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Final Rating BB+ 
First rating Validity: 1 year if no relevant changes in operations or within the operation context will happen. 

             The final rating grade does not consider the political and economic context. 

Previous rating:    --- 
 
 

VisionFund CREDO Foundation started its micro-
lending operations in 1997 under the former 
denomination of “Georgia’s Entrepreneurs’ Fund” 
(GEF), founded by World Vision International.  
CREDO registered as local foundation in January 
2005 and is owned by VisionFund International, a 
US-based private not-for-profit company wholly 
owned by World Vision Int’l. 
CREDO is a microlending institution providing 
both urban and rural entrepreneurs with short 
and medium-term loans for working capital and 
fixed assets. It operates through five branches in 
Tbilisi, South and West Georgia.  
Primarily financed by grants and soft loans from 
its founder, it has recently started to leverage its 
equity with soft debt. 
 
 

Legal Form Local Foundation 

Inception year 1997 

Area of intervention Urban and rural 

Credit methodology Individual and group 
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Strengths Opportunities 
→ Strong BoD  
→ Good market positioning in rural areas 
→ Products’ development dedicated function 
→ Good MIS 
→ Excellent portfolio quality 
 

→ Active membership in Association of Georgian 
Microfinance Organizations 

→ Transformation into a shareholding company 
with clearer ownership 

Final opinion 
CREDO has achieved a sound level of consolidation and soundness in areas like governance, systems 
and loan portfolio management. Although the performance trends are positive and the portfolio quality 
is very high, CREDO is still facing low efficiency and has not yet achieved financial sustainability. 
Moreover, on one hand the growing competition, especially in urban areas, is putting downward 
pressure on the portfolio yield, and on the other hand, the financial expenses ratio will likely increase, 
because of the planned access to commercial borrowings. Other main issues regard the concentration 
of top-managerial positions in the person of the Deputy Director and an improvable system of internal 
control. 
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CREDO’s financial ratios (as of December 2005) reported below do not fully correspond to the ratios 
presented in the report, as they are calculated according to the MicroBanking Bullettin (MBB) methodology1.  

• CREDO’s portfolio is quite small compared to the peer group of Medium size MFIs of Eastern Europe 
and Central Asia and to all the remaining peer groups taken in consideration for the benchmarking 
analysis. On the other hand, the average loan balance per borrower is the highest. 

• The portfolio quality is excellent and superior to all the peer groups, while profitability, efficiency and 
productivity present large room for improvement. 

                                                 
1 The MBB adjusts financial data in order to uniform them among MFIs. Adjustments are made for: a) inflation, b) 
subsidies, c) loan loss provisions (MBB, Annex I: Notes on Adjustments and Statistical Issues). 

Other highlights 
 

CREDO has been using the flat interest rate and the cash basis for its accounting. The external audit 
conducted on the last period (Apr-Dec05) has used the “effective interest method” to restate the financial 
statements (FS). Consequently, and given the non negligible differences between the audited and internal 
versions of FS, the profitability and sustainability analysis conducted on the audited FS shows significantly 
higher results than the ones given by the internal FS. 
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1. External Environment and CREDO’s positioning 
 
Institutional background 
VisionFund CREDO Foundation started in 1997 under the denomination “Georgia’s Entrepreneurs’ 
Fund” (GEF), a small micro-lending project of World Vision Int’l in Tbilisi. As of January 20052, the 
institution registered as a Georgian microfinance foundation (CREDO), owned by VisionFund 
International, a US private not-for-profit organization specialized in microfinance and wholly owned 
by World Vision International. Since the beginning, CREDO has been greatly supported by World 
Vision with grants, soft loans, specialized technical assistance and training.  
 
Context 
Georgia’s economy has been heavily suffering from the consequences of the break-up of the 

Soviet Union and the civil 
conflicts which soon 
arose in the two regions of 
Abkhazia and Ossetia. 
The structural reforms 
implemented by the 
Georgian government, 
although having had a 
stabilizing effect, were not 

completely adequate for supporting the economic recovery. Governance problems and political 
corruption led in 2003 to the Rose Revolution which provoked a regime change avoiding violence. 
The new government, expression of a heterogeneous big coalition, has taken decisive actions in 
combating corruption, restoring fiscal performance and accelerating the reform process. Real GDP 
growth has increased again in the last period. Year-on-year inflation rate increased in 2003 and 
2004 but the trend has 
changed during 2005. As 
a result of measures 
implemented by the 
government to improve 
tax obedience, the 
demand on the national 
currency increased in 
Georgia, which led to the 
appreciation of Lari 
nominal exchange rate 
against the US Dollar, 
from an average of 2.19 in 
2002 to 1.8 as of 
December 2005.   

Banking Sector 
Georgian banking system includes 19 banks (12 foreign controlled). After having overcome the 
crisis in the mid 90s, when several banks went bankrupt, banking institutions have shown 
sustainable growth in deposits since 2000-2001. The year 2005 has witnessed an increase in 
investments into the country’s banking sector and large banks became more active in 

                                                 
2 It re-registered in March 2005 in compliance with a new amendment of the civil code on Microfinance Organizations. 
3 Scales used: MOODY'S: Long term - AAA, AA1, AA2, AA3, A1, A2, A3, Baa1, Baa2, Baa3 (Investment grade), Ba1, 
Ba2, Ba3, B1, B2, B3, Caa, Ca, C (Speculative grade); Short term - Prime-1, Prime-2, Prime-3 (Investment grade); Not 
Prime (Speculative grade); S&P: Long term - AAA, AA, A, BBB (Investment Grade); BB, B, CCC, CC (Speculative 
grade); SD (Selective Default); D (Default) - Rating from AA to CCC may be modified by a + or -; Short term - A-1(+), A-
2, A-3 (Investment Grade); B, C (Speculative Grade);  SD (Selective Default); D (Default) Fitch: Long term - AAA, AA, A, 
BBB (Investment Grade); BB, B, CCC, CC, C (Speculative grade); DDD, DD, D (Default) - Rating from AA to CCC may 
be modified by a + or -; Short term: F1, F2, F3 (Investment grade); B, C (Speculative grade); D (Default). 

Sovereign risk3 
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strengthening their market positioning and acquiring new market segments. Banks have become 
therefore more interested in mergers and acquisitions. Furthermore there has been an influx of 
foreign investments into some major Georgian banks (Bank of Georgia, United Georgian Bank, 
and Georgian Investbank, among others).  
 
Regulation and Supervision 
In February 2005 an amendment of the Civil Code allowed foundations and associations to re-
register as microfinance organizations (MFOs) with the Ministry of Justice and legally lend to the 
poor. As the civil code establishes that microlending by an enterprise using its own resources (not-
deposit-taking financial institution) is not subject to prudential regulation and supervision, the MFOs 
have few obligations at the moment. They only must publish their annual audited financial 
statements. The amendment of the Civil Code included a recommendation addressed to the 
National Bank of Georgia in order to draft a special law on “Microfinance Organizations Activities”. 
The National Bank, together with several actors belonging to the international and national 
microfinance community, worked on the draft of a law regulating microfinance organizations, 
which should be approved by the Parliament within few weeks. The new law allows the 
microfinance organizations to transform into commercial entities (either LTD or Joint-Stock 
Companies), defines the activities which can be carried out4 and establishes the maximum amount 
of a loan to one client equivalent to 15% of their charter capital. The draft law designates the 
National Bank of Georgia (NBG) as the supervisory body for the microfinance sector, but 
does not clearly define the content and modalities of the off-site and on-site supervision to be 
conducted. It leads to a certain degree of uncertainty on the burden and cost for the MFOs for 
concept of the NBG’s supervision. The law being approved, microfinance organizations will have 
the opportunity to change their legal structure accordingly. By increasing the transparency (clearer 
ownership and external technical supervision of the National Bank) of the microfinance sector, the 
new law will potentially increase the inflow of local and foreign investments into the MFOs.  

Microfinance Industry 
Microfinance has been introduced in Georgia in 1997 by international donors such as World Vision, 
Save the Children and USAID. Since then, the sector has grown and substantially developed, now 
counting ten microfinance institutions, all of them registered as foundations. Constanta and FINCA 
are the biggest ones with respectively US$ 7m. and 7.4m. (Sep. 2005). The market leader is 
Procredit, a microfinance specialized bank founded in May 19995. It is growing aggressively and 
has reached almost US$ 40m. as outstanding micro loan portfolio (< US$10,000) as of Dec. 2005. 
The Small Enterprise Lending Program Georgia (SELP), co-financed6 by EBRD and TACIS is also 
supporting 3 commercial banks in downscaling their lending operations. These are the Bank of 
Georgia (BoG), the United Georgian Bank (UGB) and the Tbiluniversal (recently bought by the 
BoG). These banks are increasingly penetrating the market segment of micro and small loans, 
especially for amounts bigger than US$ 1,000. Other institutions operating in microfinance are 
small credit unions. Heritage of the past, they are rapidly decreasing in number (from 120 in 2003 
to 50 as of 2004) and loosing market share. The microfinance sector7 is serving more than 
60,000 clients, while the potential market for microfinance is represented by about 200,000 
borrowers, as estimated by Chemonics in 2003. Nevertheless, competition in the sector is 
rapidly growing in Georgia. A positive recent development in the microfinance industry has been 
the constitution of an association by five microfinance institutions, namely Crystal Fund, Constanta, 
CREDO, Finca and SBDF. The Association of Georgian Microfinance Organizations (AGMO) 
is currently acting to increase transparency in the microfinance sector. It has lobbied the 
government for the setting in place of the microfinance law. The challenge now is to go beyond and 
to carry out new activities like sector representation and lobbing, training and access to specialized 

                                                 
4 They can provide lending products only, while are forbidden to collect savings. 
5 Former Microfinance Bank of Georgia. 
6 The support is given in terms of access to funds for on-lending and specialized technical assistance (IPC). 
7 For microfinance sector it is meant here the existing non-banking microfinance institutions providing 
microloans (BAI, BBK, Constanta, CREDO, Crystal Fund, DRC, FINCA, GRDF, SBDF, SDA) together with 
ProCredit Bank, whose portfolio is for about 30% composed of loans < US$ 10,000.  
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technical assistance. Despite the steps forward undertaken by the microfinance sector in Georgia 
there are still some issues which have to be addressed. A Credit Bureau has been recently 
created by the commercial banks (including ProCredit). The microfinance institutions have not 
yet entered it, but they are considering a certain degree of participation within approximately one 
year. Despite the existing informal exchange of information on clients among staff of different 
microfinance institutions, the absence of a Credit Bureau is a risk for CREDO, given the increasing 
competition especially in urban areas. 
 
CREDO’s market positioning 
CREDO provides both urban and rural entrepreneurs with short and medium-term loans for 
working capital and fixed assets. Its five branches and one sub-branch operate in two main 
geographic areas of the country: South Georgia (Akhaltsikhe/Borjomi8 and Akhalkalaki) and 
Western Georgia (Kutaisi and Batumi), other than Tbilisi, the capital city. The most important 
competitors for CREDO are Procredit, FINCA, Constanta9, Bank of Georgia and United 
Georgian Bank. All of them are already operating or are entering the same regions covered by 
CREDO, which is facing with a growing and stronger competition especially in urban areas such as 
Tbilisi and Batumi. Competitors are getting increasingly aggressive also in terms of services and 
conditions offered and borrowers are benefiting from progressively lower interest rates and 
products differentiation.  
CREDO still maintains a very good positioning in rural areas and agricultural lending. Its main 
comparative 
advantages are 
related to the 
agricultural loan 
conditions (such as 
the flexible grace 
period) and 
methodology. A 
friendlier customer 
approach and a 
good reputation built 
in the rural areas are 
the other relevant 
advantages. Main 
disadvantages of 
CREDO are related 
to the lower access 
to funding and to the 
interest rates 
(calculated by the 
flat rates’ method) 
charged on clients. 
The latter one has 
started to be 
perceived as a 
critical factor in an 
increasingly competitive microfinance environment, especially in some urban areas.  
CREDO strongly focuses on the loan products’ development based on a systematic follow up of 
the clients’ needs (focus groups) and monitoring of the competitors. Nevertheless, main 
competitors, bigger than CREDO, are growing fast and expanding throughout the territory, 
and enjoy at the moment a greater and cheaper access to funding.  

                                                 
8 Borjomi is the sub-branch of Akhaltsikhe. 
9 So far, Finca and Constanta have driven their attention and lending strategy to the lower stratum of CREDO 
potential clients, focussing the urban retail sector of micro entrepreneurs. 
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2. Governance and operational structure 
 
Ownership and Governance 
VisionFund CREDO Foundation is owned by VisionFund International, a US based private 
not-for-profit organization which is in the process of centralizing the ownership of all the 
microfinance institutions founded by World Vision International, a US-based NGO acting 
worldwide as a relief and development agency. The formal process of sale of CREDO from World 
Vision to VisionFund is still ongoing but the pace has been clearly set up. 
Governance structure and functioning has been strengthened and developed in a sound way. The 
Board of Directors (BoD) counts with seven members, four are World Vision-related and the 
remaining three are not. The BoD members present an adequate background in banking and legal 
matters. The Board meets at least quarterly10 and basic regulation for Board functioning is 
contained in CREDO’s Charter. The communication and strategic support of the BoD to the CEO 
seem to be adequate and effective.  

 
Organisation and structure 
The headquarters are based in Tbilisi, in separate premises from the Tbilisi branch’s physical 
office. Two other branches are located in Western Georgia11 and other two in the South region.  

                                                 
10 As some members are not residents, meetings can be held also by conference call. 
11 A Regional Manager has been recently appointed to supervise and coordinate the work of the two branches. Another 
Regional Manager for the two branches in South Georgia will also be appointed in the medium term. 
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The operational structure of the institution, 
partially decentralized, is functional to the 
current need of the institution. The branches 
are treated as cost and profit centres. Branch 
managers can approve loans up to US$ 
5,00012, which is more than triple the average 
disbursed loan of CREDO. While accounting 
data inputting is completely centralized in the 
HQs, all other administrative tasks are 
carried out at branch level by the 
accountant/MIS officer.  
 
Human Resources 
As of December 2005, CREDO’s team is 
composed of 51 employees, out of which 17 
are loan officers. The staff allocation ratio 
(33%13) is low and it negatively affects the 
staff productivity of the institution.  

The top management structure is composed by 
two staff: the CEO and the Deputy Director. 
Starting from January 2006 the CEO has been 
appointed also as CEO of AzerCredit (World 
Vision Azerbaijan). This is an uncommon 
organizational structure in the microfinance 

industry and could imply both advantages and disadvantages. The associated potential conflict of 
interests is mitigated by the belonging of the two MFIs to the same network. The CEO’s main 
functions are related to the strategic guidance of the institution, to HR management and to fund 
raising.  
The Operation Manager has been recently upgraded to the position of Deputy Director. He 
performs tasks related to the strategic support of the branches and the operational supervision,. 
including a random visit of 10% of the new clients to check the quality of loan assessment. As the 
Financial Manager left at the end of 2005, and the chief accountant is not ready yet to cover her 
position, he is also in charge of tasks of financial management (cash flows analysis, financial 
projections and ratios analysis). During the absence of the CEO, he performs the institutional 
representation. The work overload for the Deputy Director is a risk factor for CREDO. Also, 
the position of Financial Manager is now empty and CREDO is not planning to recruit a new 
person in the short run. It produces a risk of concentration of top-managerial functions in the 
person of Deputy Director. This risk will increase as soon as the institution’s leverage grows.  
Other managers at the head office level are the Marketing Manager (in charge of the products’ 
development), the Chief Accountant14, the Internal Controller and the MIS/IT Manager15.  
The general coordination of the staff training and hiring process is performed by the CEO, while the 
executive assistant at the HQs deals with personnel administration. Salaries are competitive in the 
microfinance sector. Moreover, the credit staff benefits from a performance-based bonus system, 
which has been working well so far. In general, the work climate seems good. On the other hand, 
training is not based on a systematic assessment of staff’s needs. External training heavily 
depends on opportunities coming from World Vision regional network and MFC Poland. The not 
high level of staff turnover during 2005 (10%) as well as in the previous period confirms a good HR 
policy and management. Nevertheless, as the institution grows and a greater number of senior and 
management positions will be available, a more explicit career development policy and succession 
plan will be required.  
                                                 
12 Lower amounts ceilings have been set up for younger branches. 
13 It includes however guards and cleaners. 
14 The Accounting Dep’t is under restructuring: the Chief Accountant has been recently appointed and two new 
accountants have been hired. 
15 The MIS/IT Dep’t is composed by one manager, one assistant and one intern. The Dep’t is shared with World Vision 
Georgia. 
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Internal Control and operational risk management 
The recently16 appointed Internal Controller is in charge of systematically monitoring the deviances 
between planned and achieved, concerning mostly with financial operations. She is also in charge 
of the reporting for investors and donors17. An internal audit on clients, especially the biggest loans 
is also carried out by the deputy director and the regional manager.  
Even if the exposure of CREDO to the operational risk is not high, as mitigated by the centralized 
and on-line MIS in place and by the fact that CREDO just manages gold and does not handle cash 
in its lending operations, a strengthening of the position of Internal Controller is needed.  
Moreover, even if the BoD has already decided to strengthen the internal audit function, nor 
Internal Auditor position which reports directly to the BoD, neither any special Audit Committee 
of the BoD have been set up yet.  
Concerning manuals and written procedures, the main ones are available and updated, except for 
the Financial / Accounting Manual (under revision) and the Internal Audit Manual (still missing).  
 
Accounting policy and procedures 
Along the years under analysis (2003, 2004 and 2005), CREDO’s internal financial statements 
have been prepared by using the method of flat interest rates and the cash basis for accounting. 
After transforming into an independent Georgian organization, CREDO has contracted the first 
external audit of its financial statements for the period April-December 200518. They have been 
adjusted in order to incorporate the differences between the method currently used by CREDO and 
the method based on accrual basis and effective (declining) interest method for the recognition of 
interest income, as stated by the IAS 18 and the IAS 39. These adjustments have provoked an 
increase of the gross outstanding portfolio by 10% and the interest revenues in the income 
statement by 15%19. The present rating exercise has considered the not audited flat rate - cash 
basis financial statements of the last three fiscal years (2003, 2004 and 2005) to analyze 
consistent trends. Concerning the last period, profitability and sustainability analysis is made 
comparing ratios calculated both on the internal not audited financial statements (flat-cash) and on 
the audited ones (declining-accrual). The financial statements of 2003 and 2004 have been audited 
according to the WV standards (October 2003-September 2004 and October 2004-September 
2005)20. It means that in the present report, the FS as of Dec03 is only partially audited, while the 
FS as of Dec04 has been audited with different dates. 
 
Management Information System 
The loan tracking system is a banking software adapted to microfinance institutions, E-Merge, 
which started working in the month of March 2005. All branches are in network and loan data are 
input daily by MIS officers in each branch. The accounting system, SUN, is centralized: data are 
input by the accounting dep’t of the head office, not by branches. On weekly frequency, E-Merge 
data are integrated into SUN. Although the migration of data from Access to E-Merge, carried out 
manually during 2004 and 2005, put under pressure the institution, the gains in terms of security 
have been enormous. The reporting capacity also has been greatly improved. Some reports need 
still to be prepared manually, such as those ones related to loan disbursements. As E-Merge works 
exclusively on-line, the low connection speed to Internet provokes a certain degree of slowness in 
the processing of loan applications in some branches in the rural areas. 
Given the current dimensions of the institution, back-ups and MIS security procedures are 
adequate. 

                                                 
16 April 2006. 
17 She has been appointed as Internal Controller / Business Analyst of AzerCredit (MFI in Azerbaijan) for 4 days each 
month. 
18 After registering on January 24th 2005, the assets’ transfer from GEF (World Vision project) to CREDO has been 
completed only by the ending of March during the same year. 
19 This is mainly due to the fact that the declining restatement assumes a distribution of interest and capital in the repaid 
installments of the loans disbursed during the period. This distribution concentrates the income in the first part of the 
repayment schedule (thus increasing the income from interests of the period under restatement), while the revenue in the 
case of flat interest calculation is more evenly distributed over the loan life-period (that can exceed the closing date of the 
period under consideration).  
20 External audits had been contracted by World Vision Georgia for all its operations (not only microcredit). 
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3. Lending operations 
Financial products 
CREDO only offers lending products, whose variety and flexibility of conditions make them tailored to different typology of clients and sector of 
business. The indirect provision (through strategic alliances) of non-lending products such as the micro-insurance, is under study.  
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The main lending methodology in use is the individual one, while the group loans represent a 
decreasing and minor share of total portfolio. The “individual village agriculture” product used a 
variant of the individual lending because of the active role of the “village’s representative” in all the 
lending procedures. New products under testing is the consumer loan and the educational loan. 

Old good clients in urban areas can access to discounts in the interest rate according to an 
incentive scheme to introduce new clients. 
 
Credit policy 
CREDO targets both physical persons and legal enterprises, both rural and urban areas, both 
agricultural and non-agricultural loans. Loan diversification is adequate to the level of competition 
present in the country. In response to some competitors which are relaxing their collaterals’ 
requirements, CREDO has recently introduced half-collateralized and un-collateralized loan 
products. The mortgage is required only for loans > US$ 5,000, but exceptions for repeated clients 
are allowed. 
 
Procedures for loan issuing 
In line with main competitors, the loan disbursement takes about 3-5 working days for new clients 
and even less for old ones. The assessment of the client’s repayment capacity is made through a 
cash-flow analysis of the business; other revenues and expenses are also taken into account. The 
cash-flow form does not take into account the peculiarities of all the different businesses and 
sectors which are accessing to CREDO’s services. Nevertheless, the loan assessment procedures 
are in general adequate and effective, as it is also demonstrated by the excellent portfolio quality.   
 
 



CREDO – Georgia – April 2006 Chapter 4
 

Microfinanza Rating 13

 
4. Assets structure and quality 

 
Assets structure 
Along the year 2005, the net portfolio 
has represented on average about 
83% of total assets, which is an 
adequate concentration of resources 
into the core business of the 
institution21. Yearly on yearly average 
liquidity (cash and banks plus financial 
investments) is worth about 5.4% in 
2005 (it is 5.7% as of Dec.05), a sound 
level for a non-deposit-taking 
microfinance institution. Other assets22 
have sharply increased since August 
2005 (because of receivable grants) 
and so induced a substantial but 
temporary decrease in the percentage of the net portfolio on total assets.  
 
Portfolio structure 
CREDO’s loan portfolio is 98% composed of individual loans. Group loans percentage on total 
portfolio has decreased over time (19% as of Dec. 2003, 5% as of Dec. 2004) and will likely 
disappear in the next future.  

 

The growth of the outstanding portfolio has been significant through the years, especially in 2004 
and 2005. The number of active loans23 has grown as well, but at a slightly lower pace, resulting in 
an increasing average disbursed loan size. However, due to the increase of the average GDP per-
capita in the country, the loan size on per capita GDP has diminished over time. The percentage of 
women on total clients has diminished from 72.0% to 61.5% during 2005. 

CREDO monitors the retention rate on a monthly basis. It is very active in monitoring its clients’ 
needs through focus groups. The drop out ratio calculated on a yearly basis confirms the good 
achievements of the institution (28.2% in 2005). 

 

                                                 
21 As of December 2005, CREDO’s net portfolio represents 78% of total assets, as shown in the graph. 
22 Since December 2005 it also includes accrued interests on loans. 
23 It is worth to note that the number of active borrowers is higher than the number of active loans because of group 
loans. 
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The loan portfolio seems adequately diversified as far 
as the sectors of activities financed by CREDO are 
concerned; even though trade represents the largest 
share, the other three sectors together cover for almost 
half of the outstanding portfolio as of December 2005.  
Although, according to the plans, the agricultural 
portfolio will grow rapidly in the next years, the 
balancing among sector of business will remain under 
sound levels.  
CREDO’s outstanding portfolio is also adequately 
diversified among branches and geographic regions in the country (see second table below). 
 
Loan portfolio quality 
Portfolio quality is excellent with a consolidated PAR30 worth 0.5% as of December 200524. A 
remarkable improvement has been clearly achieved since the year 2004. Loan restructuring, 
although allowed and regulated, is not commonly practiced. The write-off ratio has been significant 
(3.9%) only during 2004 for loans disbursed in previous years. The setting up of the new MIS and 
the fine-tuning of lending procedures have notably contributed to these positive trends. 

The risk coverage ratio (>30 days) has always been higher than 100% in 2004 and 2005. In 
addition, considering that the non-performing portfolio is partly covered by the gold requested as 
collateral, the risk of loan losses is adequately controlled.  
 
The analysis of portfolio quality by branch shows a substantial equilibrium, being Akalkalaki, the 
newest agency, the best one and Batumi the worst. In the latter case, the main reason is linked to 
the unwillingness to repay of some identified clients.  

 

                                                 
24 The differences between the audited and non-audited balance sheets are insignificant. 



CREDO – Georgia – April 2006 Chapter 5
 

Microfinanza Rating 15

 

5. Financial structure and ALM 
 
As of December 2005, the debt to equity ratio 
stands at a low level (0.825), as CREDO’s 
access to external funding has been limited to 
loans received from the World Vision network. A 
rapid increase in the leverage of the institution is 
expected, as its planned growth will be mostly 
financed by debt.  
 
Liabilities and equity structure 
CREDO does not collect public savings, so its 
funding liabilities are represented only by 
external borrowings. These are mostly (84%) 
long term liabilities, at yearly interest rates 
ranging from 5 to 7% in US$, below the 
international commercial rates. All loans, both 
short and long term ones, proceed from the 
network of the founder.  
The loan from the local Bank of Georgia, taken in 2005 to face a temporary shortage of funds, 
represents the only experience with a commercial source of funding. It was a short term loan (6 
months) completely paid back before the end of the year, and not renewed because very 
expensive (17% per annum).  
Since the beginning of 2006, mainly thanks to the CEO’s skills for fund raising, CREDO has started 
leveraging from international commercial investors specialized in microfinance.  
 

As of December 2005, total equity is 
slightly more than US$ 1.5m., with a 
large share represented by donated 
capital. The retained earnings of previous 
years are worth 0.0% in the audited F.S., 
because the auditors make the 
assumption that Apr.-Dec. 2005, the 
period which has been audited, is 
CREDO’s first period of operations. The 
retained earnings from previous years, 
which have been actually produced, have 
been included in “other equity account”, 
worth 20.7% of total equity. While the 
equity-related capitalization strategy 

has been based on external donations so far, CREDO aims at generating positive net incomes 
starting from 2006, but better results may be more likely produced in 2007.  
 
Assets and Liabilities Management 
The current ratio is very high (11 as of December 2005). The loan portfolio is mostly (84%) short 
term and the funding liabilities, as already mentioned, are mostly long-term. CREDO is not 
exposed to any maturity mismatch risk. Most assets are indexed to the US$ and almost all the 
liabilities are denominated in US$, which is the functional currency adopted by CREDO. Therefore, 
the institution is only limitedly vulnerable to currency risk: the negative net position in US$ is 
worth of 11.1% of total assets. This risk is partially mitigated by the unlikelihood of a strong 
appreciation of the GEL. The interest rate risk is also limited, because the interest rate 
associated with the funding liabilities, proceeding from W.V. network, should not change. However, 

                                                 
25 It is worth 0.9 in the internal not audited balance sheet as of Dec. 2005. 
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CREDO’s credit portfolio bears a fixed interest rate, which can lead to the increase of the interest 
risk along with the access to commercial borrowings.  
The liquidity management tools used by the institution are not sophisticated but, given its size, 
operations and financial structure, they meet the current needs of the institution.  
The increasing exposition to different and new international investors can put the institution under 
some pressure, especially as far as the reporting capacity is concerned.  
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6. Financial and operational results 
 
Profitability and sustainability have not 
been yet fully achieved. The trend 
analysis, conducted on the internal not 
audited financial statements (based on flat 
interest rate and cash basis) shows an 
important improvement in 2004, while the 
trend is negative in 2005, mainly to the 
decrease of portfolio yield, the increase of 
financial expenses and the establishment 
of a new branch.  
 
As of Dec. 2005, the audited and the not 
audited financial statements show quite 
different financial results26.  
On one side, the internal financial 
statements for the period Jan.05-Dec.05 show negative results both in profitability (ROE worth -
2.4% and ROA -1.5%) and sustainability (OSS 95.4%). Adjusted ratios are also reflecting these 
results (AROE -10.0%, AROA -6.2%, FSS 82.8%).  
On the other side, the same ratios calculated on the audited financial statements for the period 
Apr.05-Dec.05 are positive (ROE 2.1%, ROA 1.2%, OSS 105.3%) and become negative only after 
the consideration of the cost related to the inflation27 (AROE -3.4%, AROA -2%, FSS 95.5%).  
 
Given that the ratios calculated on the audited FS have been annualized (since the audit period is 
only 9 months), more consistent conclusions on trends and profitability/sustainability results 
will be drawn starting from the next year.  
 
The portfolio yield has decreased sharply from 2003 to 2005 and will likely follow a downward 
path along the next year, mostly because of the discounts on the interest rates for those urban 
clients who introduce new clients to the institution. On the other hand, CREDO is planning to 
slightly increase the upfront fee, but has not taken yet the final decision on it.  
Even though the efficiency has improved remarkably during the period under consideration, the 
operational expense ratio is still quite high especially considering that the main lending 
methodology is the individual one with a quite large average disbursed loan. LOs productivity and 
staff productivity (measured in number of active borrowers) also are not satisfactory. The 
planned growth for 2006 will likely allow CREDO to obtain some gains in terms of efficiency and 
productivity.  
However, the financial expense ratio will increase because of growing leverage and increasing 
access to commercial borrowing.  
So far, the margin for CREDO has been negative if we consider the not audited financial 
statements or very limited in the case of audited ones. Considering that the provision expense 
ratio has been maintained at very low levels, thanks to the excellent portfolio quality, CREDO is 
facing an important challenge regarding its sustainability and profitability. A more aggressive 
strategy to improve efficiency and productivity is needed in the short run to be able to face the 
growing competition.  
 
 

                                                 
26 See chapter 2: accounting policy and procedures. 
27 See annex 2 for details on adjustments to the financial statements. 
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7. Strategic objectives and financial needs 
 
Strategic objectives and evolution 
As indicated in the Business Plan 2006-2010, 
CREDO plans to increase the loan portfolio up 
to US$ 10.1m. as of Dec. 2010, almost five 
times the current level (Dec. 2005).  

According to the projections, the leverage will 
increase progressively from the current 0.9 up 
to more than 3 as of Dec. 2010.  

OSS is supposed to reach 100% as of Dec. 
2007 and to increase over time. Profitability 
and sustainability analysis however have been 
carried out only on the conservative “flat rate 
cash basis hypothesis”, namely the not audited financial statements. 

In the short run, CREDO foresees a yearly on yearly growth rate of the outstanding portfolio 
worth about 42% as of December 2006. A new satellite office will be opened in the area of 
influence of Kutaisi branch. The main strategy to face the growing competition is the identification 
of niches like the rural areas and the agricultural lending, generally less attractive for the stronger 
competitors like Procredit and other commercial banks. Tourism lending also represents a strategic 
niche for expansion. 
 
As soon as the new draft law will be approved, main challenge will regard the transformation into a 
limited liabilities or a joint stock company. On a hand the first legal status is very easy to manage 
and to constitute, but on the other hand a joint sock company is much more attractive for external 
equity investors.  
 

Financial needs 
The institution is shifting towards a more commercial funding strategy, opening to additional 
sources other than World Vision network. CREDO’s financial needs for 2006 are worth US$ 
1.5m., which is under negotiation with the following institutions: 

- VisionFund Int’l for additional US$ 0.75m. 
- Symbiotics for US$ 0.5m. 
- Novib for US$ 0.3m. 

Other sources, such as Blue Orchard, Triodos and EBRD have been already contacted. 
The fundraising strategy seems to be adequate to feed the planned growth. 
 
 

Financial projections CREDO (US$)
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8. Details of the risk factors 
 
According to our analysis, the main risk factors of CREDO are the following ones:  
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Annex 1 - Financial statements 
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Annex 2 – The adjustments to the financial statements 
 

The financial statements in Annex 1 are the result of standard reclassification. They are based 
on internal financial statements, except for the F.S. for the period Apr-Dec05, which have been 
audited according to international standards. 
 
Financial statements have been then adjusted to allow a comparison with other institutions 
which use a different logic of presentation of the information and to evaluate the level of 
sustainability of the institution at market conditions and prices. 
The main adjustments normally are: 

• adjustment for the accrued interest on delinquent loans > 90 days 
• elimination of subsidies (donations in kind28 and soft loans29) 
• provisions are calculated with a standard formula30 
• adjustments for inflation 
• adjustments for write-offs 

 
CREDO does not accrue active interests on loans. The audited financial statements (Apr05-Dec05) 
do accrue interests but not on past due loans, thus related adjustments are not required. 
A small adjustment for subsidy on the cost of funding liabilities is always required, except for the 
Audited F.S. Apr.05-Dec.0531. 
The inflation adjustment is the most important adjustment, which reduces the net income in each 
period.  

 

                                                 
28 Donations in kind are valorized and added to operational expenses. 
29 In the income statement it is registered the value of the difference between financial costs of the institutions and 
financial cost evaluated at the market rate. In particular, in the case of loans in local currency, it is considered 75% of the 
average lending rate in the national market (IFS Line 60P). In the case of loans denominated in foreign currencies (US$ 
and Euro), it is considered the average value of LIBOR 1 year plus 3%. 
30 Provisions are calculated according to the following formula: 
Portfolio:  1-30 days 10%  Restructured loans  1-30 days 50% 
   31-60 days 30%     > 1 day  100% 
   61-90 days 50% 
   >90 days 100% 
31 Libor 1 year has increased progressively during 2005, so the avg. value for the period Apr-Dec.05 is a bit 
higher than the avg. for the entire year. 
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Annex 3 - Financial ratios 
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Annex 4 - Definitions 
 
 
 

 Description of the ratio Formula 
Return on equity (ROE) Net income before donations / Average equity 

Adjusted return on equity (AROE) Adjusted net income before donations / Average equity 

Return on assets (ROA) Net income before donations / Average assets 

Adjusted return on assets (AROA) Adjusted net income before donations / Average assets 

Operational self-sufficiency (OSS) (Financial revenue + Other operating revenue) / (Financial 
expenses + Loan loss provision expenses + Operating expenses). 

Financial self-sufficiency (FSS) 
(Adjusted financial revenue + Other operating revenue) / (Adjusted 
financial expenses + Adjusted loan loss provision expenses + 
Adjusted operating expenses) 

Profitability 

Profit margin Net operating income / operating revenue 

Portfolio at Risk (PAR30) Portfolio at Risk > 30/ Average gross portfolio 

Provision expense ratio Loan loss provision expenses / Average gross portfolio 

Loan loss reserve ratio Accumulated reserve / Gross portfolio 

Risk coverage ratio (>30 days) Accumulated reserve / Portfolio at risk >30 days 

Portfolio 
quality 

Write-off ratio Write-off of loans / Average gross portfolio 

Staff allocation ratio Loan officers / Total staff 

Loan officer productivity – Borrowers Number of active borrowers / Number of loan officer 

Loan officer productivity – Amount Gross portfolio / Number of loan officer 

Staff productivity – Borrowers  Number of active borrowers/ Number of staff 

Staff productivity – Amount Gross portfolio / Number of staff 

Operating expenses ratio Operating expenses / Average gross portfolio 

Cost per borrower Operating expenses / Number of borrowers 

Administrative expenses ratio Administrative expenses / Average gross portfolio 

Efficiency 
and 
productivity 

Personnel expenses ratio Personnel expenses / Average gross portfolio 

Portfolio yield Interest income from portfolio / Average gross or net  portfolio 

Funding expense ratio Interests and fee expenses on funding liability / Average gross 
portfolio 

Cost of funds ratio Interest expenses on funding liability / Period average funding 
liability 

Current ratio Short term assets / Short term liability 

Debt/Equity ratio Total liability / Equity 

Financial 
management 

Capital adequacy ratio Total equity / Total assets 

Average disbursed loan size Amount issued in the period / Number of issued loans 
Outreach 

Average disbursed loan size on per-capita GDP Average disbursed loan size / Per-capita GDP 
 

Other definitions: 
Funding liability:  Liability that finance the loan portfolio and the cash investments necessary to manage the loan portfolio 
Operating expenses: Personnel expenses + Administrative expenses 
Recovery from write-off ratio: Income from write-off (payments received from loan already written-off) / Average gross 
portfolio  
Restructuring of delinquent loans: includes rescheduling loans (extending the term of the loan or relaxing the schedule of 
required payments) and refinancing loans (paying off a problem loan by issuing a new loan). 
Drop-out ratio: calculated as follows: (number of active clients at the beginning of the period + number of new (first time) 
clients entering during the period – clients written off during the period – number of active clients at the end of the period) 
/ (number of active clients at the beginning of the period). 
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Annex 5 - Guidelines of reporting and accounting 
 
Financial statements 
CREDO does not provide non-financial services, so its financial statements reflect exclusively the 
results of its financial activities. The Fiscal Year runs from January 1 to December 31. Since April 
2005, CREDO prepares its own financial statements separately from World Vision Georgia. The 
functional currency is US$, but CREDO is planning to move to Lari, national currency, during 2007.  
 
Loan loss provision and write-offs 
CREDO sets the loan loss reserve on monthly basis, calculating 
the cost of provision according fixed percentages calculated on 
ageing categories of the portfolio at risk (outstanding balance of 
past due loans). The calculation is made automatically by the MIS. 
The cost of the provision is recorded into the income statement 
and is cumulated into the loan loss reserve in the balance sheet.  
CREDO writes-off bad loans when they are late > 120 days and 
the chances to recover them are low. 
 
Accrued interests 
The audited F.S. Apr-Dec05 accrue active interests on loans and financial investments and the 
passive interests on funding liabilities. CREDO ’s policy however is to use flat interest rate on cash 
basis along 2006, while turning to IFRS only since 2007.  
 
Ratios of portfolio quality 
CREDO reports data on portfolio at risk and 
arrears in the correct way. The standard 
portfolio quality ratio used is PAR 30 in the 
reporting and PAR 1 in the F.S. (non-
performing loan portfolio).  
 
Restructured loans 
Although CREDO’s policy allows for 
restructuring loans, it is not a commonly-used 
practice.  
 
Insider loans 
CREDO does not allow the disbursement of 
loans to the staff and BoD members. On the 
other hand, loans to staff and Directors’ 
relatives are allowed and regulated. 
 
Donations and in-kind subsidies 
Donations for loan capital and fixed assets are 
registered directly into the equity, while those 
ones for operating expenses are registered in 
income statement. CREDO has not received 
any in-kind subsidies. 

 

 
 
 
 
 

Ageing portfolio 
at risk

% 
provision

1 - 30 days 10%
31 - 60 days 25%
61 - 90 days 50%
91 - 120 days 75%
> 120 days 100%
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Details of funding liability 
 

 
Other accounting policy 
CREDO is adopting the flat interest rate on a cash basis. Only starting from the period Apr.05-
Dec.05 the external auditors have restated the F.S. using the effective interest rate method on an 
accrual basis. CREDO will likely adopt the declining interest rates and accrual basis since 2007. 
Fixed assets are depreciated using the straight-line system, with the estimated useful life of each 
class of asset as a basis.  
CREDO does not consider the effect of the inflation in the financial statements.  
 
Exchange rate variations and assets and 
liability denominated in foreign currency 
Transactions are made both in US$ and 
Lari. The conversion into US$ is 
undertaken using the official daily 
exchange rate issued by the Central 
Bank. 
Foreign currency transactions are 
adjusted at the end of the year and the 
gains/losses for currency fluctuations are 
listed in the administrative expenses 
under the item “currency exchange loss / 
gain”.  
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