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Hattha Kaksekar Limited (HKL) was established in
1996 as a non-governmental organization thanks to
the initial support of OCSD/OXFAM from Canada.
HK NGO started its microfinance program in the
Pursat province providing financial services to the
poor. In 2001, in order to accomplish with the
regulation issued by the National Bank on licensing
MFIs, HK NGO registered the limited liability
company (HKL). Over the years, HKL expanded
geographically opening 9 branches and 36 sub-
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AREA Risk factors Relevance*
| Increasingly competitive ervironment || medium-high
External m— . . . .
enviromment | Limited exchange of clients information || Medium
| Mot full availability of land titles [| Medium
| Staff capacity building in progress [ Medium-low
| Lowe frequency of BoD meetings [| Loy
| Implementation ofthe VPN netwark in process || Medium-low
f.wwerrmnce.r j | Improvahle reporting systern [| L vy
management an
operations | Decreasing but still present episodes of fraud [| Ly
| Rigidity of the loan officers incentive scherne || medium-high
| Incornplete security policies and procedures [ Medium-low
| Relatively high turnover [| Mediurn
Fitrancial products | Ineffactive tracking of client retention || Medium
and assets quality | Prepayments not tracked in the MIS || Medium-low
| Improvable risk managerment framework [| Low
Financial structire -
and AL | Exposure to currency mismatch [| Lo
| Present shortage of liguidity || Medium-low
| Possible negative impact ofthe international financial crisis || Medium
Financial amnd L
operational results Improvable loan officer productivity Loy

' Relevance refers to the damage loss brought about by negative evemts (associated to each risk factor) and
to the probability that damageloss eventually occurs.

Final opinion

In the last year HKL has strengthened its market positioning becoming the 4th biggest institution in terms of
loan portfolio which has been growing at outstanding rates, maintaining an excellent quality. Despite the
impressive growth, the capacity of the staff is guaranteed by consolidated training policies. Overall
operations are well set up. The financial performance results to be very satisfactory and in a positive trend.
At present, the institution relies on a capitalized structure with international shareholders and a strengthened
governance. On the liabilities side, HKL has been consolidating its financial structure by increasing its
sources of funds at commercial cost. CAR (on risk weighted assets) stands at a satisfactory 18.7% as of
September 2008. Main risk stems from the increasing competition. The staff turnover raises some concerns,
as well as the lack of monitoring of clients drop-out ratio. Although the current international financial crisis
may affect the planned growth of the institution through a shortage of incoming funds, HKL is one of the
leading MFI in Cambodia and relies on a diversified bunch of funders and on a strong ownership.
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AREA

Relevant changes compared the previous rating

Relevant changes and comments |

Trend

External
Environment

The microfinance sector presents an increasing level of competition, especially in
urban areas, while exchange of information remains limited and mostly informal.
Recently, all MFIs within CMA signed a Memorandum of Understanding about fair
competition that push MFIs to facilita
over indebtedness. While this represents an important step for the sector, other
issues remain to be addressed such as the fact that land titles, which are utilized by
many MFIs in guarantee requirements, are not fully available.

In December 2007 the National Bank issued a new Prakas regulating savings
mobilization from MFIs complying with certain requirements, which will allow them to
collect deposit from the public. Many MFIs have already applied and the first
licences are expected to be granted during 2009.

Though the macroeconomic situation of Cambodia appears quite stable, in the last
year consumer price inflation continues to accelerate, largely owing to the general
upward trend in food prices (in December 2007 food prices were up by 19.8% year
on year). The Economist Intelligence Unit forecasts that inflation will soar to an
annual average rate of 21% in 2008, driven by rising food and fuel prices, before
easing downwards in 2009.

On the other side even if clear impact of the international financial crisis is not visible
yet most probably there will be limited availability of funds for coming years at more
expensive rates.

Slightly
Negative

Governance,
management
and operations

HKLO6s governance r esul tentdance of B8 rew ghareh®ldeesd
OikoCredit, Norfund and Triple Jump. The total number of members within the BoD
increased from 5 to 7 (4 internationals © i ncl udi ng t he n
representatives - and 3 locals) and the weight of management staff has been
reduced thanks to the abandoning of the DGM.

Over the last year, HKL has been pursuing its geographical expansion, through the
opening of 2 new branches in two new operational areas: Battambang and
Khampong Chhnang. An overall strengthening of the structure has been pursued
with the creation of Units within the different departments and the creation of some
new position (such as the Assistant to GM). The decentralization of the
organizational structure has been further increased, raising up to US$ 5,000 the limit
for loan approval at branch level. Sub-branches can also approve credit up to US$
1,000.

In order to guarantee full independence of the audit function, HKL has reviewed the
composition of the Internal Audit Committee, which is nowadays composed by two
BoD members and the Internal Audit Manager while the GM and DGM do not
participate to IAC meetings. Moreover the Audit Department doubled in terms of
staff (from 4 to 8 people) but the department seems to be still understaffed as there
is no enough capacity to cover all the visits planned at the beginning of the year. For
2009 HKL plans to decentralize the audit function, introducing per each branch an
internal auditor dealing with the follow-up of the recommendation coming from the 1A
visit.

Staff turnover is still an issue for the institution even if the level registered in the last
years is not at worrying levels. Nevertheless it is worth noting that in the period
January i September 2008 HKL lost 2 managers.

As far as MIS is concerned, HKL has recently adopted the new Chart of Accounts,
as requested by the NBC. This represents one of the pre-requisite for savings
mobilization and involved the implementation of banking model chart of accounts.
MBWin software has been further customized in terms of reporting and has been
upgraded to the last available version. Nonetheless further efforts need to be spent
for the automatic production of standard NBC reports which are currently prepared
manually.

Positive
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Financial
products and
asset quality

No major changes have been introduced in the credit offer a part from the
introduction of Ainternal remittancesao
from one branch to the other within HKL branch structure. Moreover, the maximum
loan amount has been increased from US$ 5,000 to 10,000 and the maximum
maturity allowed for micro loans (up to US$ 1,000) passed from 10 to 12 months.
During 2009 HKL will work more on the development of savings products i once the
license for savings mobilization will be issued.

The share of micro-loan over the total portfolio has registered a decreasing trend
over the period of analysis, representing 29.6% of the total portfolio as of September
2008 (it was 42.8% as of December 2006, while the medium loan (including the
special loan) passed from representing 29.4% of the total outstanding in 2006 to
38.4% as of September 2008. This is undoubtedly the consequence of the increased
maximum loan size for HKL loans; nevertheless the share of micro and small
remained almost the same covering 62% of total portfolio.

As of September 2008, HKL maintains an excellent portfolio quality, with a
consolidated PAR 30 equal to 0.11% and a PAR > 1 day worth of 0.22%.

Still inefficient the tracking of drop out as there are some distortions caused by the
definition of dropped out client and its registration in the MIS.

Slightly
Positive

Financial
structure and
ALM

During 2007 HKLO6s Iliabilities grew at
solvency ratio and pushing down capital adequacy i according to MicroFinanza
Rating formula - to 18.2% (as of September 2008). To cope with this HKL increased
its equity in 2008 (thanks to the entrance in the shareholders structure of 3 new
equity investors) till finally registering a satisfactory ratio of 23%.This growth is
mostly due to medium-long term commercial funds.

Deposits has maintained a stable level of 5-6% of total funding liabilities over the last
three years but are expected to increase their weight in the coming periods.

Even though the risk management framework is still improvable within HKL (limited
functioning of the ALCO and of the Risk Management Committee), the exposure to
major financial risks decreased sine the last rating. As of September 2008 according
to the NBC formula HKL presents a net position in KHR of 24.83%, slightly above
the limit of 20% set by the regulator. On the other side since the last rating HKL has
been reducing its exposure to interest rate risk, mainly accessing loans with fixed
rates.

Positive

Financial and
operational
results

Since the last rating HKL has been continuously consolidating its performances,
reaching very satisfactory results in terms of profitability (over the period October
2007 i September 2008 ROE and ROA achieved respectively 31% and 6.2%).

Financial expenses have constantly increased their weight in H K L @ast structure
over the period of analysis, together with the leverage.

The portfolio yield has slightly decreased over the last year as a result of the new
pricing policy put in place since March 2007 in order to face increasing competition
on interest rates.

Efficiency levels in terms of operating expenses ratio have improved over the period
October 2007 i September 2008 down to 13.3%, from 19.9% for 2006.

Positive

Strategic
objectives and
future
evolutions

A Five Year Business Plan 2009-2013 has been developed as of October 2008

HKL6s equity is going to b eapitdl inestrheatdvorth gf
US$ 5 million, covered by existing shareholders. This increase will be crucial to
foster growth, while complying with the capital requirements of the NBC. The
transformation into a bank is foreseen for years 2013.

Positive
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Growth rates
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Strenghts Opportunities

- Skilled and very committed staff - Savings mobilization

- Very flexible products

- Good relationship with lenders

- Strong ownership and very
proactive governance
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Benchmarking

The benchmarking analysis includes the comparison of HKL6 s p e r f o r nireMreBanking Bultetin (MBB)
database updated as of December 2007. Financial ratios considered within the benchmarking analysis do not fully
correspond to the ratios calculated by MicrofinanzaRating presented within the present rating report (see Annex 3),
as they are calculated according to the MicroBanking Bullettin (MBB) methodology®.Figures for HKL refer to the
period October 2007 - September 2008.

. . . Cambodian Asia Large
e " - HM
Gross Loan Portfolio

27.997.003 B0,E7E.223 1320138 T.226,209 20,968,206
gross loan portfolio adj for standardised write-offs [US5$)
Average Loan Balance per Borrower on per capita GNI
. iz N2.6% 4393 E2.5 187
Auerage loan balance per barrower! G per capital)
Fortfolio at Risk> 30 Dags
011 0.2 20 A R 0
oustanding balance of loans overdue: 30daysigross loan portfolio (2]
Fortfolio yield
30.7% KLY il 276X 281
Financial Revenue from Portfoliod Adjusted Sverage Gross Forthalio
Debt! Equity Ratio
34 13 33 4.2 b4
adj.totliabilitiestadj.rotequity
Operating Ezpensel! Loan Portfolio
. . . ’ 13.3% 1625 1955 1465 130
[operating expense + In-Kind donations)tavg gross loan portfolio [+]
Borrowers per Loan OFficer
. . 185 38T 063 789 167
n. of active borrowersin. of loan officers
Borrowers per Staff
. " 19z 063 789 167
n. of active borrowersin, of staff

AsziaLarge FS5, Gross Loan Portfolio [US4] » 8 million, Financial Self-Sufficiency = 1005

All figures are referred to the MicroBanking Bulletin database updated as of December 2007

Important matters of the benchmarking

HKL generally presents better than average performance compared to the peer groups (Cambodian MFIs, NBFI,
individual methodology and Asia Large FSS) even if some of the productivity indicators appear to be improvable.
The benchmarking shows that HKL has a bigger portfolio size compared with all peer groups, except for the
Cambodian MFIs.

With a PAR30 worth of 0.11% HKL shows also a better portfolio quality than other categories.

H K L éastfolip yield is lower than the national benchmark (30.7% compared to 34.4%), but in line with the other
peer groups.

Productivity is lower than Cambodian MFIs peer group, mainly due to the prevailing individual lending
met hodol ogy, wh i V is betteK than sall othérfpeec graupscand similar to the Asian large MFIs.
Leverage (debt/equity ratio worth of 3.4) is satisfactory and higher than national average, but lower than Asian
large MFIs and Individual methodology peer group.

! 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 HKL positioning

Institutional background

Hattha Kaksekar Limited (HKL) was established in 1996 as a NGO thanks to the initial support
of OCSD/OXFAM from Canada. HK NGO started its microfinance program in the Pursat
province providing financial services to the poor. In 2001, in order to accomplish with the
regulation issued by the National Bank on licensing MFIs, HK NGO registered the limited liability
company HKL.

Over years HKL expanded geographically opening 9 branches and 36 sub-branches and
service posts, reaching an outstanding portfolio of more than US$ 28 million. In the last three
years HKL has consolidated its organizational and financial structure, maintaining a very good
portfolio quality and strengthening its performances. HKL portfolio is mostly financed by
commercial liabilities, as a result of a positive relationship with international investors.

Political and economic context

Ca mb o dmaard-sconomic performance has been relatively good since 1999, the year in
which political stability - after 20 years of civil unrest - was restored. Recent general elections held
in July 2008 saw the ruling Cambodian Pe o p | e 6 s P eetain its leddi@drBl¢ in both local
and central government in 2008-09 by obtaining over 58%. The biggest opposition party, Sam
Rainsy Party, made some gains in rural areas but lost to CPP in Phnom Penh and ended up with
around 21% of the vote overall. The new government will not face any major threat to its hold on
power.

Private sector activities have continued to develop in recent years, in particular thanks to easier
access for Cambodian textile products to American® and European markets and the development
of the tourism sector. After achieving a high growth rate of 13.5 % in 2005, economic activities
stabilized in 2006, when real GDP grew by 10.8%, due to the increase in agricultural production,
the sustained growth of tourism, the continued growth in garment exports and the expansion of
construction activities. Economic growth is dipped slightly to 10.3% in 2007. The economy will
lose momentum in 2008-09, with real GDP growth slowing to around 6-7% a year, bringing to an
end a period of four successive years of double-digit growth.

Cambodia

Inflation has been

kept at a manageable
rate in recent years, Exchange ratein USS (end ofperiod) | 4057 || 3899 || 4112 |
V‘?tz 75(‘;‘”U3|d %vgg/agfes Exchange rate variation RiebUss | 3% || 4% || 0% |
of 4.7% and 5.8% for ]
47% 5.5% 18.7%

2006  and 2007, mﬂaﬁ_tm !-‘EIE {annual average) | || || |
respectively. Infiation in US$ | 62% || 74% || 177% |
Nonetheless, Libor T year [ 53% || &51% || 35% |
consumer price | Deposit rate [ 8% || 19% || 19% |
inflation continues t0 | ; enging rate [ 164% || 162% || 160% |
accelerate, largely | pearGop growth [ 108% || 104% |[ 7O0% |
owing to the general GDP per head (US$ B RICE I
upward trend in food per head (US5)

prices (in December Source: International Finance Statistics, EIUL. *Estimation

2007 food prices were

up by 19.8% year on year). The Economist Intelligence Unit forecasts that inflation will soar to an
annual average rate of 21% in 2008, driven by rising food and fuel prices, before easing
downwards in 2009.

Although the Riel will appreciate on an annual average basis in 2008, The Economist Intelligence
Unit forecasts that the currency will continue to follow a depreciating trend in the second half of

2 The US and Cambodia signed a Bilateral Textile Agreement, which gave Cambodia a guaranteed quota of US textile
imports.
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2008 and into 2009, as inflation is set to stay in double digits and the current account will remain in
deficit.

While the country has registered impressive growth over the past few years, the actual impact on
poverty reduction has been poor. Indeed, the inequality between the urban area of Phnom Penh
and the rest of the country has tended to swell. With a GDP per capita of US$ 723, Cambodia is
one of the poorest countries in the region: 35% of population lives below the national poverty
line, and 20% of households are headed by a female. Social indicators are still out of touch with
the Cambodian Millennium Development Goals. In particular, access to water represents a major
concern, with only 41% of population having access to an improved source of water supply.

Microfinance industry

Microfinance in Cambodia began in the early 1990s as the country came out from a long period of
civil conflict. NGOs first provided microcredit to fill the gaps left by the banking sector with the first
microfinance experiments credit-oriented, to provide a kick-start to new business activities. After
the international recognition of a new Cambodian government in 1993, aid started to flow to the
country and within the decade the initial experiments were transformed into a sector led by
profitable, regulated financial institutions.

As of December 2007 there were 17 MFIs operating under licenses form the NBC and 26
registered as rural operators with operations in all 24 provinces of Cambodia. Overall, the
Cambodian MF sector in Cambodia reached almost 800,000 borrowers and 355,000 savers by
the end of 2007, although the vast majority of savings accounts were held at the only microfinance
provider with a bank charter i ACLEDA Bank. The total loan portfolio reached almost US$ 470
ml while savings mobilized totalled US$ 350 ml. Growth in outreach from 2003 i 2007 has been
consistently around 20 percent per year. By December 2007, three institutions (AMRET, AMK and
ACLEDA) had reached the 100,000 borrower mark, with AMRET overtaking ACLEDA as the
largest institution in terms of number of borrowers.

ACLEDA Bank Plc. has nearly US$ 160 ml in loans and 12 percent of the entire Cambodian
banking systemsbassets. Focusing on rural areas and small businesses, ACLEDA Bank has over
fifty percent of the domestic microfinance market.

The sector is rapidly growing, as the loan portfolio increased by 88.6% and the number of
borrowers by 29.7%, over the year 2007. The microfinance sector in Cambodia appears to be
splitting into two groups T those maintaining a focus on small-balance loans and outreach, and
others working with a mixed product offering of micro- and SME-loans. This growth has mainly
been fuelled by loans from foreign commercial sources, despite the presence of local banks and
financial institutions such as the Rural Development Bank (state-owned) and Canadian Bank,
which mainly channelled funds provided by international financial institutions such as ADB and
KfW. Within Cambodia, the Rural Development Bank and the NBC have extended funds to some
MFIs, but beyond those institutions, local financing has been much harder to come by. Foreign
mi crofinance investment funds (with varying
gap, providing approximately two-thirds of all funding from outside Cambodia, or US$ 54 ml. The
remaining resources are made up of subsidized funds from international NGOs and development
financial institutions (DFls; e.g. IFC, ADB).

Even if the direct impact on the microfinance sector in Cambodia is still limited to few delays in the
disbursement of funds, there are negative expectations on the impact of the international financial
crisis. A first effect will be the slowdown of the overall growth rate of the sector due to the limited
and reduced availability of external financing. On the other hand the cost of funds will certainly
increase and funds will most probably be directed to biggest and stronger MFIs.

No formal mechanism exists for MFIs to exchange information on borrowers, while banks have
created their own credit bureau (even if it only collects negative information). In order to meet their
specific needs, licensed MFIs established in 2004 the Cambodian Microfinance Association
(CMA), which aims at supporting the sector by providing training opportunities, policy advocacy,
and enhancing information exchange between the different operators. CMA plays an important role
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in fostering local and international networks, promoting coordination and facilitating conflict
resolution between institutions. Recently, all MFIs within CMA signed a Memorandum of
Understanding about fair competition that push MFIs to facilitate information sharing in order to
avoid clientso Whilethis represents tare ichpogasitsstep for the sector, other
issues remain to be addressed such as the fact that land titles, which are utilized by many MFIs in
guarantee requirements, are not fully available.

Regulation and supetrvision in microfinance

In November 1999 the National Bank of Cambodia (NBC) issued a new law on banking and
financial institutions, followed in 2000 by a decree (‘Prakas’) regulating the microfinance
industry by licensing and registering major microfinance providers. NGOs and microfinance
projects were given the opportunity to transform into formal financial institutions (limited liability
company or cooperative), or simply to be registered if they do not qualify for licensing criteria. The
new prakas (2000 and 2002) marked a shift toward the commercialization of microfinance and
its integration into the formal financial system of Cambodia. On 18" December 2007 the
National Bank issued a new Prakas regulating savings mobilization. Amongst the main
requirements introduced by the decree it is worth mentioning the need to have a minimum capital
of US$ 2.5 ml and a liquidity ratio of 100%°.

Registered and licensed MFIs are submitted to a set of regulatory and supervisory provisions, out
of which the main are the following:

i Licensing requirements: a microfinance institution is required to be incorporated as a
limited liability company or a cooperative.

U Supervision: registered but not licensed MFIs need to submit quarterly reports including:
financial statements, breakdown of loans/deposits by sector and currency; loan
classification and delinquency ratio and network of branches and offices. No on site
supervision is required for registered MFls. Supervision activities are concentrated on
licensed MFIs, which need to present monthly and annual reports including: audited
financial statements, BOD annual report, statistics of staff and salaries; updated
organizational chart. Suspicious transactions should also be reported. Off-site supervision
focuses on capital adequacy and loan performance. Yearly on-site supervision is planned
for licensed MFls.

The NBC has proven to be flexible and supportive toward a growing microfinance sector, softening
the capital adequacy (from 20% to 15% of total risk weighted assets) and accepting to some extent
the currency risk (all MFIs but also many commercial banks present relevant net position in US$
and the NBC is pushing local banks to lend to MFls in order to cross benefit for the open position).
In April 2008 the NBC implemented new Charts of Accounts, more similar to the ones of the
banking sector. Many MFIs are currently concluding the implementation of the new COA as a
requirement to obtain the license for savings mobilization (expected in late 2008/early 2009).

Competition and HKL market positioning

As of June 2008, HKL is ranked 6th in terms of active borrowers and 4th in terms of total
outstanding portfolio. Regarding the pilot of public savings products, HKL is the best performing
in terms of number of savers attracted and 2™ in terms of savings balance among the sector.”
Working within 10 provinces and 77 districts across Cambodia, HKL registers a good breadth of
outreach on the national territory, considering the average operational areas of 9 provinces and 54
districts among the 17 MFIs tracked by the CMA.> Moreover, the variety of financial services
offered by HKL is in line with the sector and should continue to evolve should the institution be
grantedthe | i cense to mobilize clientsd savings.

3 calculated as liquid assets (cash in hand + deposit with NBC + deposit with banks + loans maturing in the next 30
days) over adjusted amount of deposits (25% of voluntary savings).

* Rankings do not include ACLEDA.

® CMA Microfinance Operator Information as of September 2008.
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As of September 2008, HKL serves 4.3% of the market share of clients with a portfolio that
registers around 6.8% of the market share 1 including the portfolio of ACLEDA dedicated to low
income people. The trend over recent years has been rather steady, with HKL maintaining its
position in the market.

In recent years, competition on the microfinance market has increased, due to the rising
number of practitioners and the inflow of available resources. This results in an increasing overlap
of geographic coverage, with previously specialized MFIs starting to offer a better variety of credit

products (both Main competitors - figures as of September 2008
IndIVIdur_:lI and group N. of Oustanding N. of N. of
g)'anS)'f n Orderh tf) provinces portfolio borrowers | depositors
IVersity their inclividualisoiidart
. . . y i
competitors or — —
HKL are ACLEDA, |PRASAC 17 '”d"”d;:\:ﬁ”g"sdamw 53619 453 83,742 2,305
SATHAPANA, inclivicualfzolicarityf .
PRASAC and | AMRET 14 i 46 596 713 202 857 g2
AMRET. — —
indivicualizolicarity f
SATHAPANA ) SATHAPANA 14 savings 36,340 826 33,945 20,408
represents HKLO s ACLEDA — .
strongest Bank 24 individualfzavings || 121,026,764 154 161 375230
competition at the
moment as the Loans

MFIs share a similar market segment and lending methodology. The competition is particularly

evident in urban Phnom Penh where there is high saturation with many MFIs operating on the
market. All the same, HKL6 s conti nued expansion strategy to ne
provincial operations help to ensure its access to new and unsaturated markets.

HKL monitors demand and competition in the market through the CMA publications as well as
observations on the branch level and a specific analysis carried out by the Operations Manager
and department and submitted to the BoD 2-3 times per year. The analysis by the Operations
Manager includes a specific review of interest rates, fees and penalties of five main competitor
MFIs. In addition, client satisfaction is informally monitored at the branch level.

The combination of high competition and absence of an effective information exchange brings
about a risk of client over-indebtedness, with a potential negative impact on the portfolio quality
of MFls. As previously mentioned, the CMA is working to develop a Code of Ethic for all the MFIs
and recently produced a MoU on fair competition in order to combat the issue. At the same time,
the CMA is starting to collect blacklists of clients from all members i even thus facing the problem
of multiple tracking of clients, as per the use of IDs, passports, family books, driving licenses and
so on for identification purposes by the MFIs.

The main competitive advantages of HKL can be considered the following:
0 more flexible products especially due to the fact that HKL accepts prepayments without
charging any penalty;
U friendly approach and good customer service.

In contrast, the competitive disadvantages of HKL include the absence of door-to-door service,
meaning that LOs of HKL are not allowed to collect repayments in the field and a stricter policy for
what concerns the disbursement of double loans (to people that already have a debt outstanding
with another MFI).

The central challenge for HKL in the near future is to strengthen operations to meet NBC

requirements for the savings mobilization license and in order to be able to roll out the savings
product throughout the entire branch network.
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2. Governance and operational structure

Ownership and Governance

Hattha Kaksekar was established in 1996, after the spin-off from an OCSD/OXFAM project which
had started in 1994 to provide financial services to the poor in the province of Pursat. The initial
paid-in capital worth US$ 77,850, subscribed by four shareholders (HK NGO, HK Staff Association,
SIDI and an individual), was two years later increased to more than US$ 250,000 thanks to the
entrance of a new shareholder CORDAID. Nevertheless along with the growth of its portfolio the
institution gradually moved to a more international composition of its shareholders and further
opened its door to external actors.

In 2008 equity was further increased thanks to entrance of 3 new shareholders: OikoCredit,
Norfund and Triple Jump®. As a consequence the weights of the different owners changed and
now there are two influencing shareholders: the HK NGO and the newly entered OikoCredit.

On the other hand \'/vhile.SI_D_I maintained a Shareholders’ structure
relevant share of capital (diminished from 20%

. . Paid in capital Premium %%

to 15%) CORDAID dramatically reduced its

share from 20% to 7%. HK NGO 543300 20.02%
The institution will maintain the existing |YikoCredit 544000\ 571,200 20.02%
sharehol derso struct uisDl 4075001 B7,725(| 15.00%|[5 5
existing owners already approved the further |MNerfund 384,300 403515| 14.15%
injection of capital worth US$ 5 ml. |Triple Jump 354,300 403 515|| 14.15%
Nevertheless various international actors |HK Staff Ass. 208 k00 0|/ 7.63%
are demonstrating their interest in the |CORDAID 188,700 5.95%
participation of HKL capital; among them |Mr. Dy Davuth 55 500 2.04%
IFC which is also offering support for the 2,716,800 1445955 100.0%

bank transformation.

Foll owing the new s har e hrarcaloénews avnesst atsaticetcampasitioaofd t h e
the main governing body changed. The total number of members increased from 5 to 7 and as of

today HKL BoD counts on 4 internationals (shareholders representatives) and 3 locals. The
presence of management members in the Board has been reduced thanks to the
resignation of the Deputy General Manager 1 representative of the Staff Association. At the

same time also the representative from CORDAID resigned from the Board.

The composition of the BoD still widely represents the different shareholders and presents a good

variety of expertise. The General Manager is still an active member of the BoD as its presence

ensures an in-depth knowledge of the Cambodian context.

The frequency of BoD meetings is still limited to 2 physical meetings per year, even if during 2008

they actually had one more meeting in Paris. Notwithstanding this low frequency the overall activity

of the BoD is adequate as it hroggh exchgngeoof émaild andy A v i
phone calls. Participation and commitment of BoD members is good and the Board is widely pro-

active in setting long term strategies for HKL, in the design of the Business Plan and in driving the
institutional evolution.

In addition to the already existing committees within the Board such as the Assets / Liability
Committee (ALCO), the Audit Committee and the Credit Committee the Board approved in
September 2008 the creation of two new committees: the Risk Management Committee and
the Social Responsibility Committee. Moreover also the composition of the Internal Audit
Committee changed with the elimination of the Deputy General Manager and the presence of
solely BoD members and IA Manager.

® The three new shareholders entered HKL capital paying a premium on each share. Indeed the initial nominal value of
the shares was US$ 100 while the newly subscribed shares were worth US$ 205 including a premium of US$ 105 per
share.

Microfinanza Rating 12



HKL i Cambodiai October 2008 Chapter 2

Board of Directors

Members Charge Background and current profession

She has been working for more than 15 years a2 seniot advisor in a French fivm of
R ecanomic and social consultants, dedicated to azsist woarkers representatives and Trade
Marcon Chairman Unionz . =he joined ZI00in 2001, a= investment officer for West Africa alzo in charge of
organizing training sess:iu:uns on governance for directars of growwing kFls.

Dominigue

Elizabeth She iz the Head of the Financial Institutions and Funds department at Morfund. She is
responsikle for growwing and managing the existing portfolio of private equity funds,
microfinance investment vehicles and direct investments in banks, MFlz and fund
management companies. Prior to joining Morfund | Elizabeth was a commercial banker .

L ee Member
Marinelli

Erik Peter He started in 1997 as a microfinance investment officer with Triodos Bank. He worked on
Member micro finance and fair trade projects, mainly in Latin America. In 2006 he started working

Geurts for Triple Jump B, inorder azsist with building up its eqguity partfolio.

Howt l'eng M b r. Hout leng Tong is the General Manager of HKL . He iz the founder of HK =ince 1996
Tong eHmel and in the BaD he represerts HE MGO. He has 13 yvear-experiences in mictofinance.

He iz a Cambodian private shareholder. He hazs wide experience in microfinance, having
Member been working with AMRET. Currently, he iz wwarking for Build Bright University, a private
university. He entered HKL Bol in 2004, becoming alzo Chairman of the Audit Committes.

Fram 1998 to 2000, he wwas an auditing staff &t Ernst & Young and svas a senior auditor

Sen
V g Member at PriceWaterhouseCoopers from 2000 to 2004. He has been a Retail Manager of
S Hampuchea Tela Coin charge of Mation-wide Service Station since 2004,
Tahira M. Meml Atfter having worked for almast 10 yvears in ABN-AMRO in The Netherlands since June
Donkersloot ERREL 2007 she has been woarking as Equity Investment Officer far Oikocredit.

The communication between the management and the BoD results adequate and effective.

Organization and structure

HKL presents a rather solid and complete organizational structure, which has been
consolidating over years. As of today HKL operates through a network of 9 provincial branches and
36 sub-branches and service posts. Since the last year HKL opened in two new operational areas:
Battambang and Khampong Chhnang.

An overall strengthening of the structure has been pursued with the creation of Units within
the different departments and the creation of some new position (such as the Assistant to
GM). Nevertheless a certain turnover has to be reported at Top Management level with the
abandoning of two crucial figures as the Finance Manager and the HR Manager (more details
about staff turnover in the following paragraph).

HKL has a very decentralized structure with branches enjoying a high degree of autonomy in terms
of loan approval and expenses decisions, fully treated as separated cost centres. Branches
prepare their own financial statements, budget and analysis of performances to be reported to the
HQ. In the last year sub-branches have been growing sensibly and in 2009 HKL expects to
upgrade to the status of branches from 5 to 6 sub-branches.

Human Resources

As of September 2008 HKL staff included 445

employees, out of which 219 are loan officers, | ;.4 182 248 145
for a satisfactory and over time improving staff [ oan officars 63 110 211
allocation ratio equal to 49.2%. COthar stor 119 138 276
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HKL relies on experienced and skilled top management and young and dynamic personnel.
Nonetheless there is an ongoing consolidation of skills and efforts are spent on offering adequate
training in order to strengthen the capacities of young management at the HO and of branch
managers. The HR Manager is new in HKL but counts on a similar experience in another MFI.
Despite HKLG&s qguwinth ef pesisgnypal thes caparitg of the staff is guaranteed by
consolidated training policies with internal and external plus full academic sponsorship offered
based on evaluation of training needs collected every year during the staff appraisal. KPMG
Malaysia was also hired to train HKL staff since January 2007.

Staff performance appraisal is not fully tailored for each position but uses the same format
for all. As a consequence it is being revised and by the end of 2008 HKL expects to use the new
formats.

Salaries appear to be still slightly below the market, even if the overall level of salary for field
and management staff has been increased in the last year following the market study performed in
2007. No changes have been brought to the incentive scheme which however remains very
strict on delinquency and sturdily effective. Even if, based on the information provided by the
HR manager, almost 70% of LOs can get the bonus, the amount provided is quite low and thus has
a limited impact on the motivation of staff. Staff turnover still represents an issue for HKL; most of
the time the turnover is driven by the abandoning of LOs, nevertheless it is worth noting that in
2008 two crucial management figures left: the Finance Manager and the HR Manager. As of
September 2008 turnover stands at 11% but it decreases to 9.2% if excluding the staff in
probation. For the period October 2007 T September 2008 staff turnover registers 13.7%. Exit
interviews and investigations on the staff satisfaction appear improvable as HKL counts only on a
verbal exit interview which does not allow an adequate study of the phenomenon. Notwithstanding
this the institution is aware of such issue and is already taking actions to reduce staff turnover; first
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