Yehu Microfinance Trust, Kenya

Yehu Microfinance Trust started out as a projecthef NGO Choice Humanitarian Kenya under the namkuYEnterprise
Support Services in 1998 and was independentlptergid as a Trust as of July 31, 2007. Yehu bagawperations with the
organizing of women’s groups and facilitating theawvings in Kwale District, Coast Province. Thetfiloan was disbursed in
2000 and Yehu has since grown to a total of sixidias including the recent opening of two brandhddombasa. As of
June 30, 2007 Yehu has 6,856 active savers antlee&@;936 active borrowers through a single groam lproduct with a
total loan portfolio of 398,661 USD.

GIRAFE Rating
Rating Rating highlights

In August 2006, a professional CEO was appointdted Yehu after which many
critical improvements have been put in place, mugably stronger procedures

|U|

Outlook with increased internal controls and improved mdidfmanagement.

Positive Credit risk remains high even though PAR 31-365 temhiced from 37% (Dec.
2006) to 19% (Jun. 2007) and profitability remalo with ROA at (8.8%) in
2005, (26.8%) in 2006 and (18.2%) as of June 2007.

Since 2006 Yehu has moved from its traditional Irfwmaus in Coast Province to

include urban areas and opened two branches in sanb

AUQUSt’ 2007 Yehu still faces challenges due to absence ofritezrial audit function, lapses in

Valid until July, 2008 adherence to policy by branch staff and its MISteaayswhere loan tracking and

accounting data contain large unreconciled diffeesn

Rating per evaluation area
G

Outlook
i The positive outlook for Yehu is based on yieldfngher results of improvements
" that have been set in motion including improved tijpbo management and
E 2 I capacitating of branch staff, and on further imgmoents that are planned for such as
strengthening the management team with a CFO, rcseernance by a local board
of directors and installation of an internal audinction. More determined action is
= R still needed to improve information reliabilitygliidity management and profitability.
Performance indicators
A USD , unless otherwise stated Dec. 2004 Dec. 2005 Dec. 2006 Jun. 2007
Assets 517,485 776,089 977,006 1,229,021
Governance 4 nformation —Risk — Growth 123.5% 40.5% 21.0% 20.2%
Activities — Funding _Efficiency Loan pOrthIiO 240,567 309,857 337,777 398,661
Growth 104.6% 20.7% 4.7% 12.8%
Pl i Rating Contact Outstanding deposits 137,483 252,119 386,322 469,156
Aieliatlig COntac Growth 63.8% 71.8% 47.2% 16.1%
Otto Wormgoor Active borrowers 3,304 4,635 4,047 3,936
256 414 236 74 Staff 42 41 48 52
+256 36 745 ROE (18.8%) 9.2%) (29.1%) (20.4%)
ROA* (18.2%) (8.8%) (26.8%) (18.2%)
Liabilities / Equity* 0.03x 0.06x 0.12x 0.12x
Gl Conta : Portfolio Yield 21.6% 23.9% 22.2% 25.8%
Adet Kachi Operating expense ratio 55.3% 42.1% 50.7% 51.5%
PO Box 82120, Mombasa PAR 31-365t N/A N/A 36.8% 19.0%
PAR > 365t N/A N/A 14.5% 7.5%
+254 OA_'l 22_2 863? Write-off ratiot 0.0% 0.0% 9.3% 7.7%
yehumfi@africaonline.co.ke *Ratios have been adjusted to exclude members'sispfioom assets & liabilities.
tBased on data from Loan Performer, all other igurased on accounting data, see note in Informatio
REF:OW/050907 2007 PAR data is not fully reliable.
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Microfinance sector

Many of the current market leaders in the micrafre
industry were founded in the early eighties. Cutygrthe
Kenyan microfinance industry contains two microfina

oriented banks (K-REP Bank and Equity Bank) that ar

regulated by the Central Bank of Kenya (CBK) unties
Banking Act. Other regulated MFIs are cooperatiwdsch

MFI Savings Deposits  Active GLP
accounts (M USD) borrowers (M USD)

Equity Bank 1,014,474 168 239,541 106
K-REP Bank 14,951 24 114,301 54
KWFT n/a 13* 85,555 33
Faulu Kenya n/a 11 68,434 19
Jamii Bora Trust 140,000t 4.1 60,000t 5.3
SMEP n/a 3.5 24,090 6.6
KADET n/a 2.2 16,575 3.7

Source: www.mixmarket.org 2006 data; * 2005 datastimate.

are regulated by the Commissioner for CooperativeThe current main donor support to the microfinaseetor is

Development under the Co-operative Societies Act ane
allowed to pursue member based financial interntiedia
Other MFIs comprise Companies, NGOs and Trustshare

coming from the Financial Sector Deepening prdj¢aat
focuses on the main challenges to further expand an
strenghten the microfinance sector in Kenya: cdpaci

regulated and are not allowed to pursue financialpuilding of MFIs, regulatory framework for coopévas,

intermediation.

In December 2006 a new Microfinance Act was sigtted
will regulate deposit-taking financial institutiansThe
regulations under the act are still to be publishedCBK. It
is estimated that between three and five MFIs (K\WFulu
Kenya, Jamii Bora Trust, SMEP and KADET) will itaily
apply for a license. The act however, also leawesnr for
non-regulated, non-deposit taking financial insiitns.

The financial sector however still has a lot of grd to
cover as a recent study into the access to finkseigices in

rural finance, agricultural finance, SME finance dan
enhancing payments systems such as remittancesa@lite
phone banking.

Political & economic environment

After several years of stagnation, the recoveryemwdy
since 2004 continued in 2006 despite the econompact
of the energy bill and the drought that affectethfaand
hydropower production during the early months & year.
While all economic sectors registered growth, adnice,

Kenyd showed that 38.4% of the total population is still transport, telecommunications, and tourism were rtroest

excluded from financial services and that the wvaajority
uses informal groups rather then any kind of forfirancial
institution. The table below shows the percentagehe
Kenyan population for each source of financial mew.

Source Rural % Urban% Male% Female% Total %
Bank 10.7% 25.1% 18.7% 10.1% 14.2%
Postbank 4.4% 9.3% 6.6% 4.7% 5.6%
SACCO 13.9% 10.5% 17.3% 9.2% 13.1%
MFI 1.5% 2.4% 1.6% 1.8% 1.7%
Informal 53.4% 42.1% 46.3% 54.6% 50.6%
groups

Excluded 37.4% 41.6% 37.5% 39.3% 38.4%

Note: multiple responses are possible per column.

Notably only 1.7% of the population has used finahnc

services from MFIs whereas 14.2% and 13.1% have US€debt however

financial services from banks and cooperativeseaetsgely.

There are 3,767 licensed cooperatives that togesner
estimated to have 2.1 million clients, 1.48 billitSD in

loan portfolio and 1.79 billion USD in deposfthe larger
cooperatives in Kenya are however more focusedatarys
loans to low- to middle-income clients in urban aare
Besides the cooperatives, the seven largest pnevidé
microfinance services in Kenya are:

! Results of a National Financial Access Survey, Bteadman Group
Research Division, July 2007. www.fsdkenya.orgfizess

2 CBK Annual Report 2006, http://www.centralbankkggpublications/
annual/index.html

www.planetrating.com 2

dynamic. Barring exogenous shocks, those trendsilégho
continue in 2007 underpinned by infrastructure
modernization and active tax incentive policy. Mehite,
the rapid increase of prices should ease barringponally
adverse weather or fiscal slippage.

With investment spending and domestic debt already
straining the public sector balance, a marked asmein
current public spending in the run-up to generakcibns

end 2007 could thus negate the management efforts
facilitated in past years by rising fiscal revenugsport
dynamism has moreover not sufficed to offset thpdraise

of imports (oil products and capital goods) thereby
increasing the current account deficit. With motkefareign
Kenya's financing needs have remdaine
manageable.

The political context has been marked by the appraz
elections (which could even be held earlier) thatld
heighten political and social tensions, and by radequate
anti-corruption campaign, which has soured the trgim
relations with western financial backers

3 A multi-donor project funded by DfID, SIDA and WdrBank.
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Strengths operations of YESS have been transferred in itsegptto
Yehu Microfinance Trust. As a Trust (nor before as
NGO) Yehu does not receive any formal supervisiod &
not regulated by the Central Bank of Kenya. As sdehu is
not allowed to pursue financial intermediation.

The regional integration underway within the East
African Community will further strengthen Kenya's
position and its attractiveness to investors.

Improved infrastructure (transport, telecommunimadi
and financial services) will make it possible tglmit the
potential of an already diversified economy mornéy/fu
That should facilitate gradually separating policy
development from economic development.

Separate audited accounts are available for YE&® 2001
and until 2005 YESS has been audited by Wambugu &
Associates who provided unqualified opinions fdryalars.
For the year 2006 YESS has been audited by Ruotot I€o
Company who qualified their opinion for un-recordil

Weaknesses differences between accounting and loan trackirtg da the
Agriculture is still a key economic sector (25%@DP),  loan portfolio.
thus making most personal incomes vulnerable to
weather conditions. Ownership

Combating poverty, unemployment, and the AIDS
pandemic continues to necessitate major efforts.

The business climate and persistent corruption hav
damaged the country’s image.

High production costs have been hampering companies
The domestic debt burden (20% of GDP) has
undermined public sector finances.

Choice Humanitarian Kenya (CHK) was founded by Choi
é—lumanitarian, a United States based charity focused
poverty alleviation through sustainable village elepment.
Since 2001 YESS has been governed by a five member
Board of Directors (BOD) independent of the BODGHK

of which four are representatives of Pope Foundatiased

in the US and one is the Country Director of CHK.

COFACE Country Rating: C — A very unsteady politiaad
economic environment could deteriorate an alreadd b
payment record.

Yehu Microfinance Trust has been officially foundég
Pope Foundation with an initial Trust Fund in timecaint of
30 M KES (449 K USD). The new BOD of Yehu
Microfinance Trust consists of one representatifd®ope

m(%) 200 2005 000 .5 2o -5 Foundation,. the Country Dire_ctor qf CHK, one client
_ representative, three local civil society leadersi ahe

Inflation (%) 7 103 136 80 General Manager as an ex-officio board member.

Public sector balance (%GDP) -0.4 0.1 -4.4 -4.0

Exports 2,721 3,240 3,550 3,934 Donations

Imports 4351 5408 6,479 7,102

Tr:de balance 1630 2168 2,920  -3.168 To date Yehu has received a total of 60 M KES (@.9

Current account balance (%GDP) -2.2 2.6 -4.6 -4.8 USD) in don.ations of which 48.9 M KES (07 M USD) i
_ donated equity from Pope Foundation, a United Statesed

Foreign debt (%GDP) 421 348 292 288 paity. Yehu has also received 11.1 M KES (0.1T8D)

Debt service (%G&S exports) 60 61 55 6.7 from Danish International Development Agency (Daiid

Foreign currency reserves (in 33 32 3.7 34  focused on Tiribe and Samburu branches.

months of imports)
Source: COFACE’s Country Risk Ratings Guidebook&2@®) is estimated

and (f) forecasted. Funding composition
Disclosure Statemenbata is provided with authorization from COFACE - As of June 2007 Yehu’s funding structure consists54%
a shareholder of Planet Rating. of donated equity and 39% of members deposits. The

remaining 7% is made up of short and long termilltads.
To date Yehu has not yet attracted any borrowirigse
member’s deposits are however not used for onentdut
held in bank or fixed deposits.
Legal form, supervision and audit

Yehu started its operations as a project of ChoiceMjanagement team

Humanitarian Kenya an NGO reglst(_ered under the N.GQI'he management team is composed of the Chief Execut
Act, under the name Yehu Enterprise Support SeWICeOfficer (CEO), Chief Operations Officer (COO)

(YESS). On July 312007 Yehu Microfinance Trust has Accountant, Training Officer & Credit Controller QICC)

been independently registered as a Trust undetéasig\ct, . . . . ,
Chapter 167 of the Laws of Kenya. The assets an&md Administration Officer (AO). The TOCC is respiie

www.planetrating.com 3
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for training of staff and clients as well as ovelisg branch  Products and services
compliance with policy and procedures. The Admiaisbn
Officer is responsible for both human resource dmnd
management.
The CEO, Adet Kachi, joined Yehu in August 2006.
Previously he was Finance and Administration Manage
(2.5 years) and Acting General Manager (1 yeararof
MFI in Botswana. He holds a BSc in Agriculture from
the University of Nairobi, Kenya (1990) and a MBA
from De Montfort University, UK (2005).

Yehu currently only offers one group loan produdtick
includes mandatory savings based on the Grameen
methodology. Loan amounts in rural/urban areast star
5,000/10,000 KES (75/150 USD) and the maximum loan
amount 250,000 KES (3,740 USD). The interest m@4%

flat as of Oct. 2006, up from 20% flat previousiyd a loan
application fee of 150 KES is charged on each |d&re
effective interest rate is 48% up from 40%. Membaiso
pay a membership fee of 100 KES with annual renevab
KES and 2% premium on each loan for insurance aftde
Organization and permanent disability. Loans are guaranteedugfiroa

The management team is based at the head office (HCroup guarantee and compulsory deposits of 30%eofdan
located in Mombasa together with support staff fre t amount. Voluntary deposits are also allowed. Deposi
accounts and data processing units. The branchesicca  attract interest according to the interest Yehungdrom
Branch Manager (BM), a clerk and several Loan @ffic commercial banks minus a 1% administrative charge.
(LO)*. Loans up to 40,000 KES are approved by branch

managers where loans above that are approved a hedletworks

office. All loan applications have to come to heaiffice

. Yehu is a member of the Association of Microfinance
where disbursements are prepared.

Institutions in Kenya (AMFI).

Disbursements are made through local banks whésatsl
pick up the money. For most client centers onenor @f the Governance
members will deposit the co_IIections in the banksGovernance and Decision Making is ratat
themselves, although for some distant rural certtegsLO
takes the cash to the branch where the clerk wihlogit the o .
money in the bank. Decision-making

The decision-making at Yehu has been less thentaféeas
Yehu uses a computerized MIS (Loan Performer (L#8F) in the past the BOD has been governing YESS from a
its loan tracking as stand-alone units in its bhescwhere distance (both literally as well as figurativelyhish has
databases are sent to HO weekly for consolidatfdhere  allowed Yehu to struggle for a number of years. Tément
LPF has the capability of accounting this is noedudy move to hire a professional CEO (June 2006) has
Yehu at present. Branches do not keep their owouats  significantly strengthened the institution but dire
but accounting slips are sent to HO weekly wheoemtral,  governance has remained limited with quarterly megst
computerized accounting package (Quickbooks) id.use only and limited follow-up on decisions taken irepious
meetings. Furthermore, this is also due to a |dckpecific
microfinance knowledge at the BOD level althougé BOD
does combine both skilled business people as wqteaple
with a strong social development background.

Market penetration

Yehu operates through six branches and limits riés af
operations to Coast Province in Kenya with Mombasghe
provincial capital. Its traditional area of opeoas has been
Kwale District (South of Mombasa) where it currgntias
three branches in Mwambalazi, Mamba and Tiribe2004
it opened a branch in Samburu with support from i@&an

Since 2006 it has also started offering loans aorareas s hosition, Also much of the initiatives for dseping and

with one branch opened-in L.ikoni,.Mombasa in- 2004 a implementing new and improved policies and proceslur
second branch opened in Kisauni, Mombasa in 2007. F remain with the CEO.

Coast Province Yehu's market share is estimatesatin
terms of number of active borrowers.

With the new CEO in place the distant governance diso
created an unbalance in the decision making progeshe
BOD has left much of the decision making powershtfite
CEO concentrating most of the decision making pewier

Over the past year appropriate information has been
provided to the BOD with brief monthly and moreleieate

5 Earned interest by Yehu and interest paid to tdiem deposits does not
4 Within Yehu the term Community Credit Worker (CCW#)used. pass through the income statement of Yehu excepitéol% admin charge.

www.planetrating.com 4
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quarterly reports. Unreliability of data howeveeypents full
information to decision makers (see Informatiortiseg.

As a project under Choice Humanitarian Kenya the

institutional set-up has not been ideal althougitesi2001

YESS has kept separate books of accounts and teas be
governed by its own BOD independent from the BOD of

CHK. The recent spin-off into Yehu Microfinance $tu
strengthens the institutional set-up especiallg &cal BOD
has been put in place. The new BOD of Yehu Micriice
Trust is expected to provide closer governance lalance
to the management but this needs to be proven taver
However, the new BOD also lacks key people withcHjme
microfinance knowledge to add to the BOD membest th
have strong social development backgrounds.

Strategic Planning

Since early 2006 Yehu has changed its strategy &idnue
rural focus to a combined focus on the rural aieaSoast
Province as well as on Mombasa. However, this egiat
move was not underpinned by a thorough analysisia

presumption that the high operating expenses inrtinal

areas should be cross-subsidized by lower
expenses in the urban areas. In the short termvenitehas
increased operating expenses as the number ofHEsmas
grown while the loan portfolio has only grown slilyh

Since inception no business plan has been in plhgsh has

disallowed Yehu to have a long term vision and has

contributed to the continuing poor performancehia past.
For 2007 a one year budget and action plan wasapzdp
which includes basic performance targets for trenties.
This one year plan does focus on the most urgerasaof
strengthening necessary with an overall good facumust-
do activities that are urgently needed to strermgthiee
institution (improving portfolio quality, reducingosts and
improving service delivery). One area that couldveha
received more attention is data processing (semriration
section). A business plan for the coming years 22081 is
planned to be developed in the second half of 2007.

The planning process was intentionally participator
including the management team and branch managers e
though BMs were not ready for the task. This haslted in
capacitating of BMs (holding them accountable fbeit

work) but has weakened the relevance of the plan,

Throughout the institution there has been a bettest-
awareness and a focus on reducing spending butéotlis
has not resulted in a significantly lower operatexpense
ratio (see Efficiency & Profitability section).

www.planetrating.com 5

Management team

The management team is led by a professional CEO,
however significant strengthening of the other ngemaent
team members is necessary to move the instituticough

the changes ahead. The CEO does actively engage the
management team members in planning and managehent
the change processes within Yehu giving them oppast

to give input to management process. Uptake ofsfiece
given could be greater and effective decision-mgkiithin

the management team remains mostly with the CE®dale

to the present skills gap with the other managentesin
members.

A CFO is planned to be hired before the end of 2@D7
strengthen the management team. Until the managemen
team is significantly strengthened key-person risKl
remain on the CEO. This has been partly mitigatedhie
BOD (Pope Foundation) through providing Yehu with a
specific grant for a soft, long-term loan to the@kor the
purpose of buying a house and settling in Mombasa.

Human resource management

operating ey has a good recruitment process in place gipiigity

to internal promotion but when necessary hiringexternal
staff. Recently adequate on the job-training of n&ds has
been introduced. Similarly a well developed stafflaation
process has recently been put in place (first Bali7) to
monitor staff capacity at all levels. Further stadfiformance
monitoring and guidance will benefit from the rettgn
implemented incentive system (January 2007) althdiog

some LOs in the poor performing branches the banlibe

difficult to achieve and can lead to demotivatiavhich

could deteriorate their performance rather tharrawg it.

Staff training is a priority for Yehu and thereascontinued
capacitating of BMs and LOs through more strict
management controls as well as organization wid@rsgs.
This is necessary at Yehu in order to ensure emudlgood
understanding and application of policies and pdaces
throughout the institution. The function of Traigi®Officer
has been created for this task although this fanctlso
includes training of clients.

Yehu has faced significant staff turnover in thetpgand the
staff turnover remains high. In the past year tias been
mostly due to both firing of staff because of
underperformance and/or fraudulent practices ad ael
below market remuneration of staff. The latter nsissue
that is not yet being fully addressed by Yehu.
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Information

Information is ratedd”

Yehu has adequate IT infrastructure and system$ wit
computerized but separate management informatiste s\
in place for both accounting and loan/savings fragk

Currently specific loans are provisioned for 100% ke approved by
management. As LPF does not have this function,daes have been
written-off in LPF reducing gross loan portfolio @fAR figures. However,
to date the loans were not written-off from accougtdata. No PAR data
could be established for the gross loan portfol® shown in accounting
data. Therefore the following ratios in this repante based on the gross
loan portfolio in LPF: PAR, write-off ratio, crediisk coverage ratio and

PAR 31 net of loan loss provision / Equity. A stmdLoan Loss

Quickbooks has been used since January 2004 and Lo&rovisioning policy is expected to be put in plagehe end of 2007.

Performer (LPF) came fully online in May 2006. The
systems have greatly improved the availability of
information as well as efficiency in data procegsimith

Risk Management

data available on a timely basis. Yehu currently lwaited
internal capacity in place to adapt and/or imprveystems
and remains dependent on suppliers and contracted |
workers. For example the update of LPF softwaré\mnil
2007 caused unreliability of newly entered data Some
months and is yet to be fully resolvéd.

Adequate back-up systems are in place for both hRd
Quickbooks with weekly back-ups but up-to-date -aittis

protection not fully streamlined throughout thetitogion.

Data at branches is not stored securely but cafiessential
data are sent to HO weekly.

Data reliability is hampered by significant un-racided

Risk Management is ratéd”

Procedures and internal controls

Yehu has seen a significant improvement over teeyaar

in developing adequate procedures and establishtegnal
controls that were virtually absent before. To dat@mew
operational manual has been developed which isllan-a
one manual as a temporary step until more spetiinuals

will be developed. The manual contains the mostichas
procedures with adequate internal controls such as
separation of duties and hierarchical limitationpofvers as
well as significant limitation of cash handling staff.

The policy is new (June 2007) and is still to bdlyfu

differences between accounting and loan data whichyoquced in the organization. Adherence to polieg been

prevents full reliability of data and urgent recitiation is
necessary.

An excel sheet calculates all
indicators both for financial performance as wel a
performance of loans and savings activities on athip
basis but this is not always timely available. Higant
improvements have been made in the past year imgusi
performance indicators for monitoring and managing
performance, but unreliability of data partiallystécts this.
Two key areas however need strengthening:

more detailed use of PAR data is needed to addguate

monitor changes/improvements in portfolio quality;

more focus is needed on monitoring income to

understand and minimize the yield gap.

Not all accounting practices follow internationalesp
practice:
Write-off: loans are written-off from loan trackindata
but to date no loans have been written off from
accounting data, see note below.
Interest earned/paid on members’ deposits doepasst
through the income statement.
Loans written-off from the emergency fund do nosga
through the income statement.

Note: Since December 2006 Yehu has consciouslytediap temporary
Loan Loss Provisioning policy to stimulate LOs keao up their portfolio.

5 As a result of this the PAR data for June 2007oisfully reliable.
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necessary performance

greatly increased in the past year but overall esiiee to
policy is still weak:

Prevalent fraud cases have been considerably reédute
current controls do not yet fully prevent futuretgmdial
cases of fraud; there is weak oversight of branch
management which is especially necessary for rural
branches due to the limited communication possisli
Controls of LOs by branch management need to be
strengthened in order to more closely monitor their
operations.

Significant training of LOs is needed on the newly
developed policy and procedures.

The all-in-one manual still needs to be developgd more
specific manuals such as: credit manual, accoumtiagual,
HR manual, etc. The first manual to be recentlyetigyed is
the internal audit manual (August 2007) but this dlas not
yet been put into practice.

Internal audit

Since inception the internal audit function hasrbalksent in
Yehu and only very limited checks have been cargad
However, since the second half of 2006 each brdrash
received multiple spot checks (semi-annually)
management team members and the Credit Controhese
spot checks have greatly contributed to the necgssa
increase in policy adherence within Yehu howevegyth
cannot be substituted for standalone, independétit aisits

by
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by internal auditors that are not part of regulartfolio
management.

The recent development of the IA manual is a garsd $tep
and an internal auditor is intended to be recruitefbre the
end of 2007. Given the current weak adherence lioypand
procedures within Yehu and its spread out brandtvor&
urgent installation of an internal audit unit isghiy
necessary. The developed IA manual adequatelywsllo
international best practice but could be strengtdeim the
areas of audit of management functions and to pwate a
global risk perspective of the institution.

There has been adequate support to internal cenbyl
external auditors although the external audit keyghevious
auditors was weak. Yehu was slow to follow-up on
recommendations on internal controls in the managem
letters of the 2004 & 2005 audits. The last audis flso
provided good support for internal controls to Yehod
many of the recommendations have been implemented.

Activities

Activities: products and services is rated

Market position

The microfinance market in Coast Province is ndtfydy
developed as the market penetration remains lovitzaré is
still a large untapped potential of microfinanceemts.
Hence, competition to date has remained relatilietjted
although some cross-indebtedness does occur, alipeni
Mombassa town. With this as a backdrop, Yehu has/eio
been able to establish a strong market positiontarmdarket
share in Coast Province has remained limited (estich
at 5%). Yehu has been able to penetrate the market
Mombasa relatively well where the Likoni branchoise of
Yehu's better performing branches.

Yehu’s main competitive advantage is its rural pext®on in
Kwale District, its lower starting loan sizes antieit
friendliness. The latter has however been compreanizy
fraudulent LOs in the past and long lead times l&@n
approval and savings withdrawals (on average albive
days). On the other hand the fact that Yehu is mor
accommodating to clients when it comes to loan yeyeant
does pose consequences for its portfolio quality.

To date the product offering has remained limitedohe
product although a second loan product —a schees f
loan — has been developed and trial offerings statt in the
second half of 2007. As Yehu expands and competitio
increases clearer competitive advantages for Yeled to be
established and it will have to further diversifg product
offering.
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Loan portfolio management

The credit methodology is adequately designed with
elaborate group formation of clients and steppednlo
disbursements (i.e. not all members from each gafujve

in the center receive a loan at the same time). [oha
appraisal in the process is weak as it solely dépem the
client’s information backed-up with information afroup
members and no home/business visit is conducted i
loan disbursement. However, for loans over 40,0ES5 K
more stringent appraisal is done and verified lgyBM.

The overall management of the portfolio at brarevel is
weak with delays in loan approval lead times anckda
follow-up on late loans with long delays beforeenls are
visited. This situation is further exacerbated bg tweak
supervision capacity of BMs who on average are slow
catch up on the change process within Yehu andribees
diligent portfolio management that is necessary.e Th
incentive system for LOs & BMs, the visual posting
branch performance and weekly branch meetings with
minutes sent to HO has increased the focus of brataff
on the key performance indicators.

However, full adherence to policy and procedurebrahch
staff remains weak which is in part due to themited
capacity as well as limited effective managemenBbfs
and LOs respectively. Significant capacitating ofrizh
staff is necessary especially in new operationa¢@dures.

To control the poor portfolio quality loan disbunsents to
centers with a repayment rate below 95% have biegped
since October 2006. This, together with the writie-af
loans, has resulted in a decline in active borrewfeom
4,635 in Dec 2005 to 4,047 in Dec 2006. After a lovpril
2007 with only 3,089 active borrowers the numbes $iace
increased to 3,936 as of June 2007. There is gotsh{al
for Yehu to increase its number of active borrownessthe
number of dormant borrowers currently stands a2@,9he
loan portfolio has been steadily increasing duartancrease
in average outstanding loan balance per borrowsn f67
USD in Dec. 2005 to 101 USD as of June 2007.

Credit risk

eI'he credit risk of Yehu remains high. Portfoliorak was
extremely high in the beginning of 2006 but has eatawn
significantly during the year and even more in 200drrent
PAR levels however remain high (PAR 31-365: 19%,
PAR>365 7.5%) The reduction in PAR is in part due to the
‘write-off’ of late loans as well as improvement dfe
portfolio itself.

" The PAR data, write-off ratio and credit risk crage are based on data
from Loan Performer, see note in Information sectio
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The write-offs have been high in 2006 and in 2087aa high but liquidity levels are not based on analysisavings
clean-up of the portfolio was necessary with wateratios  activities. Vice versa the term of the loan poitfak easily
at 9.3% and 7.7% respectively. Further write-offsxde  covered by the equity.

expected as PAR > 365 stands at 7.5%. Write-ofts ar

tracked separately in Loan Performer and reasonablgunding strategy

recovery is made on loans written-off. . ) )

Yehu currently has no funding plan in place to miet
funding needs. Diversification of sources of furglimns
necessary as Yehu is solely dependent on its mamord
Pope Foundation. A start has been made with aldiest of
10 M KES (150,000 USD) from the Micro Enterprise
Support Programme Trust in Kenya which is in itsafi
stages of contracting.

Concentration risk is not monitored and no portfoli
diversification rules have been set in place. Harev
concentration risk is expected to be low due taial docus
on urban and rural areas and diverse nature ohéssges of
the clients.

Credit risk coverage remains low at 24.4% (Dec.&Gihd
31.5% (June 2007) as the high loan loss provisigerses  Liquidity management
have mainly been eaten-up by the write-offs. Trenltoss
provisioning policy does not follow internationaledi
practice as loans are provided for only on an iidial basis
for the full 100% as requested by independent ivas@nd
approved by management resulting in irregular |dzss
provisioning.

No effective liquidity management is in place arm gash
flow projections are made. Cash management andaditm
among different accounts has recently been imprdwed
does need further strengthening. There is limitstt of
illiquidity as cash buffers, even excluding savingmve
remained relatively high at Yehu. On the other hand
optimization of resources is low and only recerftiyther
optimization has taken place depositing part of imers
deposits in fixed deposits. Further optimizatiopassible.

Otherwise loans are protected through group gueesrand
mandatory savings of clients (30% of loan amowithere
enforcement of these guarantees has improved begpast

year they can be further strengthened with incibaapacity Funding structure
of LOs.
90 Jun. 2007
2 80 |
Savings é 70
Compulsory savings are requested as collaterdbéors but ¢ 60 39%
members are also allowed to save more than thenmami ¥ 50
required. Yehu does not track these ‘voluntary’ isgs gg >4%
separately. Over the past three years savings feowsn 20
faster than the loan portfolio and total depositsently are 10
118% of the loan portfolio. However, neither preisty as a -
NGO and currently as a Trust is Yehu allowed tospar 2004 2005 2006 2007
financial intermediation and savings are kept imkband m Equity . m Long term liabilities
fixed deposits. 0 Short term liabilities m Outstanding deposits
Funding and liquidity Efficiency and Profitability
Funding and liquidity is ratet” Efficiency and Profitability is ratete”

The funding structure is typical of an NGO-MFI with Profitability analysis
significant donated equity making up the majority tbe
assets. The members’ deposits are collected buiseat for
on-lending increasing the level of equity in effeetassets
to 89% as of June 2007.

Yehu is currently not profitable and the figurescatlo not
show a positive trend with a negative return oresin

2005 of (8.8%), (26.8%) in 2006 and (18.2%) infirst half

of 2007. Return on equity follows a similar trergllaverage
is low and steady.

Asset & Liability Management

ALM risks are very limited for Yehu as the institut does ~ The two main reasons for the negative returns are:

not face interest rate risk or FX risk. Maturitgkiis limited The effective interest rate (40% until Oct. 2008 48%
but not monitored by Yehu. Sufficient cash is aafalié to since) is not sufficient to cover the current ope
cover savings withdrawals as liquidity levels aetatively expense ratio, let alone loan loss provision exgens

www.planetrating.com 8
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Either Yehu needs to create significant economiEs PThe opinions expressed within this report are vétid one
scale or otherwise further increase its intere¢srdo | year after the rating mission. Beyond one yearinorase of
match income with its costs. a major change during this period affecting thetibngion’s
A significant yield gap exists with yield varyingtween perforr_nance, _that change due to the institutioelfiter its
22-26% over the years. The main reason for thidyie| OP€rating environment, Planet Rating does not gotee

gap is the large percentage of non performing loaits the validity of the opinions contained herein, and

portfolio but income has also been missed becatise Og;ﬁr;megistirfgat gar?ﬁ;\f[ ratk;rég er\glgat'?gsggn:m:n or

frauds. investments/financings that are made based orrépisrt.

The operating expense ratio is showing a stabledtras
reduction in efficiencies (staff productivity) andcreased
cost per borrowers are off-set by an increasingreae
outstanding loan amount. The reduction in efficiermd
increase in cost per borrower is mostly due torddcing
number of active borrowers in the past year andlfwhile
the operating structures expanded with the opeoityo
new branches.

The funding expense ratio has been negligible duw
borrowings with only interest paid on a relativedynall
overdraft. The high loan loss provision expenseid6 and
2007 are the main drivers behind the drop in RO& gimen
current credit risk coverage levels further LLP exges can
be expected. Further optimization of assets is sgzug for
Yehu to improve its ROA as loan portfolio as a patage
of assets has declined from 59.7% in 2005 to 46rl%ec.
2006 and 40.9% in June 2007.

The profitability outlook for Yehu is uncertain. &hyield
gap is expected to reduce with increasing portfglimlity
and increased internal controls but a more in-dep#t and
pricing analysis is necessary to come to a findlycia
sustainable operating mode for Yehu. Furthermoeeldan
loss provision expenses are expected to remaindmnghthe
funding expense ratio is expected to come into payehu
is attracting debt. On the positive side efficierogicators
do seem to have reached their lowest point anéga@m on
an upward trend opening prospects for Yehu to redte
operating expense ratio.

Profitability structure
809% -
70% -
50% -

40%
25.8%

30%4  21.6% 23.9% 22.2% -
o
20% - o o
10% 55.3% 42.1% 50.7% 51.5%
0% T T T
2004 2005 2006 2007
Operating expense ratio Funding expense ratio

m Loan Loss Provision expense ratoPortfolio Yield

8 These ratios are adjusted to exclude member dspibsin assets. The
unadjusted ratios are 39.9% (Dec. 2005), 27.9% .(2606) and 25.0%
(June 2007).
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Benchmarking
Active borrowers Operating expense ratio
Mix East Africa 2005 ] ] 19,846 HOFOKAM (06/2006)7 ] 67.9%
UGAFODE (06/2006)7:| 11,816 Mix Africa Small 20057 ] 55.0%
HOFOKAM (06/2006)7:| 11,555 UGAFODE (06/2006): | 53.4%
Mix Africa Small 2005 ] 9:821 vehu (12/2006) I  50.7%
BIMAS (12/2006)’:| 09,796 MDSL/Sunlink (12/2006)[ ] 35.7%
SISDO (1212006) ] 7,314 E-BF (12/2006) ] 28.2%
E-BF (12,2006)’: 4237 BIMAS (12/2006)7:| 26.2%
vehu (12,2006)’ 3,760 SISDO (12/20052:| 25.6%
MDSL/Sunlink (12/2006) ] 2,296 Mix East Africa2005[ ] 25.5%
Loan Portfolio ('000 USD) Staff productivity
Mix East Africa 2005] ] 4,491 BIMAS (12/2006)7 ] 185
SISDO (12/2006): ] 2,479 HOFOKAM (06/2006)7 ] 178
UGAFODE (06/2006) 7] 1,786 Mix East Africa 2005 | 145
BIMAS (12/2006) [ 7] 1,677 UGAFODE (06/2006)| ] 133
MDSL/Sunlink (12/2006)7:| 1,296 E-BF (12/2005)7 1132
HOFOKAM (06/2006),: 1,081 Mix Africa Small 2005 | ] 131
Mix Africa Small 2005 ] 899 1
. MDSL/Sunlink (12/2006) ] 115
Yehu (12/2006) 338 -
SISDO (12/2006) ] 114
E-BF (12/2006) ] 250 ]
Yehu (12/2006)_ 84
PAR 31-365 Portfolio Yield
Yehu (12/2006)_36.8% E-BF (12/2006)7 ] 80.1%
BIMAS (12/2006)7:| 16.6% UGAFODE (06/2006)7 ] 62.0%
SISDO (12/2006i:| 9.7% HOFOKAM (06/2006)7 ] 57.9%
UGAFODE (06/2006)7:| 6.4% MDSL/Sunlink (12/2006)7 | 56.8%
Mix East Africa 20057:| 4.6% Mix Africa Small 20057:| 36.9%
Mix Africa Small 20057:| 4.3% BIMAS (12/2006)7:| 34.2%
E-BF (12/2006)7|:| 2.8% Mix East Africa 20057:| 26.0%
MDSLISunIink(12/2006)7|:| 2.7% SISDO (12/2006; 23.2%
HOFOKAM (06/2006)7|:| 2.7% Yehu (12/2006)- 22.2%
ROA
E-BF (12/2005)7 ]32.4%
MDSL/Sunlink (12/2006)T:| 7.7%
BIMAS (12/2006)7E| 1.6%
UGAFODE (oe/zooe)iﬂ 1.1%
Mix East Africa 20 -2.5%
HOFOKAM (oe@j -5.8%
SISDO (1@] -6.8%
Mix Africa @‘ -10.2% Source:

—26.8% www.mixmarket.org for MBB data and E-BF, MDSL, BA&, SISDO

Yehu, Ugafode (Uganda) and HOFOKAM (Uganda) is 8fdvating data.
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Performance indicators Data in USD, unless otherwise stated
Loan Portfolio Dec. 2004 Dec. 2005 Dec. 2006 Jun. 2007
Loan portfolio 240,567 309,857 337,777 398,661
Loan portfolio (KES) 18,692,065 22,557,607 23,626,424 26,647,762

Evolution 104.6% 20.7% 4.7% 12.8%
Average outstanding loan portfolio 179,063 281,903 330,137 376,061
Active borrowers 3,304 4,635 4,047 3,936

Evolution N/A 40.3% (12.7%) (2.7%)
Average outstanding loan per client 73 67 83 101

% of GDP per capita 17.2% 14.8% 17.7% 20.5%
Average amount disbursed per loan 107 122 156 183

% of GDP per capita 21.2% 21.0% 22.3% 23.0%
Rescheduled loans 0.0% 0.0% 0.0% 0.0%
PAR 31-365t N/A N/A 36.8% 19.0%
PAR > 3651 N/A N/A 14.5% 7.5%
Write-off ratiot 0.0% 0.0% 9.3% 7.7%
Risk coverage ratiot 0.0% 0.0% 24.4% 31.5%
PAR 31 net of loan loss provision / Equityt N/A N/A 20.0% 9.9%
Outstanding deposits 137,483 252,119 386,322 469,156
Outstanding deposits (KES) 10,682,406 18,354,255 27,022,013 31,359,855

Evolution 63.8% 71.8% 47.2% 16.1%
Active savers 5,254 6,340 6,781 6,624

Evolution N/A 20.7% 7.0% (2.3%)
Average outstanding deposit per saver 26 40 57 71
Total number of staff 42 41 48 52
% Credit officers 50.0% 43.9% 45.8% 48.1%
Turnover 45.5% 16.9% 20.2% 8.0%
Profitability analysis
ROE (18.8%) (8.5%) (29.2%) (20.6%)
Liabilities / Equity* 0.03x 0.05x 0.12x 0.12x
ROA* (18.2%) (8.8%) (26.8%) (18.2%)
Portfolio Yield 21.6% 23.9% 22.2% 25.8%
Operating expense ratio 55.3% 42.1% 50.7% 51.5%

Cost per borrower 30 26 41 49

Staff productivity 79 113 84 76

Loan officer productivity 157 258 184 157

Average outstanding loan per client (USD) 73 67 83 101
Funding expense ratio 0.0% 0.1% 0.5% 0.7%

Cost of savings 0.0% 0.0% 0.0% 0.0%

Cost of liabilities 6.1% 10.3% 8.9% 6.4%
Loan Loss Provision expense ratio 0.0% 0.0% 19.7% 15.5%
Outstanding Loan Portfolio / Assets* 63.3% 59.7% 46.1% 40.9%
Revenue from investment as a % of financial revenue 0.2% 0.1% 1.3% 0.0%
Loans to deposits 174.7% 120.7% 87.6% 83.5%
Liquidity / Total assets (LAR)* 24.2% 24.4% 24.4% 22.2%
Exchange rate 1 USD= xx KES 77.7 72.8 69.9 66.8

* Ratios have been adjusted to exclude memberggiepfrom assets & liabilities.
t Based on data from Loan Performer, all otherrégbased on accounting data, see note in Infasma&D07 PAR data not fully reliable.

Bwlution of cash balance
12

Outstanding Loan Portfolio per Branch

10 -

KES Millions

23.0%

Samburu
8 4
Likoni 9 22.9%
6 1 Mwambalazi 18.5% 25.0%

e

16.4%

Tiribe
Mamba 32.1%

Kisauni
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@ © 9 © @ © © © © © © @ © © © O Dec. 2006m Jun. 20071
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Yehu Microfinance Trust KES UsSD Evolution
Income Statement Dec. 2004 Dec. 2005 Dec.2006 Jun.2007 | Dec.2004 Dec.2005 Dec.2006 Jun.2007 2005/ 2006/ 2007/
2004 2005 2006
Financial Revenue (a) 3,381,233 5,690,014 5,749,357 4,338,882 43,517 16108, 82,196 64,911 68.3% 1.0% (24.5%)
Financial Revenue from Loan Portfolio 2,999,853 906,915 5,119,554 3,241,882 38,608 67,403 73,192 8,500 63.6% 4.3% (36.7%)
Interest on Loan Portfolio 2,999,853 4,906,915 5,119,554 3,241,882 38,608 67,403 73,192 48,500 3.6% 4.3% (36.7%)

Fees and Commissions on Loan Portfolio - - - - - - - - - - -
Penalty Revenue on Loan Portfolio - - - - -
Financial Revenue from Investments 5,120 6,524 1084, - 66 90 1,059 - 27.4% 1,035.9% (100.0%)

Other Operating Revenue 376,260 776,575 555,701 097000 4,842 10,667 7,945 16,412 106.4% (28.4%) 97.4%
Financial Expense (b) 2,656 16,566 108,738 84,283 34 228 1,555 1,261 3.852 556.4%  (22.5%)
Interest paid on borrowings 2,656 16,566 108,738 4,283 34 228 1,555 1,261 523.8% 556.4% (22.5%)

Interest paid on deposits - - - - - - - - - - -
Net Inflation Adjustment Expense - - - - - -
Other Financial Expenses - -

Financial income [c=a-b] 3,378,577 5,673,448 5,640,619 4,254,599 43,482 9377, 80,641 63,651 67.9% (0.6%) (24.6%)
Net Loan Loss provision expense (d) - - 4,545,380 1,949,591 - - 64,983 29,167 - - (57.1%)
Loan loss provision expense and write-off - - 5,380 1,949,591 - - 64,983 29,167 - - (57.1%)
Recovery from Loans written off - - - - - - - - - - -
Operating expense (e) 7,695,344 8,647,221 11,702,0 6,469,608 99,039 118,781 167,299 96,788 12.4% 35.3%  (44.7%)
Personnel Expense (includes fringe) 4,207,296 15433 5,851,596 3,405,026 54,148 68,701 83,658 9430, 18.9% 17.0% (41.8%)
Administrative Expense (non-staff operating 3,488,048 3,645,787 5,850,423 3,064,583 44,891 50,079 83,641 45,847 4.5% 60.5% (47.6%)
expenses)
Depreciation and amortization 389,341 300,886 51,505 601,726 5,011 4,133 13,603 9,002 (22.7%) 16.2% (36.8%)
Marketing - - 215,584 50,065 - - 3,082 749 - - (76.8%)
Rent & utilities 287,982 427,096 1,124,752 P12, 3,706 5,867 16,080 10,665 48.3% 163.3% (3p.6%
Stationary & printing 777,286 499,831 838,437 19841 10,004 6,866 11,987 9,266 (35.7%) 67.7% 6.103)
Travel costs 1,542,879 1,701,113 2,138,376 053D, 19,857 23,367 30,571 9,561 10.3% 25.7% (70.1%
Accounting services 227,361 - - - 2,926 - - - (100.0%) - -
Training 9,991 282,708 234,669 104,060 129 3,883 3,355 5715  2,729.6% (17.0%) (55.7%)
Audit fee 139,200 174,000 174,000 174,000 1,792 2,390 2,488 2,603 25.0% 0.0% 0.0%
Bank charges 71,714 118,660 101,753 83,798 923 1,630 1,455 1,254 65.5% (14.2%) (17.6%)
Others 42,294 141,492 71,347 79,623 544 1,944 1,020 11,19 234.5% (49.6%) 11.6%
Net Operating Income Before Taxes and (4,316,767) (2,973,773) (10,606,780) (4,164,601) 55,857) (40,849) (151,641) (62,304) (31.1%) 256.7% (60.7%)

Donations [f=c-d-e]

Income Taxes (g) - - - - - - R B
Net Operating Income Before Donations [h=f-g] (48,767) (2,973,773) (10,606,780)  (4,164,601) (BB)5 (40,849) (151,641) (62,304) (31.1%) 256.7% (60.7%)
Non Operating Revenue (i) - - - - - - - R B

Non Operating Expense (including related taxes) (j) - - - - - - - - - - -

Net Income Before Donations [k=h+i-j] (4,316,767) (2,973,773) (10,606,780) (4,164,601) 55,957) (40,849)  (151,641) (62,304) (31.1%) 256.7% (60.7%)
Donations (1) - - - - - - - - - R B
Net Income (after Taxes and Donations) [m=k+] (486,767) (2,973,773) (10,606,780)  (4,164,601) (5B)5 (40,849) (151,641) (62,304) (31.1%) 256.7% (60.7%)
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Yehu Microfinance Trust KES UsD Evolution
Balance sheet Notes Dec. 2004 Dec. 2005 Dec. 2006 Jun. 2007 Dec. 2004 Dec. 2005 Dec. 2006 Jun.2007 2005/ 2006/ 2007/
2004 2005 2006
ASSETS 40,208,580 56,499,285 68,338,507 82,151,545 B57,4 776,089 977,006 1,229,021 40.5% 21.0% 20.2%
Short Term Assets 36,535,753 52,251,567 58,642,647 74,274,066 480,2 717,741 838,389 1,111,171 43.0% 12.2% 26.7%
Cash and Due from Banks 12,843,688 22,590,114 23491 22,248,940 165,298 310,304 450,735 332,85 75.9% 39.6%  (29.4%)
Short Term Investments 5,000,000 5,335,274 5,880,6 22,828,880 64,350 73,287 79,356 341,529 6.7% 40% 311.3%
Short Term Net Loan Portfolio 18,692,065 22,557,60 19,081,044 20,542,569 240,567 309,857 272,793 307,325 20.7%  (15.4%) 7.7%
Short Term Gross Loan Portfolio 18,692,065 32,607 23,626,424 26,647,762 240,567 309,857 7337, 398,661 20.7% 4.7% 12.8%
(Loan Loss Reserve) - - 4,545,380 6,105,193 - - 64,983 91,336 - - 34.3%

Interest Receivable - - - - - - - - - - -
On loan portfolio - - - - - - - - - - -
On investments - - - - - - - - -

Accounts receivable and other assets 1 - 1,768,571 2,483,426 8,653,677 - 24,294 35,504 9,483 - 40.4% 248.5%

Long term assets 3,672,827 4,247,718 9,695,861 7,877,480 47,269 ,3488 138,618 117,850 15.7% 128.3% (18.8%)

Long Term Net Investments - - - - - - - - - - N

Long Term Gross Loan Portfolio

Net Fixed Assets 3,672,827 4,247,718 9,695,861 8777480 47,269 58,348 138,618 117,850 157% 128.3% (18.8%)

Other Long Term Assets - - - - - - - - - - -

LIABILITIES AND EQUITY 40,208,580 56,499,285 68,338,506 82,151,545 B57,4 776,089 977,006 1,229,021 40.5% 21.0% 20.2%

Liabilities 11,604,269 20,665,732 31,297,566 37,460,294 479,3 283,870 447,448 560,421 78.1% 51.4% 19.7%

Short term liabilities 10,838,132 19,199,200 29,7287 35,037,926 139,487 263,725 418,657 524,182 77.1% 52.5% 19.6%
Demand Deposits - - - - - - - - - - -
Compulsory Deposits 10,698,932 18,689,530 261958 31,896,845 137,695 256,724 385,709 477,190 74.7% 44.4% 18.2%
Short Term Time Deposits - - - - - - - - - - -
Short Term Borrowings 2 - 321,490 2,124,769 138,261 - 4,416 30,377 46,905 - 560.9% 47.6%
Interest payable - - - - - - - - - - -
Accounts Payable and Other Short Term 139,200 188,180 179,820 5,820 1,792 2,585 2,571 7 8 35.2% (4.4%) (96.8%)
Liabilities

Long term liabilities 766,137 1,466,532 2,013,829 2,422,368 9,860 20,145 28,791 36,240 91.4% 37.3% 20.3%

Long Term Time Deposits - - - - - - - - - - -
Long Term Borrowings - -
Other Long Term Liabilities 3 766,137 1,466,532 2,013,829

2,422,368 9,860 20,145 28,791 36,240 91.4% 37.3% 20.3%

Equity 28,604,311 35,833,553 37,040,941 44,691,252 368,1 492,219 529,558 668,600 25.3% 3.4% 20.7%
Paid-In Capital - - - - - - - - - - -
Donated equity 4 31,736,936 41,939,951 51,356,40963,171,320 408,455 576,098 734,220 945,069  32.1% 22.5% 23.0%
Retained earnings without donations and (3,132,625) (6,106,398)  (14,315,468) (18,480,069) (40,317) (83,879) (204,662)  (276,469) 94.9% 1844 29.1%
reserves

(55,557) (40,849) (151,641) (62)3 (31.1%) 256.7%  (60.7%)

Current year (4,316,767) (2,973,773)  (10,608)78 (4,164,601)
Other equity accounts - - R

Notes: 1) For June 2007 this includes a 6.7 M K& Ito the General Manager (see Governance sectp@yverdraft facility which in the audited finaatstatements is shown as a negative asset; 3phDesurance
fund; 4) No clear track record exists to track dimme since inception. Donations are likely to lighler and retained earnings is likely to be lower.
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Formulas
Personnel productivity: Active borrowers / Totargonnel (end of period)
Loan officer productivity: Active borrowers / Totaoan Officers (end of period)
Return on assets (ROA): Net operating income leedonations / Average assets
Adjusted return on assets (AROA): Adjusted net afieg income before donations / Average assets
Return on equity (ROE): Net operating income befdonations / Average equity
Adjusted return on equity (AROE): Adjusted net aigrg income before donations / Average equity
Leverage: Debt (savings + debts) / equity (engesfod)
Portfolio yield: Portfolio revenue / 13-month aage gross outstanding portfolio
Operating expense ratio: Operating expense / 1i3tmeverage gross outstanding portfolio
Funding expense ratio: Interest and fees paidindifg liabilities / 13-month average gross outstag portfolio
Cost of savings ratio: Interest and fees paid epodits/Average deposits
Cost of borrowings ratio: Interest and fees paidorrowings/Average borrowing
Loan loss expense ratio: Net loan loss expen8emidnth average gross outstanding portfolio
Adjustment expense ratio: Total adjustments / b3wim average gross outstanding portfolio
Net portfolio as a % of assets: Net outstandingfpio / total assets (end of period)
Financial self-sufficiency: Revenue from operasidgffExpenses (financial, loan loss, operating)djuatments)
Risk coverage ratio: Loan loss reserve / Portfatiask (31-365 days)
Write-off ratio: Loans written off / 13-month awye gross outstanding portfolio
Rating scale

A+ Excellent

A The institution excels in the evaluation area and model for the sector. There is a long-terriorifor

A- continual improvement. There are no risks in therisand medium term for operations. Long-term
risks are well managed and monitored.

B+ Good

B Procedures are well developed, effective, and pm@te a long-term perspective. Some improvements
B- could be made. Long-term risks are identifiedhia $trategic plan.

C+ Minimum required

C Procedures are functional but with certain failingfiere are minor risks in the medium term for
C- operations.

D Insufficient

Procedures are in place, but with failings, andaiemproblems are only partially addressed. Tlaeee
medium-term risks for operations.

E Immediate risk of default or very insufficient
There are immediate or underlying risks for operaior an unacceptable under performance.
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