowgngich make upt8% of their total membershiprhe central
region accouns for the largest number of borrowerdeing about twice the amount of the
northern and four times of the southerregion The average number of borrowers per VF is 42,
with 54 personsin the cental, 38 personsin the northern and 25personsin the souttern region
The total loan portfoliaf VFss 245 billion Kip. The averageoutstanding loan per VF 196 million

Kip for the center,about 2 million Kipfor the northern and 21 million Kipfor the souttern
regions

Tablel5: Information on loans outstandindpy regionand type of VF

Northern Central Southern Total
Deposittaking VFs 914 1,603 797 3,314
No. of borrowers 33,562 92,322 18,850 144,734
Average no. of borrower per VF 37 58 24 44
Amount of loars outstanding 16,929,066,000 186,437,316,000 11,498,240,000 214,84,622,000
Average loan outstanding per VI 18,522,000 116,305,000 14,427,000 64,835,000
Average loan size per borrower 1,273,000 2,412,000 2,232,000 2,125,000
Non-deposittaking VFs 326 248 225 799
No. of borrowers 14,010 7,240 6,628 27,878
Average no. of borrowers per VF 43 29 29 35
Amount ofloansoutstanding 10,312,287,000 10,580,746,000 9,971,604,000 30,864,637,000
Average loan outstanding per VI 31,633,000 42,664,000 44,318,000 38,629,000
Average loan size per hower* 765,000 1,617,000 2,377,000 1,370,000
Total 1,240 1,851 1,022 4,113
No. of borrowers 47,572 99,562 25,478 172,612
Average no. of borrowers per VF 38 54 25 42
Amount of loas outstanding 27,241,353,000 197,018,062,000 21,469,844000 245,729,259,000
Average loan outstanding per VI 21,969,000 106,439,000 21,008,000 59,745,000
Average loan size per borrower 1,123,000 2,355,000 2,270,000 2,003,000

" Average loan size per borrowsqual to total loan use from table 1Atled by number of bormers

Information on loan interest rates is only availalaethe level ofVFPsput not VFsAs shown in
Tablel6 below, non-deposittaking VFs, which arexternally subsidizedcharge lower interest
rates thandeposittaking VFs.The unweighted average monthly (supposedly flat) interest rate
charged by the VFs is approximately 2.1%; amoag-deposittaking VFs it is 1.4%, among
deposittakingVFs it i2.3%.
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Tablel6: Monthly loaninterest rates

Unit: number of VFPs

Interest rate of loan per month Deposittaking VFs Non—dep\)/oFsSl‘t—takmg Total
0¢0.50 % 0 8 8
1% =0.5% 1.5 0% 34 22 56
2% =1.5% 2.50 % 44 15 59
3% = 2.5% 3.50 % 51 3 54
4% = 3.5 4.50 % 12 1 13
5% =xn ®p m 2 0 2
Total 143 49 192

Table 17 presents informatioon loan use. % of the loan amount is invested in agriculture
including livestock, 24% in trade and services, 6% in handicrafts, 4% in emergencies and 2% in
other activities. There is not muctifference between the regions. The noeim region is
somewhat above average in agricultural (75%) and lower in trade investments (14%); thersouth
regionis somewhat higher in emergency loans (9%) and lower in handicrafts Th&e is no
significantdifference between VFs with anditwout savings deposit services when it comes to

loan purpose.

Tablel7: Loan purpose of all loans given during 2009 (full principle)

Purpose of loan use

Northern

Central

Southern

Total

Tatal loan use(kip)
Agricultures and Livestock
Trade and Services

53,443,548,000
40,247,498,000
7,310,866,000

234,421,61,000
141,277,975,000
62,413,210,000

57,833587,000
37,398,979,000
14,049,179,000

345,698786,000
218,924,452,000
83,773,255,000

Handicraft 1,687,695,000 19,235,188,000 442,202,000 21,365,085,000
Emergency 1,965,309,000 7,649,701,000 5,180,737,000 14,795,747,000
Other purposes 2,232,180,000 3,845,577,000 762,490,000 6,840,247,000
Percentage 15% 68% 17% 100%
Agricultures and Livestock 5% 60% 65% 63%
Trade and Services 14% 27% 24% 24%
Handicraft 3% 8% 1% 6%
Emergency 4% 3% 9% 4%
Other purpose 4% 2% 1% 2%
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3.3.3 Savings Information

3,314 VFs provasavingsservicesto a total number 0f328,085saversIn 2009 hiswas almost six
times the number ofavers(54,719 of regulated MFIsThe largestpart of total VFsavers(62%) is
in the centralregion, followed bythe southern (21%) andthe northern region (17%). The total
deposit balance is 27illion Kip which is an averag81.5 millionKip per deposiaking VF and
average820,000Kip per saver77% of the savings deposits are in the cahtegion 14% in the
southernregionand 9% in the nortérn region

Table18: Savings information byegion

Northern Central Southern Total
Deposittaking VFs 914 1,603 797 3,314
No. of savers 56,547 203,804 67,734 328,085
Percent of savers 17% 62% 21% 100%
Average no. of savers per VF 62 127 85 99

Amount of savings (kip)

Percent of savings

Average amout of savings per VF (kip)
Average savings per member

22,887,664,000
9%
25,041000
405,000

208,429,524,000
7%
130,035,000
1,023,000

38,838,341,000
14%
48,731,000
573000

270,155,529,000
100%
81,519000
823000

3.3.4. IncomeStatement

Table 19.1 shows profit or loss of VFs in the year 2009. The total priofitssmcluding grantare
about48billionkip. Grants seem to be much less important for VFs than for MFIs, since they only
make up 2% of the net income. DTVFs are responsible for a net profit of over 47 billion Kip, which
is 97% of the total profit of Bs. It is clear that they are more profitable than NDTVFs. Net profit of
DTVFs is some 22% of the loans outstanding, while for NDTVFs its only 4%

Table19.1: Income statemenf009

Deposittaking VFs Non-deposittaking VFs Total

Unit: kip

Interestincome

58,350,073,000

2,091,595,000

60,441,668,000

Other Incomge.g. fees, service charges) 1,726,205,000 275,773,000 2,001,978,000
Operating Expenses 3,177,471,000 137,124,000 3,314,595,000
Expenses fovillage Development 2,447,199,000 219,901,000 2,667,100,000
Expenses for Social Welfare 2,650,921,000 109,800,000 2,760,721,000
Other Expenses (e.g. consultants, studies 3,074,188,000 409,760,000 3,483,948,000

Total Operating Expenses 11,349779,000 876,585,000 12,226,364,000

Net Operating Income/Loss 48,726,499,000 1,490,783,000 50,217,282,000

Loan Loss Provision/Reserves 2,356,444,000 185,987,000 2,542,431,000

Extraordinaryincome (e.g. grants) 904,040,000 58,000,000 962,040,00

Net profit for the period

47,274,095,000

1,362,796,000

48,636,891,000
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The averageet profit for all VFgs almost 12million kip. With 19% DTVFs have a lower ratio of
income to operational expenses than NTDVFs with 37%. For DTVFs loan Icgenzonake up
4% of income while it is 8% of income for NDTMFIs. nibst likelythat these ban loss provisions
are too low to cover the actual loan loss&n average DTVFs are 8 times more profitable than
NDTVFs.

Table19.2: Income statemenf009, average per VF

Unit: kip Deposittaking VFs  Non-deposittaking VFs Total
Interest Income 17,607,000 2,618,000 14,695,000
Other Incomge.g. fees, service charges) 521,000 345,000 487,000
Operating Expenses 959,000 172,000 806,000
Expenses for Village Development 738,000 275,000 648,000
Expenses for Social Welfare 800,000 137,000 671,000
Other Expenses (e.g. consultants, studit 928,000 513,000 847,000
Total Operating Expenses 3,425,000 1,097,000 2,972,000
Net Operating Income/Loss 14,703,000 1,866,000 12,210,000
Loan Loss Provision/Reserves 711,000 233,000 618,000
Extraordinay Income (e.g. grants) 273,000 73,000 234,000
Net profit for the period 14,265,000 1,706,000 11,826,000

3.0 dp © lanCeCBaeet. |

Table 20.1. shows that DTVFs make up 90% of the total aggregate balancé3h&etinance75% of their
businesghrough savings deposits andamts only make 13% of their total balance shei% of the total
balance sheebf NDTVFare macd up by the loan portfolioNDTVFsimost exclusively finance themselves
through equity 77% of equity is made up by grantee remaining 13% are retained earnings and reserves.
Both DTVFs and NDTVFs make regular dividend paytoahisir members Anecddal evidence shows that
such dividends are very popular amongst VF members. However gthegainsthe longer termgoal of
building equity through retained earnings.
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Table20dbmMY +C&Q foFd0095 OS & KSSi

Unit: kip Deposittaking VFs  Non-deposittaking VFs Total

Cash
Grossoanoutstanding
Fixed and ther asses
Total Asset

Saving deposits
LoanReceived

Others (Unpaid dividend)
Total Liability

Shares

Reserve

Donation and tant
Retainedearningsprior
period, others*

Dividend Payment
Profit/Loss of current year
Total Equity

111,632,518,00C
214,864,622,000

32,193,034,000
358,690,174,000

270,155,529,000
2,433,934,000
1,135,766,000
273,725,229,000
1,272,060,000
7,051,089,000
48,104,157,000

26,426,903000
-45,163,359,000

47,274,095,000

84,964,945,000

7,917,513,000
30,864,637,000
1,548,145,000
40,330,295,000

0
217,923,000
267,805,000
485,728,000

0
244,384,000
31,114,294,000

7,794,611,000
-671,518,000
1,362,796,000
39,844,567,000

119,550,031,00C
245,729,259,000

33,741179,000
399,020,469,000

270,155,529,00C
2,651,857,000
1,403,571,000
274,210,957,000
1,272,060,000
7,295,473,000
79,218,451,000

34,221,514,000
-45,834,877,000
48,636,891,000
124,809,512,000

358,690,174,00C 40,330,295,000 399,020,469,00C

Total Liability and Equit

* Additional capital, dividend declared

Table 20.2 shows the average balance sheet for Mieaverage DTVF twice as bign terms of
assetsasthe average NDTVR is interesting to see that dividengayments of the average DTVF
to its members is over 16 times the average dividend payout of NDTVFs.

2 n reality, very few/Fs or VFP havileir own balancesheet. Their accounting and bookkeeping system is very sintip
balancesheetsfor Vs were constructed after the data collectidiy the authors of this report
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Table20.2: Averagdalance sheet per VF

Unit: kip Deposittaking VFs  Non-deposittaking VFs Total

Cash 33,685,000 9,909,000 29,066,000
Grossoanoutstanding 64,835,000 38,629,000 59,745,000
Fixed and ther asse$ 9,714,000 1,938,000 8,204,000
Total Asset 108,234,000 50,476,000 97,015,000
Saving deposits 81,519,000 0 65,683,000
LoanReceived 734,000 273,000 645,000
Others (Unpaid dividend) 343,000 335,000 341,000
Total Liability 82,596,000 608,000 66,669,000
Shares 384,000 0 309,000
Reserve 2,128,000 306,000 1,774,000
Donation and tant 14,515,000 38,942,000 19,261,000
Retainedearningsprior

period, others* 7,974,000 9,754,000 8,320,000
Dividend Payment -13,628,000 -840,000 -11,144,000
Profit/Loss of current year 14,265,000 1,706,000 11,825,000
Total Equity 25,638,000 49,868,000 30,345,000
Total Liability and Equity 108,234,000 50,476,000 97,014,000

* Additional capital, dividend delared

3.3.6.Return on Assetg Comparing regulated MFIs and unregulated VFs

Table 2lcomparesreturn on assetsatios (ROA) at yeand™ of the varioustypes of microfinance
provider. The calculatiomxcludes grantsfrom income in order to get a more raaingful sense of
the institutions performanceNote should be taken that the unregulated VFs do not pay taxes
generallydon@ provision for loan losses and write off bad debifghey didthe ratiospresentedin
Table 21 would be substantially lowdn 2009 regulated MFIs were providing for losses;
however they had not written off bad debt and paid taxes yairthermore, MFIs and VFs cannot
be directly compared because of fundamental differences in their accounting practices. In contrast
to MFk, VFs do not pay salaries, have very low administrative expensesagnao interest on
savings. Instead their committee membensd depositors are compensated with dividends, which
are only c&ulated at the end of the yearTheir accounting profit margs are therefore
substantially higher than those of the MFIs.

There are two notable results of the comparison: Fiastalready mentione®TMFlsare the best
performing amongst the regulated MEiwith a ROA of 2% Secondat a ROA of 29%DTVFs
outperform NDTVFswith a ROA 08.2%,by a wide margin

¥ ROAis normally calculated as an average over the full year. This is not possible here because total assets are only

available for the end of the y&, not for the beginning of the year or for each month.
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Table21: AdjustedReturn onAssets(in percent)

RegulatedVIFI and VFs ROA*
Regulated MFIs 1.2%
DTMFIs 2.1%
NDTMFIs -0.5%
SCUs -0.4%
VFs* 11.9%
Deposittaking VFs 12.9%
Non-deposittakingVFs 3.2%

3.4. Summary and conclusian

A comparison of th&lERtudy of 2006 with thispresent one shows thahe microfinance sector

has expandedignificantlyin this timeframé®. In 2006 the regulated microfinance secwas just
emerging. Therefore the survey report did not present separate data for regulated MFIs and
unregulated village funds back thelNow that a regulated microfinance sector has emerged, this
present report analyzeddata separately for the two sulextors and for the different types of
institutions within them. This report also contains annexes with detailed information on the 26
regulated MFIs (separating DTMFIs, NDTMFIs and SCUs) and on 192 VFPs (separating VFPs °
deposittaking and nordeposittaking VFs).

Since 2006He number oftotal members/clients doubled from 20856 to 420,651 Total assets
tripled from 169.6 billion Kip in 2006 to 514.3libn Kip in 2009. Loans outstanding almost
doubledfrom 169.5 billion Kip t®85 billion Kip in P09 and savings deposits surged from 66.6
billion in 20® to 333.8 billion Kip 2009, whichis five times the amount of 200& otal net profit
(excluding grants) in 2009 wa$.5 billion Kip.To be fair the bright picture painted by these figures
has tobe taken with a grain of salt. Data qualitgspecially for VFsremains sukoptimal. This is
partly due to challenges with data collection and partly due to the fact that many VFs are simply
not able to report their own financial performance accurateowever, he fact that financial
service provision has increassnificantlysince 2006 remains beyond doubt.

Theregulated microfinance sectocomprises 26 MFIs: 5 DTMFIs, 8 NDTMFIs and 13 SCUs. It is
strongest inthe central part of the country anthe south is virtually unserved. DTMFIs set®

hold the largest potentialThey account for 46% of the clients of the subsector, 29% of loans
outstanding and 82% of savings deposits. The NDTMFIs account for 31% of the shdiabes,

26% of the loans osgtanding and 4.5% of savings deposits. SCUs account for 23% of
membeig/clients, 45% of loans outstanding and 13.5% of savings deposits. DTMFIs are thus
strongest in savingshobilizationand SCUs in lending. Profitability of the subsector is still low (and

* Note: ROA is calculated as net profit (adjusted by excluding grants from income) divided by total assetsrd.year
2 VFs generally do not write off of bad debt or make provisions for loae$ogkcordingly the ROA figures amet
necessarily an accurate indicator for VFs performance.

B As opposed to the NERI report of 2006 Nayoby Bank and APB bank are not included in this present study.
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would be lower if international accounting practices were applied): With a ROALY RDTMFIs
are more profitable than SCUsnd NDTMFIswhich show negative ROA &0.4% and-0.5%

respectively. NDTMFIs are heavily dependent on subsidies and graatshalengefor the donor

communitywill be towean them from subsidies arelentuallyconvert them into DTMFIs.

Unregulated VFsaccount by far for the largest portion of the microfinance sector. They are
strongest in the centralegion but cover all three rgions, including the south, which is generally
underserved.The most striking result of this survey is the vast difference found betw2€wFs

and NDTVFs. There are 3,314 depetiking VFs (76% of the total number) and T8OVFs (24%

of the total). YetDTVFs account for 90% of total assets of the subsector, 87% of loans outstanding
and of course 100% of deposits mobilized. At a RO& .8¢d they outperform theNDTVFs, with a
ROA of 3.%, by a wide margin.

Despite its solid growth in recent years, thegulated microfinance sector was still but a fraction

of the total microfinance sector in 2009. The 26 MFIs had 61,043 members/clients, 25,808
borrowers and 54,719 saveg¢scompared to 4,113 VFs with 365.587 members, 172,612 borrowers
and 328,085savers. ¥s thus account for around 86% of total members/clients of the sector. In
2009 the regulated MFIs hold total assets of 115.3 billion Kip, loans outstanding of 39.4 billion Kip
and savings deposits of 63.6 billion Kip. VF had total assets of 399.0 bpli@#%7 billion Kip in

loans outstanding and 270.2 billion Kip in savings deposits. The VFs thus hold 78% of total assets,
86% of loans outstanding and 81% of savings deposits. MFIs have generated 2.5 billion Kip in net
profits and VFs 48.6 billion or %5of total net profit in the microfinance sectdr

Thee are a number ofhallerges for the VF subsector, facing the Government and the donor
community:

1 Transforminghon-deposittakingVFs into depositaking VFs, with technical assistance and
capacitybuilding;

1 Expanding outreach to the remaining 4,600 villages, which are not covered,;

1 Building and strengthening service networks among VFs at district level, following the
examples set by GIZ antetworksin the districts of Vientiane Capital and in seal@ther
provinces(see chapter 1)3

1 Srengthening governance, management, financial and social performance of the VFs:
through their service networks and through direct technical assistance and capacity
building;

1 Exploring the potential of collaboratiobetween banks, MFIs and VFs and strengthening
linkages as seen fit;

1 Developing an appropriate framework of regulation and supervision in partnership
between theVF service network&derations, BOLand other relevanstakeholders”

* However, this comparison also ntize seen in ligt of footnote 32
% This ione of thelong termgoalsof the GIZ projecMicrofinance in Rural AreasAccess to Finance for the Poor

(AFP)
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We are confident thathe excellent cooperation between government organizations and BOL with
the donor community will continue to contribute to the progress of the microfinance sector,
leading to sustainable poverty alleviation and prosperity for all in the Lao PDR.
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Chapter4: Microfinance Statistics at the Provincial Level

1. Phongsaly Province

Capital:Phongsaly

Density:11 people/Krﬁ

JANUARYDECEMBER 2009

Population: 174,246 people
Area: 16,270 Krf

Number of Villages542 Villages

Number of Household 29,641 Households

Districts: Phongsaly, May, Khua, Samphanh
Boon neua , Nhot ou and Boontai.

Source: Statistical Year book 2009 (Lao Department of Statistics, MPI)

Phongsalyrovince islocated in the remotest northern regionof Lao PDRIominated by rugge,
mountainousterrain and an abundance of thick forest and félsiving rivess. Microfinancehas
made inroads into this difficult terrain, but only to a limited extefihere is only one NDTMFI in
this area namely Phongsaly Microfinance Institution for Development (IF@®BYiding its service
since 2006In addition thereare 143VFs providingtheir servicein 143 villagesAs of 2009 there
are a total of 4,645 membes or clients (about 2.7% dhe total populationof the provinceg with
access to microfinance serviceshis includest,109 borrowers witha total amount of loas
outstandingof 5.29 billion kip. The promoting organizatewho play a key role for microfinance
servicesin this provinceare the LaoWomen Union andthe Poverty Eradication andRural
Development @ices at district level.International promoters includéAusaid EU, GAA anthe

Danish Red Cross.

Table 1: Financial Support

Regulated MFIs VFs
DTMFIs NDTMFIs  SCUs total Saving and Credit Credit only total
Total amount of financial
supports 0 141,951,000 0 141,951,000 1,802,966,000 1,346,792,000  3,149,758,000
Loans 0 0 0 0 0 0 0
Grants 0 141,951,000 0 141,951,000 1,802,966,000 1,346,792,000 3,149,758,000
Table 2: Coverage of Villages and Members/Clients
Regulated MFls VFs
DTMFIs NDTMFIs SC4 total Saving and Credit  Credit only total
No. of institutions 0 1 0 1 0 0 0
No. of village coverage 0 35 0 35 0 0 0
No. of VFs 0 0 0 0 75 68 143
Percent 0% 100% 0% 100% 52% 48% 100%
members/clients 0 919 0 919 1,871 1,855 3,726
Percent 0% 100% 0% 100% 50% 50% 100%
Average no. of members per entities 0 919 0 919 25 27 26
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Table 3: Credilnformation

Regulated MFls VFs
DTMFIs NDTMFIs SCy total Saving and Credi Credit only total
No. of Borrowers in the year 0 888 0 888 1,673 1,548 3,221
Percent 0% 100% 0% 100% 52% 48% 100%
Average no. of Borrower per entity 0 888 0 888 22 23 23
Total Amount of Laon Outstanding 0 2,319,292,000 0 2,319,292,000 1,995,959,000 978,547,000 2,974,506,000
Percent 0% 100% 0% 100% 67% 33% 100%
Average loan outstanding pe
entity 0 2,319,292,000 0 2,319,292,000 26,613,000 14,390,000 20,801,000
Average loan size per borrower 0 4,436,000 0 4,436,000 1,264,000 868,000 1,074,000
Table 4: Loan Usage
Regulated MFIs VFs with
DTMFIs NDTMFIs Scud total Saving and Credi  Credit only total

Agricutures and Livestock 0 1,443,943,000 0 1,443,943,000 1,803,385,000 1,004,657,000 2,808,042,000
Trade and Services 0 1,757,694,000 0 1,757,694,000 304,431,000 22,702,000 327,133,000
Handicraft 0 414,603,000 0 414,603,000 3,600,000 312,098,000 315,698,000
Emergency 0 323,350,000 0 323,350,000 3,600,000 3,500,000 7,100,000
Other Purpose 0 0 0 0 0 0 0
Table 5:Saving Information
Regulated MFIs VFs

DTMFIs NDTMFIs Scud total Saving and Credi  Credit only total
Number of savers 0 31 0 31 1,871 N/A N/A
Average no. of savers per entity 0 31 0 31 25 N/A N/A
Total amount of savings 0 288,000,000 0 288,000,000 100,020,000 N/A N/A
Average saving per entity 0 288,000,000 0 288,000,000 1,334,000 N/A N/A

0 9,290,000 0 9,290,000 53,000 N/A N/A

Average savings size per member

35



Table 6: Income Statement

Regulated MFIs VFs

Unit: kip DTMFIs NDTMFIs  SCUs total Saving and Credi Credit only total
Interest Income 0 753503,000 0 753,503,000 319,832,000 98,316,000 418,148,000
Other Income (e.g. fees, service
charges) 0 99,260,000 0 99,260,000 0 0 0

Operating Expenses 0 820,281,000 0 820,281,000 0 0 0

Expenses for Village Developme 0 0 0 0 27,856,000 13,467,000 41,323,000

Expenses for Social Welfare 0 0 0 0 10,921,000 7,067,000 17,988,000

Other Expenses (e.g. consultants

studies) 0 0 0 118,230,000 20,536,000 138,766,000
Total Operating Expenses 0 820,281,000 0 820,281,000 157,007,000 41,070,000 198,077,000
Net Operating Income/Loss 0 32,482,000 0 32,482,000 162,825,000 57,246,000 220,071,000
Loan Loss Provision/Reserves 0 0 0 0 12,297,000 7,067,000 19,364,000
Extraordinaryincome (e.ggrants) 0 0 0 0 0 0 0
Net profit for the period 0 32,482,000 0 32,482,000 150,528,000 50,179,000 200,707,000
Table 7: Balance Sheet

Regulated MFIs VFs with
Saving and

Unit: kip DTMFIs NDTMFIs SCUs total Credit Credit only total
Cash 0 1,620,190,000 0 1,620,190,000 232,104,000 373,076,000 605,180,000
Gross loan outstanding 0 2,319,292,000 0 2,319,292,000 1,995,959,000 978,547,000 2,974,506,000
Fixed and other assets 0 108,000 0 108,000 40,888,000 38,281,000 79,169,00
Total Asset 0  3,939,590,000 0 3,939,590,000 2,268,951,000 1,389,904,000 3,658,855,000
Saving deposits 0 288,000,000 0 288,000,000 100,020,000 0 100,020,000
Loan Recieved 0 0 0 0 0 0 0
Others (Unpaid dividend) 0 0 0 0 78,484,000 0 78,484,000
Total Liability 0 288,000,000 0 288,000,000 178,504,000 0 178,504,000
Shares 0 209,640,000 0 209,640,000 0 0 0
Reserve 0 118,847,000 0 118,847,000 0 0 0
Donation and grant 0 141,951,000 0 141,951,000 1,802,966,00 1,346,792,000 3,149,758,000
Retainedearningsprior period,
others* 0  3,148,670,000 0 3,148,670,000 208,271,000 0 208,271,000
Dividend Payment 0 0 0 0 71,318,000 -7,067,000 -78,385,000
Profit/Loss of current year 0 32,482,000 0 32,482,000 150,528,000 50,179,000 200,707,000
Total Equity 0 3,651,590,000 0 3,651,590,000 2,090,447,000 1,389,904,000 3,480,351,000
Total Liability and Equity 0  3,939,590,000 0 3,939,590,000 2,268,951,000 1,389,904,000 3,658,855,000

Note: * Additional capith dividend declared
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2. Luangnantha Province

JANUARYDECEMBER 2009 Number of Villages355 Village
Capital:Namtha Number of Household: 2815Households
Population: 160,483 people Districts:Namtha, Sing, Long,

Area: 9,352 Krf Viengphoukha and Nalae.

Density: 17peop|e/an

Source: Statistical Year book 2009 (Lao Department of Statistics, MPI)

Luangnamtha provincein the uppernorthwest of Lao PDRhas 3poorest districs®®, namely Long,
Nalae and Viengphooka with a total of 7,918 householdssare relatively prevalent in this
province In 2009, therewere 104 depositaking and 34 noseposittaking VFsThey provide
small financial services t@bout 8,00 members/clients Only half of themhave availed oémall
loans for incomegeneratng activities, with atotal amount of outstanding loasof5.11 billion Kip.
There are3 promoters playng a key role in Luangnamthgrovince:GIZ Lao Women Union and
ACCULuangnamtha provinces in dire need of further assistancas thereis no regulatedMFI in
the province

Table 1: Financial Support

Regulated MFIs VFs
DTMFIs NDTMFIs SCWY total Saving and Credi Credit only total
Total amount of financial
suppots 0 0 0 0 2,735,722,000 646,091,000 3,381,813,000
Loans 0 0 0 0 1,445,263,000 0 1,445,263,000
Grants 0 0 0 0 1,290,459,000 646,091,000 1,936,550,000

Table 2: Coverage of Villages and Members/Clients

Regulated MFIs VFs
DTMFIs NDTMFIs SC4 total Saving and Credi  Credit only total
No. of VFs 0 0 0 0 104 34 138
Percent 0% 0% 0% 0% 75% 25% 100%
members/clients 0 0 0 0 6,747 1,740 8,487
Percent 0% 0% 0% 0% 79% 21% 100%
Average no. of members per enfit 0 0 0 0 65 51 62

% According tahe National Growth and Poverty Eradication Strategy, 2004
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