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EXECUTIVE SUMMARY

The Microenterprise Access to Banking Services (MABS) Program began in 1998, as a joint
effort of USAID, the Mindanao Economic Development Council (MEDCO), and the Rural
Bankers Association of the Philippines (RBAP) to bring financial services to
microentrepreneurs in Mindanao. Technical assistance in the implementation of the project
was provided by Chemonics International. This multiyear project was to provide the rural

- banks with microfinance lending technology so that they could provide credit and deposit
services to the target clientele. The expectation was that the banks would learn that they
could do microlending, relying on character and cash flow of borrowers and not looking at
hard collateral, on a profitable basis, and would henceforth look at microfinance as a core
line of business. The project was later expanded to all areas of the Philippines, and the
contract was extended in 2002. The closeout date for the project is now September 30, 2004.
- This evaluation was intended to particularly cover the second phase of the project, which
focused on expanding and strengthening the program and the number of both banks and
client participants, particularly among the “Muslim” areas of Mindanao. Phase Two also
addressed on instituting “anti-backsliding” procedures to ensure that the banks would
continue to use the MABS approach to lending. :

MABS is a well-designed, well-timed, and well-implemented program that particularly
benefited both from a good distribution network and from a strong enabling environment.
The rural banks are the smallest size category of regulated and supervised banks that tend to
be located in smaller municipalities and rural areas, and are appropriate size for the

- microentrepreneur clientele. As banks they already had lending and deposit-taking powers,
and the project was only to provide technical assistance and no funding or loan guarantees.
Further, the government of the Philippines and particularly the Bangko Sentral ng Pilipinas
has been interested in enabling access to credit for microentrepreneurs, and has been revising
policies and regulations to accommodate cash flow-based lending.

As of December 31, 2003, the program was operating in 117 branches of 41 banks, and was
serving approximately 45,000 active loan clients. The project has largely exceeded the
contractual goals set for Phase Two, and is currently managing to higher participation targets
informally set with USAID staff. ’

MABS is a systematized approach to microlending that incorporates the best practices of
microfinance into a rigorous set of steps to be closely followed, including doing market
research, product development, credit investigation and background investigation (CIBI) on
prospective and current borrowers, doing a cash receipts analysis to determine debt service
capacity, and closely monitoring performance. Almost all the banks’ MABS portfolios are
profitable. In addition to enjoying profits from microlending, the banks describe the MABS -
technology as having a significant effect on their other lending. For instance, MABS employs
a “zero tolerance” approach to past due payments, i.e., late and non-payments are
immediately addressed and followed. The banks are starting to apply this policy to all loans,
rather than relying on collateral value to ultimately make the loan good. Another example of
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the MABS influence is the spread of portfolio at risk (PAR) as the measure of portfolio risk
rather than just the past due amount of loans.

The only major criticism that the evaluation team found of the program is that the average
number of loans per account officer, at 99, is low by international standards. While a strong
initial focus on quality and the fact that many of the loans are on a daily payment basis offer
some explanation for the low productivity, overall volumes should be increased. Some
additional attention should also be given to client retention and to strengthening internal

. controls.

As a part of expanding the MABS program more widely and quickly than the project could
do on its own, three training firms designated as MABS Service Providers (MSPs) were
trained and licensed to provide MABS training and technical assistance on a fee basis for
rural banks. Two of these firms are actively soliciting and providing MABS service. These
firms were well chosen, and their work is highly regarded. A corollary benefit of bringing in
the MSPs, as well as of the “streamlined” approach that the project took to providing the
banks with the MABS technology (i.e., providing some of the MABS technology through
training programs that were attended by several banks in lieu of one on one assistance) is that
training and technical assistance materials are now highly standardized and available to
implementers and participants on compact disc. :

The project originally was designed to work hand in hand with the RBAP, and eventually to
have all technical assistance and certifications work to be handed over to it. However,
RBAP’s direction is effectively dependent upon the interests of the president, who is elected
for only a year at a time. RBAP therefore has not provided the constancy that the program
sought. However, in the long run the MABS approach is expected to be sustainable because
of the profitability of the approach to the MABS banks, thus their interest in it. The MSPs, as
well as other programs such as the resource person program (the MABSTeRs) will also
provide for sustainability and continuity. '

A major product of the MABS program has been the development of the RB2000 software
package, which was developed to give the rural banks reliable, user-friendly software that
‘would meet reporting and accounting needs for a microfinance loan portfolio, as well as
handle deposits and general ledger. RB2000 is high quality software that is stable and
appropriate for the market, and is available for free to any rural bank that will cover the
installation costs, which are modest by international standards and which should be cost-
effective for the banks. A significant feature for the rural banks is that RB2000 is certified to
meet the central bank’s reporting requirements.

As mentioned above, the central bank has made microfinance a priority, and in the recent
past has amended its regulations to allow the banks to make microfinance loans, loans of up .
to PhP150,000 to microentrepreneurs for business purposes without hard collateral (real
estate) but made in accordance with a lending procedure. While the MABS portfolio are only
10% of the self-reported microfinance loans, the MABS technology has been an important
model for the central bank of individual lending. While not endorsing MABS, the central
bank does refer banks to MABS for individual credit technology, and asks MABS
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representatives to speak to examiner training sessions. The central bank also acknowledges
MABS’s role in popularizing PAR as a measure of portfolio risk, which it has recently
started to require that the banks report.

We are recommending that MABS be extended for eighteen months to two years, in large
part because we feel that the program is now realizing significant momentum, which should
be supported and nurtured. We are also recommending that specific steps be taken to increase
productivity within certain banks and across the board. Other recommendations include

- developing a micro agri-loan product, as well as investigating technology such as smart cards
and Palm Pilots that can reduce the cost and increase access to banking services for the
project target clientele.






BACKGROUND AND INTRODUCTION

The Microenterprise Access to Banking Services (MABS) Program was initiated by USAID
in conjunction with the Mindanao Economic Development Council (MEDCo) and the Rural
Bankers Association of the Philippines (RBAP) in 1998 as a way to assist
microentrepreneurs and small producers access formal financial services including both
lending and deposit services, and to spur rapid and widespread economic growth in the

- Philippines, particularly in Mindanao. The project premise was that micro and smaller
businesses could grow faster if they had access to more reasonably priced financial services,
and that banks would find that lending and providing other banking services to the micro
sector could be profitable lines of business, if they applied appropriate best practices to
lending. To date the banks had found administrative costs of providing small loans to be too
high, and only provided such credit out of a sense of social responsibility. The project only
‘was intended to provide the banks with new lending technology, and did not include loan
funding or -glilarantees.

The program was initiated through the rural banks, which are small, privately owned banks,
supervised and regulated by the central bank, that typically operate in the rural areas. These
are the smallest of four categories of banks in the Philippines, with limited powers and lower
capital requirements than other bank categories. There are 780 rural banks in the country,
with approximately 1,800 branches. ‘

This programming decision was a good one, as MABS appears to have been the right
program at the right time, with the right participants. The rural banks are spread throughout
the country, and are the right size, and in the right locations, to be candidates for
microlending. Further, the government of the Philippines, particularly the central bank, is
supportive of microenterprise lending, and several regulatory and policy changes have
recently been instituted that support the banks’ entry into cash flow based microlending.

The first phase goals of the MABS program, which included introducing a microlending
technology, “MABS,” into 20 banks and reaching 8,000 borrowers and 15,000 depositors
were fully achieved: in fact, the program was operating in 60 bank branches, and 18,000
depositors and 45,000 microdepositors were being served. Significantly, the banks using
MABS were finding mictolending to be profitable, and embraced the technology.

The second phase of the MABS program, which this evaluation is reviewing, was designed to
expand and strengthen the program and number of participants throughout the Philippines,
including particular attention to the “Muslim areas” and areas with substantial Muslim
populations, as well as instituting an effective “anti-backsliding” program to ensure that the
banks continue to adhere to the MABS approach. RBAP capability was also be developed so-
that it could install and strengthen the MABS approach in the rural banks.

This evaluation was performed in January and February 2004 by a four person team

including microenterprise operations analyst and team leader Mary Miller, strategic planning
specialist Arelis Gomez, policy/regulatory specialist Mario Lamberte, and information

Microenterprise Access to Banking Services (MABS) Program Evaluation



management specialist John Cann. The team reviewed program documents and reports, and
interviewed staff from MABS, the RBAP, MABS service providers ARMDEYV and Punla Sa
Tao Foundation, RB2000 service firms ASEC and ISSEC, as well as representatives of the
central bank, the Bankers Association of the Philippines and its subsidiary BAP Credit

Bureau Inc., and CPIP.

Most important, the team visited with some nineteen banks that are using the MABS
approach to microlending, had additional visits or discussions with six more bankers whose

. banks are using or training to use MABS, and met with an additional three banks that are
using the RB2000 although are not using MABS. A list of the persons interviewed for the
evaluation is attached in Annex A. Statistics for the banks visited, as well as summary
statistics for all of the MABS participants, are contained in Annex B. Additional evaluation
steps are also described in the section concerning the evaluation of the RB2000 development

project.

The MABS project is being implemented with technical assistance provided by Chemonics
International, under contract with USAID. The current expiration date of the project is 30
September 2004.

Note: At the time of this evaluation the exchange rate was approximately PhP55 = US$1. The
approximate equivalents of some of the amounts and costs in the report include:

PhP3,000 — PhP 5,000 Typical starting loan size, $55 — $91
PhP25,000 — PhP 50,000 Typical bank maximum microfinance loan size,

$450 - $900
PhP7,004 Average MABS loan size, $127
PhP150,000 Maximum microfinance loan per central bank definition, also

approximate cost of MABS training and technical assistance
from MSP, $2,725

PhP350,000 — PhP500,000 Estimated full cost of cost of purchasing hardware, operating
system software, a data base, and peripheral equipment for
installation of RB2000, $6,360 — $9,100

FINDINGS

MABS is a well-designed, well-implemented and effective program. While there is room for
improvement in areas of productivity and scale, overall the program can be rated as a
successful one that potentially can be replicated worldwide. Key factors in success appear to
be the choice of the rural banks as target intermediaries, highly standardized training and
technical assistance packages, an effective approach based on best practice standards, zero
tolerance on non-payments, and close monitoring. The project has also addressed bank
management and financial practices, and has contributed to a strong enabling environment.

The banks cite a range of reasons for entering the MABS program, including the interest in
microfinance technology, opportunity for a profitable new line of business, interest in social

Microenterprise Access to Banking Services (MABS) Program Evaluation
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outreach, and a desire for free or subsidized training and/or equipment and vehicles. The
banks have also been interested in developing microfinance expertise because the central
bank has put a moratorium on branching, except for branches that will do a majority
microfinance business. (To qualify the banks have to demonstrate that they have a
microfinance technology in place, as well as trained staff and directors.) Virtually all the
banks report that microfinance lending is profitable for them, and one case the bank reports
that over 50% of its profit is from microfinance, despite only having 12% of its loan portfolio
devoted to microlending.

Microlending generally is defined the provision of small unsecured loans to the poor and low
income households for microenterprises and small businesses, in amounts of PhP150,000 or
less, that are based on the projected cash flow of the borrower. It is important to recognize
that MABS is not the only microfinance technology in use in the Philippines. The other
microfinance approach that is widely known is the Grameen technology, which is available
through a training course offered by Card Bank, a Grameen affiliate. However, most
microfinance in the country is homegrown, and does not necessarily particularly follow an
established fdrmula. The chart below shows the microfinance lending reported to the central
bank as of 31 October 2003, with MABS affiliates’ microlending shown as a comparative
figure: -

Table 1: Microfinance Lending Reported to the Central Bank
31 October 2003

Microfinance Oriented Banks:

Thrift Banks (2 banks) ' 112.51 29,815 3,774
Rural Banks (4 banks) 353.22 57,022 6,194
Rural Banks (90 banks) 1,648.69 266,216 6,193
Cooperative Banks (26 Banks) 721.27 109,638 . A 6,579
Total (122 Banks) 2,835.68 462,691 6,129

MABS Banks (included above)
(41 banks) (data as of 12/31/03) 316.71 45,216 7,004
% of Total , 11.2% 9.8%

While the MABS loans are only about 10% of the acknowledged microlending by regulated
banks in the country, MABS’s influence is greater than the concentration figures indicate.
The MABS technology is recognized by the central bank as a substantial, effective
technology for microfinance, and the central bank does refer banks that are interested in
microfinance loans for individuals to MABS. (It will refer inquiries on group lending to Card
Bank; however, the central bank does not endorse any lending technology per se.) :

Microenterprise Access to Banking Services (MABS) Program Evaluation



ACHIEVEMENT OF PROJECT TARGETS | il

Listed below are the targets that were established for the second phase of the project, and o
commentary on progress towards completion. Note that the original numerical targets »
specified in the contract have mostly been reached and exceeded, and over the course of the

project Chemonics and USAID have agreed to manage towards greater targets. ‘ ! )

» Expansion of the number of participating bank units from 60 to 100;

As of December 31, 2003, the program has 117 active bank branches, and 180 branches \ l
has been selected as a new target. In the remaining months of the project some 32 new

banks, some with multiple branches, are slated to join the program, and there should be 8
some expansion into new branches by some of the current participants. While the 180 ]
‘branch target may not be reached, the total branch number should be close.

« Expansion of the total number of microborrowers from 18,000 to 50,000 (with at least }
12,000 _of the new microborrowers coming from new participating banks); '

As of December 31, 2003, the total number of active borrowers was 45,216, including
8,237 active borrowers from the new participating banks. 57,000 borrowers has been set
as a new target. This total should be achieved and exceeded by September 30, 2004. } }

»  Expansion of the total number of microdepositors from 45,000 to 90,000 (with at least ,
15,000 of the new microdepositors coming from new participating banks); ' }

As of December 31, 2003, the total number of microdepositors was 188,669, including A
8,779 depositors from the new participating banks. The new target of 200,000 should f
easily be reached. o

» Installation of the “MABS Approach” in at least three new participating banks in the o
“Muslim areas” of Mindanao (i.e., in the ARMM Region or in non-ARMM municipalities '
\ with substantial Muslim populations);

Three new banks in the ARMM-CAAM region have been added, bringing the total number
of banks serving substantial Muslim populations to eight. ‘ ‘ % J

» Significant expansion of the number of Muslim clients of at least five already
participating banks in non-Muslim areas of Mindanao; -

Banks in the region as necessary have been provided with additional institutional support,
as well as training to expand lending to religious and ethnic minorities. Separate statistics 1 i
on amounts and numbers of loans to minorities are not available. However, one of the :
banks reports that over 60% of its clients are Muslim. The remaining four banks report a

10% to 20% participation by Muslim clients. L
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»  An effective “anti-backsliding” program aimed at helping assure that banks which have
“graduated” from the MABS Program continue to adhere to MABS Approach will be in

place and being implemented by RBAP;

Development of anti-backsliding measures through a variety of mechanisms, and not only
through the RBAP, has been and continues to be the major focus of the MABS project at
present. Anti-backsliding measures include the certification program, the EAGLE award,
roundtables and fora for MABS banks, as well as performance monitoring.
Notwithstanding the aforementioned, the most effective anti backsliding tool has proved to
be the MABS approach itself and its positive impact on the banks’ operations. All banks
interviewed confirmed their interest in continuing the application of MABS approach and
principles into the bank’s operations, because of profitability, benefit to the commumty,
and the positive effect on other bank operations.

= Full development of the capability of RBAP to install and strengthen the “MABS

Approach” in Rural Banks in Mindanao and throughout the Philippines.
) v

A full capability to deliver the MABS approach has been developed in the Microfinance
Service Providers (MSPs). At present there are two for-profit consulting firms that are
providing training and technical assistance to fourteen banks, with more banks in the
pipeline, thus the MABS installation capacity has been substantially expanded past the
project capabilities. Additional capacity in Mindanao may be appropriate. The changmg
role of the RBAP in the course of the project is dzscussed below.

The principal secondary targets are: .
= Development and dissemination of more appropriate bank management software;

MABS has worked with local software development firms to develop the RB2000 bank
management software, which to date has been installed in 61 rural banks. This is a quality
product that is appropriate for the market, and a good value for a very competitive cost.
The development and achievements of RB2000 are discussed in a separate section below.

» Bringing about a regulatory environment more supportive of the spread of microfinance in
banks;

The changes in the regulatory environment have been a great success story for
microfinance in the Philippines in recent years, and MABS has been a significant good
example of microfinance lending for the industry and the central bank. Regulatory reform
is discussed extensively in Annex C.

Microenterprise Access to Banking Services (MABS) Program Evaluation



* The development and utilization by participating banks of a “credit reference bureau."

This is a major on-going activity for the MABS project, which is working with the Bankers
Association of the Philippines to incorporate the rural banks into the “blacklist” database
to access and provide information on borrowers. This is an ongoing project in which
MABS is assisting the RBAP and the rural banks to have representation and input in the
eventual development of a full service credit bureau, however, it is not a major focus of
the project. '

Specidl Activities

In an effort to attain several of the key targets listed above, the contractor has undertaken two
“special activities” during this second phase of the MABS Program. These are:

An effort to/‘streamline” and reduce the costs associated with the installation of “the MABS
Approach” in banks wishing to offer microfinance services. This involves, principally, a
detailed assessment of the actual need for and value of each aspect of the training and
technical support provided by the Program to each new participating bank, with an eye to
eliminating all training and technical support that is not shown to be essential to the effort;
and a reduction, whenever it seems possible, of the amount of “in-bank technical assistance”
provided by the Program to participating banks as they learn the MABS Approach—with
“classroom training” for multiple banks substituting for the “in-bank technical assistance.”

The “streamlining” effort has been successful, with the banks of different rollout groups
performing comparably.

An effort to accelerate the pace with which additional Rural Banks can be provided the
assistance they need to install the MABS Approach—principally through having the Program
train personnel from several organizations in the theory and practices associated with
installing the MABS Approach into interested banks, and then “licensing” those other
organizations to do so. (With existing resources, the Program is able to assist only about 20
banks per year to install and implement the MABS Approach. Given that there are literally
hundreds of Rural Banks that wish to use the MABS Approach, it could take decades to
respond to all requests. By training and licensing other organizations to also install the
MABS Approach into interested banks, it is hoped that some 60-100 new banks per year can
be brought into the Program).

Three MSPs were trained to deliver the MABS approach on a for-profit basis, and two of
these firms are actively soliciting and working with bank clients. The active MSPs have
skilled staff and affiliated consultants who are getting strong reviews for their training
and consulting skills.

Microenterprise Access to Banking Services (MABS) Program Evaluation



Other Measures

Cost Effectiveness

Historically this has been measured by calculating a “cost per borrower,” determined by
dividing total project costs by the cumulative number of new borrowers. Through 31
December 2003, project cost totaled about $10,500,000, and total cumulative borrowers
was 111,302, for a cost of about $94 per borrower. The projected cumulative number of
new borrowers through 30 September 2004 is 125,000, and comparing this to the total
contract amount of $12,000,000 suggests a cost per borrower of about $96. We note that
this figure is only meaningful in comparison to similar USAID projects, does not include
benefits such as the development of the RB2000 software or the effects of the MABS
technology for the benefit of other bank lending programs, and does not consider that the
lending technology will be used.for many years in the future, effectively “free” for all
new borrowers.

Gender 7

Interestingly, virtually all the account officers for the banks’ microlending programs are
men, and some of the banks indicated that they only hire men for the job, which includes
riding a motorcycle and going to neighborhoods described as dangerous. In most
countries would be cause for concern, however, as the great majority of the MABS clients
(80%+) are women, this is not considered an issue.

Sustainability

As is described elsewhere in this report, our view is that “the MABS approach” to
microfinance will be widely used after the close of the project. While the project originally
contemplated housing MABS in the RBAP after the close of the project, there is concern
about the appropriateness of the RBAP to be the MABS advocate, both from the central
bank which would prefer that the technology not be identified with a particular trade
group, and because only a minor number of RBAP members are MABS-certified. While

. strengthening a local institutional counterpart is the standard for a USAID project, in this

case the MABS technology has been adopted by a host of rural banks that will continue to
use it because it is profitable for them. This type of sustainability is actually the most
important and valuable kind.

Microenterprise Access to Banking Services (MABS) Program Evaluation



THE MABS APPROACH

The MABS approach generally comprises the following steps:

»  Market survey to determine potential market
»  Market research to determine loan term, amount preferences

Lending steps: -
» Orientation—one to two hours to introduce new borrowers to the program.

= Information sheet completed to qualify clients (e.g., in business for one year, over 21
years old, within 30 minutes of branch). '

» Qualified clients complete an application form with the account officer, including
identifying a co-borrower and two guarantors.

/ .
» Credit investigation and background investigation (CIBI) completed

» Cash receipts analysis—estimate of cash flow available for loan repéyment——completed.
CIBI and analysis typically takes a week for new clients; loans for repeat clients are
processed in a day.

» Promissory note and interest disclosure statements signed; client may also pledge
household goods as collateral for loan. Loan is disbursed.

»  Account officer collects loan payments; repayment monitored.

MABS loans are usually individually-based, but there is some group lending. Additional
steps for group lending include several group meetings before loan disbursement and weekly
meetings thereafter.

Initial loans are usually PhP3,000 — 5,000, and loan limits are usually PhP40,000 — 50,000.
Increased loan amounts for subsequent cycles are based on good repayment history and cash
flow coverage. Once the program ceiling amount is reached the loan will make greater loans,
but will take hard collateral (real estate). Loans are made for greater amounts if the overage
is covered by the deposit balance.

Interest rates range from 2 to 3.5% per month flat rate, plus a loan fee of 2.5 ~ 3.0%. Loan
terms range from two to six months. Repayments are most commonly done on a daily basis
for first loans, but may be switched to a weekly or even semi-monthly or monthly basis after -
the first few cycles. Typically the account officers collect payments from clients, rather than
clients coming to the branch to make payments.

In many respects the loans parallel the experience of “5/6” or “Bumbai” lenders, who
typically lend on a daily repayment basis and collect at the borrower’s place of business, who
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were the only loan source for most of the borrowers prior to the MABS program. The
borrowers’ greatest appreciation for the program is the relatively lower interest rates: the 5/6
lenders charge 10 - 20% per month. (The “5/6” name comes from lending five, and collecting

six later.)

The MABS program also includes a 5 —- 10% forced savings program. Savings are not
available to borrowers until they finally withdraw from the program. Per the banks, the
borrowers do not wish to liquidate the savings, preferring to borrow against them (e.g., a loan
. of PhP75,000 secured in part by PhP25,000 of savings) and treating them as a nest egg to be
used for non-business purposes such as children’s education.

In addition to the forced savings MABS has worked with the banks to mobilize savings more
broadly. This has been an unexpected benefit for the banks, which historically had not sought
such grassroots sources of monies to lend. Some of the banks do borrow from the Peoples
Credit and Finance Corporation, a government lender, for onlending both for group lending
and for individual microfinance loans. There is also some borrowing from the central bank’s
rediscount wihdow.

MEASURES OF SUCCESS FOR MABS

One of the major questions for MABS has been the provision of measures for “anti-
backsliding,” i.e., assurance that the banks will continue to follow MABS principles and
provide a MABS product after the end of the project. The major factor in preventing
backsliding is in the profitability and performance of MABS for the bank. The microfinance
loans are seen as highly profitable. The interest income is higher than.in “regular” loans (2%
to 3% flat monthly vs. 1% to 2% monthly). A 3% to 4% service fee, mandatory savings of
5% to 10%, and daily repayments result in very high effective interest rates and, thereby,
income. While the program does require considerable staffing, salaries are low enough that
the product profits, even based on low loan amounts, are ample to cover costs.

The participant banks’ portfolio concentration in microfinance varies substantially, from
minuscule percentages to almost 50%. The banks that have been the most successful in
MABS typically have a loan portfolio percentage of around 10% or more. This percentage
both represents a diversity in assets for the bank, and a portfolio concentration that is
significant enough to warrant the sort of attention that the development of a new line of
business deserves.

Another measure of success, or failure, for the banks in accepting microfinance can be
measured by the Portfolio at Risk or PAR. The project has been emphasizing quality, and
those banks with a lower PAR continue to be the most enthusiastic about the program. In one
case a bank with a rising PAR appears to be letting its portfolio run off, apparently due to a
disenchantment with the program. A cursory review of credit files suggested that the bank
was not following the CIBI and cash flow analysis steps, and needs to get back to basics.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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MABS BROADER EFFECT ON RURAL BANKING

A major outcome of the MABS program, aside from the increase in lending to
microentrepreneurs, has been the effect of the MABS policies on the management and
policies of the banks. This includes:

= Estimation of projected cash flow, hence ability to pay debt service (rather than only
looking at collateral value)

» Use of management reports for planning and review; better tracking of profitability,
including by product line :

w  Zero tolerance towards past due payments

»  Measurement of portfolio risk by calculation of portfolio at risk (PAR) rather than merely
counting past due payments
f
= Market research prior to opening a new branch or introducing a new product to sample the
market for interest, volume estimates, and desired loan terms

»  Reducing loan terms and repayment to coincide with cash flow

Zero tolerance is perhaps the most important message in MABS both for microfinance
lending, and for the lending operations of the rural banks in general. Zero tolerance refers to
not tolerating late payments, i.e., immediately following up on any client who misses a
payment or otherwise does not perform. A measure of zero tolerance is a low PAR, a
measure of the riskiness and likelihood of non-payment of the loan portfolio. Historically it
appears that the banks overly relied on their collateral positions, and did little to immediately
pursue any non-payments or late payments. The MABS emphasis on zero tolerance has
impressed upon the banks the need to actively seek payments on all past due loans.

Measurement of PAR has been emphasized along with zero tolerance, but it is important to
understand that these are not the same thing. In the past the banks were only recording past
due amounts of loans, thus were underestimating the riskiness of their portfolios. It is
significant that they are recognizing that PAR is a much more accurate measure. However,
some of the banks seem to have the attitude that zero tolerance means that they should
always have a 0% PAR, and not take any risk at all in approving loans. While a prudent
approach to lending is expected, and embodied in MABS, risk of non-payment is endemic to
lending, thus some PAR is reasonably expected. An overly cautious approach to lending
suggests that some good loans are not getting made, thus the lender is foregoing income and
profits. It is also expected that the increased level of profits will more than offset some low
level of loan losses.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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Issue: Low Volume

The lack of volume is really the only significant criticism of the MABS program. As of
December 2003, for instance, on average each loan officer was handling 99 loans, including
group loans. This is quite low by international standards. The Microbanking Bulletin (April
2001) cites field officer productivity averages ranging from 134 (Asia Pacific, n=0) to 420
(Asia Large, n=420) to 452 (Asia South, n=9) for an overall average of 306. the Mix Market
statistics for 2002 on staff productivity cite the following figures:

n EMT, Cambodia 387
n FINADEV, Benin 284
» FINCA Uganda, 213
»  Compartamos, Mexico 195

Note that these are average staff productivity figures, which are lower than account officer
productivity statistics, because staff also includes support personnel. While lower
productivity figures are expected for individual lending in remote areas, the rural banks are
generally lending in the local marketplaces, hence enjoy a concentration of borrowers. We
note that while MABS is generally an individual loan product, a substantial number of group
loans are included in the total borrower numbers.

Two reasons are cited for the low volume, the zero tolerance policy and the fact that many
loans are on a daily payment amortization. These arguments do have some merit. The bias
towards quality at the start of the program was understandable, given that the banks’ existing
portfolios had substantial past due loans, and it was critical to orient the banks to the
importance of prompt collections, particularly because the new microloans would not be
collateralized. The daily payments also take five times the time to collect as a weekly
payment loan. ‘

Notwithstanding, these are not overarching reasons for low portfolio volumes. It is worth
noting that target portfolio volumes seem to always be set low. Punla indicated that it
encouraged banks to set a maximum loan volume target per account officer of 120 loans;
ARMDEY suggested that 150 should be a maximum for group loans and 60 for individual
loans. At least one of the banks targets 150 loans, and noted that one of its account officers
got to a 170 loan portfolio by insisting that borrowers accept a weekly or bi-weekly payment
schedule. USAID noted this as a shortcoming and last November and asked Chemonics to
have a consultant review the reasons for low loan volume. It appears that the
recommendations will be publicized at the next annual RBAP convention, in March.
Additionally, MEDCo has requested that a day long meeting be held to discuss the
productivity issue and find ways to address it.

The program could be improved, both from USAID’s point of view because?nore borrowers
could be served, and from the banks’ perspective, because they would realize more income
and profits. There are several ways this could be done, as described below. It will be
important for the banks to do their own planning reviews, as well as to survey borrowers, to
determine what combination of steps will be the most effective on an individual basis.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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Go from daily to weekly payments. Many of the banks indicate that they do make this
change after two or more loan cycles, but there is a convenience to borrowers in that they
only need to accumulate small amounts to make a payment, so many borrowers are still on
a daily payment program even after several loan cycles. None of the banks seem to offer a
reason to borrowers to pay weekly, such as a lower interest rate, but this might give the
needed incentive.

Ehmmate duplicative steps in the loan approval procedure. As a part of the initial desire
for assurance of high quality the program focused on instituting several steps in the CIBI
process, in part because it was not sure what the best assurances of quality would be in the
market. All of the steps are still in place (which may be appropriate) and additionally the
banks frequently have instituted additional screens. Overall the effect is that, for many
banks, the approval process is redundant, which costs time and money but does not realize
any additional benefit. A less cumbersome approval process would allow more time to
make new loans, and likely would attract more borrowers.

7. -
For other banks, the PAR is going up (and loans per officer down, because of attention to
past due loans) because approval procedures are not being followed. Loan files have been
reviewed that indicate that after several cycles CIBI procedures are not being performed,
and cash flow analysis is not being calculated. In these cases a “back to basics” approach
should result in more, better quality loans.

Increase loan sizes. Many of the banks have put a limit of PhP25,000 — 50,000 on the
microfinance program, and thereafter seek hard collateral for loans. (Note that the central
bank has designated PhP150,000 as the top limit for microfinance loans, i.e., loans that do
not require hard collateral.) The banks appear to be limiting their lending opportunities,
despite having proven strong borrowers. Many of the banks do appear to be reconsidering
these limits. (Note that allowing larger loans will not increase the loans per officer
statistic, but will increase the amount of loan portfolios.)

Market limits. Many of the banks are only soliciting loans in the central markets, and at
- this point are relying only on word of mouth to develop new borrowers. Both the sales
approach and the geographical targets could be reconsidered.

Collection points. In most cases the banks follow the 5/6 lenders’ policy of collecting
from the borrower at their place of business, but we note that they usually insist that
borrowers who live more from a certain distance from the branch (3 - 5 kilometers) come
to the bank to make payments. It would take less time for the loan officers to do
collections, especially from dispersed clients, if borrowers could be incentivized to come
to the bank to make payments.

Account officer incentive programs. Incentive programs are regularly used to increase

loan officer portfolio volumes while requiring quality. Some of the banks are using
incentive formulas which call for portfolio peso volume, number of loans and/or number
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of new loans in the month, and low PAR, based on a formula suggested by MABS." At
present the number of loans required to get the maximum payment is set low, at 100
loans; some of the banks are revising these upwards.

CLIENT RETENTION

A related issue to the question of volume is client retention. When asked the banks claim that
- client retention is high, but anecdotal information indicates that this is not the case. Reasons
for leaving the program include a desire to get use of forced savings (which are typically
available only when the client ceases borrowing, not when individual loans are repaid), low
loan ceilings, and the rigorous requirements for co-borrowers and guarantors.for relatively
low loan amounts. The retention question does deserve more attention, and the banks should
be individually encouraged to do client research to first measure, then increase, client
retention. All of the reasons cited above for client defection can justify appropriate changes
to lending po}/u,y to continue to serve borrowers. A maxim of any business is that it is much
less costly to'retain a client than to recruit new ones, and this is certainly true in a business
with high administrative costs such as microlending.

INTERNAL CONTROLS

MABS has developed a comprehensive internal control module specially designed for
microfinance operations. Among other features, the module includes a warning (or “red
flags”) system aimed at alerting managers and supervisors on potent1a1 fraud, and specific
control measures for daily collections. Internal auditing functions are present, particularly
among the largest banks, and even some small ones have hired internal auditors. Overall, the
banks interviewed affirmed their internal controls and audit functions have been substantially
strengthened under MABS. Some banks report fraud cases, usually in small amounts,
detected at early stages because of effective internal controls. The majority of these cases are
linked to payment collection. Only two cases involved relatively large amounts and weak
. internal controls. Effective internal controls do not ehmmate fraud but allow the banks to
prevent and/or detect it at early stages.

Notwithstanding, as the bank portfolios expand strong internal controls become particularly
important given the account officers’ role in payment collection. Most banks see the on-site
payment collection as an important service to the client. The use of Palm Pilot technology,
under pilot testing by some banks, is expected to make substantial contribution towards
assurance of payment collection. However, MABS should continue pressing the banks to
move clients, particularly repeat ones, to pay directly to the bank on a weekly basis, so that
payments are not only handled by the account officer.

' Interestingly, the formula includes a sharing percentage for other branch staff, so that performance is a

broader responsibility than just a single account officer, which we applaud.
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14

SERVING THE ARMM/CAAM REGIONS

As of December 2003, MABS has eight participating rural banks from ARMM-CAAM.
Three banks have been added since August 2003. Their combined portfolio totals
PhP48,131,505 for 6,653 clients. With the exception of one bank with a rate of 14.15%, the
PAR >30 is fairly low, ranging from 0.6% to 3.5%. Two of the banks received Eagle Awards
for 2002 and will receive it for their performance during the year 2003 as well.

- As part of MABS integration efforts, the banks participate actively in the managers and
supervisor forums. One of the banks recently participated in an international seminar in
Morocco. Some of the banks also participated in the visit to microfinance institutions in
Bolivia, along a large group of participating rural banks. Following MABS
recommendations, some banks have hired experienced managers from the commercial
banking sector. All banks interviewed affirm MABS has made major contributions to
operations, profitability and image. They all were in the process of expanding their MABS
approach to other branches (two to three new branches/retail outlets in‘average), existing and
planned. MABS’s major contributions, as expressed by the ARMM-CAAM banks include

!

the following;:

= MIS: RB2000; Microbanker; Palm pilot technology
» Improved image in the banking community

» Improved image in the community

= Staff professionalization

w Infrastructure improvemen‘t

= Improved operations: higher performance of regular portfolio; incréased deposits;
increased profits :

- Five rural banks, Isulan, Koronadal, Tacurong, Kapatagan and Malabafn, are Christian-owned
but serve ethnic and religious minorities, specifically Muslim clients. I:*‘our of them have
branches in predominantly or significantly large Muslim populated areas. Tacurong has
branches in Sultan Kudagaran, and Maguindanao; Kapatagan has branches in Iligan and

Pagadian; Malaban is located in a predominantly Muslim municipality.
1

STREAMLINED MABS APPROACH ;
The MABS Approach is a four-module training course and technical assistance program
aimed at preparing participating rural banks to provide microfinance services (loans and
deposits) profitably. It follows an eight-step process spread over a period of six month.
Initially the provision of technical assistance and training was carried out on an individual
basis under what is referred to as the Traditional Approach. In 2002, in an effort to streamline

Microenterprise Access to Banking Services (MABS) Program Evaluation



15

the installation of the program, MABS introduced the Streamlined Approach. The one-on-
one bank training was substituted by classroom training, some aspects of the technical
assistance were standardized into training modules, and in-bank technical assistance was
limited to aspects that needed to be tailored to the banks needs. The streamlined approach
became a highly standardized, systematized version of the “traditional” approach.

The standardization has made the MABS Approach a systematic, well-structured, more
efficient approach to training and technical assistance. It has given MABS legitimacy,

- effectively a trademark, as a lending approach. In terms of cost savings, the accelerated
approach allows for cost reductions by (a) eliminating the redundancies in a less systematic
traditional approach; (b) substituting some aspects previously addressed through technical
assistance with classroom sessions; and (c) facilitating scale and replication. The installation
of the streamlined approach, as with the predecessor, takes a period of six months. While the
installation period remains unchanged, the new version aims at more effectiveness and
consistency. It has been good in both counts.

The high level of standardization of the new version has been a major contributor to the
establishment of the MSPs and the MABSTeRs. It has facilitated the provision of the MABS
approach through multiple providers (institutions or individuals) in a uniform manner and
quality. Because it covers all aspects of the implementation of microfinance services, from
product design to management and control, the streamlined approach leaves little room for
deviation, interpretation and/or improvisation. The new version could be used to replicate the
MABS Approach, and results, in other USAID programs worldwide.

The streamlined approach has been used with the fifth and sixth rollout banks®. A
comparison of portfolio performance by rollout-groups (Annex D) shows that the
performance by rollout has improved over the years. As of December 2003, the PAR >30
days, is lower for fifth and fourth rollouts and increasingly higher for second, first and pilot
rollouts. These results indicate a growing improvement in the MABS approach rather than of
a better approach. Performance by rollout after one year in operations (Annex E) shows a
similar pattern but with better performance overall for the PAR >30 days.

RBAP

The original plan for MABS contemplated housing the MABS technology in the Rural
‘Bankers Association: RBAP staff would have the expertise to bring the product to the rural
bank members, would monitor MABS portfolios, and otherwise would be the home for
individual lending technology expertise in the Philippines. Over time, these roles and
responsibilities, initially handled by the MABS project, would be handed over.

In reality however, RBAP’s interest in MABS has depended upon the interest of the
president of the association, who is only elected for a year at a time. (A plan to also elect a
president-elect, who will serve on the RBAP board for a year before serving as president, is

? The sixth rollout banks started in December 2003, Their statistics are not relevant to the analysis.
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now under consideration to give the organization more continuity.) While MABS was
strongly supported by the RBAP leadership in its first years, a recent president did not feel
that the MABS program was benefiting the wider membership, and essentially eliminated the
staff positions that had been created to take over the MABS functions.

The current president of RBAP has recommitted to MABS, and has reinstituted technical
assistance into RBAP, by appointing two program managers who are responsible for MABS
and rollout of other technical assistance. The program managers and eight account officers

- started training on the MABS Approach. The account officers manage 39 rural bank
federations nationwide and are responsible for disseminating information, program
coordination, and information gathering. The program managers are also expected to be
responsible for monitoring the activities of the MSPs, Learning Centers, and MABSTeRs as
well as implementing the EAGLE and MABS certification components, In general the staff
seems interested and committed to bring MABS to RBAP. Past and current issues over
MABS permanency under RBAP do not seem a major concern.

Notwithstanding its renewed commitment to MABS, RBAP is not ready to take over MABS
responsibilities yet. The program managers, while personally qualified and capable, are new,
and have only been in place since November. There is not enough time from here to the
current project end to transfer the knowledge and skills developed over the past five years. In
order to oversee the work of the MABSTeRs and MSPs they would need to have the
knowledge and capacity to evaluate and provide articulated recommendations. Furthermore,
the Rural Banks see RBAP as too politicized to manage the program transparently and
effectively. All the banks interviewed expressed this opinion, and indicated that they would
simply expect to retain the MABS approach on their own.

While the lack of a consistent relationship with RBAP has been a disappointment we do see a
future role for RBAP as a professional services provider and institution builder for the rural
banks. We feel that the stronger and more professionally run the rural banks are, the better
they are able to serve the ultimate project target market, the rural microenterprises. We
therefore do encourage MABS to continue working with RABP on instituting and improving
constituent services.

MABS SERVICE PROVIDERS

A significant new element of second phase of the project was to train and license other
organizations to provide the training and technical assistance to install the MABS approach
in rural banks, so that a greater number of banks could adopt the methodology. This became
particularly needed when the RBAP president for 2002 decided to disown the program.

Several training and consulting firms were screened for inclusion in the MABS Service
Providers (MSP) program, and five firms were invited to consider participating in the
program. Three of these firms sent representatives (at firm cost) to a training for MSPs
conducted last fall, and all three were certified as MSPs. Since that time one of the firms has
dropped out of the program and two remain, Associated Resources for Management and
Development, Inc. (ARMDEYV) and Punla Sa Tao Foundation. As is common with consulting
firms, consultants are both on staff and independent, although committed to the company. It
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SR

R T

e



B

17

is significant that most of the consultants associated with the firm that dropped out have re-
associated with the two firms that remain as MSPs. These are also two firms that are known
for training in microfinance in the Philippines (one is the CGAP microfinance trainer for the
Philippines, for instance), and were particularly interested in learning the MABS approach.

The MSPs had an opportunity to showcase themselves in a series of “roadshows” that RBAP
conducted across the Philippines this past fall, designed to promote participation in MABS.
The MSPs selected their first and second choices for participation, so that they would have

- clients concentrated in particular areas. This also reflected ties that they already have to rural

banks, and of course they relied on their existing network of contacts to develop rural bank
clients.

At present some fourteen banks are in the training/technical assistance process between the
two service providers, and more banks have been signed up in the pipeline. The training and
technical assistance provided by the MSPs are getting strong reviews, and it is interesting to
note that some of the banks are opting to have board members attend modules other than just
the senior mdnagement program. We think the choice to go to MSPs was a good one, and
will serve the rural banks well in the future. '

A couple of issues have arisen concerning the MSPs which should be mentioned. One of
these is the cost of the MABS technology, which runs around PhP 150,000 plus pass-throughs
of about PhP30,000. Some of the banks are objecting to this cost, considering it high for a
training program. (Note that MABS is subsidizing about half of this cost.) We think this is
largely a problem of marketing. A discussion with several presidents of MABS participants
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ANTI-BACKSLIDING MEASURES

As discussed above, the strongest anti-backsliding measure for the program is the
performance and profitability in the banks themselves. As long as the technology continues
to make a profit for the banks anti-backsliding should not be an issue.

MABS has established a set of additional anti-backsliding measures aimed at assuring that
participating banks continue to adhere to MABS Approach after “graduation.”

MABS has implemented a contract/agreement by which graduated banks commit to
continue reporting MABS statistics, adhere to MABS principles, and accept MABS
monitoring. They also commit to participate in the EAGLE rating/award program. In
return, the banks keep the right to participate in MABS training and seminars for a
nominal fee. They are invited to attend fora and roundtable meetings. The agreement is
renewable and valid for two years (or project end). All graduated banks have signed the
agreement. We note that the banks find it particularly conducive to performance to be
required to report their statistics on a monthly basis.

Roundtable Forums: take place every six months with the participation of the banks’
senior management. The main purpose of the forum is to exchange experience. The
interviewed banks deemed these fora as a key vehicle for exchanging experience and
dissemination of information. When asked on ways of improving these fora most
comments centered on the need to have these fora more often. Similar fora have been
established for the participation of supervisors.

The EAGLE award: a rating system based similar to CAMEL or PEARLS enable MABS
to assess compliance with MABS principles while acting as an effective
incentive/motivational tool. The EAGLE award is highly regarded and anticipated by the
rural banks,

MABSTeRs is a program to train selected staff around the banks to have a particular
expertise in MABS, to be a major resource for their own banks and to occasionally

‘provide training for others. Some years of experience and a recommendation from the

bank is required for entry to the program, and it is regarded as prestigious and career-
building. We are impressed with the knowledge and performance of the MABSTeRs, and
have recommended to individual banks that they get staff into the program.

The MABSTeRs training follows the same four-module course of the MABS Approach
but this time adjusted to be a training of trainers. The five-day intensive course is provided
by MABS staff and other MABSTeRs. Its quality is high and likely to increase the
participants’ capabilities and skills to provide advisory services. This could also actually -
be very effective as refreshment course for supervisors, most of who are responsible for
the training of new recruits. In fact, most of the participants when asked about the reasons
to attend gave their interest in improving their supervision and training skills as the main
reason.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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» Learning Centers are an effort to establish banks as institutional resources for other banks,
other than direct competitors. The intent here was to have banks that were willing to host
other banks interested in adopting the MABS technology. This program more reflects the
individual interests of the bank. For instance, the Rural Bank of Sto. Tomas has
effectively created a side business as a training center, and w111 incorporate training rooms
in its new building, now under construction.

The major issue concerning post-project backsliding is where MABS will be housed post-

. project. The MABS participants have indicated that while the RBAP was originally
designated for this role, they consider the organization too political, and do not wish for it to
perform this role. One suggestion was that it be placed with the RBAP’s Research and
Development Foundation (RBRDFI), specifically in the Academy for Banking in the
Countryside (ABC). We note, however, that ABC only exists on paper, and also note that the
profit-making aspect of the MABS installation has already been transferred to the MSPs.

We generally hold the view that MABS does not have to have a home for use of the MABS
technology to’continue and prosper. As discussed above, ultimately MABS is being
embraced by the practitioner banks because they are realizing profits from it. The MSPs also
have a strong grounding in MABS, and of course also have financial reasons to continue
promoting the technology. We do consider further development, as well as some deviations
from the current MABS approach, as inevitable, but this reflects the natural process of
change that should occur.

There is an interest from some of the MABS banks in forming their own professional
development/practitioner group, which is being informally referred to as the “Council of
Eagles.” This group could effectively become the “keeper of the flame,” which we would
expect could continue the symposiums, forums, and refresher training that support MABS
adherence. We would also expect that the MABSTeRs would be trained, and continue their
activities and communication under the auspices of this group. We would, however, expect
this group to be formed and funded through the initiative of the group itself. While the group
could ask MABS for support (e.g., training MABSTeRs, connecting the group with
international microfinance sources) we do not think that the group’s activities should be
underwritten by MABS or USAID, that it is time for profit-making banks to spend their own
funds for their own betterment.

RB2000

When MABS and USAID set out to develop a software package to support rural banks in
March 1999, their goal was to develop a system that was user friendly, feature rich, flexible,
scalable, and above all, affordable to the majority of small, medium and large rural banks.
With Rural Banker (RB) 2000’s introduction of Version 1.0 in March 2002 and subsequent
release of the BSP certified Version 1.1 in 2003, MABS and USAID have more than
achieved their goals.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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RB2000 is a customizable, fully integrated banking software system that can support bank
operations from single branch institutions running one computer up to multi-branch networks
with multiple concurrent users. The software consists of basic banking modules for deposit,
lending, and general ledger (GL) accounting management. The system also has modules for
financial product design (FPD); automatic teller machines (ATM); charges, fees and taxes;
and system interfaces. Additionally, MABS is developing and piloting system modules to
support the integration of Personal Digital Assistants (PDA), and a Bankers Association of
the Philippines (BAP) Credit Bureau Negative File Information System (NFIS).

Under USAID’s sponsorship, the MABS project developed RB2000 using the Microsoft
Visual Basic 6.0 Development Tool and operates on Microsoft SQL Server Data Base
Management System (DBMS). The system runs on Windows 2000 Server and supports a
variety of desktop Windows operating systems. At the time, the decision to develop on the
Microsoft platform was the best choice based on the availability of programmers in the
market and the stability of the Microsoft product line.

In addition to the RB2000 system, MABS has implemented some other support activities to
ensure the success of the rural banks in the area of MIS. One such effort is the deployment of
a Performance Monitoring System (PMS) to MABS participants. The PMS enables banks to
provide timely and accurate monthly performance reports to MABS. The system was built in
Visual Basic 6.0 Development Tools and runs on an Access data base. The' PMS tracks both
MABS participant bank performance across numerous indicators as well as monitor Portfolio
at Risk (PAR).

As a part of the MABS evaluation, an assessment of the RB2000 system was conducted
through meetings and information gathering sessions with the MABS team, rural banks, and
the roll out companies. The time for the project was short and we needed to cover as much
information as possible in order to make an assessment and draw some conclusions. To
accomplish this task, we organized the analysis to capture as much information as possible in
the shortest amount of time. For each area of study we looked at the following factors:

Applications

- Data Base
Hardware/Communications
Back up/Recovery
Security
Development Methodology
Reports

In addition to the interviews, we also spent time examining the physical software and
functionality critical to the rural banks. This included several product demonstrations
conducted by the two rollout companies (ASEC and ISSEC) and observing the operatxons of
RB2000 in a selected number of rural banks.

Finally, we examined the licensing agreement drafted between USAID and the Rural
Bankers Association of the Philippines (RBAP). The spirit of the license is intended to make
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RB2000 and its source code available for free to any rural bank that wants the software and.
can afford to pay for installation and maintenance.

(GENERAL FINDINGS

RB2000 is high quality software that appears stable and appropriate for the market. Relative
to other packages in its price range, RB2000 is comparable if not superior in terms of its

- features and functionality. The software supports the vast majority or processes and
procedures a rural bank would need to operate a microfinance lending business and to take
deposits. The fact that the central bank has certified that the software meets all of its data
processing and reporting requirements for rural banks is a testimony to the rigor with which
this software is constructed.

The above praise is even more remarkable when considering that RB2000 is provided free of
charge to any bank willing to pay for installation and maintenance. The banks we
interviewed Had mostly positive comments and were very happy with the software and roll
out companies.

Certainly the cost of purchasing hardware, operating system software, a data base, and
peripheral equipment requires some investment on the part of the banks, but at a price range
of PhP350,000 to 500,000 the offering is quite reasonable by international standards.® The
licensing agreement also allows banks to have the source code. To date, only three banks
have requested the code. Two of the requesters are holding companies of multiple rural
banks; one requester is a bank with an associated IT company.

After reviewing the licensing agreement signed by RBAP and USAID in 2001, there is
serious cause for concern. Cleatly the spirit of the agreement is to make RB2000 widely
available to rural banks at a reasonable price and to ensure that the banks are not beholden to
one specific vendor for installation and support. The other objective is to guard against any
one vendor profiting unreasonably at the expense of USAID’s investment. However, the
wording of the license is so loose that any entity with noble or ill intentions could obtain the
software, modify it, and sell it on the open market.* The agreement does not even include
protection for the use of the name, RB2000.

The licensing agreement does not meet the criteria for definition of Open Source software,
nor is it restrictive enough to protect the member banks, roll out companies, or the reputation
of USAID.> While this report is not a study in intellectual property law it is clear that making
the source code available for unfettered distribution and licensing carries risks and
unintended consequences. For example, changes to the source code by a bank or third party
could jeopardize the BSP certification. The BSP informed MABS of this risk when the

Figures for installation of RB2000 were derived from rollout companies and quotes from Mabalacat Rural
Bank and Bangko Santiago de Libon. '

Clause 2.3B of the licensing agreement gives member banks and “other requestors” a no-cost nonexclusive
license to use the software, with the right to modify, distribute or license the software to any other party.
See Annex F for definition of open source software.
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certification was granted in 2003. If such altered software is allowed in the market under the
name RB2000 it could potentially create confusion among institutions and regulators. Such a
liberal license is also a disincentive to the roll out companies to support RB2000 as their
market will be cannibalized by member banks going it alone and by too many other IT
companies entering the market. Even if a company re-labels the software, it is not clear that

USAID’s intention was to allow companies to unfairly profit from their investment while the

roll out companies are forced to distribute the software free of charge.

- The Chemonics development and roll out contracts with ASEC and ISSEC go slightly further
in controlling the redistribution and re-labeling of the software up to one year after
acceptance of Version 1.0 of RB2000, but these contracts are not software licenses and do
not detail the conditions of use and distribution of the software in sufficient detail to protect
the intellectual property rights of USAID, the roll out companies, or the member banks. A
literal interpretation of these contracts leads to the conclusion that ASEC and ISSEC are only
bound to offer the software free of charge for one year after acceptance. There is no license
in place for the software itself that can be passed on to member banks or other requesters by
RBAP, ASEC or ISSEC. There is also no license in place between RBAP and the roll out
companies to distribute the software. ' '

Finally, the documents reviewed for this assessment refer to Version 1.0 of RB2000.
Considering that ASEC and ISSEC are now distributing Version 1.1, it is not clear if any
valid software license is in place governing the use of this most current release.

SPECIFIC FEEDBACK ON RB2000

The feedback on RB2000 from the rural banks was generally positive. All of the banks
reported a high level of satisfaction with the software once the conversion process and clean
up of minor problems were addressed. Some of the common areas of satisfaction included:

User friendly interface that flows logically with the work of the bank,

Highly integrated modules streamlining data entry and eliminating redundancy,
“A high number of accurate and easy to produce reports,

Generally good support from the rollout companies, and

Increased efficiency and flexibility.

Of course, not all of the feedback was completely positive. The major complaints included
concerns over the cost of the third party software and installation. A number of problems
were reported in relation to conversion from the old systems to the new system. This is
largely due to two factors surprisingly unrelated to the software; errors in data entry or
incompatibility with the bank’s chart of accounts, and incorrect setup of system parameters
mostly due to a lack of detailed and comprehensive training. A third common complaint
included poor performance when requesting reports and when the number of records in the
data base became larger over time. A summary analysis of the RB2000 software components
is included in Annex G.
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THE OVERALL COMMERCIAL VIABILITY OF RB2000

The long term commercial viability of RB2000 is unclear at this time. Substantial time and
effort was made to ascertain the financial position of the product line within the two roll out
companies. Unfortunately, since both ASEC and ISSEC did not track revenue and expenses
by product line, accurate financial statements were not available. The findings and
conclusions of commercial viability are therefore only based on information provided by

- ASEC and ISSEC in conversations. ASEC did provide some financial analysis of costs and
proposals recently written to customers, but again these documents were illustrative only.

From the information provided by ASEC and ISSEC it appears that both companies are not
making profit on installing and supporting RB2000. ISSEC sells the installation for
PhP25,000 per module (there are three modules). Their cost basis is PhP15,000 per person
per month for labor. ISSEC has eight full time staff responsible for RB2000 with two staff
committed full time to installation and conversion. ISSEC claims that if the roll out is
performed within the one month budgeted time, the company can make a profit.
Unfortunately the majority of installations are taking longer than one month. ISSEC also
does not charge a maintenance fee, but does charge PhP2,500 per day for customizations. So
far, only one bank has requested customlzatmns beyond what is included in the base price of
installation.

ASEC reports that a complete rollout of the software costs the company PhP112,000 per
branch. ASEC is currently charging PhP100,000 per branch. While they do charge a
maintenance fee of PhP1,000 per module per month, the company is losing money on the
installations.

Both companies report that the RB2000 business gives them an entry into other product sales
such as ATM and passbook printing machines. Both ASEC and ISSEC want to be able to
make money on the software installations but feel pressure to keep costs down, an artifact of
the orlgmal agreement with RBAP.

RB2000 could be commercially viable 1f the companies were able to price their services
based on real costs and market rates. If ASEC and ISSEC are free to charge what it costs to
implement RB2000 the price would likely temporarily rise until new market entrants forced
the companies to find new ways to sell the installations at a lower cost while still making a
profit. Currently there is not enough competitive pressure enabling market forces to work.

Despite the fact that ASEC and ISSEC are not reporting a profit, the cost of installing
RB2000 is quite reasonable by international standards. The total investment of $5,000-8,000
is very low compared to what similar banks pay in other countries for comparable software. -
Even in the Philippines, RB2000 is a cost effective alternative to Microbanker which is
generally 35-40% higher in price for the software only.’

S The latest price quotes for Microbanker is PhP135-147,000 for the software only, compared to PhP75-
100,000 for RB2000 fully installed.
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While there are other products available globally that could be purchased off the shelf, it is
not apparent that any other software vendors had a presence in the Philippines at the time
RB2000 was conceived. Accessibility to affordable banking solutions was low several years
ago. Consequently, the development of RB2000 was a good decision in 2000 if only to
provide another low-end banking solution to the local market.

PROGRESS TOWARDS ACHIEVEMENT OF MABS GOALS AND OBJECTIVES

As previously stated, MABS has exceeded its goal of creating a viable low cost solution for
the rural banking market. The project not only delivered the software in 2002, but enhanced
the software with a new release, Version 1.1 which contains significantly greater
functionality and stability over the first release. MABS has gone beyond the core modules of
RB2000 and created interfaces for ATMs, PDA, and the credit bureau negative information

file.

MABS has trained two additional roll out companies for RB2000—ISSEC and Microbanker.
While Microbanker has yet to participate in any implementations of RB2000, both ASEC and
ISSEC have installed the software in 61 rural banks throughout the country.

MABS continues to work towards achievements of their goals and targets for 2004. As it is
early in the year, the project still has time to accomplish what it has set out to do, but there
are some challenges. Below is an item by item assessment of MABS progress:

» Increase the number of RB2000 installations from 61 rural banks to a total of 125.

This goal requires that ASEC and ISSEC install 30 more banks (not branches) by
September 2004. This means that each company will need to sell and install 4.28 banks
per month. The companies report that it takes 3 months to complete a sale at a bank. Each
company has approximately 20 banks in its pipeline now. Each company has the capacity
to manage five installations per month without much difficulty. The average installation
takes 3-4 months. While it is possible to achieve this goal, it is not probable that the target
of 125 banks up and running by September can be realized.

MABS should not stop trying to reach this stretch target. The project can work with ASEC,
ISSEC and RBAP to continue promoting the benefits of RB2000. However, the reality that
MABS practically has no control over the rate of sales and installations cannot be

. ignored.

= Implement a performance and quality monitoring system and develop a web site with user
support, a knowledge base, and frequently asked questions. '

MABS has made great progress on the performance monitoring system (PMS). The

application is up and running in all the MABS offices and rural banks are contributing
performance data weekly and monthly. The next step is to deploy the software in the banks

Microenterprise Access to Banking Services (MABS) Program Evaluation



so they can use the facility to monitor their own progress after the MABS project ends.
There is no foreseeable reason why this objective cannot be achieved by September.

MABS is also making progress on the web site. Current activities include linking to the
ASEC site that hosts information on RB2000, identifying frequently asked questions, and
designing the knowledge base to be deployed on the site. This objective is also achievable
by September.

Conduct the RB2000 Users Conference to provide users the venue to share information,
experiences, concerns, and solutions.

Preparations are currently underway for the User Conference. While the initial date of
late February is not likely to be achieved, arrangements are underway and MABS should
be able to conduct at least one and maybe two Conferences by the end of the year.
Certainly the first Conference will be possible by mid-2004.

Train at least three additional rollout companies.

This goal is neither achievable nor advisable and should be reevaluated by USAID and
the project. MABS has already trained two companies in RB2000—ISSEC and
Microbanker. The latter has not committed to the software package. Three additional
companies will saturate the market too much. There are 780 rural banks in the
Philippines. Assuming the bottom 20% legitimately does not have the capacity to purchase
the software and another 20% have alternative software, this leaves a market of 468
banks. If there are six providers in the market, this leaves only 78 banks per provider. This
number of potential customers is too low to keep the companies engaged with rural banks
and MABS runs the risk of flight from the lower end of the market. Therefore, one
additional provider can reasonably be absorbed into the market while leaving enough
customers to make the venture attractive to the companies. Also, since it takes time to
train a new company (realistically six months or more), MABS and ASEC would only have
time for one new company in 2004.

POLICY AND REGULATORY ENVIRONMENT

MABS’s charge to bring about a regulatory environment more supportive of the spread of
microfinance in banks cannot be divorced from the objectives of another USAID-supported
program, the Credit Policy Improvement Program (CPIP), which provides assistance to the
National Credit Council (NCC), because they interact and complement each other at various

levels. While CPIP has a decided advantage in assisting the¢ NCC in formulating

‘microfinance-friendly policies and regulations, MABS has a clear advantage in bringing to

the authorities concerned the perspectives of microfinance institutions on certain policies and

regulations that directly or indirectly affect them. A history of the recent regulatory changes
affecting microfinance is detailed in Annex C.
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The opportunities for MABS to contribute to the formulation of regulatory framework for
microfinance started in 2001. In the last three years, the BSP Institute has been inviting
MABS to give a two day lecture to the BSP staff on best practices on microfinance, the
MABS approach and experiences of MABS participating banks. More than a hundred staff,
mostly from the supervision and examination office, attended each session. For most of them,
this was the first occasion wherein they were exposed to the concept of and best practices in
microfinance, as well as to how banks put into practice proven microfinance technologies.
When a new government was installed in 2001, it organized the National Socioeconomic

. Summit to help it formulate its economic agenda and specific measures to be adopted to
sustain the economic recovery. The recommendation to encourage more thrift and rural
banks to engage in microlending by using proven technologies, such as the MABS approach,
and to assign such responsibility to the BSP was adopted by the Summit. With the passage of
the General Banking Law, the BSP did indeed develop a regulatory frameéwork and an
advocacy program to implement this recommendation. However, it did not promote solely
the MABS approach since it is its policy to remain technology neutral. Nonetheless, bringing
microfinance, in general, and the MABS approach, in particular, into the Summit’s agenda is
a big accomplishment in that it made various stakeholders aware of the need to develop the
microfinance market as well as the existence of proven microfinance technologies.

MABS helped in the formulation of the regulatory framework for MFIs through RBAP,
which was an official member of the TWG that was organized by the NCC. As a member of
the TWG to develop the performance standards for all types of MFIs in the Philippines,

- MABS lent its expertise and wealth of experience to draft such standards and complemented
CPIP’s work. It had substantial influence in the crafting of Circular 409 through the
Microfinance Unit and interaction with CPIP, which is frequently consulted by the Unit on
matters related to microfinance regulation. What MABS has done with its participating banks
insofar as monitoring portfolio-at-risk (PAR) and appropriate provisioning of microfinance
loans became a vital input to the formulation of such circular.

As far as the BSP supervision and examination function is concerned, the MABS approach
has added discipline to the participating banks. BSP examiners have observed that MABS
participating banks have generally performed better than non-participating banks in terms of
satisfying prudential norms. The BSP examiners think that the regular monitoring done by
the MABS office of MABS participating banks’ performance greatly help in maintaining
financial discipline. Also, the use of RB2000 by MABS participating and non-participating
banks has greatly eased their work in examining banks.

As mentioned earlier, the BSP has been going around the country conducting seminars to
promote microfinance. Some officers of MABS participating banks have been invited to
these seminars. As resource persons, they readily share their experience in using best
practices in microfinance and the IT system they put in place to cope with the growing
demand for small loans and deposits. In the process, they show to participants a model
microfinance-oriented bank. This has certainly made BSP’s advocacy work easier to do.

The BSP officials have expressed satisfaction with the assistance provided by MABS in
crafting appropriate procedures and standards for examining microfinance operations for
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banks and training its staff how to use them. However, in providing similar assistance in the
future, it is important to consider one thing; that is, BSP views MABS as a facility for RBAP,
and it does not like to receive assistance from individuals or institutions that can cast doubts
to its independence. Thus, an arrangement similar to the one forged between USAID and the
local contractor that insures independence of the consultants from rural banks in developing a
regulatory framework for banks involved in microfinance would be an appropriate one to
deal with BSP’s need for technical assistance in the future.

. Having enjoyed externalities from the MABS program, the BSP has raised some concems

regarding its sustainability. MABS participating banks are still few relative to the total
number of rural banks in the system and the proportion of their microfinance loans to the
total loan portfolio is still small. There is also a danger that some of them may revert back to
their traditional banking operations once MABS support and monitoring system cease.
Considering that microfinance has been made a flagship project of the BSP and that there are
still few banks involved in microfinance, the continuation of the MABS program can greatly
complement the task of the BSP in promoting microfinance. Thus, the BSP officials hope
that the MABS program can be institutionalized and be made sustainable to ensure its
continuity. They, however, have some concerns regarding institutionalizing it in the RBAP
considering the experience in the past that the RBAP can sometimes be engaged in unhealthy
internal political squabbles that endanger the viability and sustainability of an otherwise good
program such as the MABS.

There is a need for MABS to take a closer look at the propensity of MABS participating

banks to access the rediscounting window. Occasional borrowing from the rediscounting
window is not at all bad. However, frequent access to the rediscounting facility raises the
question of whether MABS participating banks have been able to acquire the capacity to
mobilize more deposits to finance their microfinance loans.

MABS has directly and indirectly assisted the BSP in crafting its policy and regulatory
framework for banks involved in microfinance as well as its advocacy program for
microfinance. Indeed, institutionalizing and making MABS operate on a sustainable manner
will bring more benefits to the BSP. However, it is not appropriate for MABS to be
institutionalized at RBAP because its effectiveness can be undermined by internal political
squabbles that sometimes occur within the Association.

CREDIT BUREAU

The development of a relationship between RBAP and the BAP Credit Bureau Inc. has been
an important focus of recent MABS work. In developing credit bureau access for the rural
banks the MABS project chose to work with an existing credit bureau rather than to develop -
a stand-alone operation, which we consider to be the better option. In the long run the rural
banks will be better served through access to financial information from a range of sources
rather than only from the rural banks themselves. The other benefit, of course, is that
partnering with an existing organization is an easier and less expensive choice than starting a
greenfields operation. o
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The BAP Credit Bureau Inc. is a for-profit subsidiary of the Bankers Association of the
Philippines, the trade group for the commercial banks, and currently has a “black list” of
borrowers, drawn from bank accounts closed for overdrafts, closed credit cards, and legal
suits filed. Membership cost is PhP3,300 per annum, plus PhP11 per inquiry. Subscribers
include 29 (of 41) commercial banks, 12 (of 100) thrift banks, 9 finance/leasing companies,
14 credit card companies, 8 rural banks, and an SME loan guarantee program.

. MABS has concluded a Memorandum of Understanding with the BAP Credit Bureau to
expand its use among the rural banks. For the time being the rural banks are permitted to
draw on the database for credit checks without contributing information. The inquiries have
produced a surprisingly high hit rate: for instance, in January 23% of the 812 inquiries
produced a match. It appears that many of the problem borrowers who can ho longer borrow
from the commercial banks are seeking credit from the rural banks. However, to date the
rural banks have been reluctant to use the credit bureau services, generally objecting to the
cost, because the database does not yet include microfinance borrowers. It is hoped that this
attitude will/be overcome in time, so that the rural banks will come to enjoy the benefits that
a credit bureau can bring to the CIBI process.

As noted elsewhere in this report ASEC is in the process of developing;'a credit bureau
interface for RB2000, which will enable users to easily upload client information, as well as
make inquiries, to the credit bureau.

The BAP Credit Bureau is planning to become a more full service credit bureau. The
availability of positive credit information is supported by the central bank, which is
considering requiring that banks provide credit information on their clients for credit check
references. There is a privacy legal issue, however, which currently is an impediment and
which is being addressed. ' ‘

Access to and regular use of a credit bureau would enhance both the MABS program and the
lending performance of the rural banks. It will be significant for MABS, and RBAP, to keep
the rural banks tied into the credit bureau development, particularly as this influence is likely
to assure that regional areas (rather than just metro Manila) are covered earlier rather than
later, and that threshold levels for entry of data (i.e., data will cover small borrowers, not just
borrowers with larger loans) will be set low.

CONTINUATION OF MABS AND RECOMMENDATIONS

We would be remiss to not note the tremendous contribution the MABS project team have
made to the success of the MABS program. All of the banks and others with whom we talked
had only favorable comments and opinions about the project team, and indeed went out of
their way to credit successful implementation of the MABS technology to them. We were
also impressed with their microfinance knowledge and practical experience, as well as the
personal strengths and skills that they bring to MABS. We expect that the staff will continue
to be a vital part of microfinance scene in the Philippines in the years to come. We also note
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that the USAID counterparts have been effective facilitators of the program, providing strong
support and direction, thus also deserve a vote of thanks for this superior project.

We do believe that the MABS project should be continued for some time, perhaps 18 months
to two years. At this point the acceptance of the MABS technology has tremendous
momentum, and we believe it would be a mistake to suspend the project at this point, just
when it is having a substantial impact on microfinance in the Philippines, and on the
operations of the rural banks. At the same time, we think the attention of the project can be

- shifted to special projects and particular areas of interest that are more focused on institution-

building.

The partnership with RBAP, as discussed above, was well-intentioned at the start of the
project, and was the best institutional choice at the time the project was designed. However,
overall RBAP is perceived as too political an organization to house or keep the MABS
technology when the project finally is completed, and we do not recommend that monitoring
activities, certification, or granting of the EAGLE awards be transferred to them. This matter
is discussed ifi length above so will not be repeated here.

RECOMMENDATIONS

Set forth below are recommendations concerning both activities until the end of the cutrent
project, and for a possible Phase 3. Note that recommendations for activities to be addressed
prior to the end of the project are only elaborated below if not already discussed above in the
report. A separate set of pre- and post-September 30, 2004, recommendations with respect to
RB2000 are shown at the end.

Before End of Project 30 September 2004

1. Focus on increasing volume of loans in individual banks.

There are a few MABS banks that are relatively big players, and if their participation in the
program can be incteased there will be a substantial direct benefit for the project
beneficiaries, the microenterprises in the rural areas. While the course of the project has been
towards a streamlined approach, in this case we feel that some one-on-one technical
assistance will specifically pay off in substantial volume.

2. Conduct additional MABSTeRS training.

This program is ensuring that the banks have resident MABS expertise in their banks, and an
effort should be made to get all or most of the banks to have a MABSTeR.

3. Conduct a training of trainers in Mindanao to qualify more MABS consultants there.

4. Continue promotion of credit bureau participation to the rural banks.
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Possible Phase Three Activities

1. Focus on scaling up and increasing volume in the banks, as well as making
recommendations to the MSPs concerning immediate or a quicker transition to volume
lending by new MABs banks.

Not all banks are ready for scaling up. Some are at early stages of the program

implementation and others have experienced PAR increases as the number of clients

- expanded. While all banks will require further strengthening in order to increase productivity

and scale, efforts should be focused on those with the highest potential (likely four of five

banks). In addition to maximize results, MABS would create a demonstration effect that the

remaining banks could follow and adapt. In this regards, eligible Banks must meet or should

have the capacity to meet the following criteria: "

» Top management commitment to scale

» Proven lénding product, competitively priced and efficient (transaction periods lower than
five days for first loans and two days for repeat loans)

» A large number of branches and/or service outlets

» A MIS that accounts for the increased volume and generates all portfolio reports in a
timely, simple and accurate manner.

» A deposit base and expansion strategies that ensure financing of portfolio expansion.
» A market that can absorb rapid expansion

» A adequately trained staff

» Adequate/proven staff incentive system

L Adequate internal controls

The implementation of the scale up activities must follow a written plan that includes:

» Assessment of bank capabilitiés

» Market assessment

» Expansion strategies

"  Assessment of staff training and T.A needs

» Staff training plan
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» MABS training and T.A schedule

»  Weekly and monthly outreach (number of clients), productivity per account officer,
supervisor and branch.

n  Profitability analysis

» Budget

= Sources of funds

m Monitoring tools and indicators to assess progress towards targets.

During the expansion phase MABS needs to closely monitor progress and mistakes
commonly made because of pressure to perform. Among these commonly made mistakes
are: :
/
= Deviation from credit procedures (e.g. minimized credit investigation), and policies (e.g.
recommending loan amounts and terms larger than advised).

» Staff insufficiently trained or experienced are given targets beyond capabilities.

» ‘Weakened monitoring on the part of supervisors and managers because of the increased
number AO to supervise workload.

m  Weakened analysis for repeat loans/ tendency to grant automatic loan increases without -
adequate attention to cash flow and repayment capacity.

2. Develop anti-backsliding training components.

The best anti-backsliding strategy is to have strong microfinance operations in the
participating banks. Banks with lending operations that are highly profitable in large scale
will not shy away from the MABS approach. Deviations usually occur when there is
dissatisfaction with a particular product. All training and technical assistance efforts towards
consolidation and expansion of the rural banks microfinance operations will also have a
positive effect in the sustainability of the MABS approach.

Notwithstanding, any follow-on phase of MABS should consider the development of training
modules aimed at improving the banks’ capacity to introduce modifications and adjustments
to policies and procedures loan products in a strategic manner. In this regard, bank managers
should have the capacity to analyze the effect of any modifications to credit policies and
procedures on costs, productivity, scale, risks and profits.

3. Develop a micro agri-lending product.
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This would be a major new activity for MABS, and we expect would be developed in a
fashion similar to the MABS microenterprise lending technology, although with substantial
participation in the planning process by the active MABS banks. There is a substantial
interest in developing such a product, and several of the banks have already taken some steps
in this area on their own.

4, Work with the RBAP to professionalize its operations and increase its technical services
offerings.

While we realize that MABS is not and is not intended to be a bank strengthening program
per se, the rural microfinance clients are better served, especially as depositors, by stronger,
better-run banks. We do recommend, however, that MABS respond to RBAP requests, rather
than initiating activities, and that MOUs specifying performance expectations by RBAP be
created for each activity.

5. Continue and expand deposit mobilization activities.

/
We see a great opportunity to more broadly serve microenterprise clients through providing a
greater range of deposit products, which will have the advantage to the banks of supplying
them with more lendable funds. This would mean that they would no longer need to borrow
from the PCFC or from the rediscount facility at the central bank. Addressing the form of
forced savings may also help in increasing client retention.

There are a range of technologies that may be applied to give depositors more flexibility in
accessing funds, which in turn will benefit the banks by bringing more deposits to them, that
should be investigated. These are described a bit more in the section below on
recommendations for technology.

6. Continue credit bureau expansion and support activities.
RB2000 AND MIS RECOMMENDATIONS

Before End of Project 30 September 2004
1. Revisit and revise the software license for RB2000.

The license for RB2000 is the most important software issue for the rest of the year.
Currently the license is too loosely written allowing the source code to be obtained and
potentially abused without controls in place that protect the reputation of USAID and RBAP,
as well as the financial security of ASEC and ISSEC. USAID can still make the source code
available. The Agency can still ensure that the software will always be free. In fact, USAID
can do just about anything with the license. They simply need to determine exactly what they
want to do with the software in terms of who can use, modify, and license the software.
USAID then must craft the license to reflect its desires.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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RB2000 is a significant achievement for USAID and MABS. This software can easily be
made available worldwide to USAID missions and beneficiaries if the Agency puts in place
the proper controls and mechanisms. It is not necessary to give the software only to RBAP.
That will only ensure that RBAP will keep the software in the Philippines. USAID should
retain the intellectual property rights, draft a license that dictates exactly what it wants to
have happen to the software, and then license as many other distributors as it would like
around the world.

‘ MABS should hire a local intellectual property attorney to work with USAID and the project
to draft the license which will go with RB2000. :

2. Put in place licenses between the rural banks and RBAP.

Currently only a user agreement or contract is in place for the software. A legal licensing
agreement needs to be singed by each bank currently using the software and RBAP. This
license would be more or less the same one as above. ISSEC and ASEC also need to be
signatories to the new license.

3. Complete development of PDA collections modules and credit bureau interface.

These modules also represent a significant feature to RB2000 as both PDA and credit
bureaus are becoming a critical component of microfinance programs globally. Having these
features increases the value of RB2000 as a comprehensive solution that supports a wider
variety of institutional needs. MABS must continue with this work and set a goal to complete
development and piloting by September 2004.

4. Increase the capacity of ASEC and ISSEC outreach and communication of the benefits
for RB2000.

The analysis performed on RB2000 banks indicates that the cost of the software is less of a
factor than desire on the part of rural banks to make the investment. Several of the banks we
interviewed were small in assets and number of branches.” Despite their size, these banks had
the capacity to invest upwards of PhP500,000 in RB2000. Therefore, it is reasonable to
conclude that the resistance to adopting the software is one of mindset rather than financial
capacity.

Certainly USAID has the resources to fund hardware and third party software acquisition
thus making the investment smaller on the part of the rural banks. It is not advisable at this
time to fully fund all the hardware and third party software expenses for the rural banks since
it will set a destructive precedent that will trap USAID and the roll out companies in a cycle .
of subsidy and hand outs. Rather, MABS has put in place an incentive program whereby the
project will subsidize the difference in price from the original Microsoft software license and
the new cost of the SBS suite. '

7 Bangko Santiago de Libon is a RB2000 bank but has only three branches and less than PhP60 million in
assets.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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MABS can provide technical assistance to the roll out companies by developing
communication strategies, training programs, and strengthening capacity to increase
penetration of the software in the market.

5. Develop a RB2000 training program for rural banks to be delivered by roll out companies

Many of the problems identified by rural banks with regard to RB2000 were not inadequacies
. in the software itself but rather the result of insufficient training of bank staff and users.
Common problems centered around set up of the software and creating parameters in the
Financial Product Definition (FPD) module. Many banks said that training was informal,
disjointed, and haphazard. A rigorous user orientation and detailed training program is in
order. Such a program would contribute to smoother transitions to RB2000, greater banks
satisfaction, and fewer problems in conversions. The cost of training is not likely to add more
than PhP5,000-15,000 to the cost of installation. MABS should take the lead in developing
and introducing RB2000 training to the roll out companies. MABS should also monitor
progress of the training in new rural bank installations.

6. Train one more roll out company

As previously mentioned, there is room for one more company in the RB2000 market.
MABS should begin to train this company in association with ASEC. The company must be
made proficient in all aspects of the software including but not limited to application and data
base maintenance, customization and enhancement, installation, conversion, and user training
of the hardware, software, and network.

Possible Phase Three Activities

If USAID decides to continue with MABS after September 2004, there are a few initiatives
MABS can undertake to increase the effectiveness of RB2000.

1. Conduct a feasibility study and pilot different delivery mechanisms for RB2000.

While the cost of RB2000 is low by international standards, there are a few things that the
roll out companies can do to reduce the barriers to entry. One possible solution could be to
adopt a service bureau model for data processing. A company would set up a data center
running a number of servers loaded with RB2000. The rural banks would connect to the data
center remotely over DSL or other high band width connection (microwave, satellite, or
cellular). Each bank would have their data base at the center with complete security. All data
entry and system access would occur via the Internet or secure dial up connection. The center
might also provide services such as BSP reporting and submissions to the BAP Credit
Bureau.

MABS can take the lead in exploring these new delivery methods by conducting the
feasibility studies and piloting innovative approaches.
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2. Increase RB2000 penetration in southern regions

Currently the majority of RB2000 installations are concentrated in the northern regions of the
Philippines. MABS can provide assistance to RBAP and the roll out companies to increase
installations in the south by implementing awareness and promotional campaigns. MABS
may also consider a company from the Mindanao as the one additional company trained in
RB2000. MABS can then provide additional support to that company as they build the

. installation base throughout the region. ’

3. Explore more peripheral technologies to complement RB2000.

MABS should increase the features and functionality of the PDA technology to include loan
applications, more robust background investigations, and mobile credit scoring modules.
MABS should also look into other technologies such as fingerprint identification and smart
catds. This exploration would be conducted in the form of feasibility studies and pilot tests of
various solutions available in the market.

4. Develop Management Information Systems (MIS) training for rural banks.

This MIS training would go beyond simply how to use the software. Rural banks would
benefit from instruction on how to maximize the use of management information contained
within RB2000 and to apply this information strategically to their business practices. The
training could consist of a combination of technical and business training course for branch
and bank management.

Microenterprise Access to Banking Services (MABS) Program Evaluation
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MABS EVALUATION: REGULATORY COMPONENT

l. FOCUS AND APPROACH OF THE EVALUATION .

This section of the Evaluation Report focuses on one of the “secondary” targets of the MABS
Program, which is to bring about a regulatory environment more supportive of the spread of
microfinance in banks. This target cannot be divorced from the objectives of another USAID-
" supported program, the CPIP, which provides assistance to the National Credit Council
(NCC), because they interact and complement each other at various levels. While CPIP has a
decided advantage in assisting the NCC in formulating microfinance-friendly policies and
regulations, MABS has a clear advantage in bringing to the authorities concerned the
perspectives of microfinance institutions on certain policies and regulations that directly or
indirectly affect them. However, in the discussions that follow, more emphasis will be given
to the MABS’ contributions to developing a regulatory environment more supportive of the
spread of microfinance in banks. ,
Figure 1 outlines the approach in evaluating the MABS relative to the above-mentioned
target. Recent changes in policy, regulatory and institutional frameworks will first be
discussed, after which, an evaluation of MABS’ contributions to these changes will be

. assessed.

I. CHANGES IN POLICY, REGULATORY AND INSTITUTIONAL FRAMEWORK FOR
MICROFINANCE

A. Policy and Regulatory Framework

NCC’s main function is to help the government develop a market-oriented financial and
credit policy environment which will promote efficient financial markets and will help
microfinance institutions (MFIs) broaden and deepen their microfinance services. In 1997,
the NCC issued the National Strategy for Microfinance, which outlines the vision and
objectives for developing the microfinance market. The Strategy has subsequently been
incorporated in the Social Reform and Poverty Alleviation Act (SRPAA) of 1997 (RA 8425).
Thus, the policy framework for developing the microfinance market has now been enshrined
in a law. More specifically, Section 13 of SRPAA defines the following thrusts:

1. Development of a policy environment, especially in the area of savings generation,
supportive of basic sector initiatives dedicated to serving the needs of the poor in terms of

microfinance services;

2. Rationalization of existing government programs for credit and guarantee;
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3. Utilization of existing government financial entmes for the provision of microfinance
products and services for the poor; and

4. Promotion of mechanisms necessary for the implementation of microfinance services,
including indigenous microfinance practices.

In line with SRPAA, Executive Order (EO) No. 138 was issued in 1999 that directs
government non-financial agencies and government-owned corporations to immediately

. rationalize, in accordance with NCC guidelines, all directed credit programs they are
implementing. One of the early accomplishments of this EO was the stoppage of budgetary
allocations for credit programs managed by government non-financial agencies.

A technical working group (TWG) composed of representatives from various microfinance
stakeholders was formed and tasked to assist NCC to formulate a regulatory framework for
MFIs. Said framework was approved by the NCC in July 2002. Among others, the
framework outlines the institutional set-up for the regulation of microfinance. Subsequent to
this, a TWG Wwas formed consisting of concerned stakeholders and was mandated to assist
NCC to formulate and develop a uniform set of performance standards that will cut across all
types of institutions involved in microfinance. The TWG will meet on 20 February 2004 to
finalize the draft that outlines the proposed performance standards.

The General Banking Law (GBL) that was enacted in 2000 contains 3 provisions that provide
a general regulatory framework for banks that will be involved in microfinance. The Bangko
Sentral ng Pilipinas (BSP) subsequently issued circulars to implement the 3 provisions of the
GBL. Circular No. 272 (30 January 2001) provides a definition of microfinance loans, the
interest rate that could be charged on microfinance loans which should not be lower than the
prevailing market rates, exemption of microfinance loans from Section 41 of the GBL on
unsecured loans, and allowing microfinance loans as an alternative means for complying
with the required loans to small and medium enterprlses as stipulated in the Republic Act No.
6977.

In the wake of the 1997 financial crisis, BSP issued a moratorium on the licensing of new
banks. However, there was a strong demand for allowing microfinance-oriented banks to
enter the market. Thus, BSP issued Circular No. 273 (27 February 2001) that provides for a
partial lifting of the moratorium on the issuance of new thrift and rural banks and branches to
accommodate microfinance-oriented banks, the minimum capital requirement and other
licensing requirements. This was subsequently amended by Circular No. 340 (30 July 2002),
which sets the rules and regulations for the establishment of branches/loan collection and
disbursement points (LCDPs) of microfinance-oriented banks established under Circular No.
273 and the establishment of microfinance-oriented branches/LCDPs of banks that are not
microfinance-oriented. This was further amended by Circular No. 365 (23 January 2003)
and Circular No. 369 (17 February 2003) that relax branching regulations for thrift, national
cooperative and microfinance-oriented banks.
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The BSP has opened a rediscounting facility to refinance the loan portfolio of microfinance-
oriented banks. The guidelines governing the rediscounting facility are contained in Circular
No. 282 (19 April 2001) and Circular No. 324 (12 March 2002).

Most recently, BSP issued Circular No. 409 (14 October 2003) which prescribes the rules,
regulations and standards that shall govern microfinancing operations of banks. Among
others, it defines portfolio-at-risk (PAR) and specific allowance for probable losses on
microfinance loans. The circular took effect on 1 January 2004.

Since the changes in the BSP regulatory framework for microfinance, 122 banks have been
involved in microfinance, of which 6 obtained a license as microfinance-oriented banks
under Circular No. 273. With the changes in the regulatory framework and growing number
of banks involved in microfinance, the BSP saw the need for developing appropriate
examination policies and procedures to better measure the institutional risks and performance
of the microfinance operations of banks. The draft containing the suggested amendments to
the existing manual of bank regulations and examination procedures has just been completed
and is currently being reviewed by the Microfinance Committee before endorsing it to the
Monetary Board for approval.

There are two ticklish issues in the BSP’s regulatory framework for microfinance. One is the
opening of rediscounting facility for microfinance-oriented banks. The microfinance
community feels that this goes against one basic principle of promoting microfinance, that is,
banks involved in microfinance should mobilize deposits and should not be dependent on
external funds especially if they are cheap. The BSP, on the other hand, feels that it must
open its rediscounting window to microfinance-oriented banks just as it does for other types
of banks. However, since microfinance loans are not backed up by hard collateral, the BSP
finds it proper to develop another set of rediscounting rules for its rediscounting facility for
microfinance-oriented banks and, at the same time, addresses the concerns of the
microfinance community that banks would not use the microfinance rediscounting facility as
a cheap source of funds. Thus, the BSP has decided to charge a rediscount rate for
microfinance loans equivalent to the 91-day Tbill rate of the last auction date of the
preceding month. This is one-percentage point higher than the regular rediscounting rate. In

* addition, the BSP has imposed stricter eligibility requirements for its microfinance
rediscounting facility than those for the ordinary rediscounting facility. These are:

1. At least 1 year track record in microfinance;

2. Atleast 500 active microfinance borrowers;

3. A past due ratio of not more than 5 percent for microfinance;

4. A collection ratio of not less than 95 percent during the preceding months;

5. Officers and staff responsible for microcredit operations who have completed training
course and with at least one year experience in microlending activities; and

[ u—
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6. A manual of operations pertaining to microfinance operations.

The other ticklish issue has something to do with branching regulations. Circular 340 sets the
guidelines for microfinance-oriented banks and banks that are not microfinance-oriented but
wish to establish microfinance-oriented branches. This is definitely a step in the right
direction in support of developing further the microfinance market. However, there are
restrictive provisions in that circular. One is that a branch can be established only in places
not fully served by existing microfinance banking offices. It would be extremely difficult to
. determine whether a certain place is fully served by existing microfinance banking offices.
Incumbents may use this provision in the circular to lobby against new entrants. The policy
should instead be to make every place, especially rural areas, a contestable microfinance
market but strengthen prudential regulations for banks involved in microfinance. Another
provision is that the geographical location where the new branch may be opened is overly
restrictive, especially for small microfinance-oriented banks. It effectively closes the
possibility that a small microfinance-oriented rural bank located in Luzon can establish a
branch in one of the rural towns in Mindanao not being served by a microfinance-oriented
bank. Some Banks that are owned by NGOs like Card Rural Bank can circumvent this
regulation by setting up an NGO branch in other localities in competition with other
microfinance-oriented banks operating there. However, this will only make the playing field
uneven to microfinance players. There are also various requirements with respect to secutity
and hours of operation that can raise the minimum fixed costs of opening a minimum scale
rural branch beyond the anticipated revenues and thus deprive rural residents in these areas of
the variety of financial services that a bank branch can provide.

B. Institutional Framework

To institutionalize microfinance within its organization, systemize its regulation of banks
involved in microfinance and to send a strong signal to the financial market that it supports
the development of the microfinance market, BSP has introduced important modifications to
its organizational structure. More specifically, it has created a Microfinance Committee
headed by no less than the Deputy Governor for Supervision and includes as members
representatives from various bank supervision and examination departments, Supervisory
Reports and Studies Office (SRSO), and Department of Loans and Credit (DLC). Two
members of the Monetary Board act as advisers of the Committee. The MFI Committee
recommends to the Monetary Board appropriate policy and regulatory initiatives in support
of microfinance within the banking sector. It is assisted by the Microfinance Unit, which
coordinates relevant activities such as briefings, exposures, training, workshops and other
advocacy activities to promote sustainable and viable microfinance programs in the
Philippines. Currently, the Unit is manned by a consultant and a non-permanent staff.
However, the BSP has decided to make the Unit into a permanent one to be headed by a
director with 5-6 permanent staff. The Monetary Board is expected to approve the staffing
pattern and the compensation scheme for this unit within the yeatr.

To strengthen its supervision and examination of microfinance-oriented banks, the
Supervision and Examination Department (SED) IV created the Microfinance Core Group,
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which initially was composed of volunteers who are interested in microfinance. This was
later replaced by the Microfinance Division under the same department.

Aside from these organizational changes, the BSP has also embarked into capacity building
to ensure that its supervision and examination staff have the needed capacity to supervise and
examine microfinance-oriented banks. Its staff, therefore, underwent training on
microfinance, in general, and on the use of the proposed manual of bank regulations and
examination procedures for microfinance banks.

Many banks especially in the provinces have not yet fully appreciated the difference between
microfinancing and traditional banking, and therefore do not know that microfinancing can
be very profitable when done properly using best practices. To promote the development of
sustainable microfinance operations and institutions, the BSP has been conducting a one-day
information seminar on microfinance in the provinces. The seminar discusses the basic
concepts of microfinance, the policy environment, the different methodologies and best
practices as well as many stories of lives that have been helped through microfinance
operations. So far, the BSP has conducted such seminars in Cebu City, San Fernando City,
La Union, Legaspi City and Davao City. Another one will soon be conducted in Tacloban
City. Each of these seminars was attended by over 150 institutions from the banking,
cooperative and NGO sectors. '

il MABS’ CONTRIBUTIONS TO THE REGULATORY ENVIRONMENT

A. Context

Unlike CPIP which provides assistance to an important policy-making body, the NCC, the
MABS Program was designed primarily to provide technical assistance and training to
Mindanao-based rural banks in microfinance best practices. The MABS head office was then
based in Mindanao. It was only after successfully completing the first phase targets that
MABS included in its second phase targets the _secondary target of bringing about a
regulatory environment supportive of the spread of microfinance in banks. Also, the MABS
transferred its head office to Manila within the premises of RBAP as it has expanded its
client banks to include other rural banks in the country while retaining rural banks in
Mindanao as the dominant focus of the Program.

MABS’ main approach in meeting this target has been through the provision of direct
technical assistance to the BSP in the development of an appropriate supervision and
examination manual for microfinance operations of banks, training of BSP examiners on
microfinance best practices on the use of newly developed manual, and active involvement in
TWGs, fora, and workshops that discuss policy regulatory issues affecting microfinance.

It is in this context that MABS’ contributions to the formulation of regulatory environment
must be evaluated,

ot e




e

C-9

B. Contributions

MABS has had no contribution to the formulation of the first few major policies and
regulations affecting the microfinance market discussed earlier. This can be attributed to at
least 2 factors. First, the concern about regulatory framework was articulated only in its
second phase targets. Second, MABS initially focused its activities in Mindanao whereas
most of the discussions on appropriate policy and regulatory framework for microfinance

- took place in Manila whetre technical working groups were formed and most fora/workshops

were conducted.

The opportunities for MABS to contribute to the formulation of regulatory framework for
microfinance have changed since 2001. In the last 3 years, the BSP Institute has been inviting
MABS to give a 2-day lecture to the BSP staff on best practices on microfinance, the MABS
approach and experiences of MABS participating banks. More than a hundred staff most of
them coming from the supervision and examination attended each session. To most of them,
this was the first occasion wherein they were exposed to the concept of and best practices in
microfinance as well as to how banks put into practice proven microfinance technologies.
When a new government was installed in 2001, it organized the National Socioeconomic
Summit to help it formulate its economic agenda and specific measures to be adopted to
sustain the economic recovery. The recommendation to encourage more thrift and rural
banks to engage in microlending by using proven technologies, such as the MABS approach,
and to assign such responsibility to the BSP was adopted by the Summit. With the passage of
the GBL, the BSP, as discussed above, did indeed develop a regulatory framework and an
advocacy program to implement this recommendation. However, it did not promote solely
the MABS approach since it is its policy to remain technology neutral. Nonetheless, bringing
microfinance, in general, and the MABS approach, in particular, into the Summit’s agenda is
a big accomplishment in that it made various stakeholders aware of the need to develop the
microfinance market as well as the existence of proven microfinance technologies.

MABS helped in the formulation of the regulatory framework for MFIs through RBAP,
which was an official member of the TWG that was organized by the NCC. As a member of
the TWG to develop the performance standards for all types of MFIs in the Philippines,
MABS lent its expertise and wealth of experience to draft such standards and complemented
CPIP’s work. It had substantial influence in the crafting of Circular 409 through the
Microfinance Unit and interaction with CPIP, which is frequently consulted by the Unit on
matters related to microfinance regulation. What MABS has done with its participating banks
insofar as monitoring portfolio-at-risk (PAR) and appropriate provisioning of microfinance
Joans became a vital input to the formulation of such circular.

One of the most important contributions of MABS, which cannot be officially attributed to it
for reasons discussed below, is the formulation and implementation of a program of technical
assistance and training to internalize and institutionalize microfinance supervision with the
BSP. MABS helped in drawing up the terms of reference (TOR) and in selecting the
appropriate consultants. Due to confidentiality, the Evaluation Team has not been given
access to the memorandum of understanding (MOU) between the USAID and the BSP and
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the detailed reports and recommendations of the two foreign consultants. However, the
interviews conducted by the Team with BSP officials yield the following observations:

1. The terms of reference (TOR) for the consultants truly reflects what the BSP expected of
the program. There were no amendments made to capture unanticipated issues.

2. The expertise and experience of the chosen consultants were appropriate to the tasks
indicated in the TOR.

3. The process that was followed from beginning to end of the program (i.e, from conduct
of the review of the financial statements, information systems, and operations manuals of
8 banks, drafting of the amendments to the Manual of Examinations, field-testing and
revision of the proposed amendments, to training of bank examiners) was appropriate.

4. The institutional set-up that was aimed at maximizing the cooperation between the
consultants and BSP (MFI Committee, MFI Unit, the Microfinance Core Group and other
staff from the Supervision Examination Sector) greatly facilitated the implementation of
the program.

5. The consultants’ suggested amendments to the manual of examinations have been
substantially adopted.

6. The training conducted by the consultants for the BSP staff regarding the use of the
amended manual of examinations was well received and appreciated.

In a nutshell, the BSP is very much satisfied with the process and outcomes of the program.
More importantly, the officials of SED IV have expressed greater confidence in supervising
microfinance-oriented banks now that they have a regulation and examination procedures
manual for such types of banks, and that their staff have a better understanding of
microfinance operations of banks and adequately trained to use such manual.

One of the ticklish issues discussed above is the opening of the rediscounting facility for
‘microfinance-oriented banks. With greater emphasis on savings mobilization, MABS
participating banks are not expected to greatly depend on such facility. Between 2002 and
2003, the BSP lent a total of PhP185.5 million to 13 microfinance-oriented banks through
this facility. As of 31 January 2004, the microfinance rediscounting loans stood at PhP20.1
million, which is only 0.3 percent of the total outstanding peso rediscounting loans. This is
indeed a relatively negligible amount on the aggregate. However, some rediscounting loans
are relatively large by rural bank standards, ranging from PhP15 million to PhP21 million.
Moreover, out of the 13 microfinance-oriented banks that have tapped this facility, 9 are
MABS participating banks. Moreover, of the 9 banks, 6 have borrowed from the facility for .
two consecutive yeats (i.e., 2002 and 2003). One could argue that these banks are actually
paying a penalty rate for borrowing from the rediscounting window because of the huge
differential between rediscounting rate and deposit rates (6.5% vs. 3.0%). However, this can
be offset by the differential in the transaction costs between accessing the rediscounting
window in bulk and mobilizing a myriad of small deposits. According the staff of the
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Department of Loans and Credit, it takes only a day for them to process an application for
rediscounting so long as the loan documents submitted by banks are in order. Considering the
currently huge spread between the rediscounting rate and lending rate, banks could
potentially generate more profits by tapping the BSP microfinance rediscounting facility.
Indeed, it is worthwhile for MABS to take a closer look at this issue.

C. Externcilities

The MABS program has apparently generated some externalities benefiting the BSP. There
are two areas where BSP has enjoyed some externalities from MABS: BSP supervision and
examination function; and advocacy work.

As far as the BSP supervision and examination function is concerned, the MABS approach
has added discipline to the participating banks. BSP examiners have observed that MABS
participating banks have generally performed better than non-participating banks in terms of
satisfying prlfdential norms. The BSP examiners think that the regular monitoring done by
the MABS office of MABS participating banks’ performance greatly help in maintaining
financial discipline. Also, the use of RB2000 by MABS participating and non-participating
banks has greatly eased their work in examining banks.

As mentioned earlier, the BSP has been going around the country conducting seminars to
promote microfinance. Some officers of MABS participating banks have been invited to
these seminars. As resource persons, they readily share their experience in using best
practices in microfinance and the IT system they put in place to cope with the growing
demand for small loans and deposits. In the process, they show to participants a model
microfinance-oriented bank. This has certainly made BSP’s advocacy work easier to do.
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D. BSP’s Concerns

The BSP officials have expressed at least two major concerns about MABS. One is that
MABS is viewed as a RBAP facility, which is expected to serve first the interest of RBAP
members. While the BSP welcomes comments and suggestions from various quarters on how
to structure its regulatory framework, it is very much concerned about preserving its
independence. Thus, it exercises caution when it comes to receiving free assistance offered
from any individuals or institutions. The case in point, which is discussed above, is the

- assistance it received for improving its manual of bank regulations and examination
procedures and for training its staff. It did not want MABS to directly provide such assistance
for fear of regulatory capture. As the Evaluation Team was made to understand, the USAID
provided such assistance to the BSP, but MABS was not explicitly made a party to the
memorandum of understanding (MOU) between USAID and BSP. Chemonics Inc., which is
USAID’s local contractor for MABS, had to subcontract ICC Inc. to deliver the services
stipulated in the MOU. Although MABS helped in preparing the TOR and in scouting for
qualified consultants who are independent from its consultants working with rural banks, it
has never béen given access to the report and recommendations of the consultants. Although
all parties seemed to have been satisfied with this arrangement, nevertheless it shows the
constraints facing MABS if it directly extends to the BSP technical assistance that has major
implications on policies or regulations affecting RBAP members.

Having enjoyed externalities from the MABS program, the BSP has raised some concerns
regarding its sustainability. MABS participating banks are still few relative to the total
number of rural banks in the system and the proportion of their microfinance loans to the
total loan portfolio is still small. There is also a danger that some of them may revert back to
their traditional banking operations once MABS support and monitoring system cease.
Considering that microfinance has been made a flagship project of the BSP and that there are
still few banks involved in microfinance, the continuation of the MABS program can greatly
complement the task of the BSP in promoting microfinance. Thus, the BSP officials hope
that the MABS program can be institutionalized and be made sustainable to ensure its
continuity. They, however, have some concerns regarding institutionalizing it in the RBAP
considering the experience in the past that the RBAP can sometimes be engaged in unhealthy
internal political squabbles that endanger the viability and sustainability of an otherwise good
program such as the MABS. '

IV. CONCLUDING REMARKS AND RECOMMENDATIONS

This section of the report focuses only on one of the secondary targets of the MABS program
— bringing about a regulatory environment more supportive of the spread of microfinance in
banks. MABS’ main approach in meeting this target has been through the provision of direct
technical assistance to the BSP in the development of an appropriate supervision and
examination manual for microfinance operations of banks, training of BSP examiners on
microfinance best practices on the use of newly developed manual, and active involvement in
TWGs, fora, and workshops that discuss regulatory issues affecting microfinance. MABS
brings to the members of the TWGs and the participants of various fora/workshops its
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expertise and experience in promoting best practices in microfinance and the perspectives of
the practitioners, especially the MABS participating banks. Thus, the abovementioned
secondary target appears to have been satisfactorily met.

In providing technical assistance to the BSP to reform its policy and regulatory framework, it
is important to consider one thing; that is, BSP views MABS as a facility for RBAP, and it
does not like to receive assistance from individuals or institutions that can cast doubts to its
independence. Thus, an arrangement similar to the one forged between USAID and the local
. contractor that insures independence of the consultants from rural banks in developing a

regulatory framework for banks involved in microfinance would be an appropriate one to
deal with BSP’s need for technical assistance in the future. :

There is a need for MABS to take a closer look at the propensity of MABS participating

banks to access the rediscounting window. Occasional borrowing from the rediscounting
window is not at all bad. However, frequent access to the rediscounting facility raises the
question of whether MABS participating banks have been able to acquire the capacity to
mobilize more deposits to finance their microfinance loans.

MABS has directly and indirectly assisted the BSP in crafting its policy and regulatory
framework for banks involved in microfinance as well as its advocacy program for
microfinance. Indeed, institutionalizing and making MABS operate on a sustainable manner
will bring more benefits to the BSP. It is not appropriate for MABS to be institutionalized at
RBAP because its effectiveness can be undermined by internal political squabbles that
sometimes occur within the Association.
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DEFINITION OF OPEN SOURCE
(Courtesy of the Open Source Initiative)

Version 1.9

The indented, italicized sections below appear as annotations to the Open Source Definition (OSD)
and are not a part of the OSD. A plain version of the OSD without annotations can be found here.

Infroduction
Open source doesn't just mean access to the source code. The distribution terms of open-source
software must comply with the following criteria:

1. Free Redistribution
The license shall not restrict any party from selling or giving away the software as a component of
an aggregate software distribution containing programs from several different sources. The license
shall not require a royalty or other fee for such sale.
Rationale: By constraining the license to require free redistribution, we eliminate the temptation to
throw away many long-term gains in order to make a few short-term sales dollars. If we didn't do
this, there would be lots of pressure for cooperators to defect.

2. Source Code :

The program must include source code, and must allow distribution in source code as well as

compiled form. Where some form of a product is not distributed with source code, there must be a

well-publicized means of obtaining the source code for no more than a reasonable reproduction

cost—preferably, downloading via the Internet without charge. The source code must be the

preferred form in which a programmer would modify the program. Deliberately obfuscated source

code is not allowed. Intermediate forms such as the output of a preprocessor or translator are not

allowed.

. Rationale: We require access to un-obfuscated source code because you can't evolve programs

without modifying them. Since our purpose is to make evolution easy, we require that
modification be made easy.

3. Derived Works

The license must allow modifications and derived works, and must allow them to be distributed

under the same terms as the license of the original software.

~ Rationale: The mere ability to read source isn't enough to support independent peer review and
rapid evolutionary selection. For rapid evolution to happen, people need to be able to experiment
with and redistribute modifications.

4. Integrity of the Author's Source Code
The license may restrict source-code from being distributed in modified form only if the license
allows the distribution of “patch files” with the source code for the purpose of modifying the program
at build time. The license must explicitly permit distribution of software built from modified source
code. The license may require derived works to carry a different name or version number from the
original software.
Rationale: Encouraging lots of improvement is a good thing, but users have a right to know who
is responsible for the software they are using. Authors and maintainers have reciprocal right to
know what they're being asked to support and protect their reputations.
Accordingly, an open-source license must guarantee that source be readily available, but may
require that it be distributed as pristine base sources plus patches. In this way, “unofficial”
changes can be made available but readily distinguished from the base source.




5. No Discrimination Against Persons or Groups

The license must not discriminate against any person or group of persons.
Rationale: In order to get the maximum benefit from the process, the maximum diversity of
persons and groups should be equally eligible to contribute to open sources. Therefore we forbid
any open-source license from locking anybody out of the process.
Some countries, including the United States, have export restrictions for certain types of
software. An OSD-conformant license may warn licensees of applicable restrictions and remind
them that they are obliged to obey the law; however, it may not incorporate such restrictions

itself.

6. No Discrimination Against Fields of Endeavor

The license must not restrict anyone from making use of the program in a specific field of
endeavor. For example, it may not restrict the program from being used in a business, or from
being used for genetic research,

Rationale: The major intention of this clause is to prohibit license traps that prevent open source (

from being used commercially. We want commercial users to join our community, not feel
excluded from it.

7. Distriblition of License
The rights attached to the program must apply to all to whom the program is redistributed without
the need for execution of an additional license by those parties.
Rationale: This clause is intended to forbid closing up software by mdlrect means such as
requiring a non-disclosure agreement.

8. License Must Not Be Specific to a Product

The rights attached to the program must not depend on the program's being part of a particular

software distribution. If the program is extracted from that distribution and used or distributed within

the terms of the program's license, all parties to whom the program is redistributed should have the

same rights as those that are granted in conjunction with the original software distribution.
Rationale: This clause forecloses yet another class of license traps.

9. License Must Not Restrict Other Software
The license must not place restrictions on other software that is distributed along with the licensed
software. For example, the license must not insist that all other programs distributed on the same
medium must be open-source software.
‘Rationale: Distributors of open-source software have the right to make their own choices about
-~ their own software.
Yes, the GPL is conformant with this requirement. Software linked with GPLed libraries only
inherits the GPL if it forms a single work, not any software with which they are merely distributed.

*10. License Must Be Technology-Neutral

No provision of the license may be predicated on any individual technology or style of interface.
Rationale: This provision is aimed specifically at licenses which require an explicit gesture of
assent in order to establish a contract between licensor and licensee. Provisions mandating so-

called “click-wrap" may conflict with lmportant methods of software distribution such as F TP

download, CD-ROM anthologies, and web mirroring,; such provisions may also hinder code re-
use. Conformant licenses must allow for the possibility that (a) redistribution of the software will
take place over non-Web channels that do not support click-wrapping of the download, and that
'(b) the covered code (or re-used portions of covered code) may run in a non- -GUI environment
that cannot support popup dialogues. :

Origins: Bruce Perens wrote the first draft of this document as “The Debian Free Software Guidelines,” and
refined it using the comments of the Debian developers in a month-long e-mail conference in June, 1997. He
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removed the Debian-specific references from the document to create the “Open Source Definition.”
Copyright © 2004 by the Open Source Initiative
Send questions or suggestions about the website to Steve M., webmaster at opensource.org.
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ASSESSMENT OF RB2000 COMPONENTS

APPLICATIONS

As mentioned in the main body of the report, RB2000 is a customizable, fully integrated
banking software system that can support bank operations from single branch institutions
running one computer up to multi-branch networks with multiple concurrent users. The

" software consists of basic banking modules for deposit, lending, and general ledger (GL)
accounting management. The system also has modules for financial product design (FPD);
automatic teller machines (ATM); charges, fees and taxes; and system interfaces. Some other
features of the system include: ‘

Security at the data base, application, and transaction level;
Changeable user level access rights;

Flexible product and transaction attributes;

Audit trail for all transactions, users, and workstations; and
Automated GL posting of accounting entties.

Additionally, MABS is developing and piloting system modules to support the integration of
Personal Digital Assistants (PDA), and a Bankers Association of the Philippines (BAP)
Credit Bureau Negative File Information System (NFIS).

Under USAID’s sponsorship, the MABS project developed RB2000 using the Microsoft
Visual Basic 6.0 Development Tool and operates on Microsoft SQL Server Data Base
Management System (DBMS). The system runs on Windows 2000 Server and supports a
variety of desktop Windows operating systems. At the time, the decision to develop on the
Microsoft platform was the best choice based on the availability of programmers in the
market and the stability of the Microsoft product line.

Perhaps one of the most significant features of RB2000 is the parameter driven architecture
that allows users to create and modify deposit and lending products without the intervention
of a software programmer. These parameter tables (the FPD module) are user friendly
screens that enable rural banks to define all the characteristics of their products including, but
not limited to interest rate, tenor, individual or group, collateralized or cash flow-based, etc.
The parameter tables also allow the banks to define the data processing business rules for
each product including grace periods, fees and penalties, and what to do at various stages of
arrears.

Another significant aspect of RB2000 is the BSP certification. In 2003, the BSP certified that
RB2000 meets all of its data processing and reporting requirements for rural banks in the
Philippines. This is a significant development as the certification eases the burden on the
rural banks to comply with BSP requirements and it also lends credibility to the software
itself.
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Regarding the operations of RB2000, the software is good quality and stable. The banks we
interviewed reporting few problems. Of the problems communicated to the evaluation team,
the majority of the complaints were related to some common sources:

The Functionality Gap. There is often a gap between how a bank does business and how the
software supports data processing. This problem arose when the chart of accounts in RB2000
was not consistent with the chart of accounts at the bank. Some effort was required to resolve
the gap through customization and minor programming. In some cases, banks had vastly

. different modes of operation that made it difficult for the software to fully support the
business. For example, one bank did not charge penalties for late payments, did not use
interest rates for their loans, and did not accrue interest on their deposits. In such a case,
RB2000 is not the problem. The issue is one of customizing the software to fit the way the
bank wishes to do business. '

Parameter Setup. Since all of the data processing is driven by business rules established in
the software, proper set up of the parameters during installation and product definition is
essential. In/many cases, these parameter settings were incorrect, creating errors and
miscalculations. The root cause of the problem was largely due to a lack of training and user
knowledge of how to set up the parameters during installation. In no cases was it evident that
the software itself was the cause of the difficulties. '

Minor Data Processing Items. In a few cases, the system needed to be adjusted due to how
the software calculated some internal figures. For example, the software rounds off at a
predefined number of digits when constructing an amortization schedule. If manually
developed schedules do not round off, then the software will produce a different schedule
than that of the bank. In cases where customers made their payments on time, the software
can still create an arrear for that account.

Another example is the inability of the software to support mixed mode placements (e.g.,
partial cash and check). The software did not support compound entries.

A few banks reported some isolated problems with different balances between end of day and
beginning of day. These incidents only occurred once on a specific day of the month.

Some banks also reported complex procedures for time deposits and special savings deposit
accounts. Early withdrawals and add on deposits were not easily accomplished in the system.
RB2000 prevented adding additional monies to time deposits and early withdrawals required
liquidating the entire deposit and then recreating a new time deposit for the remaining
balance. This problem is being addressed by ASEC and an enhancement will be forthcoming.

Finally, a common complaint focused on end of day processing. If the bank already ran end .
of day and the users had additional transactions to make, the system needed to be restored
and end of day run again to sweep in the additional transactions. Users could not simply add
transactions after end of day processing was completed.
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None of the above issues are cause for concern. As software is being developed and rolled
out to institutions, changes and modifications are commonplace. ASEC and ISSEC are aware
of the problems and are responsive in addressing the issues. These fixes should in no way be
interpreted as deficiencies in RB2000.

DATA BASE

- The data base for RB2000 is Microsoft’s SQL Server. This data base management system
(DBMS) is one of the most popular data bases for enterprise-wide data processing
applications. SQL Server is scaleable and extensible. The DBMS is also intelligent as it can
be programmed with stored data management procedures directly into the data base.

There is every reason to assume that the rural banks would have no problems associated with
SQL Server and its suitability to their operations. Unfortunately, there were some reports
where system performance had degraded as the size of the data base grew over time. These
performance problems occurred particularly at times where all of a bank’s users were on line
with the system and a large number of report requests were sent to the printer.

There are a number of possible hardware, network, and software reasons for the decline in
system performance or slow response time. The worst case scenario would be that the data
base itself is poorly or inefficiently designed. This would be a case where data base tables
and their relationships to each other are not optimized for efficient data processing. It is also
possible that there are some coding errors in the stored procedures, but this problem is not as
likely because such coding errors would be indicated by incorrect reports, errors in data in
the data base, or erroneous results from some data processing routines. We were informed
and assured by ASEC that the data base was fully normalized and optimized for efficiency.

Given the fact that the DBMS is fully efficient, it is likely that the performance problems
could be either related to hardware (referenced below), or the log files. Since RB2000 keeps
an audit trail of every transaction automatically, the log file can grow substantially over the
course of operations. If this log file is not cached off to a separate drive in the computer,
performance can often decline over the course of business hours. The roll out companies may
want to consider advising the banks to have a separate computer hard disk and storage for the
audit files. This will free the production drive store only the original transactions — thus
possibly enhancing performance.

Other than the performance problems, no other issues were reported regarding the data base.

HARDWARE/COMMUNICATIONS

Perhaps the most likely cause for performance degradation is hardware. The evaluation team
was surprised to discover that different banks were running RB2000 on different sizes of
servers. Some banks were running Pentium III, some Pentium IV, some on Celeron
Processors. Also most of the banks were running the applications, data base, log files, and
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printers off of the same server. Alternatively, the banks would have two servers sharing a
single network switch. In such a case, if a large number of reports were sent to the printer,
performance of the application and data base would decline. This happens for two reasons;
(1) the data base is tied up with processing reports and cannot be accessed for normal
transactions, and (2) the hardware is insufficient to process the large number of instructions
required to perform all of the immediate requests.

Unfortunately, the roll-out companies have not been diligent about enforcing the

. recommended hardware specifications for installing RB2000. While they do communicate
the recommended server configuration, many banks have chosen to implement RB2000 on
lower powered servers to save on cost. The roll-out companies have capitulated with
providing minimum specifications for servers. In the future the roll-out companies need to
refrain from this practice and make the recommended server specifications the minimum.

BACK UP/RECOVERY
/ .
Disaster recovery is less a reflection of the software than it is a matter of good technology
management on the part of the bank. Each institution has the responsibility to back up its data
files regularly — preferably every day. If the system goes down and transactions are lost, the
bank can restore the previous day’s files and resume business.

In the banks we examined, the data base was backed up to tape or hard disk at the end of
every day. That day’s backup remained in the bank and then was over-written by the next
day’s backup. While this practice is the minimum amount of disaster recovery by industry
standards, there are some serious deficiencies in this mode of operation. First, the back up
remains on site at the bank. If there is a fire in the building overnight, the bank risks
permanently losing its data. The backup should be removed to an offsite location. Also, there
is no historical record of transactions, The bank cannot go back and research transactions that
were made more than one day prior. Each institution would be better off backing up their
data to CD-ROM and storing several days, weeks, or even months of transactions for

historical purposes.

This back up and recovery issue is not a software problem, it is an operations problem. The
blame for this is not with the banks either, but with the roll-out companies. ASEC and ISSEC
should do a better job of advising their clients on the proper procedures for backing up their
data per industry standards.

SECURITY

The only really serious issue with RB2000 is that of system security. While the features
support user level data base, application, and transaction access, the system itself lacks
security enforcement. The minimum number of user ID and password characters required to
access the system is one. Industry standard is six alpha-numeric characters for IDs and
passwords. The system also does not require users to have their own passwords — but

ot i
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supports multiple users accessing the system through the same logon. It was common to see
all of a branch’s staff sharing the same 1D and password for RB2000.

Additionally, RB2000 does not enforce changing passwords periodically. While this is less of
an issue than sharing passwords, the practice of enforcing periodic changes is becoming
industry standard.

ASEC and ISSEC should look more closely at this issue and develop more rigorous security
- procedures for RB2000. They must also do a better job of educating the banks on the
importance of a strong security policy with enforcement.

DEVELOPMENT METHODOLOGY

After reviewing the system requirements and programming specifications, it is clear that the
developers of RB2000 used an adequate system development methodology for building
RB2000. The documentation did contain standard industry deliverables such as data flow
diagrams, context diagrams, some rudimentary entity relationship diagrams for data base
design, and data definition tables. Although no formal named methodology was used, these
practices appear to have been sufficient to produce a well documented software package.

The procedures and methodology for system support also appear to be well-developed. Both
ASEC and ISSEC use problem reports or user incident reports to track problems with the
software in each installation. These reports contain a description of the nature of the problem,
when and where is occurred, and what the resolution was. If resolution could not be achieved
Jocally, the companies used an escalation process to send the problem to the developers in
home office. This appears to be an effective and sufficient system to support RB2000
installations.

REPORTS

RB2000 supports all of the reporting needs of the rural banks to efficiently and effectively
manage their operations. The software comes standard with a long list of pre-defined, pre-
programmed reports that can be accessed and invoked by users at any time of the day and
with a minimum of effort. The most common praise received for RB2000 was the large
number of repotts and the ease with which they could be generated by bank staff.

In addition to the standard reports, RB2000 also contains the eleven required MABS
performance monitoring reports required by the project, and all of the BSP regulatory reports
for the Central Bank. '





