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Global Economic Crisis 
A global financial and economic crisis

30 000 billion dollars lost on the world stock exchange
210 million people will be unemployed by the end of 2009 according to 210 million people will be unemployed by the end of 2009 according to 

ILO (raise of 20 million people since 2007)

Difficulties to meet basic needsio
na

l

2,5 billion inhabitants live with less than $2 a day
20% of the world population owns 80% of resourcesA 

In
te

rn
at

1,3 billion inhabitants have no access to drinkable water
2,6 billion inhabitants have no access to a sanitary system

2 billion inhabitants have no access to electricity

A
SA

4 billion people out of the banking system/ no access to credit

Global crisis leads to new ways of thinking for SMEs, 
Microfinance & Social business development
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Challenges in SMEs  Sector 
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ASA h t bli h d NGO i 1978 d t t d i dit i 1991

ASA: an Overview 
ASA means hope established as an NGO in 1978 and started microcredit in 1991 

Objectives of ASA
•To serve larger numbers of poor.

•To maintain institutional self sufficiency.
•To alleviate poverty and improve the quality of life of poor people by offering p y p q y p p p y g

microfinance services.

Organizational Profile
Number of Members 7 276 677na

l

Number of borrowers 5 877 440

Average loan size (total) 132 $

Percentage of women clients 71%nt
er

na
tio

Financial Profile (USD) in Mill

2007 2008

P f li i 360$ 468$

Key Financial Performance Indicators

2007 2008

FSS 128% 100%

Percentage of women clients 71%

A
SA

 I

Portfolio size 360$ 468$

Savings 130$ 166$

Avg. Portfolio 
Yield 26,15% 24,32%

ROA 5,63 7,32%

ROE 9,10% 12,18%

Leverage Ratio 62% 58%

PAR 30 d 4 34% 6 10%

5

Operating Cost 10,48% 12,10%

Avg. Cost of Funds 7% 7%

Net Income 43$ 31$

PAR>=30 days 4,34% 6,10%

Write‐off Ratio 0,28% 0,52%

Clients per LO 451 482



ASA International in Other Countries 

Country No.  
Branch

No. of 
Depositors

No. of 
borrowers

No. of 
LO

No. of 
borrowe

rs per 
LO

Loan  
disbursed  

(Cum. Prin.) 
US$

Avg. 
Outstanding 

per 
borrower 

Portfolio 
per LO

South Asia 

LO US$ borrower 
US$

India 50 82,201 76,264 175 436 10,814,625 83 35,982

Pakistan 10 - 4,254 45 95 534,810 104 9,868

Sri Lanka 46 45 707 39 425 154 256 13 193 326 90 22 932at
io

na
l

Sri Lanka 46 45,707 39,425 154 256 13,193,326 90 22,932

Afghanistan 2 534 53 3 18 10,181 192 3,394

AsiaSA
 In

te
rn

a

Philippines 30 39,538 39,384 158 249 8,454,801 71 17,600

Af i

Asia

A
S

Ghana 16 16,100 14,070 75 188 3,930,36
9

80 15,047

Africa
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Nigeria 3 725 288 14 21 48,312 - 3,451



ASA Innovations in Microfinance & Small Business
Credit for income generating activities
Flexibility of group formation &  no bindings 
on group guarantee 
Weekly group meetings

Innovative staff recruitment & on the job 
training 
Simple and shorter loan processing, less 
waiting period for clientsWeekly group meetings

Simplicity and transparent system 
Strong collection disciplines
Exponential growth

waiting period for clients 
Written operational manual 
Strong monitoring and Supervision system
Standard and low cost structure on furniture, 
fi t d ll t t

at
io

na
l

Flexible loan products  
Decentralization & delegation of authority in 
the field level 
Savings withdrawal facilities 

fixture and over all management costs
Increasing product range

SA
 In

te
rn

Insurance coverage A
S
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Chapter TwoChapter Two

Introduction to Small Business 
L di T h lLending Technology

Purpose & background
Basic Factors of CreditBasic Factors of Credit

Definition of SMEs 
Typical characteristics of SMEs

General characteristics of Small business 
Small Business Lending / Corporate Lending

Profitability of Small Business Lending 
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Purpose and Background

• Small Enterprise (SME) contribute significantly to economic 
growth and employment

• Lack of funding is a key constraint for Small Business growth 
and developmentand development 

• Publicly funded Small Business lending has proven 
unsuccessful

• International experience calls for a commercial approach toInternational experience calls for a commercial approach to 
Small Business Lending
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Basic Factors of Credit

CHARACTER 
Human/Moral Factor

CAPACITY
Performance Factor

Ea ning capacit

CAPITAL 
Financial Factor

Asset base

CONDITION 

Economic and Human/Moral Factor

•Human qualities

•Willingness to pay

•Reputation

•Earning capacity

•Ability to pay

•Profitability

•Cashflow generation

•Asset base

•Proportionate 
stake

•Capacity and 
Willingness to

Environment Factor

•Economic conditions

•External factors 
affecting ability to pay

FUTURE PERFORMANCE

•Integrity

•Word of Honor
•Operating efficiency

Willingness to 
invest more •Bank conditions

PROJECTED CASH 
FLOW

O ti I fl

COLLATERALS 
Security Factor

•Quality/Condition

INTEGRATED 
FINDINGS

•Strengths

FINAL RISK 
ASSESSMENT AND 

•Operating Inflows

•Debt Servicing

•Returns to 
Shareholders

•Quality/Condition

•Ownership/Value

•Marketability

•Manageability

•Strengths

•Weaknesses

•Opportunities

•Threats

PRICING

Loan Terms and     
Conditions
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Definitions of SMEs

• No general definition of “Small Business” exists.

• Micro-enterprises (benefiting from micro-credits) are
individual or family-based entrepreneurships. They may
employ a few additional workers.

• Characteristics of Small and Medium Enterprises (SMEs) are
defined by international institutions i.e. IFC or EBRD. Usually,y y,
they have a staff up to 500, assets up to 2.5 million Euros.

• We can assume that Small Businesses include the largestg
micro-enterprises and the smallest SMEs.
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Typical Characteristics of SME

Owner-managed
One-man management (A lack of balanced managerial skills)
M lti t k d lMulti-tasked employees
Verbal instructions widely relied upon and minimal recording and 
records-keeping
Quick response to identified opportunities
Close contact with workers, suppliers, customer
Fast decision making and implementationFast decision making and implementation
Key functions held by family members
Low capital base (Often inadequate capital)
Major funds sources are relatives, friends, informal sources
Flexible production process & low level of technology
Limited product lines

12

Limited product lines 
Limited marketing know-how



Decision process: centralised (Head Office)

General Characteristics of SMEs (Continued)

Corporate
Decision process: centralised (Head Office)

Evaluation Process: centralised (HO)

Monitoring process: centralised (HO)

Small & Medium
Decision process: branch + HO

E l ti P b hSmall & Medium 
Enterprises (SME)

Evaluation Process: branch

Monitoring process: branch + HO

Small Business

Decision process: branch

Micro-enterprise

Decision process: branch

Evaluation Process: branch

Monitoring process: branch + HO
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I. Introduction to Small Business Lending Technology
General Characteristics of SMEs

Economic and financial indicators 

Corporate
Economic and financial indicators 

Size: more than 500

Sales: 2.500 000 Euros

Resources: Shareholders, banks

S ll & M di

Sectors: industry, commerce, services

Size: from 10 to 500

Sales: 50 000 to 2 5 M EurosSmall & Medium 
Enterprises (SME)

Sales: 50 000 to 2,5 M Euros

Resources: working capital, 
suppliers, banks

Sectors: industry, services

Small Business

Size: up to 10

Micro-enterprise

Size: up to 10

Sales: less than 50 000 

Resources: family, friends, self 
generating profit

Activities: farming craft

14

Activities: farming, craft, 
commerce, services, 



Chapter Three

Small Business Products and Lending 
Cycle Process 

SMEs Product and Diversification 
Small Business Lending phasesSmall Business Lending phases

Decomposition of the Small Business Lending process 
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SMEs Product and Diversification 

Banks offer a variety of products and services to clients, but the 
emphasis must be on fast services to maximise the outreach and loan 

portfolioportfolio
SME ProductsSME Products

–– Micro leasing for Agro equipments and machineriesMicro leasing for Agro equipments and machineriesMicro leasing for Agro equipments and machineries  Micro leasing for Agro equipments and machineries  
–– Shop Keepers LoanShop Keepers Loan

–– Small Business Development LoanSmall Business Development Loan
–– Short Term LoanShort Term LoanShort Term LoanShort Term Loan

–– Installment Loans against FD / Govt. Securities/BondsInstallment Loans against FD / Govt. Securities/Bonds
–– Overdraft Overdraft –– Secured Secured 

–– Trade/Working Capital LoansTrade/Working Capital LoansTrade/Working Capital LoansTrade/Working Capital Loans
–– Deposit ProductsDeposit Products
–– Letters of CreditLetters of Credit

–– GuaranteesGuarantees

16

GuaranteesGuarantees



SMEs Segment Details 

Professionals Service 
Companies

Trading Manufacturing  
industry

Doctors Dentists Private Travel Agency Supply chain Distributors of PackagingDoctors, Dentists  Private 
Medical Clinics & diagnostics 
centre; Architects, Consultants, , 
Engineers, Surveyors

Travel Agency, 
Advertisement firm
Shipping Agents Transport / 
container mover
Gas stations 
Real Estate

Supply chain – Distributors of 
Multinational Company (MNC) / 
Large local Corporate (LLC), 
Supplier of MNC / LLC 
Importer –
Food & Grain

Packaging
Flour Mills, Suppliers to 
MNC / LLC
Printing & publishing, 
Garments accessories 
Furniture PharmaceuticalsReal Estate 

Contractors
Non Profit Org
Clubs

Food & Grain,  
Dyes & Chemicals, Milk 
Powder, 
Motor parts, Bi –Cycle parts, 
Motor Car, Electrical and  
Electronic goods Hardware &

Furniture Pharmaceuticals

Electronic goods, Hardware & 
machinery, Poultry feed,  
Construction materials, Water 
pump and generator, Cotton 
Yarn, seed distributor, Steel 
Sheet, Jewellery, edible oil andSheet, Jewellery, edible oil and 
crude oil
Retail & Whole seller–
Retailer of readymade 
garments and boutiques, 
Restaurant & fast food, Super 
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market , Stationary items,  
Furniture & wood seller, drug 
& medicine, Scrap – shipping



Small Business Cycle Process

Board of Directors together
with Senior ManagementFor 

S ll Strategic Planning
(Business Plan)

Loan Portfolio Strategy
Goals and Objectives:
• Quality

Small 

Business 
• Composition
• Growth
• Profitability

Credit Policy

Lending

Process
Directives

Procedures
•Credit and Loan Analysis

•Documentation
•Administration

at the 

board •Administration
•Collateral

•Pricing

Loan Underwriting Standards

board 

level 
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Credit / Loan

Monitoring and Evaluation



Small Business Lending Phases 

The Different Phases of the Small Business Lending Process

Aft fi ld i it d b i li d dit ffi i i t th d f S llAfter field visits done by specialized credit officers aiming to assess the needs of Small 
businesses and according to the objectives and strategy of the Bank the following 

steps should be undertaken to implement the small business lending program.

S ll B i l A li iSmall Business loan Application

Small Business loan Appraisal 

Decision of the credit committee through the delegation system

Formalization of collateral and loan agreement 

Disbursement phase

Monitoring and supervision phase 

19
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Decomposition of the Small Business Lending Process
Credit Process

Loan application

After field visits by specialized 
loan officers and Marketing 

practices

Is applicant 
potential Denied

NO From reviewing the general 
criteria of eligibility, objectives and 

strategies and requirementsborrower?

Credit Analysis

YES

Small Business

strategies and requirements

Appraisal of the small busines  y Small Business 
Loans

Analysis of Business:
Decision Phase

pp
loan proposals 

C.C 
makes a 
decision

- Payment capacity
- Future of business      
- Collateral

Denied
NO

20
Notification to 
client/ small 
Entrepreneur

From reviewing the general 
criteria of eligibility



Decomposition of the Small Business Lending Process 

C.C 
makes a 
decisionDenied

NO

Notification to 
client/ Smallclient/ Small 
Entrepreneur

Formalization of 
Collateral Preparation of the 

Disbursement Phase

loan agreement and disbursement  
of the funds

Monitoring  Phase
Follow up activities, control and 

supervision of the small Business 
and due loan repayment  
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and due loan repayment  



Ch t  FChapter Four

Market Developmentp

Prerequisite for Marketing Small Business lending
Strategic challengesStrategic challenges

Check List of Documents for Loan Origination 
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Prerequisites for Marketing Small Business Lending

• Before launching Small Business program Banks should determine if the 
conditions are favorable for Small Enterprise lending, following aspects should 
be analyzed:

Supervisory EnvironmentSupervisory Environment Macro-environment Macro-environment Supervisory EnvironmentSupervisory Environment
•Depositors protected by bank
•Effective and functioning monitoring structure
•Depositors protected by bank
•Effective and functioning monitoring structure

• Appropriate legal and regulatory environment
• Political stability 
• Suitable demographic conditions

• Appropriate legal and regulatory environment
• Political stability 
• Suitable demographic conditions

C bilit & P f f B kCapability & Performance of Bank
• Bank must be capable to respond to changing demands of  rapidly expanding client base
• Bank should already have demonstrated consistently good management of its own funds 
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Strategic Challenges

• The Bank’s Management will define a strategy for Small Business Lending and 
allocate resources, especially Specialists in the Branches doing Direct Marketing in 

the field (through market immersion). An adequate Training Program will be 
essential to succeed.

Strategy for Small BusinessesStrategy for Small BusinessesStrategy for Small BusinessesStrategy for Small Businesses

essential to succeed.

• Targets
• Products
•

• Targets
• Products
•

St ategy o S a us esses

•Targets (eligibility criteria)
•Products (loans, savings, services)
•Specific financial plan

St ategy o S a us esses

•Targets (eligibility criteria)
•Products (loans, savings, services)
•Specific financial plan

Bank Traditional Marketing ChannelBank Traditional Marketing ChannelDirect MarketingDirect Marketing
• Integrate Small Business Lending Activity into     
the traditional marketing channel of the bank:
• Use the Small Business Lending Program to do 
Cross Marketing

• Integrate Small Business Lending Activity into     
the traditional marketing channel of the bank:
• Use the Small Business Lending Program to do 
Cross Marketing

• Credit Officers in the field
• Regular field visit to Small Businesses
• Credit Officers in the field
• Regular field visit to Small Businesses
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Check List of Documents for Loan Origination 

Documents requested to the applicant :

1. legal Documents :

• Business registration
• Decision taken by the board to apply for a loan
• Official license to conduct business
• Registration of properties• Registration of properties

1. Financial Information

• 3 last year financial statements : balance sheet off-balance sheet P/L• 3 last year financial statements : balance sheet, off-balance sheet, P/L
• Business Plan including financial plan.  
• Global funding including the expected loan

2 Others2. Others

• Organisation Chart
• Credit record
• List of clients and suppliers

25

• List of clients and suppliers
• Possible collateral and guarantor



Chapter Five

Appraisal of Small Business 
Loan Proposals

Guide for performing analysis of small loans
Appraisal of Small Business 

Delegation system of the credit decisionDelegation system of the credit decision
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Guide for Performing Analysis of Small Loans 

Guide for Performing Analysis of Small Loans

In analysing small loans we have to consider the following:

• the enterprise is a legal entity 

• the small enterprise’s ownership and the liability with officialthe small enterprise s ownership and the liability with official 
documents.

• A small enterprise’s most-productive-assets-based analysis 

• the analyisis of the investment plan in the case of larger loans and its 
effects on the enterprise’s development

• the current enterprise’s payment capacity 

• collateral is important when larger amounts of loans are involved.
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Guide for Performing Analysis of Small Loans 

General steps to follow analysing SMEs

- Visiting the enterprise on site and having several interviews- Visiting the enterprise on site and having several interviews 
with all the shareholders

- Building up the enterprise’s financial statements (and/or cash 
flow projections) comparing them with the official financial 
statements (which normally do not reflect the whole picture of 
the business)

- Analysis of the enterprise’s ownership aspects, and review the 
business plan ( either documented or by interviewing directly the 
Small Business owner 

- Analysis of the enterprise’s current management

- Investigation of the personal references of owner(s) and 

28

g p ( )
guarantors (what is there behind the business?)



Appraisal of Small Business 
General steps:

The evaluation of a small business loan proposal requires general and specific information.
The appraisal is a step by step method directed on the following phase:The appraisal is a step by step method directed on the following phase: 

- General analysis of the Small Business

- Business plan and Cash flow analysis (Background about the business, 
Ownership and management, Production methods , Sales and delivery, Financial records, Future 
prospects and plan etc.)

- Collateral review and evaluation

Preparation phase for the submission to the credit committee- Preparation phase for the submission to the credit committee

- Credit committee decision 

29
- Delegation of the credit decision 



Loan Agreement 

The Loan Agreement prepared, finalized and registered by the 
Legal Department, is the essential document which regulates 
the legal relationship between the entrepreneur and the bank. 

It usually includes :

- Characteristics of the loan (each facility) : beneficiary, amount, 
term, disbursement schedule, grace period if any, interest rate, , , g p y, ,
fees, re-payment schedule, …

- Covenants : information to be supplied by the borrower during the 
life of the loan for a proper monitoring, minimum Debt Service p p g,
Coverage ratio, restrictions regarding re-organisation, change in 
share-holders’ capital, sale of assets, commitment to third party, 
minimum Debt Service Coverage ratio, allocation of profits, …

- Guarantee : collateral, guarantor, insurance policy, …

- Penalty : when the borrower cannot meet obligations stipulated in 
the Loan Agreement

30

the Loan Agreement.



Loan Agreement

Check List of information to be included in the Loan agreement 

• Amount - specifies the amount of the approved small business loan. 
• Purpose - brief description of purpose(s)
• Security - description of securities offered and required
• Availability - when the loan becomes available 
• Draw down - sometimes draw down by tranches; also last date for draw down. 
• Interest - rate above bank's base rate or relation to relevant money market rate. 
• Arrangement fee - arrangement fees, legal fees etc. in connection with the loan and 

security 
• Repayment - repayment details - by instalments etc.; also arrangements for early 

repayment 
• Financial information - undertaking for customer to provide financial information. 
• Default - list of conditions which constitute default; this would include liquidation of the 

company 
• Representations & warranties - that the agreement does not contravene any other 

agreements or laws & no pending actions.
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Chapter Six 

Loan Monitoring

Different Stages of the loan monitoring process 
Responsibilities in monitoring
Check List of monitoring items
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Stages of Loan Monitoring

STAGES IN THE SMALL BUSINESS CREDIT MONITORING 
PROCESS

Is all required information
being received from

1. Continual Monitoring

being received from 
Small Business 
entrepreneur on a timely 
basis? Undertake 
frequent field visits

g

Yes

No

Is the facility being 
properly managed?

C
on

tin
ua

l m
on

ito
rin

g
Yes

No

2. Detailed Monitoring
Has the value of any 
security/guarantee 
remained adequate?

C

Yes

No

Detailed monitoring of:
• small credit quality
•compliance
•security
•Profitability of the SB 

Are the results of the 
detailed monitoring 
exercise satisfactory?

ed
 m

on
ito

rin
g

Yes

No

33

Downgrade Small 
Business’s risk 
rating, 
Take additional 
securities or 
Call in the small 
business credit line

Prepare summary of 
monitoring and update 
Small Business credit file

D
et

ai
le



Check List of Monitoring Items

Check List of items to be included in the Monitoring File

• Follow-up of Covenants included in the Loan Agreement : periodical
provision of financial documents, financial ratios, changes in organisation or 
in share-holders, …

• Valuation of guaranties

• Re-payment record : late re-payments, penalties, …

• Internal risk rating  : from good to loss

• Reserve for Loan loss
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Multi-way Monitoring System

Central-level

SME lending protected
By effective monitoring 
ProcessCentral level 

Supervision by Credit Team

Coordination cell
Field-level 

Supervision

Process

Audit Section 

Management 
Monitoring 

Institution’s 
operational 
manual

SME Lending
Implemented
By Branch Offices 

Monthly MIS
collection and
computerized analysis 

Supervision by 
Relationship Manager
Regional Manager

Account section

Doorstep follow-up
By CRM/BM

35
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Chapter SevenChapter Seven

Cost / Risk Analysis of 
S ll B i l diSmall Business lending

Risks related to small business lendingRisks related to small business lending 
Internal control 
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Risks Related to Small Business Lending 

Risks are usually defined by the adverse impact on profitability of several 
distinct sources of uncertainty. 

Risk measurement requires that both the uncertainty and its potential 
adverse effect on profitability are captured: 

1. Credit Risk
2. Liquidity Risk
3. Interest Rate Risk
4. Market Risk
5. Solvency Risk
6. Operational Risk
7. Technical Risks7. Technical Risks
8. Risk Inherent In Organisation
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Internal Control

The Internal control Department plays an important role in loan monitoring. 

The periodic checking of the borrower’s files which include borrower’s business and p g
collateral documentation is one of the Management’s instrument of loan control 
and supervission. 

Regular Monitoring visits should invariably take place to Small Business locationRegular Monitoring visits should invariably take place to Small Business location 
1. to review   the the borrower has lost an important customer or supplier
2. to keep watch on any change in the management and organizational aspects 

which could influence negatively the repayment behaviour of the small 
enterprise  

After lending staff have determined how serious the problem is they must notifyAfter lending staff have determined how serious the problem is, they must notify 
the Branch Manager and depending on the size of the loan the Management, 
so that a decision can be taken on specific measures that should be initiated.
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Chapter Eight Chapter Eight 

SMEs Constrains and How to Overcome 

Major challenges in SME Business Model 
Financial Constrains 

Bad and Good Practices Practices 
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Major Challenges in Current SME Business Model

Enterprises 
Development

Reaching the 
Large Number of

SME Banking & 

Development Large Number of 
Clients

I ti

Capacity Building
Current Challenging

Issues
S a g &

MFIs
Devlopemnt

Partners
Investors

Innovation

Legal Framework

Profitability

Social Commercial Mission

Managing Social 

Investments

Outreach

SustainabilityObjectives A Substantial Sustainable Outreach is a 
Guarantee of  Efficiency  that Can Play a 

Large Part in Leveraging Investment 
Funds

Challenges of Managing both a Social 
Objective and Profitabilityj y



SMEs Funds Constrains 

Problems Faced when Starting the Business:
• Financial constraints• Financial constraints 

• Men Tend to Receive more Credits from Banks than Women

Problems Currently Faced:
• Financial constraint (lack of operating funds lack of investmentFinancial constraint (lack of operating funds, lack of investment 

funds, unpaying customer credit)

• Marketing (not enough customers, low prices received, market 
bl )problems)

• Others (electricity, road conditions, access to finance, water 
availability, transportation to markets, crime and corruption)
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Good and Bad Practices of SMEs

Good Bad

Knowledgeable of various 
aspects of their operations 
(and strives to know even

Too much capital in fixed 
assets
P dit ti (i(and strives to know even 

more)
Good track record of 
borrowing experience

Poor credit practices (in 
granting credits and in 
managing own borrowings)
Poor cash managementg p

Sensitive to opportunities and 
problems
Live simple lifestyles

Poor cash management
Taking too much out of the 
business
I t f tLive simple lifestyles

Grow by manageable levels
Improper management of too 
much success
Failure to delegate (lack of 
succession program)

42
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How to Overcome Challenges 

• Capacity Building: Banks and MFIs must conduct skills-development training
to build capable individuals to serve sector. Banks and MFIs should therefore
develop strong internal training programs, and engage in knowledge sharing,
and networking with other banks & MFIs to benefit from synergy Reducing theand networking with other banks & MFIs to benefit from synergy. Reducing the
knowledge gap in a new country can be achieved through field training;

• Flexible Legal Framework: Banks & MFIs should build lobby groups in
countries where laws are unfavorable for SME operations This lobby wouldcountries where laws are unfavorable for SME operations. This lobby would
work with the government to create SME policies favorable to the micro and
small ennterprenures;

• Funding: Build the confidence of international leasing companies to invest in• Funding: Build the confidence of international leasing companies to invest in
SME; lobby countries to develop apex institution to finance banks and MFIs;
lobby state bank to change the legal structure of outgoing cash and open their
eyes to the opportunities available with a new SMEs and microfinance business
model;;

• Innovation: Focus on product diversification to address the needs of the low
income people. Build the capacity in skill development and training to create
professionals and encourage educated individuals to join the SMEs andp g j
microfinance sector. More research and technology transformation can ensure
replication of best practices and influence professionals to go ahead to next
practices;
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