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In November 2007, the founders of IMLF IMON
decided to transform the institution into a commercial
organization in order to ensure sustainable growth,
diversify the funding sources and expand the range
of microfinance services in Tajikistan. In May 2008,
the LLC Microlending Organization (MLO) fi | MC
I NTERNATI ONALO was i ce
Bank of Tajikistan, and following the asset transfer
from the Fund to the new MLO in June, IMON
INTERNATIONAL became operational on July 1,
2008. The National Association of Business
Women of Tajikistan (NABWT), Mercy Corps and
MEDA are the founding majority shareholders.
IMON is currently working to expand its outreach and
consolidate the MLO while moving towards
transformation into a deposit taking institution (MDO)
and/or bank over the medium term to position itself
among the major financial institutions in the country.
IMON has an active and successful track record of

| MNumber | Dec06 | Dec07 § Dec08

Active borrowers 14182 19,696 26,661
Active loans 14,305 20,337 27,542
Branches (hubs) 5 T 8
Satellites 20 22 30
Total staff 195 27g 357
Loan officers ] 116 142

working with various international donors and
investors.

Microlending Organization
Legal Form (MLO)
Inception year 1999

Area of intervention Urban and rural
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Average disbursed loan size 1,250
Gross outstanding portfolio 30,531,906
Total assets 33,310,680

Financial Indicators

PAR 30 0.2% 0.3% 0.4%
Write-off ratio 0.4% 0.0% 0.1%
Restructured loans 0.0% 0.1% 0.0%
ROE 55.3% 32.0% 34 8%
AROE= X2.3% 17.2% 13.4%
Oper. Self-sufficiency (055) 150.2% (| 153.7% 147.2%
Fin. Self-sufficiency (F55) 1271% (| 132.1% 121.7%
Staff productivity (borrow.) 73 71 [
LO productivity (borrow.) 161 170 188
Operating expense ratio 18.5% 16.2% 13.3%
Funding expense ratio 4.1% 7.5% 9.5%
Provision expense ratio 2.5% 1.2% 1.2%
Portfolio yield - accrual 44 2% 40.1% 38.3%
Rizk coverage ratio 15831.1% | | 882.2% 28.1%
Cost of funds ratio 56% 5.8% 12.2%
Debt/Equity ratio 6.0 6.3 28

Subordinated loans were not included in the equity for the ratio
calculation. *see annex 3 for calculation
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AREA Risk factors Relevance*
| Limited financial instruments in the domestic market || Medium-high
£ , | Poor infrastructure across the country || Medium-low
Xterna
environment | Effects of the financial crisis I Medium
| Growing competition || Medium-low
| No Credit Bureau for MFls I Medium
| Governance shows some room far improvement || Medium-low
Governance, | Comprehensive risk management structure could be improved || Medium
management and | Limits to the MIS system I Medium-low
operations | Cash handling || Medium-low
| Staff turnover ratio I Low
| Collateral valuation and realization || Low
Financial products | Drop out ratio || Medium-low
and asser guality | Credit risk friggered by international financial crisis and indexed || Medium
| Slightly declining portfolio quality, especially in 2009 | medium-low
Financial structure | Foreign currency risk I Medium
and ALM | Increasing cost of funds || Medium-low
Financial and | Productivity and efficiency could be improved || Medium-low
operational results | Probable decrease in profitability and sustainability || Medium
Strategic objectives | Mo updated action plan to realize transformation strategy || Low

* Relevance refers to the damage/loss brought about by negative events (associated to each risk factor) and
to the probability that damageiloss eventually occurs.

RATING RATIONALE

IMON International continues to successfully position itself as one of the top microfinance players in
Tajikistan. Recent transformation, supported by the dedicated governance and management, has allowed
IMON to strengthen the capital adequacy through a new equity injection and in tandem ease pressures on
the leverage to allow for sensible room for growth. Notable increases in efficiency and productivity, linked to
sustained portfolio growth and the realization
development, even if staff retention still could be improved. In early 2009, IMON has been impacted by the
global financial crisis, as decreases in remittance flows and inflationary pressures have triggered a decline
in portfolio quality, although the management has shown good capacity to react promptly. The asset quality
decline and concurrentrise i n financi al expenses and competit
profitability and sustainability in 2009, which nevertheless still show good levels as of December 2008.
Meanwhile, FX risk, augmented by the still limited availability of local market hedging instruments, remains a
constant concern, even if | MON6s use of USS$ i ndgq
expense of portfolio quality. I n | ight of these
develop the organizational capacity and structure in line with plans for further transformation into a deposit-
taking entity, which necessarily demands a more comprehensive risk management.
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@ IMON Head Office and Khujand Branch

IMON - Somoni

GROWTH {amount in national currency)

O Branches: Dushanbe, Shaartuz, Kurgantyube,

Istaravshan, Isfara, Penjikent, Tursunzade

Jan06-Dec-06 | Jan07-Dec-07 | Jan0§-Dec-08

Growth of active gross portfolio 112.9% 104.5% 100.0%
Growth of active borrowers 38.7% 38.9% 35.4%
Growth of active loans 39.7% 42 2% 37.4%
Growth of total assers 100.4% 105.0% 105.5%
Growth of staff 27 5% 41.5% 28.3%
Growth of funding liabilities 125.2% 29.7% 76.9%
Growth of operating expenses 34.8% 78.8% 79.5%
Growth of equity 124.3% B5.6% 298.0%
Strengths \ Opportunities

¢ Dedicated and qualified management team;
e Wide geographic outreach and market
leader in many areas of operation;

e Established network of partnerships with
several international actors;

e Excellent portfolio quality;

e Increasingly diversified product offer;

e Attractive legal status for potential equity
investment.

Transformation into a deposit taking
micro-lending deposit company or bank;
Attraction of new equity partners to
support the further transformation;

Room to attract funding liabilities/increase
the leverage;

Conversion of several satellite offices into
branches and expanding satellite network
outside urban centres;

Existing unmet demand for microfinance.

MicroFinanza Rating



IMON Internationali Tajikistani April 2009 Chapter 1

Benchmarking

All figures of peer groups are referred to the MicroBanking Bulletin (MBB) and to the Microfinance Information Exchange
(MIX) specific for Central Asia databases updated as of December 2007. The ratios of IMON indicated here do not fully
correspond to the ratios presented in the report as they are calculated according to the MBB methodologyl.

Bank Taiikistan Central
Financial Ratios IMON NBFI Eskhata J”BB Asia
2008 (MBE) (MBB)
Gross Loan Portfolio 30,503,087 | (117 4326417 320,138 | 43,060,484 | 3,938,089 | 4 695,306
gross loan portfolic adj for standardised write-offs (USS) e o T B B e
Average Loan Balance per Borrower on per capita GNI
. 157 .9%* 112.6% 48.9% n.a. 113.4% 113.4%
Avwverage loan balance per borrower/ GNI per capita(%)
Portfolio at Risk> 30 Days 0.37% 2.4% 2.0% 1.53% 0.4% 0.9%
oustanding balance of loans overdue=30days/gross loan portfolio (%) ' ' ’ - ' ’
Adjusted Return on Equity ARDE 14.8% 7 A%, 6.6% 41.6%
adj net operating income after taxes/avg tot equity (%) ' ' ' ' n-a. n-a.
Portfalio yield 38.4% 26.8% 31.0% 3T T% 38.9%
Financial Revenue from Portfolio/ Adjusted Average Gross Portfolio ' ' ' n-a. ’ ’
Debt/ Equity Ratio 24 53 33 180 36 23
adj tot.liabilities/ad] tot. equity
Operating Expensel/ Loan Portfolio 15.3% 16.4% 19.5% 20.7% 19.79% 19.5%
(operating expense + In-Kind donations Wavg gross loan portfolio (%) = ’ - ’ ' -
Borrowers per Loan Officer 18758 20,3 1053 123 150
n. of active borrowers/n. of loan officers : ’ - n-a. -
Borrowers per Staff 4.7 20,3 1053 g 65 68
n. of active borrowersin. of staff i ’ - -

Tajikistan: Agroinvestbank, 25T, Bank Eskhata, Borshud, Credit-espress, Finca- TJE, FRFE - TJK, Imkaoniyat, IMOR, JOYIO, MLF HURMO, FMLF Microineest, OXUS.
® Figures from MK 2007 n.a. niok available

IMON International benchmarking illustrates the position of the institution in relation to MBB Bank and NBFI
benchmarks as well as against a competitor bank and the Tajikistan microfinance sector average, which
includes al so t he ocubstahding loanMértfodia is rhubhOdxg@rsthan the average data for
financial institutions disbursing microloans in Tajikistan, as well as in Central Asia in general. IMON portfolio is
also competitive with the Tajik commercial bank.

I MO Npbgfolio quality is right in line with that of its peer groups, and notably better than Bank Eskhata and
the Bank and NBFI benchmarks. At the same time, the institutions portfolio yield is slightly higher than the
Tajikistan average while the institutional efficiency in terms of the operating expense ratio is concurrently
lower than the country average and indeed all peer groups, representing a notable comparative advantage.
The IMON debt to equity ratio actually stands below the peer group benchmark leveld this due to the recent
transformation of the institution and resultant increase in institutional capitald notably decreasing the
previously high leverage.

In terms of productivity, IMON stands above the competition at December 2008 both in terms of borrowers
per LO and per staff member. The recent productivity boost can be linked to human resource investment in
2007 which has been fully realized and exploited by 2008.

! The MBB adjusts the financial data to produce a common treatment for the effect of: a) inflation, b) subsidies, and c)
loan loss provisioning and write-off (see MBB, Appendix I: Notes to Adjustments and Statistical Issues).
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1. External Environment and MFI positioning

Institutional background

In November 2007, the founders of the
Microloan Fund (MLF) IMON decided
to transform the institution into a
commercial organization in order to
ensure sustainable growth, diversify
the sources of funding and expand the
range of microfinance services in the

Tajikistan market. The LLC
Mi crol ending Or ganrn
I NTERNATI ONALO was

National Bank of Tajikistan in May
2008, and following the asset transfer
from the Fund to the new MLO on
June 30, IMON INTERNATIONAL

The NABWT and Mercy Corps program

NABWT, initiated in 1995, focuses on improving the rights,
status and participation of women in society. In 1999,
NABWT began a close partnership with Mercy Corps (MC)
to implement microcredit program activities, including a
program sponsored by the USDA and USAID. During the
early years of the program, MC focused on strengthening
the capacity of NABWT to implement the microcredit
program, including staff training and other technical
assistance. From May 2002, program management was
fully handed over to NABWT with limited oversight from
MC. MC and NABWT have provided strong support to
IMON throughout the various transformation stages and
currently  continue the partnership as majority
shareholders in the LLC MLO IMON International.

became operational on July 1, 2008.
This new entity builds upon the prior
transformation carried out in June 2005 when the MLF IMON was created through the re-
registration of a microcredit program which had been operating throughout Tajikistan. The 2008
transformation by IMON saw the institution become a commercial limited liability company
MLO, registered in April and licensed in May, with the full hand-over taking place in July 2008. The
new structure has allowed IMON to attract capital participants (see Chapter 2) while concurrently
improving the capital adequacy, even if it is still not allowed to attract client deposits. Future
strategy also calls for the institution to attract additional capital investors to supplement the funding
structure and support potential transformation into a Micro-lending Deposit Organization or
commercial bank. IMON has a strong track record of attracting soft and commercial loans from
international donors and investors, and has managed to sensibly decrease its leveraged which
stood at rather high levels at the last ratingd more in line with microfinance benchmarks.

IMON offers a range of credit products including group and individual loans as well as
consumer loans and leasing. New A@fpar tand SpvbAuct$ lmaeenbeen developed,
although considerations linked to the current financial crisis have halted their roll-out. As of March
2009, IMON has reached an outstanding portfolio amounting to more than US$ 31.7 M and is
financing nearly 30,000 clients.

Political and macroeconomic context

After gaining independence in 1991, Tajikistan suffered a five-year civil war between pro-
government forces (backed by Russia) and a range of Islamic-led and pro-democracy opposition

groups, which brought relevant infrastructure damages and heavy human losses (up to 50,000

lives). A presidential republic since independence, Tajikistan is governed by President Rakhmonov

who was re-elected for a third term in late 20067, and his Pe dipRagy@RDP)vRicho cr a
gained a strong majority in the 2005 parliamentary elections.

Taji kistanés military and economic connection wi!t
country has been pursuing close ties with the United States to secure financial assistance. A close
relationship is also maintained with Kyrgyzstan due to the countries mutual concern over the
hegemonic aspirations of Uzbekistan.

The Tajik economy has witnessed steady growth since the peace settlement a decade ago,
growing on average at 8.7% from 2000-2007. In 2008, economic growth increased slightly to 7.9%
(7.8% in 2007). GDP growth is led in a large part by remittances from migrants to Russia (45.5%
as of late 2008) and the cotton and aluminium sectors (about 9% in 2008). Volatile world

2 In June 2003, a controversial referendum approved constitutional amendments that theoretically would allow President
Rakhmonov to remain in power until 2020.

MicroFinanza Rating 6
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commodity prices, with recent falls in cotton and aluminium prices, have adversely affected the
export sector however.

The ongoing international financial crisis has also impacted Tajikistan as the country has faced a
sharp fall in the remittances flow® from neighboring Russia and Kazakhstan. According to IMF
estimations, the flow of remittances in 2008 reached US$ 2.2 BIn., equal to around 45% of the
countrydéds GDP, which stands to register a fthe
crisis.

Inflation increased during _Taiikistan

the first eight months of Macroeconomic Indicators _

2008, reaching 26.8% in Exchange rate in US55 (end of period)

AUQUSt’ althoth it Exchange rate variation
decreased to 11.9% by g

|| aC || 2L
o i

late in the year Inflation rate {YoY average)
20.6% y-o-y average. Lending rate 244% || 229% || 23.5%

Increases in food and Real GDP growth
energy prices were the

| |
| |
| |
consolidating its position at | Deposit rate [ 91% || 84% || 74% |
| 6|
| |
| |

. GDF per head (USS
major  upward  forces P (uss)

pushing the figure higher. Source: International Finance Statistics, EIU, NBT

Since January 2008, the Tajik Somoni has been appreciating, reaching 3.40 to US$ (1.6%),
although it came back to a position of 3.45 to US$ in December 2008 and has continued to
depreciate in early 2009.

Tajikistan has considerable economic potential and the government has prioritised infrastructure
development, hydro-power and road-building as key development areas. However, in spite of the
C 0 u n trecentésteady positive economic growth, Tajikistan remains the poorest country in Central
Asia with a population of over 7 million, and per capita income of US$ 430, as of 2008. With the
current financial crisis and resultant slow down in the economy, the National Bank of Tajikistan
(NBT) agreed to take a US$ 120 million loan from the IMF. Th e c ount r yébsis risingt
and the Debt/GDP Ratio is now 50%, while poverty, although on a steady decline, remains quite
high. As of 2007, 53% of the population was living under the minimum poverty line.

Financial sector

The earliest microfinance experiences in Tajikistan were established thanks to the support of
several international organizations, such as CARE, ACDI/VOCA, MERCY CORPS and ACTED.
Although the microfinance market is rather small, it is characterized by a rapid increase in outreach
and mainly composed of microfinance foundations, microfinance for-profit institutions as well as
downscaling banks.

Overall, the Tajikistan financial sector comprises of 12 banks* (concentrated in Orien, Agroinvest,
Tajiksodirotbank Bank), 7 Credit Unions, 1 non-bank finance organization and 92 MFIs (since

rong

ernal

January 2008 1 new bank ifKazCommer cBank Taji ki

established). Total assets increased by 8.9% reaching US$ 1.7 BIn. as of December 2008,
including portfolio growth by 24.4%.

As of December 2008 there are 166 branches and 70 sub-offices operating across the country.
The banking sector has been increasing rather rapidly since 2007, and now represents 35% of
GDP, up from only 25% as of December 2006. Nevertheless, total deposits on GDP still amounted
to a very limited 10.9% as of December 2008 (12.3% at Dec2007), demonstrating the scarce trust
of Tajik people in the banking system. In fact, it is estimated that approximately US$ 1 Bin is
circulating in Tajikistan outside the banking system. On the contrary, the lending market has been
rapidly growing in the past years in Tajikistan, especially in rural areas, and is still showing a
significant degree of demand for credit, as demonstrated by the fact that micro loans have

3 According to estimates of the International Organization for Migration (IOM), around 1 M. Tajik nationals are working
abroad. Main destinations are Russia, and Kazakhstan.
4 State bank i 1,JSC1 8, foreign banks i 3.
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augmented in amount almost two times since August of last year. Nevertheless, the continued
interference from the authorities to provide financing for specific purposes, in particular the cotton
sector, i s endanger i ngth sThenbankirty anarkes i6 dosipated by thgee o w
banks, namely, Orienbank, Tojiksodorotbank, Agrolnvestbank. As of December 2008, the three

banks accounted for more than 50% of total regulatory capital, denoting a certain sector
concentration. Banks have progressed importantly toward the offering of efficient credit services to

small and the higher end of micro-ent er pri ses, especially thanks t
prograt_)m, namely the Tajikistan Micro and Small Enterprise facility (TMSEF), comprised of five

banks”.

As of December 2008, the Tajikistan microfinance sector is comprised of 94,000 borrowers
for a total active portfolio amounting to US$ 72 M. The seven largest microfinance institutions
are: IMON (33.70% market share), FINCA Tajikistan (9.57%), Microlnvest (11.61%), OXUS
(7.05%), HUMO (7.13%), Imkoniyat (3.01%) and Borshud (2.43%) (December 2008 figures).

As of December 2008, the Association of Microfinance Organizations of Tajikistan (AMFOT)
includes 36 members, with a total portfolio of US$ 72 M and 94,000 active clients. Among the MFI
clients, 39 % borrowed | ess than US$ 500, depthmofoontedch. at i ng
Most loans are delivered to the agriculture sector (60%) and trade sector (30%), while service and
production are only marginally financed.

Currently there is no official credit bureau for the exchange of information in the country.
However, the biggest MFIs such as most TMSEF banks, Finca Tajikistan, IMON, Microlnvest,
HUMO have recently established an informal credit register to exchange information on active
clients and black lists. AMFOT is working on creation of an official Credit Bureau, and for the
moment MFI members started to exchange information among each other.

Regulation and supervision

The microfinance sector in Tajikistan is regulated bythe Law of t he Republic of
Microfinance Organizationso , ratified i n Ma y 200c4r.edThe alsawif
provided by a microcredit organization to a borrower for a fixed period of time subject to repayment

and, if provided by the loan agreement, payment of interest, provided that the microcredit does not
exceed the maxi mum maxendm size afmMmo-toans to on& boerower is fixed

to US$ 50,000. Although the average loan size for the sector is at the moment well below the limit

set by the legislation, such restriction might hamper the development of the microfinance
industry in the future, when clients graduated to the small and medium business sector will
require larger credit amounts. Several donors have been supporting the preparation of the law,
including USAID, IFC and ADB.

Microfinance Organizations have to register under one of the following three tiers:

e Micro-lending Foundations (MLF): non-commercial micro-lending organizations which
are only allowed to extend loans, leasing and cash transactions. They are not subjected to
minimum capital requirements.

e Micro-lending Organisations (MLO): for-profit institutions only allowed to extend loans,
owned by shareholders who decide the use of the profit. From January 1, 2009, the
minimum amount of authorized capital for newly founded MLOs is set in the amount
equivalent to US$ 50,000.

e Micro-lending Deposit Company (MDC): commercially oriented, can extend loans and
take deposits from legal and natural persons. From July 1, 2008, the minimum amount of
authorized capital for newly founded Micro-lending Deposit Companies has been set in the
sum equivalent to US$ 200,000 and for operating Micro-credit Deposit Companies from
July 1, 2008, in the sum equivalent to US$ 125, 000.

All three institutional types are to be registered at the Ministry of Justice and are subjected to
NBT licensing and supervision. The legislation does not include explicit indications on how
MDCs can transform into a bank. Besides, as the law does not foresee the transformation from a
Micro-lending Foundation to an MDC or an MLO, institutions willing to undertake such process

® The banks participating to the TMSEF are FMFB, Eskhata Bank, Tajprombank, Tojiksodorotbank and
Agroinvest Bank
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need to constitute an ex-novo organization with significant complexities involved, especially for

what concerns assets transfer.

The banking sector in Tajikistan is highly regulated and supervised. NBT requirements include

daily reporting on deposits, liquidity status, and on the foreign currency position, coupled with

periodic information on portfolio and financial statements. The minimum capital requirement for

Tajik banks is US$ 5 million for pre-existent banks, and US$ 10 million for newly established

banks. No interest rate ceiling exists, nor for the disbursement of loans and the attraction of

deposi ts in foreign currency, although strict | imit
The NBT instructions include capital adequacy, liquidity and reserve requirements, restrictions on

b a n leduity investments, and special requirements for foreign exchange business. Moreover, the

building and equipment, together with the staff coveringc er t ai n banks &&E@oh&fi t i on
accountant, branch manager) must be approved by the NBT.

IMON International market positioning

IMON International operates through a widely disbursed network of branches and
representatives offices, offering individual and group loans, consumer lending and leasing to formal

and informal enterprises both in urban and rural areas of the Western part of Tajikistan. The

credit amounts range from US$ 100 to US$ 20,000, with an average disbursed loan size equal to

about US$ 1000.

Despite the continuing growth of the microfinance sector in Tajikistan, demand remains strong,
particularly in the urban areas such as Dushanbe and peri-urban locales. Market saturation, even if
increasing int he urban areas, has not yet beenrangh prob
expansion has helped demonstrate the still significant potential for growth across the country as

well as in already established areas.

Competition is increasing across the country, as in 2008 alone 23 new MFIs were established in
Tajikistan. Although the expanding presence of MFIs across the country does not exert significant
competitive pressure on IMON, the institution does experience relevant competition from
microfinance and downscaling banks. In particular, as IMON continues to expand in the market

of individual loans as well extending higher loan amounts, gaining a competitive edge may be

di fficult as teshMdndidr relatively high compared to the banks. Moreover, as a non-
deposit taking entity, | MON6s service offer wildl
competition. Neverthel ess, | MON6s focus osmalrur al
loans and the variety of collateral options offered guarantee a certain competitive advantage in
comparison to the banks, among which, Agroinvest Bank and Eskhata Bank continue to be

| MON6s strongest competitors.

Competition with the other MFlIs is of lesser concern to IMON, although Microlnvest in the North

and FINCA Tajikistan in the South continue to exert relevant pressure. Quicker loan processing

and ability to attract new clients at the other institutions give IMON a slight competitive
disadvanta g e ; however, the wide geographic outreach ar
with the slightly lower interest rates offered by the institution remain strong advantages for the
institution.

In an increasingly competitive market, IMON relies on the following competitive advantages:
- Adequate diversification of loan products, in particular compared to MFIs;
- Wide and growing geographic presence through both branches and sub-offices;
- Offering a variety of collateral options as well as long maturity products;
- Good availability of funds.

On the other hand, the main competitive disadvantages include:

- Slightly higher interest rates and fees compared downscaling banks;
- Limited cross-selling, particularly in respect to banks.
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2. Governance and operational structure

Ownership and Governance
The newly registered MLO IMON International is a transformation of the prior IMON MLF& which
was a non-commercial entity with no ownershipd into a commercial LLC. Founding members and
owners of the LLC MLO include the National Association of Business Women of Tajikistan
(NABWT® - 44.95%); Mercy Corps (44.95%), the Mennonite Economic Development
Associates (MEDA i 10%); and the IMLF IMON Foundation’ (0.1%). Mercy Corps and MEDA
are both well-known international organizations with extensive experience in the microfinance
sector.
Upon transformation from IMON MLF to the MLO IMON International, the IMON governance
structure evolved from the previous Board of Trustees to become a body of General
Participating Members (shareholders) and a Board of Directors (BoD). The shareholders meet
annually in a General Participants Meeting and make nominations to the BoD (participants may
nominate candidates in direct proportion to their share contribution)®.

Board of Directors

Members Charge Background and current profession

Manager, Financial Semnvices, Mercy Corps. Former Senior Technical
Chair Advisorto Xac Bank, Mongaolia, with 15 years experience in
commercial banking and 13 years working with financial institutions
in Central Asia and Mongolia.

James Anderson

YWice President of International Operations, MEDA. HR professional
with 25 years specialization in management, human resources,
organizational development and training, including 17 years working
in international economic development.

Kim Pityn Secretary

CEOQ of private publishing company, Hurosaon Ltd, the largest
Nabijon Yuldashev Treasurer printing house in Tajikistan, with 26 years experience. Paricipant in
numeraus international warkshops in business development.

Director of Financial Serices, Mercy Corps, with 14 years experience

in international economic development and development banking in

e Member post-conflict and transitional environments throughout Central Asia,
Asia , Africa and the Balkans.

Deputy General Director of LLC MLO “IMOMN International.” PhD, with
10 + years experience warking with a women's public organization
Gulbahor ; . ) o
Makhk Member and over 9 years experience in the microfinance sector. Participant
a amova invarious international and regional seminars, trainings and
conferences on microfinance.

The BoD of IMON International is made up of five members, of whom three are international, and
two local, including one member of the IMON management team. The BoD members form a well-
balanced team in terms of social and financial expertise, with many members possessing
extensive professional experience in microfinance and development finance. It is worth noting,
however, the majority presence of international BoD members which presents a benefit in terms of
expertise yet may somewhat limit the immediate presence and contextual knowledge of the
governance. The presence of a top-management member (Deputy General Director) on the BoD,

® NABWT continues to offer non-financial services with a separate ownership and management.
" IMON Foundation shares are planned to be transformed into an Employee Share Ownership Plan.
8 Currently, NABWT and Mercy Corps hold two seats each and MEDA holds one seat.
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even if it is not the General Director, is also not strictly in line with best practice and may result in a
concentration of power in the top management team. On the other hand, this solution guarantees
better information sharing and understanding of the main strategic and operational issues during
the Board meetings with international members.

Physical meetings of the BoD are held at least twice a year, while constant communication and
presence is maintained through virtual conference, ensuring an effective support to the executive
management. The institution also presents two committees within the BoD: and Audit Committee
and an Investment Committee, the latter recently formed and tasked with investigating potential
new capital participants and to work closely on partner relationships, ensuring a strong presence of
both the management and governance in any negotiations.

Overall, IMON is well supported by its governance bodies. The BoD played an active role in
supporting the recent IMON transformation into an MLO and continues to play a key role in the
strategic development and direction of the institution. Furthermore, the IMON management team
iscommit t ed to the institutionds ¢ osatisfactorg exdertisebj ect i ve

Organisation and structure

IMON HQs is located in Khujand in Northern Tajikistan, and the institution operates through a
network of 8 branches and 34 satellite offices, allowing for a good geographical coverage of
Western Tajikistan. The wide area expansion realized by IMON has been accompanied by a
continuous and gradual strengthening of its organizational structure.

During 2008 IMON opened one new branch and continued to expand the outreach of satellite
offices throughout the country. Further expansion planned for 2009 (including expansion to 5 new
satellite offices) was put on hold in late 2008 due to the affects of the financial crisis, which spurred
the BoD to lower the growth scenario and expansion plans for the year.

IMON International Organisational Structure (December2008)

Board of Directors

Intermal Audit
Departmant

General Director

| | Legal
Deputy GOV
Financial Director Crperationsl Director

Accounting Operations Regional Marketing
Dept Retail Dept Dept

HR Dept IT/MIS Dapt Admin, Dept

Treasury

Regional Regional
Retail Mgr- Retail Mgr-
South North
I [

Dushanbe | | Khujand || Penjikent || I=fars || |staravshan

Kygan |
Tepps

Tursunzade || Shartashr | |

IMON organizational structure was recently modified in late 2008, creating a direct reporting
line between the Financial Director/Department and the General Director and integrating a
Regional Retail Department under the Operational Director. The Deputy Director/Operational
Director has been relocated back to the Head Office since the last rating (2007), with a Regional
Retail Manager i South recently stationed in Dushanbe. Further modification to the organizational
structure is planned® before the end of 2009 to establish a Credit Risk Department.

The 7 departments of IMON enjoy a good level of intra communication, as regular staff meetings
are held at both the branches and HQ levels. The Operations side of the structure remains rather

® See IMON International Action Plan June 2008-June 2010, Organizational Structure 2008-2013.
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flat, however, with 7 managers reporting directly to the Operations Director, including the MIS/IT
and Administration Departments, leaving room for a potential bottleneck to develop.

The Financial Department is supported by an Assets Liability Management Committee (ALCO)
which meets monthly. Staffing of the Financial Department will sensibly increase over the coming
years in line with the strategy to strengthen the financial risk management in preparation for
deposit-taking operations. In such direction, a Treasury sub-department was created in early 2009.
Staffing across all areas of the organization currently seems to be adequate, including the internal
audit department which has been strengthened since the last rating. In general, IMON has
responded well to its operational growth, even if the staff allocation ratio may be improved (40%
in 2008 and 42 % in 2007).

IMON branch structure is well defined with properly organized sub-departments and
separations of functions. The credit process is characterized by a good level of decentralized
decision making. Moreover, branches are treated as cost-centres, with the profitability of each
branch systematically monitored by the managers and the Operational Department.

Human Resources
As of March 2009, IMON counts on a staff of | ygtal 105 276 357
371 employees, of whom 159 are loan officers. Loan officers a8 116 142
Strong human resource growth was registered in Other staff 107 180 215

2007 (42%) in line with operational expansion,
yet has slowed to under 30% in 2008 and early 2009.

IMON personnel are highly competent, as confirmed by frequent internal promotions, and enjoy an
adequate career management and a constant attention paid to personnel needs and development
through both internal and external opportunities for professional growth. Nevertheless, staff
development in terms of deposit-taking capacity and experience still remain to be acquired as
the institution moves towards transformation into an MDO or bank. The management is aware of
the need and is diligently working to increase staff capacity in line with the transformation timeline.
Competition within the microfinance sector triggers a certain risk of staff leaving for other
institutions, particularly among experienced loan officers. IMON has registered an increasing
trend in the turn-over ratio, which stood at 16% at December 2008 (14% at Dec2007). Staff
retention remains an important area of concern, particularly considering the attractiveness of
I MO N 6 strainesl trédit personnel to other institutions in the market.

The HR Department is headed by an HR Manager and was supported by 2 staff in 2008, which will
increase to 4 staff focused on training, logistics and specialists by the end of 2009. 1-C Personnel
is utilized as an HR system. A new recruitment system was instituted in early 2009 in order to
streamline the process and sustain institutional growth more efficiently. Personnel management is
adequate and includes an annual staff assessment focused on both gquantitative and qualitative
indicators tailored to the specific position, and is inclusive of a training needs assessment. An
Annual Training Plan is designed based on the output of the yearly staff assessment and input
from the branch level, with dedicated training budget. Salary levels are in line and competitive with
both banks and MFIs on the market according to internal surveys conducted, even if some staff
discontent seems to stem from the fact that staff salaries are not indexed to inflation. An incentive
scheme exists for both credit staff (monthly basis) and administrative staff (quarterly basis) and
makes up about 30% of aloan o f f i salary ahd15% of total salary for the admin staff.

Risk Management, Internal control and Internal Audit
Risk Management at IMON is spearheaded by the BoD and top management, with a particular

emphasis placed on financi al ri sk and monitori

requirements and thresholds. While an emphasis is also placed on credit and more general
operational risks, no specific Risk Management Committee, reporting directly to or including
BoD representation, is yet developed to monitor risk tolerance, limit and alert levels set by the BoD
for a more comprehensive risk management. Nonetheless, in 2009 a Risk Management
Department will be created to specifically manage credit and operational risks. Financial risk
management is specifically monitored by the ALCO, which meets once a month, however the
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committee does not include a member of the BoD and reports directly to the General Director.
I MO Ninternal control system is characterized by varying levels of approval functions and
accountability, with quality reports and monitoring helping to mitigate the risk of fraud or mistakes.
The internal control function is set to be further strengthened by late 2009 with the addition of a
Credit Risk Manager at the Head Office for an additional and specific focus on monitoring and
mitigating credit risk.

The Internal Audit Department has been consolidated since the last rating in 2007, and consists
of a Chief Internal Auditor and three other staff with backgrounds in both credit operations and
accountancy. The 2009 Audit Plan also calls for the recruitment of an additional staff member with
a specialization in IT audit. The Audit Plan is regularly designed and approved by the BoD,
although modifications to the audit schedule require the approval of the General Director only.
Policies and procedures for the department are substantially well defined and adequate, including
parameters for min. number of branch visits, client sampling, Head Office audit, audit checklist, etc.
The CIA reports directly to the BoD on a quarterly basis through detailed and comprehensive
reports which are punctually revised alongside the Audit Plan.

Accounting and external audit

I MON & s iaf stateraents have been audited by FinConsult Ltd. for the period 2006 and 2007,
and by LLC ATajik Audit Serviced (January t
2008. The auditors expressed an unquadified
IMON accounting policies and reporting almost fully comply with IAS and International Financial
Reporting Standards. For the 2008 period, two audited financial statements exist: one for the first
six months of the year (through June 2008) which covers IMON as a Micro Loan Fund and its
transformation into a MLO; and the second audit after the transformation to a LLC MLO (from 1
July to 31 Dec 2008). No consolidation of the audited statements was undertaken therefore
MicroFinanza Rating analysts utilized the internal IMON consolidated 2008 financial statements
which the institution submitted to the SEEP Network.

Management Information System and IT

IMON data and transaction management is supported by KREDITS as a loan tracking system
(LTS) and the A 1C daccounting system. A thorough and successful migration processes was
undertaken from an ACCESS to an SQL platform, with the new SQL platform increasing the
efficiency of operations as well as enhancing data security through various backup processes (full,
incremental, all data and disaster recovery) and close of system.

In 2008, a mediation platform was established between | MO NI&TS and accounting system,
whereby daily operations on disbursements and interest accruals are automatically converted from
KREDITS into 1-C. Considering the planned transformation into a deposit-taking institution in the
near future, a fully integrated system with a unique database is fundamental. Current
movement towards the purchase of a new integrated system is already underway with technical
assistance from Horus Development Finance. By the end of 2009 an MIS/IT needs matrix with
potential system options will be presented to IMON with offers for new systems identified to be
solicited from software companies by early 2010.

The MIS/IT Department currently consists of a Manager and 4 specialists who are able to
adequately carry out all necessary functions (e.g. systems update, extraordinary maintenance,
strategic direction, etc.). At the branch level 1-2 Database Operators are charged with gathering all
information and data input, which is live with the Head Office as all branches are currently
online. Overall, the LTS presents a comprehensive reporting capacity, providing multiple break-
downs of the outstanding portfolio. KREDITS automatically performs cash flow analysis, thus
permitting the Financial Department to timely compile the monthly projections and update them on
a daily basis. 1-C has undergone various improvements since the last rating, including the
automatic generation of client disbursement and repayment receipts in line with NBT standards.
System security is maintained through varied access levels and automated password changes
every 90 daback-up polM®is &dequate and has been enhanced by the SQL various
back-up systems as well as the existence of two servers, each with two hard disks, located at each
branch.
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3. Lending operations

Financial products

IMON operates in both urban and rural areas throughout the Western part of Tajikistan through
its widespread network of branches and satellite offices. The client target includes both formal and
informal enterprises and IMON utilizes both the individual and solidarity group® lending
methodologies.

IMON product offer is divided into three main categories: business, agribusiness and consumer
lending. The first two categories are aimed at helping to expand the working capital and/or for
equipment purchase, while the latter help serve consumer needs. Leasing services are also
offered, and future products in development include business overdraft and auto loans, as well as
start-up and SME loan products which have each already passed through the piloting phase™'.

Business loansar e | MON I nternational és core product and
of the outstanding portfoliod 87% if including Zaminad and 80% of active borrowers. Prudential
concentration limits set by the IMON BoD regulate that agribusiness loans may not surpass over

35% of the outstanding portfolio, while consumer lending is currently limited to 20% of the
outstanding portfolio.

The Purfaiz (group) business product is an uncollateralized loan disbursed to groups of
entrepreneurs, mainly operating as traders. Heterogeneous groups with members accessing
varying credit amounts allow for group flexibility; however, also bring about a certain risk that
members with smaller loans may not be willing to guarantee group members with larger loan
amounts. The Inkishof (individual) business loan demands movable and unmovable assets (or
their combination) as collateral for at least 120% of the loan amount. Collateral requirements,
including real estate for at least 80% of loan values over US$7,000, seem to provide adequate risk
coverage. The Zamina (individual) loan is aimed at graduating Inkishof clients demanding a higher
loan amounts and is guaranteed by real estate. Over the period of analysis, all loan products have
been adapted to allow for more flexibility (e.g. longer maturity, higher loan amounts, lower interest
rates’?) and have allowed IMON to meet market demand®® while concurrently expanding the
product offer for graduating clients.

Client prepayments are systematically monitored and penalty fees are assessed on all individual
loan prepayments, even though group and consumer loans may still be prepaid without penalty.

Lending procedures

The IMON International lending process is characterized by a relatively efficient disbursement
process which takes an average of 3 days (max. 1 week) for group loans and 2-3 days (max. 10
days) for individual lending. Loan application and disbursement procedures are transparent, simple
and not bureaucratic and complement the effective customer service offered from loan officer to
client. The process is slightly slowed at the satellite offices due to the fact that all client files must
be physically transported to the branches for approval.

1% Erom 3 to 12 participants.

™ |nitial roll out of the two products was scheduled for early 2009; however, the ongoing effects of the global financial
crisis and economic downturn have caused the BoD and management to delay the new product roll-out.

12 |1n addition to across the board interest rate cuts, group clients are incentivized through interest rates that diminish by
0.2% per annum each fourth cycle.

'3 The current terms having expanded from a 9 month maturity limit and a maximum loan size of US$1,800 in 2006 to the
current 12 month limit with US$ 3,000 loan size (US$10,000 max per group).
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Credit methodology

Chapter 3

Credit methodologies
Currency of the credit
Type of interest

Min. interest rate (%a)
Max. interest rate (%)

Description of commissions

Min. credit amount (USS)

Max. credit amount (US$)

Max credit amount for the first
loan (US$)

Average credit amount (US§)
Min. loan maturity {months)
Max. loan maturity (months)

Average loan maturity
(months)

Periodicity of interests
paymenis
Periodicity of principal
paymenis

Grace period (months)

Collaterals / guarantees

Credit products

Business - Purfaiz  Business - Inkishof famina Leasing Consumer Loan Staff Loan
Group || Individual | individual | Individual | individual | Individual
Index Lean/ Somoni | | Index Loan/ Somoni | | Index Lean/ Somoni | | Index Loan/ Somoni | | Index Loan/ Somoni | | Index Loan/ Somoni

Declining balance | |

Declining balance

Declining kalance

Declining balance

| | Declining balance

Declining balance

32% || 32% [| 34% [| 30% [| 36% [| 12%
38% || 38% | 38% | 34% | 42% | 22%
0%-1.5% of loan
1.5% of loan amount 1.5% of loan amount 1%_15;:;:: loan none amount, decided by the n.a.
credit committee
| 100 || 500 [| 10,001 [| 3,000 [| 100 [| 100 |
| 3,000 || 10,000 [| 20,000 [| 20,000 [| 20,000 [| 20,000 |
up to 10,000 on up to 520,000 on up to 220,000 on up to 20,000 on
200 decizion of credit decizion of credit decision of credit decizion of credit 20,000
committee committee committee committee
| 460 || 1,942 | 12,997 | 7,060 | 775 | n.a. |
| 2 | 2 | 6 | 12 | 1 | 1 |
| 12 | 2 I “ I 48 I 84 I 8¢ |
10 15 29 34 35 40.0
28 days calender maenth calender manth calender month calender manth calender maenth
28 days calender month calender month calender month calender month calender month

up to 5 payments, by
decision of credit

up to § payments, by
decision of credit

up to § payments, by
decizion of credit

up to § payments, by
decision of credit

up to 2 payments, by
decizion of credit

up to two payments,
on the decision of the

committee committee committee committee committee credit committee
Movables, Guarantee of
tural and legal E
Real estate; Movables na urg an .e.gﬂ S
Active Individual loan
D TETECD program client who has
Group solidarity e Real estate The object of leasing real estate as collateral Real e.s.tat_e oo de_ms.u:rn
loans up to USST000; {Real estate - of Credit Committee
Guarantor (up to e ——
US53000) L

worth no less than 80%
of the loan sum)
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The client repayment capacity analysis is adequate and consists of an in-depth and prudential

assessment of the economic and f i narsidd athorogh t uat i

analysis of financial statements, and cash flow in the case of individual loans. No cash flow
analysis is carried out as part of the group loan assessment, thus raising some concerns in relation
to financing trading activities which may be subject to seasonality, particularly considering the
longer maturity levels now available to group clients (up to 12 months). Since the onset of the
financial crisis and decline in remittances to the country from Russia, as a conservative
measure IMON no longer considers remittance income as part of the income analysis for
consumer loans.

The loan approval process is completely decentralized and varies depending upon the loan
typology. A credit committee' that approves group loans through an electronic and paper
workflow process and does not meet physically can be deemed adequate. As is the approval
process for individual loans which includes the same committee that in this instance meets
physically for a presentation of the loan case.

Loan disbursement and repayment is carried out both through banks or by cash, dependent on

the officesd geographic location and the avai

disbursement necessarily entails a relevant cash handling risk, particularly in the satellite offices,
IMON mitigates potential problems through the mandatory presence of a Senior Loan Officer
belonging to the main branch during all disbursements which is supplemented by adequate cash
handling policies and limits.

Client monitoring is undertaken both before and after disbursement and can be deemed
adequate, with loan officers mandated to visit clients according to schedules set and agreed with
the Senior Loan Officers and Credit Managers™. Follow up on late loans is adequate and based
on close monitoring of delinquent clients. Loan restructuring is permitted by policy, but limited to
serious situations and based upon the approval of the branch credit committee, with the Head
Office retaining the right of veto.

The collateral valuation carried out by IMON loan officers depends largely on their experience in
the market, therefore IMON has been working with a recently established company specialized in
valuing movables and real estate in order to get a second opinion for an adequate collateral
valuation when needed.

| MON6s history of excellent portfolio quality

recently there was never cause to realize unmovable or movable collaterals. The recent slight
but relevant portfolio quality deterioration linked to the financial crisis has however necessitated
legal action to realize collaterals in some cases. IMON loan officers at branches with delinquency
issues have recently undergone a specific training wi t h | MONOG s |l awyer |
procedures for delinquency follow up and eventual collateral realization. Nevertheless, the
Tajikistan legal environment somewhat limits the ability to recover unpaid credit through

ab

enforcement procedures and thus creates a relevant risk, also considering | MONGS i nexperl

with such collateral realization and the fact that a significant share of the outstanding portfolio is
represented by individual loans backed by physical collateral.

14 Composed of the Branch Manager, Credit Manager, a Senior Loan Officer, the Loan Officer in charge (no voting right),
and at least one additional Loan Officer.

15 Although formal monitoring sessions are carried out just once or twice during the life span of the loan, credit officers
are reported to informally visit clients at least once a month.
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4. Assets structure and quality

Assets structure
As of December 2008, I MQOtd mortfolio
over total assets is equal to 91% indicating a

Asset composition - December 2008

good level of concentration into the core

business. P 1% o

I MON digquid assets stand at 6.2% at ——
December 2008 and mark a rather stable trend . V
over the period of analysis, ranging between T
around 3-7 % over total assets for the last ”‘*

periods. i

I MO Nfixed assets have registered a constant
growth every period, however, they regularly
represent only a small portion of total assets (1%
at December 2008). The figure slightly increases
at March 2009 to 4.9% following an investment in
the premise.

T 91%

oCash and Banks oMet Portfalio
oAccrued interest mOther Assets

oMetFixed Assets

Portfolio structure

As of December 2008, IMONG gjross outstanding portfolio amounted to just over US$ 30.5
million. 30% of the portfolio is comprised of group loans (down from 56% in 2006), while the
remaining 70% is made up of the various individual lending products.

Gross outstanding portfolio (US$) 7,619,722 15,205,249 30,531,906
Business - Purfaiz 3,600,352 7,260,543 9,103,084
Business - Inkishof 2,583,184 4 838,006 10,451,712
Agrobusiness - Purfaiz 537,525 n.a. n.a.
Agrobusiness - Inkishof 231,519 n.a. n.a.
Consumer loan 98,625 1,542 406 3,968 677
Leasing 18,516 40,006 85,711
Zamina n.a. 1,624,287 6,922 722
Gross portfolio (national currency) 256,766,326 52,684,669 105,393,088
Growth of active gross portfolio 112 9% 104.5% 100.0%
Average disbursed loan amount (US$) 536 815 1,250
Av. disbursed loan size on per capita GDP 126% 142% 168%
Average maturity {months) 10 12 14
Humber of active borrowers 14,182 19,695 26,661
Humber of active loans 14,305 20,337 27 542
% of active borrowers women 51.8% 456.3% 43.2%
Drop-out ratio 63.1% 51.9% 45.8%

n.av.= not available  n.a. not applicable.

After 2008, Agrobusiness loans are conszidered part of the Buziness loan portfolio.

The IMON loan portfolio has continually demonstrated a strong trend of portfolio growth, with a
growth peak registered in 2005 (118%) during the time of transformation into an MLF, followed by
periods of strong yet gradually declining growth rates. Constantly increasing access to commercial
borrowings from a variety of international investors underpinned the consistent growth figures;
while the steady increase in the proportion of individual lendingd including also the consumer
loan and the high range Zamina productd helped fuel the dynamic growth of the outstanding
portfolio. The trend is confirmed by the concentration among the number of active borrowers. The
individual products claimed 16% of total borrowers at Dec 2007, yet by Dec 2008 was 37% of total
borrowers, a trend mirrored in the decline in proportion on group clients (84% of total borrowers at
Dec 2007 to 62% at Dec 2008).
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December 2008 . .
The regular increase in the
pr:nrtlolm days wmghted day wmghted o .

Business - Purfaiz | 25.8% 0.7% 0.2% 12% || osew || Portfolioiand also to a minor

Business - Inkishof [ 34.2% || 0.3% || 0.1% || 0.8% || ozr% || extent in - consumer loansd
Consumer loan [ 120% || o02% || o0o% |[ oew |[ oow || 1/l ustrates | MONG s

Leasing [ 03% || 00% |[ 00% | oo% || ooo% || Support the growing capital

Zamina [ z7% |[ 0o% |[ oo% |[ 03% |[ ooew || needs of its clients while

TOTAL 100.0% 0.4% 0.8% concurrently  avoiding  client

desertion to the banking sector.
Yet the trend towards larger individual loans has also yielded a notable increase in the average
disbursed loan amountd over a 50% increase in both 2007 and 20080 as well as a decline in
the percentage of female borrowers (43% at Dec 2008). As of December 2008,
disbursed loan amount stands at US$1,250, 168% on per-capita GDP (up from 147% in 2006 and
108% in 2004, respectively).

December 2008

| MON dviingness to outstanding % number of | PAR > 30 | PAR > 30
retain its clients and to portfolio (US$) m weighted
face the growing Up ro USD 500 [ 937440 3.1% 157% 0.0% |[ 0.00% |
competitive pressures, | From 501 up to 1,000 [ 6118282 || 20.0% || 48.6% || 00% |[ 0.01% |
particularly from the | From 1,001 up to 2,500 [ 7572103 || 248% || 240% || 03% || 0.08% |
downscaling banks, is | From 2,501 up to 5,000 [ 4352793 || 143% || 78% || 08% || 0.12% |
clearly explained by the | Froms,001upto 10,000 [ Zpigioz |[ 132% |[  20% || 023% |[ 0.04% |
portfolio breakdown | over 10,000 [ 7533177 || 247% ][ 198% |[ 05% |[ 0.13% |
per amount. The | ToTaL 30,531,907  100% 100% 0.4%

proportion of loans
falling into the categories above US$5,000 stands at around 38%, a notable increase from prior
years (28% as of Dec 2006 and 19% in 2005, respectively) and is in part due to the raising of the
loan ceiling to allow for loans up to US$20,000. On the other hand, in terms of number of
borrowers, over 60% of clients still receive loans of less than US$1,000.

December 2008
portfolio :LI5$] pcrrtfcrllc' bcrrrcrwe rs days Wt'lghtt'd
Guarantee or household property | 9 280,581 4% || 303% || 0.3% 0.09% |
Real estare [ 11,845,935 | | 3BE% || 52% || 0.3% | | 0.11% |
Solidarity group [ 9103084 || 298% || 642% || 05% || 0.16% |
Mixed {movables and guarantees) | 301337 || 1.0% || 03% || o7 || o001% |
TOTAL 30,531,907 100% 100% 0.4%
The portfolio breakdown by collateral f ur t her illustrates | MONGOSs

individual products. While around 30% of the portfolio remains uncollateralized and concentrated in
solidarity group lending, nearly 40% of the outstanding portfolio is secured by real estate. The
growing concentration of the loan portfolio in collateralized | endi ng, coupl ed
nascent experience in realizing collateral and the difficulty of doing such in the Tajik legal arena
(see chapter 3) represents a relevant area of concern. The management seems aware of the issue
however and has acted in early 2009, also due to concerns linked to portfolio quality and the
financial crisis, to give a preference to small loans and limit the growth in the average loan size.

The loan portfolio breakdown by term demarcates the continued progressive increasei n | MONOG s

offer of loan maturities. At December 2008, only 4% of the portfolio had a maturity of less than 6
months, while around 50% of the portfolio was on terms between 6-12 months and just over 8% of
the portfolio was concentrated in loans with over 24 month terms.
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Portfolio analysis by December2008

sector illustrate the outst.'i.mding % number of PA.Ft::- 30
importance of the trade pcnrtfcrllcr:LISSJ pcrrtfcrllcr borrowers days weighted
sectori n | MONG®G s | Trade [ 15,898,902 521% || 375% |[ 04% |[ 021% |
activities, even if the Production [ 1273868 || 42% || 40% || o6% || 0.02% |
concentration has been | Service [ 2509261 [[ 82% [ 78% [[ 01% || 0.01% |
on the decline in recent | Agriculture [ 6880189 |[ 225% |[ 341% |[ 03% |[ 0.07% |
years (52% at Dec 2008, Consumer [ 3968677 |[ 130% |[ 166% |[ 05% |[ 0.06% |
down from 65% at Dec | TOTAL 30,531,906 100% 100% 0.4%
2006). Agricultural and

consu me r l ending remain we |l | under t he BoDOs

respectively) and production and service make up the remaining portion of the portfolio. Staff loans
(see Annex 5) represent around 2% of the outstanding portfolio.

] December 2008

The porthIIO c-utstandmg % of c-utﬁt % number of § PAR > 30 PAR =30
branch points out | ¢yuq pranch [ 6,755,320 2 1% 21.3% 0.1% 0.02% |
the InCreasiNng | pushanbe branch [ 5107898 || 16.7% || 14.2% || 0.0% || 0.01% |
g_eog“?‘Ph'C_ Khatlon branch [ 286933 |[ 87% || 12% ][ 05% ][ 0.05% |
dlverSIflcqtlon of Kurgan-Tyube branch [ 2e27237 [ 9&% || 105% ][ 18% ][ 0.15% |
I .MO NOs .O p € Istaravshan branch [ 5595243 |[ 183% || 157% |[ 02% ][ 0.04% |
Initially d .hlg?]ly Isfara [ semim || 127% || 135% || 05% |[ 0.068% |
ﬁg?t%eg:rg;[g colrl]n:r; Penjikent [ z2o02411 ][ 68% || 68% || 04% |[ 003% |
the institution now Tursunzade [ 1803361 || 53% || &8% || 03% |[ oo1% |
counts on around TOTAL 30,531,906 100% 100% 0.4%
40% of its * The total weighted portfolic does not include staff loans

operations in the south of the country, and continues a strategic expansion through both regions of
the country.

The client retention rate is regularly tracked by the Marketing Department and reported quarterly
through the SEEP report, including monitoring of client drop-out. Systematic and ad-hoc
assessment of client satisfaction is also conducted through formal exit surveys, with information
output tracked and monitored in the MIS.

| MO Ndient drop-out ratio™ has been on a positive trend over the period of analysis, having
reversed the upward trend which led to the peak 63% drop-out rate in 2006. As of December 2008,
the ratio stands at 46%, conspicuously lower than the prior periods (52% in 2007), nonetheless still
recognized as a fairly low level of client retention. Growing competitive pressure across the sector
will ensure that retention remains a challenge as institutions compete for the higher level clients.
Il MON staff and management are very aware of
reasons for drop-out through the exit survey while encouraging staff focus through a specific
retention rate target in the bonus system. A 2008 internal study found that around half of clients
drop-out in order to migrate to Russia, with the remaining drop-out clients citing reasons such as
high interest rates and restrictive loan repayment schedules (the 28 day group loan repayment®’)
as deterrents.

Loan portfolio quality
As of December 2008, IMON portfolio quality is excellent with a PAR 30 equal to 0.4%, write off
ratio worth 0.11% and a marginal restructured portfolio ratio standing at 0.04%.

'8 Calculated with the ACCION formula as follows: (number of active clients at the beginning of the period + number of
new (first time) clients entering during the period - number of active clients at the end of the period) / (number of active
cllents at the beginning of the period).

"In response to the survey findings, one branch (Isfara) has implemented a 30 day repayment period on group loans
through special permission from the Head Office.
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Consolidated PAR30 0.2% 0.3% 0.4%
31-60 0.03% 0.01% 0.08%
G61-90 0.08% 0.01% 0.05%
91-180 0.05% 0.04% 0.10%
181-365 0.04% 0.17% 0.07%
=365 0.00% 0.03% 0.03%
Arrears rate (> 1 day) 0.17% 0.53% 0.53%
Restructured portfolio 0.00% 0.06% 0.04%
Provision expense ratio 2.53% 1.24% 1.34%
Loan loss reserve ratio 3.03% 2.32% 0.32%
Risk coverage ratio (30 days) 1531.1% B82.2% 22.1%
Write off ratio 0.40% 0.03% 0.11%

Nevertheless, the trend is on the decline since 2006 with yet no signs of reversal (PAR30 0.8%
as of March 2009). It is also important to mention that a strong growth trend may hide some
drawbacks of the portfolio quality and its indicators (especially next year when a moderate growth
is planned). The portfolio at risk is concentrated in the youngest aging category (52% of PAR
falls into the range 1-30 days at Dec 2008) and it is almost completely associated with the
individual and group business products. The PAR also seems to follow a slightly quarterly trend,
with peaks and troughs
correspondent to the seasonality of Portfolio quality evolution
specific trading businesses (see
graph). Recent investigations by
IMON management have identified | 100000000
declining economic conditions (e.g. 80,000,000 4
fall in remittances, slowed demand
for exports, etc.) as key influences
on the most recent portfolio quality | 40000000 +
decline. Additionally, the large 20,000,000 1
percentage of the portfolio indexed N
to US$, particularly concentrated in & & N N
some of the branches, has been o#i @.JQQ%@ Qotz" o 3\) @Q%éﬁ@a@@ %ﬁﬂ; a
adversely affected in early 2009.

An anti-crisis committee was
formed at the Head Office and recently moved to stop consumer loans in some rural areas where
income was patrticularly tied to remittances. An investigation into the delinquency issues at the
Kurgan-Tyube branch identified weaknesses in the internal credit committee and has since been
addressed through the temporary direct placement of Regional Retail Manager at the branch and a
specific audit being carried out.

120,000,000

60,000,000 +

mmm Outstanding portfolio (Tzs) —e— PAR 30 (amount) PAR 30 (%)

Write off is carried out on a monthly basis upon the submission of a list of bad loans past due over

365 days from the branch manager to the General Manager'®. For the period January - December

2008, 0.11% of the portfolio was written off.

IMON loan loss provisioning policy (see annex 5) considers two general provisions: a more
conservative provision for agricultural products and a standard figure for the rest of the portfolio.

Both loan classes include a specific provision (100%) for reconstructed loans. The recent periods

have seen the risk coverage ratio drop significantly, mostly due to a reversal of provisions®®
registered in 2008 in connecti on wi. Ashof MAIcF2009MON G s
the coverage ratio has rebounded to 103% which is an adequate coverage. Nevertheless, due to

the probable negative effects of the gl obal crisi
even more prudent.

If the write-off amount exceeds US$100,000, the write-off decision depends on the IMON BoD.
® Loan loss provisions were reversed on the income statement in 2008 and capitalized as a reserve as part of the
transformation from IMON MLF to MLO IMON.
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5. Financial structure and ALM

As  of December 2008, IMON

International  financial  structure s Liabilities and Equity - US$
primarily composed of funding 35,000,000
liabilities  received from  various 20,000,000
commercial sources, although a now
. . 25,000,000
relevant portion is also represented by
20,000,000

shareholder equity established upon the
institutional transformation in mid 2008. 15,000,000

10,000,000 -—
The significant increase in the equity £ 000,000 =

over the last period has allowed IMON to . H

nearly double the capital adequacy® :
(up from 14% in 2006-2007 to 26% as of
Dec 2008) while concurrently easing
pressure on the debt/equity ratiod 2.8
at December 20088 which had been
consistently rather high in prior periods and stood at 6.35 at December 2007. Since accessing its

first commercial funding liability from the EBRD in 2005, IMON has managed to consistently

attract significant amounts of commercial funding from a variety of international investors in

order to meeting its funding needs and support the strong portfolio growth. In recent years the
capacity to absorb additional funding was somewhat limited by the capital structure; however,

| MONOGs recent transf or mat eroahentitywil @alovait te deteer oeghnwe d i n g
the funding structure, also in preparation for transformation into a deposit-taking financial institution

(MDC) or bank. Client deposits are projected to become part of the funding structure from 2011.

DeclD& DecOT DecOd
mother liabilities B Subordinated debt BlLong term liabilities
mShortterm liabilties OEquity

Liabilities and equity structure

As of December 2008, the majority of IMONG &abilities are composed of long term loans (US$

14.3 M), while short terms loans amount to almost US$ 5.3 M. Consi deri ng | MONO&6s s
debt* as part of the structure, total long term liabilities reach US$18.2 M, 74% of total liabilities.

Other short term liabilities count for only 4% of liabilities (US$ 1 M) and consist primarily of passive

accrued interest and taxes payable.

Total funding liabilities amount to US$ 23.5 M
as of December 2008. The growth trend for

4 funding liabilities is still strong (77% in 2008) and
16% D e 22 il lustrates Il MON©OG s ability
: new sources of funds, although growth has
gradually tapered since an initial surge in 2006
(125% in 2006 and 90% in 2007, respectively).
As of December 2008, IMON counted on nearly
30 different loans from various international
funders, the majority being uncollateralized
mShort term loans mLong term loans loans (96%) denominated in hard currency
mSubordinated debt BOther shortterm liabilties and on commercial terms?,

Liabilities compoesition - December 2008

58%

IMON has established strong relationships with the major international microfinance
investors over the past few years, as evidenced by the consistent renewal of the funding offer as
we | | as numer ous | oans from many |l ender well- | MON

% For the calculation of financial ratios, subordinated debt has not been considered part of the equity as a conservative

measur e. | f including subordinat ea adeqoamynratio lises tot 38% at Dexémbar | at i on
2008 and 29% at December 2007.
2| MON6s subordinated debt includes two | o dNavib) withrrepaymdheduet s c h e E

in 2014 (see Annex 5).
2 ps of December 2008, only two loans (Mercy Corps and KIVA) were at concessional rates (see Annex 5).
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diversified in terms of both source and amount, with an average concentration of 3.4% per loan
(the highest concentration in one loan is a US$ 2.5 Md 8.7% of funding liabilitiesd loan from the
IFC).

The maturity structure o f | $/f0rdifg liabilities has consistently favoured long term debt, with
76% of total funding liabilities showing a residual long term maturity as of December 2008, a
rather steady proportion over the recent periods (78% at Dec 2007 and 76% at Dec 2006). On
average, I MONG s c uraneaturity of 3.1aydmis htithe time ©f disbarsemeént and
currently only one small loan (Mercy Corps) is payable upon demand.

Attracting local currency funding remains a challenge for IMON, and currency fluctuations in the
recent period mean it is unlikely that international investors will move towards lending in Somoni.
Nonetheless, as of December 2008 IMON had managed to attract three loans denominated in TJS
(Oikocredit, Triodos), equivalent to around US$ 1 M (3.6% of total funding liabilities).

The cost of fund ratio has risen to 12.2% in 2008 (up from 9.8% in 2007 and 5.6% in 2006,
respectively). The augmentation of theratioi s i n | i ne with | MONGO6s devel oy
recent transformation into a commercial MLO, as few (2%) of the liabilities are on concessional

terms. Now that IMON has completed the most recent transformation and relies almost fully on
commercial funding sources, the ratio can be expected to sensitively increase in the short term

given rising funding costs linked to the financial crisis, before stabilizing or experiencing a slight
decline once | MON is able to access <client depo:
funding strategy does not include a strong reliance on client deposits for funding purposes even

after transformation into a deposit-taking entity as the propensity for clients to save with formal

institutions is still low in Tajikistan.

As of December 2008, IMONO sotal equity amounts to US$ 6.66 M. The equity structure has
significantly changed in2008i n r el ati on t o | MONG® s-canmerambMLBto mat i o
an LLC. Prior to the trar
equity was composed primarily of retained

earnings (84% in 2007 and 68% in 2006,
respectively) and donated equity. Since the

founding of the new LLF MLO IMON
International in 2008, the equity structure is

now primarily composed of shareholder

capital (63%) committed to the new

institution by the four founding
shareholders. In addition to shoring up

| MONG s c api thea Inew bequiye ,
oPaid-incapitalfrom shareholders mReserves mhetincome, currertyear | Structure also facilitates | MONO s contin
access to funding liabilities and potential

equity investment. New equity is expected

in the medium term through the entry of new shar
historic partners the EBRD and IFC.

Retained earningswi | | also form an i mportant part of | MON
can already be seen in the portion of equity composed by net income at December 2008 (28%).

Continued growth in earnings will thus enable the institution to cover an important part of its

portfolio growth through its own financial resources.

Reserves have been implemented for the first time in 2008 as required by the NBT for the general

loan loss provision through a capitalization of the loan loss provision (see note 19) constitute 9% of

the equity structure.

Equity - December 2008
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Assets and Liabilities Management

IMON presents an adequate assets and liabilities management (ALM) system that is
spearheaded by the Financial Manager who chairs the monthly ALCO* meetings. The ALCO

performs contin u o u s monitoring o bidityt amce finanaiab structune twhile rihé s [ i o©
Financial Department, with the support of the ALCO, provides direct individuation and mitigation of

I MON®& s f i rbasadcon indicatarsiasdkimits approved by the BoD.

In early 2009, the Financial Department has been strengthened through the addition of a
dedicated Treasury sub-department charged with specific risk monitoring and reporting,
including a twice a week aawadl gsshe devetopment M@ Bpécific F X p c
IMON Treasury Policy. Nonetheless, anddespi te | MONOGsSs continual strer
ALM system, limitations to financial risk management remain due to the still insufficient
development of the Tajikistan financial sectord including lack of hedging tools and limited local

financingd whi ch hi nders | MONG6s ability to significant]|

Foreign exchange f  uctuati ons remain I MONG s mo st chall e
December 2008 partic_ularly considering t'he' previously
mentioned contextual restrictions. As of
us$ December 2008, IMON presents a negative
currency net position in US$ equal to 15% of the total
Assets 21,756,560 11,564,120 equity and 4% of total assets. The figures
Cash and banks 854,923 744,482 represent a notable improvement over prior
Financial assets 481,669 0 periods® and are in line with prudential limits
Portfolio 20,133,756 || 10,299,771 approved by the BoD® and also thresholds set
Fixed assets o 334 677 forth in certain loan covenants. The consistent
Other assets 286,212 175,189 negative net position stems from the fact that
Liabilities 23,094,269 1,432,604 the major part of liabilitiesd necessary to fund
Deposits 0 0 portfolio growthd are denominated in US$ (96%
Loans 22 600,476 230,735 at December 2008, up from 75% of liabilities in
Other liabilities 403,793 601,868 foreign currency at December 2006). The high
NET POSITION 1,337.709 10,121,515 currency _risk assumed due to the resultant
asset/liability structure has caused notable FX

* i . c . . .
Exchange rate Somoni/ USS: 3.45 losses®, the most recent occurring in the first

guarter of 2009 after a strong depreciation of the Somoni against the US dollar (around 8%)
caused IMON to register a US$ 99,500 loss. The early year loss prompted the BoD to set a new
internal threshold for FX loss at 9% of net income, given that full coverage is not possible due to
concentration limits for the US$ indexed portfolio. Yet the difficulty remains in finding adequate
meth02d75 to mitigate the risk considering the limited tools available in the Tajikistan financial
sector”’.

IMON currently seeks to minimize its net position in foreign currency in effort to limit the potential
impact on operations; however, | MON®&s mo st hedgirgcmesharfismito date was the
2006 introduction of US$ indexed loans®®, which consistently account for nearly 75% of the
outstanding portfolio, the current limit set on indexed loans. Although the indexed loans enjoy a
lower interest rate than the non-indexed loansd potentially prompting a decrease in portfolio yield
as the proportion of indexed loans grewd performance in recent periods indicates that this does
not seem to be an issue. The policy of transferring part of the FX risk to the clients may prove
increasingly limited, however, during the current financial crisis as the economic downturn affects

= Consisting of the Financial Manager (Chair), Head of Treasury, Chief Accountant, Operations Manager, General
Director, Deputy General Director and Secretary.

4 Negative net position of 104% total equity and 15% total assets at December 2006.

% |MON internal limits prescribe a maximum 25% FX open position on equity.

% IMON FX losses amounted to just under US$ 14,000 in 2007 and US$ 143,000 in 2006 according to the Audited FS.
FX loss as calculated by NBT methodology result in different figures (US$ 105,024 in 2007 and US$22,730 in 2006).

2" Forward and futures contracts and currency options do not exist, and back-to-back agreement with commercial banks
afpears to be prohibitively expensive.

%8 The institution is not allowed by the NBT to directly disburse in hard currency.
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clients business and pushes client delinquency and credit risk. While IMON maintains close
relations with some local banks, back to back agreements remain too costly to implement.
Nevertheless, IMON is diligently working to mitigate potential losses through constant monitoring
and active negotiation with international lenders in an effort to increase local currency lending 7 or
conversion of current debt i wherever possible.

IMON maintains fixed active interest rates on client loans, which coupled with a liabilities structure

with only 8% of outstanding liabilities bearing floating interest rates, means that the institution does

not suffer from any significant negative interest rate gap®. Moreover, | MON&S success
efforts to attract funds bearing fixed interest rates (around 90% fixed interest rates at December

2008 up from 66% fixed rates at December 2006) helps mitigate the potential risk.

I MO Nraaturity structure is characterized by 84% of the outstanding portfolio with short term
maturity, a slightly declining trend on prior periods linked to the introduction of longer terms.
Meanwhile, 53% of the outstanding portfolio ages between 0-180 days, and only 16% of the
portfolio ages at over one year. Liabilities are concentrated in the later age brackets, with over 75%
of funding liabilities being long term. Thus, all aging categories register positive net positions and
IMON does not experience maturity gap risk.

I MO Nlgsidity management is adequate and governed by internal policy which requires
liquidity to stay within a band of 2 7 2.5% over total assets and a minimum of 5% cash to portfolio,
as revised in 2008. Annual cash

flow projections are updated

monthly and cash flow across

the organization is monitored

daily. Liquidity oscillations from

earlier years seem to have

evened out somewhat in the

recent period, with liquidity levels

in 2008 ranging between 2.7 and

4.8% (according to quarterly

dat a) . | MONGS s l'iquidity

contingency  plan®* includes

credit lines from local banks up

to US$ 100,000 and a US$ 1.5 M

line of credit from the EBRD.

29 |MON is asset sensitive for all aging categories up to one year.
%0 Although specific procedures within the Financial Department are in place, a liquidity contingency plan and policy has
not been specifically set out or approved by the BoD.
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