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 Save the Children Federation (SC/US) started its 
microfinance activities in Azerbaijan in 1999 with 
the Community Based Lending and Savings 
Program (CBLS). In May 2003 Azeri Star 
Microfinance (ASM) spun off from SC and 
registered as a local Microfinance institution with 
the Ministry of Justice. With the HQ recently moved 
to Baku and 3 branches in the central part of 
Azerbaijan (Barda, Ganja and a sub-office in 
Mingachevir) ASM targets women and low-income 
population with a considerable poverty outreach, 
offering them group-loans of an average amount of 
almost USD 400 and for a maximum term of 1 year. 
ASM main source of funds has been represented 
so far by donated equity received from USAID. 
Nevertheless in the last years the institution 
successfully accessed to commercial liabilities thus 
overcoming the long-lasting shortage  of funds. 
Currently ASM counts on Triple Jump and 
Oikocredit amongst its investors.  
Legal Form Limited liability company 
Inception year 1998 
Area of intervention Rural, peri-urban, urban 
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Strengths Opportunities 
 

→ Committed and skilled Top Management; 
→ Niche target in rural and very poor areas; 
→ Strong MIS department; 
→ Very good portfolio quality; 
 

 

→ Large unmet demand; 
→ Territorial expansion in new areas. 
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Relevant changes respect to the previous rating 
 

AREA Relevant changes and comments Trend 

External 
Environment 

 

The macroeconomic environment, although positive, is characterized by high 
inflationary pressures, which are increasing costs and require an adaptation of the 
product offer. The economy grew by 34.5 per cent in 2006, the growth being driven 
by the booming oil sector and the development of the hydrocarbons industry. 
Nevertheless, the economy remains highly dependent on the energy sector, and 
economic diversification is essential for long term sustainability. 
 
Competition on the microfinance market has become more intense, especially in the 
region of Ganja, where an increasing number of banks are downscaling their 
operations, while FINCA, the main competitor of ASM, is in the process of 
transforming into a bank. Such a competitive environment exposes the MFIs to the 
risk of clients over-indebtedness; the same further stressed by the absence of a 
credit bureau dedicated to microlending1. 
 
No considerable changes have occurred in the legal framework since the last rating. 
The draft of Microfinance Law is still under discussion in the Parliament and there are 
no positive expectations about a quick approval of the Law.  
 
 

Slightly 
negative 

Governance, 
management 

and operations 

 

Notwithstanding the efforts and the awareness gained by Board members since the 
last rating, governance still represents a concern for ASM. A better balance and 
financial expertise has been brought into the BoD in the last year and at the same 
time a number of training sessions have been planned for all members. So far the 
BoD has been strongly relying on the CEO thus not fully and adequately performing 
its functions.  
 
Positive expectations are linked to the establishment of the HQ to Baku. Some 
improvements have to be registered as far as organizational structure is concerned. 
Some functions have been grouped into a single person (for ex. MIS specialist); 
nevertheless there are still some duplications of functions in the credit department 
which diminish overall efficiency of ASM structure. In response to the relevant 
turnover and recruitment problems observed during the previous rating, ASM has 
implemented a new recruitment process aimed at ensuring a better screening of high 
quality employees, who are also committed to ASM mission. The introduction of staff 
loans has also represented an important step to increase personnel satisfaction. 
These measures, together with some changes in the training offered and in the 
incentive scheme have contributed to reduce the staff turnover ratio to 12.8% as of 
November 2007. 
 
Over the last year the internal control within ASM has been strengthen; the 
compliance manager, now directly reporting to the BoD, covers also the financial 
department. Moreover, starting from January 2007 ASM established an Assets and 
Liabilities Committee (ALCO) in charge of monitoring and supervision of financial and 
operational risks. Compared to the last rating also the risk related to cash handling 
has decreased thanks to the opening of a bank account in Mingachevir.  
 
The financial department has progressively adapted the internal FS to the output of 
the audit by fixing all detected discrepancies and achieving consistency with the IAS.  
 
Minor changes have been adopted into the MIS; historical information is now easily 
available and reliable, while data have been correspondently converted into the new 
currency. In January 2007 different levels of access and use rights and restrictions 
have been properly introduced and implemented in order to ensure a good security 
of the system and to allow timely reporting to LOs, credit and branch managers on 
the status of the portfolio. Thanks to the development of a cash module (April 2007), 
which has been integrated to the MIP accounting software, the reconciliation 
between finance and cash is performed automatically. Furthermore, the development 
of specific macros have enhanced the detection of mistakes at the data entry level, 
improving reliability of data while streamlining the error detection process.  
     

Positive 

                                                 
1 The National Bank, thanks to the support of ACDI/VOCA, is planning to open and adapt the existing banking credit 
registry to MFIs once the new Microfinance Law will be in place. 
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Financial 
products and 
asset quality 

 

Compared to the last rating visit, ASM has enhanced flexibility and diversification in 
product offer with the aim to better satisfy clients needs and correspondently react to 
changes in credit demand. 
 
Drop-out remained high in the last year due to the severe shortage of funds but 
slightly decreased from 59% during September 2005 – August 2006 to 52%. Though 
the MIS tracks clients’ desertion and reasons for it, the information gathered from 
LOs is not enough detailed and deeply analyzed.  
 
In the last year ASM portfolio quality though already excellent, further improved with 
PAR30 dropping from 0.3% to 0.1% and write off ratio standing at 0.2%. 
 
 

Slightly 
positive 

Financial 
structure and 

ALM 

 

After having suffered for almost one year of a severe shortage of funds, ASM finally 
accessed to fresh financing from Triple Jump which allowed the institution to sustain 
and push portfolio growth. Nevertheless, the growth rate didn’t receive very 
appealing rates, as the ones registered in the microfinance market of the country. 
Further negotiations are currently ongoing with OikoCredit and other international 
investors. With respect to the previous rating financial risks significantly diminished. 
Currency risk has been eliminated thanks to the willingness of investors to lend in 
national currency. Moreover starting from January 2007 ASM created an ALCO 
committee and developed a risk management manual to monitor financial and 
operational risks potentially affecting the institution. 
  

Positive 

Financial and 
operational 

results 

 

ASM registers positive trends for profitability and sustainability ratios with ROE and 
ROA passing respectively from 14.5% to 18.3% and from 13% to 14.9% and 
sustainability consolidating well over 100%. At the same time operating expenses 
follows a decreasing trend (from 45% to 42% in the last year), though maintaining 
quite high levels. Given the growing path of competition and the rising use of 
expensive financial resources it will be more and more important for ASM to control 
operating expenses. Still improvable however the productivity (by number) both for 
loan officers and in general for staff.  
 
 

Slightly 
positive 

Strategic 
objectives and 

future 
evolutions 

 

ASM still relies on the Business Plan (December 2006 – December 2008) produced 
in 2005 and not yet updated. The same for the financial projections as in order to 
adequately update both planning documents the management is waiting to have two 
fully reliable financial statements2. Nevertheless complete review and update of the 
business plan and of the financial projections is foreseen during 2008, including also 
multiple scenarios analysis.  
 
As for the definition of a long term strategy for ASM, discussions are ongoing about 
the possible ownership structure to adopt. As of today a possible solution has not 
been defined yet as at the same time a concrete exit plan for Save the Children does 
not exist.  
 
 

Stable 

 

                                                 
2 Financial information contained in FS pre spin off is not reliable and do not clearly disclose the results of the activity of 
the microfinance program.  
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As of November 2007, growth rates are annual 

 
 
     Headquarters: 
     Baku 
 
     Branches:  
     Barda, Ganja 
 
     Sub-branches: 
     Mingachevir 
 
 
 
 
 
 
 
 
 
 

 
Growth rates

-50%

0%

50%

100%

150%

200%

250%

300%

Dec05 Dec06 Nov07

Active gross portfolio

Active clients (number)

Funding liabilities

Equity

 

Final opinion 
 

After having suffered for more than one year and a half from a serious shortage of funds, in June 2007 ASM finally 
accessed fresh funds from Triple Jump and Caucasus Credit. This allowed the institution to accelerate its portfolio 
growth (32.8%), which however lagged behind the very high growth rate characterizing the microfinance market in 
Azerbaijan (87%). The negative effects of the lack of funds are reflected in a still high drop-out, which does not 
benefit yet from the efforts made in diversifying the product offer and enhancing flexibility. Even if partially 
explained by its considerable outreach in depth, operating expenses still stand at high levels, potentially 
undermining ASM overall satisfactory profitability in the case of drop in portfolio yield triggered by downward 
competitive pressure on interest rates. Improvements have been achieved in terms of financial structure, MIS and 
the internal control function, while the governance structure needs to be further strengthened. At the same time, 
the fact ASM still relies on the old Business Plan and updated financial projections are missing represents a 
weakness. The expected withdrawal  of Save the Children from ASM within the next 2 years requires a careful 
definition of an exit strategy.  
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Benchmarking 
 

All figures of peer groups are referred to the MicroBanking Bulletin (MBB) database updated as of December 2006. The 
ratios of ASM presented here do not fully correspond to the ratios presented in the report as they are calculated according 
to the MBB methodology3. As for the MFIs Viator (Azerbaijan) and Azercredit (Azerbaijan) rated by Microfinanza Rating in 
2007, the ratios included were extracted from the Microfinanza Rating database and are calculated according to the MBB 
methodology. Please consider that the figures presented are relative to different periods. 

 
 

Regardless of its still limited dimension (portfolio is still below US$ 2ml), AzeriStar Microfinance shows 
satisfactory performances compared to similar peer groups and to other MFIs in Azerbaijan.  
 
Portfolio quality is amongst the best performing peers as well as productivity (both per loan officers and per 
staff). Portfolio yield registers the higher value, the same being linked to the still high operating expenses 
which affects the overall profitability of ASM. Indeed, AROE, negative due to the inflation adjustment, is the 
lowest within all the peer groups.  
Financial leverage, though gradually but slowing increasing, is still amongst the lowest values.  
 

                                                 
3 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 ASM positioning 
stitutional background

 
In
Save the Children Federation US (SC/US) started its microfinance activities in Azerbaijan in 1999 
wi
ov
co
Af
ne

anagement to monitor performances. The last year has been focused on governance and on 

fre
O
No
by
Az

th the Community Based Lending and Savings Program (CBLS). In March 2006, SC/US handed 
er the assets of the CBLS program to the Azeri Star Microfinance, the limited liability 
mpany registered with the Ministry of Justice.  
ter the spin off ASM started a process aimed especially at strengthening the governance of the 
wly registered entity and at obtaining reliable financial information in order to enable the 

m
fundraising as the severe shortage of funds – which was one of the main concerns of the previous 
rating – has badly affected the growth of the institution. Finally ASM succeeded in accessing to 

sh financing and received a loan from Triple Jump. Moreover negotiations are ongoing with 
ikocredit, Blue Orchard and Minlam.  
teworthy is the considerable outreach in depth, which ASM has maintained over the last years, 
 targeting women and the low-income population of the central and western regions of 
erbaijan. 

 
Political and macroeconomic context 
The political situation is stable 
wi
re
c

litt
th

i

environment is positive 

rapid, mainly due to the 

hydrocarbons industry, 

lasting recent years and 

                                              

    Sovereign risk4

th Ilham Aliyev expected to 
main in control of the political 
ene over the next period and s

winning a second term of office in 
October 2008. However, there is 

le prospect of a resolution of 
e conflict with Armenia over the 
sputed region of Nagorny Karabakh within the next future, as peace negotiations are likely to stall d

at least until elections in both countries are over (Azerbaijan and Armenia will each hold a 
presidential election in 2008).  

 
The macro-economic 

and economic growth is 

booming oil sector and the 
development of the 

which have attracted huge 
foreign direct investment 

leading to robust growth 
. in monetary aggregates

Real GDP growth has 
accelerated from 10.2% in 

 

2004 to 31.0% in 2006, while base-period effects will result in a steady deceleration in real GDP 
growth from an estimated 29.2% in 2007 to around 10.5% in 2009. GDP per head has tripled in 
2007 compared to 2004.  

   
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). 

4 
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Nevertheless, tively loose 
scal policy h , and this is 

ble at least until the second half of 2009, although it should decelerate 

 large inflows of oil export revenue, rapid credit growth and a compara
ave kept year-on-year inflation in double digits for more than a yearfi

expected to remain sta
gradually from an estimated average annual rate of more than 16% in 2007 to around 10.5% in 
2009.  
 
Foreign-currency inflows from oil exports will strengthen the Manat in both nominal and real 
effective terms in 2008-09. The National Bank of Azerbaijan will attempt to sterilise foreign-
currency inflows through the sale of T-bills and the use of Azerbaijan’s overseas oil fund, SOFAZ. 
However, the amount of short-term paper involved will be small. Azerbaijan’s rate of inflation will 
remain high compared with the rates recorded by its trading partners. This will help to produce a 
real effective appreciation of the Manat of around 40% between the end of 2006 and the end of 
2009. 
 
Microfinance sector 
Nowadays, the microfinance industry in Azerbaijan encompasses four types of institutions – non-
bank financial institutions, microfinance bank, downscaling banks and credit unions. According to 
he Azerbaijt an Micro-finance Association (AMFA)5 statistics, as of October 2007 the scale of 

 million in active loans served to over 230,000 clients. The 
ank financial institutions, among which FINCA Azerbaijan is 

rowing rapidly, at an impressive rate of 87% for loan portfolios 
 are figures well above the ECA average. 

ing portfolio which increased by 140% to USD 114 million from 
06 - remains the Microfinance Bank of Azerbaijan (MFBA). 
f rly tripled during the year and ended 2007 at 
t A gust 2007, the MFBA issued bonds on the 

d MFI by portfolio size, presenting an 

m
humanitarian organizations, targeting micro and small enterprise
Azerbaijan.  
Although the target market remains different for certain aspects, co
banks is rapidly increasing, especially in certain regions. Among 
microcredit services are Bank of Baku, International Bank, Ata Ban
Some are partner-banks of the GAF (German Azerbaijan Fund), a fund
German Bank of Development (KfW) for the support of Azeri small and m
 
Regulation and supervision

lending activities6  reached USD 316
on-bmajority of clients are served by n

the largest player. The industry is g
and 72% for active borrowers, which
 
The leading actor - with an outstand
USD 47,6 million in December 20
The same counts with a number o
47,683. Moreover it is worth men
international capital markets, being a pioneer for Azerbaijan and for a single microfinance 
institution.  
The second actor, but the first in terms of number of clients reached, with 68,562 active clients as 
of September 2007, is FINCA

 clients which nea
ioning that in u

 while CredAgro is the thir
outstanding portfolio of USD 23 million and 6,851 clients.  
The remaining market share is divided among smaller MFIs, largely anaged by international 

s in multiple regions of 

mpetition with commercial 
the main banks offering 
k and Bank Respublika. 

 established in 2000 by the 
edium sized enterprises.  

 
No considerable changes have occurred in the legal framework sinc
of the Microfinance Law submitted by the National Bank to the 
discussion, and no positive expectations exist on a quick approval.  

o pay profit taxes since 2005. However, thanks to their social 
orientation, they are exempted from paying social taxes. Microfinance Institutions are not 

e the last rating. The draft 
Parliament is still under 

Supervision is currently carried out by the National Bank through quarterly reports (financial 
statements and portfolio classification).  
According to the current regulation, all MFIs have to be legally registered as limited liability 
companies (LLC) and are required t

allowed to collect savings, unless they transform into banks.  
 

                                                 
5 The Azerbaijan Micro-Finance Association gathers together 22 microfinance institutions out of which 7 represent 
downscaling commercial banks and 15 non-bank credit organizations. 
6 The combined portfolio refers to AMFA members and non-members providing microfinance services.    
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t informal exchange of information among MFIs operating in the same areas.  

ASM does not participate to the Credit Register set up by the National Bank of Azerbaijan in 2005. 
The same however still has a limited effectiveness as it contains only information about loans 
bigger than USD 1,000 and from few financial institutions. Given the increasing competition, this 
could represent a risk for potential clients’ over-indebtedness. However, the risk is mitigated by the 
frequen
 
Azeri Star Microfinance market positioning 
Still limited in size, ASM concentrates its operations in the central and western regions of 
Azerbaijan, having consolidated its positioning in the market there. In the last year, however, in 
order to increase its visibility and to facilitate the access to international investors, ASM moved its 
headquarters to Baku.  
ASM serves a target niche, which is mainly constituted by women (60% of total active clients) and 
the low layers of the rural poor, presenting a considerable outreach in depth with an average 

isbursed loan amount of almost USD 400 and an average disbursed loan size on per capita GDP 
er 2007.  

ompetition has become more intense, especially in the Ganja region, where an increasing 

develop and adapt the existing banking credit registry to MFIs with the support of. 

e transparent products by not charging 

yments on 

and shorter 

 

d
of 11% as of Novemb
In the last year the severe shortage of funds suffered by the institution limited the growth and badly 
affected the market share, which followed a decreasing trend in favour to ASM’s major 
competitors. As of September 2007, ASM presents a market share of approximately 2% of total 
microfinance borrowers7 (3%, when not considering the banks), while its share of portfolio 
outstanding stands at 0.3% (1.2%, not considering the banks). Nevertheless, thanks to the 
successful access to fresh resources, ASM revised its offer adapting the credit products to the 
changing needs of its clients.  
C
number of banks (such as Capital Bank, Republika Bank etc) have started to downscale their 
operations, while FINCA, the main competitor of ASM, is in the process of transforming into a 
bank. This will progressively sharpen the competitive environment by requiring MFIs in future to 
pass from an informal information exchange to the participation to an effective credit bureau, in 
correspondence to the arising risk of clients over-indebtedness. In this regard, the National Bank is 
planning to 
ACID/VOCA. 
   
Compared to FINCA and other banks ASM offers mor
additional fees and ensure good accessibility of the financial services to the rural population living 
in remote areas as it 
accepts repa
the field. However ASM 
still presents some  
competitive 
disadvantages: 

- Smaller loans 

terms than the 
ones requested 
by clients, 
especially for the 
agricultural 
sector  

- Shorter grace 
periods; 

- Higher interest 
rates than FINCA and banks. 

 

                                                 
7 The borrowers considered are the ones included in the matrix realized by AMFA, which also takes into account non-
members institutions.  

MicroFinanza Rating 10



ASM – Azerbaijan – December 2007 Chapter 2
 
 
 

2. Governance and operational structure 
 
Ownership and Governance 
In the last year ASM governance underwent a serious revision of its function and effectiveness. As 

 result of this there was a restructuring within the Board of Directors with some cha anges in the 
accompanied by a set of brainstorming and training 

 
As 
the r the ownership of ASM in a time frame of two years. Certainly, the 
Cha his issue and also of the importance of having an exit plan 

hich d to be followed by the top management and by the Board in 
rder to guide the MFI through a smooth transition. Even though, not yet discussed by the BoD, 

composition of the main governing body 
sessions dedicated to BoD members in order to clarify and create commitment to the work of the 
Board. Undoubtedly ASM governance is still quite young and inexperienced; for this reason still 
strongly relying on the contributions of the CEO who always participate to the Board meetings even 
if without voting right. Currently the Chairman of the BoD, who took over the position of the former 
temporarily chairman, is drafting a set of guidelines to be incorporated in a governance manual, 
which is expected to be approved at the next BoD meeting in February 2008. 
  
Since the previous rating, the composition of the Board has slightly improved thanks to the 
involvement of a new member with an economic / banking profile. Furthermore, BoD meetings now 
take place 4 times a year, even if, due to location constraints8, 2 of them are physical meetings and 
2 are distance meetings. For each meeting ASM management prepares quarterly reports with the 
results achieved in the last period; these represent the base for the discussion and the decisions of 
the BoD and for the overall assessment of the work done by the CEO.  

far as the ownership is concerned no solutions have been studied yet considering that Save 
 Children will hand ove
irman of the Board is aware of t

efines a set of gradual steps w
o

                                                 
8 One member of the BoD is based in Egypt.  
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currently the main ip to the staff9, 
d-bes ypotheses bring 

linked to the capacity of ASM to build a strong and sound 

 option taken into consideration is the transfer of the ownersh
t solution considers the attraction of equity investors. Both hwhile secon

about different risks, which are 
governance capable to steer the institution over this transition process and the ability to attract 
investors sharing the same mission without incurring in a mission drift.  
 
Organisation and structure 
No relevant changes have been 
brought into ASM organizational 
structure compared to the last rating 
visit; the institution still operates 
through two branches, one in Barda 

nd one in Ganja plus a service point a
in Mingachevir. With almost a year of 
delay the Headquarters with the Top 
Management have been finally moved 
to Baku. However, according to ASM 
plans, a new branch will be opened 
in Agdash, while individual loans will 
be provided in Baku by the end of 
2008.  
 
Despite the change introduced with 
the merging of the Office manager 
position with the MIS specialist 
position, the structure of ASM is still heavy with a partial overlapping of functions between the 
Branch manager and the Credit manager positions.  
 
The current level of decentralization is to be considered adequate, as well as the 
communication flow between the HQs and the branches. In fact, the limited size of ASM and the 
frequent travels of the management to Baku and to the field offices ensure an effective follow-up 
and monitoring of consistent implementation of decisions while gathering constant feedbacks from 
staff. 
 
Human Resources 
As of November 2007, ASM personnel is 
composed of 39 employees, out of whom 14 
are loan officers. The staff allocation ratio, 
equal to 35.9%, has improved over the last 
year, in correspondence to the employment of 4 
new loan officers and is expected to increase 
progressively along with the expansion of ASM. 
 
ASM presents a solid management team, mostly coming from internal promotion and strongly 
committed to the institution. Their skills and competences have been mainly acquired along with 
the growing experience and the increasing number of trainings. Other staff is adequately qualified 
and properly trained. In response to the relevant turnover and recruitment problems observed 

 
Founder SC/US

Supervisory Council

Compliance manager

Finance

CEO

MIS
manager manager

Barda branch manager

Credit manager

during the previous rating, ASM has implemented a new recruitment process which is structured 

staff and the consequent competition on human resources in the Azerbaijani microfinance 

                                                

into two stages: the technical test and the interview, ensuring a better screening of high quality 
employees, who are also committed to ASM mission. Furthermore, the introduction of staff loans 
has represented an important step to increase personnel satisfaction and end the difficult period of 
shortage of funds. These measures have contributed to reduce staff turnover from 24.3% as of 
December 2006 to 12.8% as of November 2007. At the same time, the difficulty to find qualified 

 
llowed under the Azeri Law.  9 This option however is not foreseen and not a

MIS/Admin officer
Cashier

LOs
Accountant

LOs

Cashier

Ganja branch manager

MIS/Admin officer

Credit manager

Accountant
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sector still remain a big challenge for ASM, which may take more than one month to recruit new 
personnel with negative consequences on daily and planned operations. Staff retention problems 
may still arise due to the lack of formal career paths.   
 
At the moment, given the limited size of the institution, a dedicated HR manager position is 

issing, with the Executive Director being in charge of it and with the MIS Manager bringing his 
in trainings. Internal and external training has improved over the 

 been attended by interested staff and this has helped to 
department. At the local level, ASM benefits from the 

ferent training opportunities for its members, while some 
organized by the Azerbaijani Banking Training Centre 

l is in place, with direct supervisors for each department 

 AMFA compensation survey, salaries in ASM are in line 
, including the administrative one and management, is 
based bonus system, which has been recently revised – 

ing the minimum number of borrowers to be served in order to get the bonus to 200 - and 
proved, showing to be successful and effective.  

gement 

m
support in the organization 
years, especially for what concerns th
international accounting standards have
fix the shortcomings of the financial 
membership of AMFA, which provides dif
staff attended also external trainings 
(ABTC).  
 
An annual staff performance appraisa
assessing correspondent employees.  
 
Based on the information gathered from
with the microfinance sector. All staff
benefiting from a monthly performance-
increas

e accounting area. Indeed, specialized trainings on 

im

Internal control and operational risk mana  
ght into the position of the compliance manager over 

n the other side making him directly reporting 
 the Board. 

ible risks for ASM. A risk management manual has also been produced, even if it has not yet 
een approved by the BoD (approval is expected at the next meeting in February 2008).  

nager relies on an ambitious audit plan, developed for the whole year and 
 

rs.  

has sensibly decreased thanks to the opening 
implies higher bank fees. Lending operations are 
place in branches or in the service point of 

 the field.  

Significant improvements have been brou
the last year; on the one side through the participation to different internal and external trainings 
which allowed him to cover also the financial audit, o
to
At the same time, in January 2007 ASM established a risk management commission (composed 
by the compliance manager, the financial manager and the MIS manager), with the aim of 
detecting and mitigating the main financial risks, namely liquidity, operational and credit risk. Up till 
now, the risk management commission has produced 2 semiannual reports, which identify 
neglig
b
The compliance ma
approved by the BoD. According to it monthly 
includes a random visit to 15/20 groups of borrowe
 
Compared to the last rating, cash handling risk 
of a bank account in Mingachevir, what however 
still carried out in cash: disbursements take 
Mingachevir, and repayments are collected from clients on

visits to the branches are foreseen; the same

 
All manuals, with the exception of the HR manual, are in place and are regularly updated by the 
compliance manager. 
 
Accounting and external audit  
After the spin off and consequently starting with the period March - December 2006, ASM 
appointed a local auditor, who conducted the audit according to IAS and International Financial 
Reporting Standards. Though the Auditor expressed an unqualified opinion about ASM Financial 
Statements, some inaccuracies have been detected. Subsequently, the financial department fixed 
all detected discrepancies and achieved consistency with the IAS.  
In general Financial Statements produced after the spin-off are reliable.  
 
Management Information System 

ent. No major changes have to be registered within the MIS departm
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The MIS in ASM is still composed of two separate and non-integrated software: an internally 
produced loan tracking system (LTS), built with Visual Basic on SQL Server and the Sage MIP 
Fund Accounting software, which is recognized to be one of the best solution for non-profit 
nancial management needs of organizations, although it is not fully tailored to MFIs. Portfolio data 

 reporting has been streamlined as currently LOs, credit and branch managers can 
roduce themselves on their needs any kind of report they may need. Indeed, in January 2007, the 

ing the effective use of the system and on the other side 
uaranteeing an adequate security.  

 
al and managerial needs of an institution of 

ftware in order to customize it to the institutional needs. Moreover, an additional 

fi
are reconciled on a weekly basis, while formal  reconciliation of the bank statements to the general 
ledger (cash book balance) is prepared at the end of the day. The MIS manager is in charge of the 
monthly consolidation of data coming from the branches via email in Excel sheets and currently 
consolidation is still manually conducted. Nevertheless ASM is planning to integrate the two 
software by the end of 2008 thus reducing significant amount of manual work. 
Compared to the last rating visit, the access to historical data in the LTS has been facilitated. 
Nowadays, historical information is easily available and reliable, while the conversion of portfolio 
data into the new currency has also been finalized.  
Moreover,
p
MIS manager introduced levels of access, use rights and restrictions according to the position 
covered, thus on the one side improv
g
In the last year a cash module (April 2007) has been created; the same which has been 
integrated to the MIP accounting software allows to get automatic reconciliation between finance 
and cash. Furthermore, the development of specific macros have enhanced the detection of 
mistakes at the data entry level, improving reliability of data while streamlining the error detection 
process.     

In general the features of the MIS fit the operation
this size. Nevertheless some issues are still to be fixed with reference to the accounting package, 
which is not detailed enough for an MFI, requiring to manually calculate some operating expenses 
(e.g. loan loss reserve, depreciation etc.). Therefore, ASM is planning to develop its own 
accounting so
module is needed for the budget, which is currently realized manually. 
 
Back up and disaster and recovery policies and procedures are adequate, as the MIS 
department performs daily incremental and monthly complete back ups of both portfolio tracking 
and accounting databases, which a CD-ROM copy always kept outside the main office. 
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3. Lending operations 
 
Financial products 
In November 2007 ASM amended its Credit Manual with a series of changes that enhanced 
flexibility and diversification of its product offer, thus satisfying clients’ needs in reaction to the 
changes in credit demand. An example of this has been the unexpected level of inflationary 
pressures which determined a strong demand for bigger loans and which forced ASM to make 

some adjustments to existing products, while introducing new financial services. Changes mainly 
refer for the Business and Livestock loans, on interest rate: the same for the first cycle has been 
reduced from 4% to 3.5% on flat rate basis. For Graduated loans the maximum loan amount has 
been increased up to USD 647, while the requirements for its application have been loosened: 
groups have to successfully complete only two loan cycles of Business/Livestock loans in order to 
have the possibility to apply for the Graduated loan (before, it was 4 loan cycles). Moreover, a two-
month grace period has been introduced for the Graduated loans. Maximum loan maturity has also 
been increased for all products and principal plus interest repayment is scheduled on a monthly 
basis (before, periodicity was every 4 weeks).  
 
Two new loan products have been introduced in October 2007, Staff loans and Consumer 
loans. Both staff and consumer loan have demonstrated to be successful products, by meeting 
large demand of the target clientele and consequently increasing rapidly. One more product which 
will probably meet the needs of many clients is the individual loan; however, due to shortage of 
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funds, it has not been promoted  it is not reflected in the active 
ortfolio. The idea of ASM is to ual loan product along with the 

to fresh funding, by introducing also gradual changes like an increase in the 

 during the last period and therefore
re-introduce and promote the individp

successful access 
maximum loan amount, through a pilot test phase which will finalize the full-scale product design.  
 
In general, ASM enhanced product offer seems to exert first positive effects on the drop-out ratio, 
although the amount of funding liability still constrains ASM capacity to fully meet the 
changing needs of its target clientele, especially for what concerns the loan amount ceiling. 
Interest rates are still rigid and not sensitive to the clients’ credit history. A possible reduction of 
the interest rate is not expected within the following 2 years (up to 2009).  
 
Lending procedures 
No main changes have occurred in the lending process, which is well structured and allows to 
keep a good quality of the portfolio. The orientation meetings with clients and field visits prior to the 
disbursement contribute to a sound screening mechanism, which is also supported by the 
informal exchange of information on clients black lists among other MFIs. Group loans applications 
are approved by LOs and the credit manager, with the support of the branch manager, while 
individual loans will require the involvement of a credit committee. Along with the development of 
the individual lending methodology ASM is dedicating specialized LOs to this product, for which the 
business requires a more in depth analysis.  
As far as the business analysis of group loans is concerned, it is worth mentioning that sometimes 
the level of accuracy of the analysis is not adequate in order to precisely determine the 
repayment capacity of the applicant. This is especially the case for livestock loans. However, the 
compliance manager who easily detects such problems also offers from time to time trainings to 
the LOs in order to strengthen and streamline their operations.   
 
Loan processing takes one week for new groups and 2 days for repeated loans, what is 
satisfactory for the clients and in line with the market. Loan approval is quick and flexible, as it is 
performed on the field and is based on easy procedures.  
 
During the repayment period, a good monitoring system is in place, which relies on frequent 
visits to clients and personal relationship built up by LOs. In case of arrears, there are standardized 
procedures to be followed which seem to be effective in maximizing loan recovery. Write-offs or 
alternative measures must be approved by the BoD. ASM does not have any restructuring policy.  
 
The credit manual has been updated in October 2007.  
 
Collaterals and accessibility  
Group loans are uncollateralized and the joint liability mechanism seems to work properly. As a 
policy, individual loans require physical collateral: jewelry, as well as business and household 
assets are accepted as collateral. 
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4. Assets structure and quality 
 
Assets structure 
As of November 2007, ASM net portfolio is equal 
to 87.9% of the total assets, which represents a 
satisfactory level of concentration of resources into 
the core business. Cash and banks, which stands at 
10.2% as of November 2007, registered an average 
figure of 5.7% during the last year. However 
luctuations in the liquidity levels are still high, due f

to inflows of fresh resources and the difficulty in 
quickly allocating the money available as a result of 
the past shortage of funds. The two biggest 
examples of this happened in October 2006 and 
2007 when liquidity level reached respectively 8.2% 
and 15.2%. On the contrary, December 2006 is characterized by the lowest amount of liquidity 
during the last 2 years, equal to 0.47%. As of November 2007, net fixed assets account for 1.9% of 
total assets; on average this amount is equal to 2.8% and is expected to increase along with the 
expansion of ASM. 
 
Portfolio structure 
As of November 2007, ASM outstanding portfolio stands at USD 1,179,993, out of which almost 
50% is constituted by Graduated loans, what represents a marked shift towards this product since 
the last rating visit, where the Livestock loan was preponderant. This is the result of the growth of 
clients but also of the choice to serve upgrading customer during the period of shortage of funds 

and Livestock 

 
downward trend 
over the period of 
analysis. As a 

experienced until 
September 2007, 
the Individual 
Business loan 
has not been re-
introduced yet; at 
the same time 

ASM is thinking about changing some features of this product by testing them through a pilot 
phase starting from beginning of year 2008. Not surprisingly, Staff, Consumer and Graduated 
(Grace) loans cover small shares of total portfolio, as they are very new (below 3 months of 
existence). Nevertheless, Consumer loan presents a wide room for growth, given the strong 
expressed demand of the target clientele.  
 
In the last year portfolio growth followed a quite stable path, registering a 32.8% grow rate, 
compared to a 32.2% of the previous year. However, in comparison to the microfinance market 
that grew 87% for loan portfolio over the last year, the growth registered from ASM is limited.    

when it was difficult to attract new borrowers and the institution was indeed focusing on existing 
clients.  

Group Business 

loans account 
respectively for 
25.3% and 19.6% 
of total portfolio, 
signing a

result of the 
shortage of 

funds 
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e disbursed he periods of analysis, 

 228 to USD 39910. The same, however, does not reflect a true change in target 

ans. In real terms, the outreach in depth of 
ious rating, as shown by the average loan 

 15% in 2005 and 12% in 2006), and by the 

er of borrowers, suffered for the shortage of 
e clients during the period December 2006 
o the 8% registered during September 2005 

g that ASM strategy has been focused on 
s.  
 fact, drop-out ratio, which abruptly dropped 

be paid in order to avoid clients’ insatisfaction. The re-introduction and 
ndividual Business loan is expected to partially solve the problem. The MIS is 

a
the second largest city in Azerbaijan) and the consolidation of Mingachevir servic
the opening of Agdash branch will further strengthen this trend, while Baku will 
end of 2008 in the operation areas of ASM.   
 
Loan portfolio quality

The averag loan size registered an upward trend during t
passing from USD
population but mostly refers to the strong increase in i
made clients poorer and requiring for bigger nominal lo
ASM has slightly  increased with reference to the prev
size on per capita GDP, equal to 11% (compared to
percentage of female active borrowers (59.8%).  
 
Breath of outreach, as defined according to the numb
funds and finally registered only a 2% growth of activ
– November 2007, what is even lower in comparison t
– August 2006. This is particularly true while considerin
retaining repeated clients rather than attracting new one
At the same time this is reflected in clients’ retention. In
from 87.9% in 2005, progressively improved during the last year till reaching a still quite high but 
understandable 51.2%. Moreover, the introduction of new loan products and some critical changes 
in the product design plus the access to fresh resources will further sustain clients’ retention. 
Beside this, however, attention to the concrete adequacy of the loan size to the financial needs 

f the clientele should 

nflation rate registered over the years, which 

o
renovation of the i
tracking the drop-out rate, providing information on clients’ reasons for leaving the organization. 
Nevertheless, the data gathered from LOs are not detailed enough and present shortcomings in 
terms of reliability. For the future, some changes will be introduced in the exit survey in order to 
obtain useful information, which may better explain the phenomenon. Systematic reporting on the 
results of the survey may 
represent a valuable 
management tool.   
 
Breakdown of portfolio 
by branches over the 
period of analysis, stresses 
that portfolio allocation is 
gradually shifting from Barda to Ganja branch, along with the expansion of its m rket (e.g. Ganja is 

e point. Moreover, 
be included by the 

 
ASM portfolio quality is excellent, with PAR30 equal to 0.1% and write off rati
figures show a slight improvement with respect to previous years, where the PA
at 0.3% as of December 2006. Besides one small peak in August 2007, 
progressively decrease over time, 
confirming the good portfolio quality of 
ASM (see the graph). Restructuring of 
loans is not permitted.  
 

. 

o worth 0.2%. The 
R30 was standing 
PAR30 seems to 

ASM presents a very prudential approach 
to portfolio management, in accordance 
with the higher risk it is facing due to the 
low level of collateralization of the loans. 
Indeed, ASM relies on a very high risk 
overage ratio, equal to 1638.8%c

However, in order to balance efficiency and 

                                                 
10 However, if considering the amount in Manat, the increase is not as sharp (from AZM 210 to AZM 339). 
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not to lose 

egative 

resources this 
year ASM has 
recorded a 
reversal of 
loan loss 
provision, as 
shown by the 
n
provision 
expense ratio, 
increasing its 
net income.   
More 
generally, delinquency reasons remain linked to the poor performance of the clients’ business and 
to the households’ vulnerability to external shocks. When analyzing delinquency by portfolio 
breakdown, it  is worth mentioning that the Graduated product is characterized by the highest 
concentration of PAR30 (0.2%), although the level is very limited. On the other side, the 
agricultural sector 
seems to have the 
highest risk profile, 
with PAR1 equal to 
4.1%. Nevertheless, 
agriculture counts only 
for 2.1% of the total 
outstanding portfolio.  
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5. Financial structure and ALM11

 
Although in the 
ASM did not rad
accessed to fresh
share of long term lia
far ASM has been f
donated equity 
from the US Ag
(USAID). 
Rating analysts
September 200
shortage of fu

last year the financial structure of 
ically changed, the institution 
 funding, thus increasing the 

bilities (see graph aside). So 
inancing its growth thanks to 

channelled by Save the Children 
ency for International Development 

During the previous visit of Microfinanza 
, for the whole 2006 and till 
7 ASM suffered a worrying 
nds which badly affected its 

ment.   

re

overall operation. However, the efforts spent in 
negotiating with various lenders finally brought fresh 
resources to the institution. Two loan agreements have been signed in the last year: a renovated 
contract with Caucasus Credit12, and a new one with Triple Jump. This brought the financial 
leverage of the institution to 0.3, registering an increase of 164% with respect to the previous 
rating. Even if this drove ASM
leave rather wide room for improve
 

 out of a quite deep crisis, the current leverage remains low and still 

Liabilities and equity structu  
 counts on a long term loan received from Triple Jump representing 

n of Caucasus Credit which covers the remaining 
 strategy did not resulted to be very effective in the short run, finally – in 

September 2007 – ASM overcome the sever 
shortage of funds and started to work on the 
recovering of the portfolio growth. Still, the 
backbone of the strategy is the attraction of 
social and commercial investors, to drive and 
sustain growth in the future. Currently negotiations 

more 
ing side as investors are 
 lend to Azeri Star 

Thanks to a consolidating profitability retained 
earnings are gradually gaining importance and 
currently represent 27% of equity.  
 
 
 

                                                

As of November 2007 ASM
69% of total liabilities and on a short term loa
31%. Though the funding

are ongoing with BlueOrchard and Deutsche Bank 
while a contract has already been signed with 
Oikocredit and the institution is much 
confident on the plann
now more willing to
Microfinance.     

 
In the last year equity registered a growth of 
28.6% amounting almost USD 1ml. 69% of 
equity is still given by donated equity received 
from USAID. Paid-in capital from Save the 
Children, the only shareholder, covers a 
diminishing share of total equity - 4%, as over 
years no fresh contributions have been thrown in. 

 
11 For the analysis of Azeri Star Microfinance financial structure and ALM as of August 2006 the internal financial 
statements have been used since the final version of the audited ones is not available yet.  
12 Caucasus Credit is a wholesale microfinance institution mainly operating in Georgia and Azerbaijan with the support of 
the Danish Refugee Council.  
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Assets and Liabilities Management 
re to financial risks diminished in the last year, AEven though the exposu SM spent many efforts in 

g to it the financial manager produced two 
 institution is exposed. At the same time an 
ance, the MIS and compliance manager in 
perating and the overall risk management is 
is certainly helped increasing the awareness 

ove the attention to the strengthening of this 

norms from the National Bank of Azerbaijan 
o be adequate to the exigencies of ASM, 
opics covered. Reporting seems also to be 
 available, one for January and one for June 

st year thanks to the introduction of quarterly 
nalysis.  

interest risk is only linked to the potential de
pressures.  
 

improving the overall risk management. A Risk Man
implemented at the beginning of 2007 and accordin
reports analyzing the main financial risk to which the
ALCO Committee was created, gathering the Fin
monthly meetings. Albeit the ALCO recently started o
not very sophisticated and detailed for the moment, th
of the management towards these risks and thus dr
area.  
The Risk Management Manual, which includes some 
and some basic principle for microfinance, seems t
complete in its structure and comprehensive for the t
satisfactory, even if currently there are only two reports
2007.  
 
As of today ASM does not present major financial risks. Maturity mismatch does not 
represent a constraint to ASM. Indeed, as of November 2007 current ratio stands at 13.7, the 
bulk of the portfolio (97.4%) is short term while the average weighted maturity is 8 months. On 
the other side the biggest share of liabilities is, as of today, composed by a long term loan. 

oreover liquidity management improved in the la

agement Manual has been developed and 

M
cash flow statements and gap a
Since the last rating ASM eliminate the negative net position in USD, as all liabilities are 
currently denominated in local currency as well as ASM outstanding portfolio. Even if the institution 
will increasingly access commercial funds from international sources, currency risk is not expected 
to sensibly augment in the next future. Present negotiations indeed confirms the willingness of 

at most of the portfolio is financed by equity the 
crease of active interest rates due to competitive 

investors to lend in national currency.    
 
For what concerns interest rate risk, given th
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6. Financial  and operational results 
 
In the last year ASM has been consolidating its profitability and sustainability, marking a 
positive upward trend especially during the 
first eleven months of 2007. For the period 
December 2006 – November 2007 ROE and 
ROA are respectively 18.3% and 14.9%, 
registering a slight increase in comparison to 
2006

13

ional Self-Sufficiency (OSS) 

1.8% for the period December 2006 – November 2007. 

institution to better manage and reduce the 
impact of fixed costs. In general, there is still 
room for improvement in the current level of 
efficiency, especially considering the 
burdening organizational structure, 
overstaffed and resource consuming for an 
organization of the dimension of ASM. The 
same positive trend is followed by the 
provision expense ratio; the same at the 
time of the previous rating was significantly 
impacting on the cost structure of the 
institution. Nevertheless, in 2007, the 
provision expense sensibly diminished, 

due to the application of the standard policy for provisioning adopted by the National Bank, and as 
a consequence, for the period December 2006 – November 2007 the same registers a negative 
result turning into a reversal of provision.    
 
The biggest constraint in terms of performances is still to be referred to productivity, which 
registered in the last year a downward trend, seen in a drop of number of clients served for 
both, loan officers and staff in general. Undoubtedly, during the last periods productivity has 
been negatively affected by the lack of funds and by the instability of the staff: on the one side 

                                                

14 (when they were 14.5% and 13%). It 
is however important to stress that 2006 
does not represent a full year as ASM was 
registered as a LLC in February and thus 
started operations in March 2006. During the 
same periods ASM further consolidated its 

peratO
passing from 135.4% to 148.6%. 
 
Even if the effects of adjustments 
significantly impact on financial performances, ASM maintains positive levels of profitability ad 
sustainability. Due to a substantial adjustment for inflation, which is following an uneven trend in 
the last years, and to a minor adjustment due for subsidized cost of funds, AROE and AROA 
abruptly drop to 1.1% and 0.9%. The same impact, even if less important could be seen also in 
the level of Financial Self-Sufficiency, which nevertheless maintains a positive value of 110% for 
the period December 2006 – November 2007.  
 
Since the last rating ASM has slightly improved its efficiency, as shows the downward trend of 

perating expenses: 44.9% in 2006, 4o
The ratio however remains quite high. This has been achieved thanks to the growth of portfolio 

that even if it does not yet reached the level 
of economies of scale, for sure it allowed the 

 
13 The absence of audited financial statements for all periods of analysis up to February 2006 does not allow us to 
ensure the reliability of the data used for the financial indicators analysis performed before that date and for the cross-
period September 2005 – August 2006. 
14 2006, the first year of operations of the new entity, covers a 9 months period. 
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existing staff was de nities; on the other 
ide it was and still is  

 of November 2007, in comparison to the 348 of 

ently weights more the number of active clients – 
sequent high drop out registered pushed down the 
e side productivity by number of clients registered a 
llaborate with graduating clients, due to the lack of 
mounts. LOs are currently managing almost USD 

ding almost at the same value registered one year 
t future to the increased access to commercial 

mber 2007 funding expense ratio stands at a 
 interests is not yet visible in the ratio due to the 
sh principle.15

 
till the 62.3% of the period December 2006 – Novem
of yield has to be found in the ever-increasing share o
balance and, due to the lack of funds, the minor shar
present portfolio yield still allows to cover all operati
leave a positive operational margin of almost 20%
registered during the last period significantly ero
6.4%, leaving limited room for covering the increas
In future, portfolio yield may reduce in response to 
rates. Given the current cost structure of ASM and t
short run, this may represent a risk for the future viabil
 
Nevertheless, according to the strategy and as dis
planning to reduce interest rates for the next coming 

moralized for the sluggish growth and limited carrier opportu
 difficult for the institution to find skilled and qualified staff.  s

304 active clients were served by ASM LOs as
2006. The same for total staff, 109 versus 113. Indeed, r
adaptation of the incentive scheme – which curr
the severe shortage of funds suffered and con
overall level of productivity. Even if from the on
downward trend, the need to more closely co
funds, push upward the productivity by a
85,000 while staff manages USD 30,000.   
 
Funding expense ratio, though currently stan
ago, is expected to rapidly grow in the nex
liabilities. For the period December 2006 – Nove
misleading 1.1%. In reality, impact of passive
conditions of the loans and to the use of the ca
 

egardless of the efforts spent in the 

Portfolio yield has registered a certain drop in the last two years, passing from the 67% of 2006 
ber 2007. The main reasons behind this fall 
f graduated clients, benefiting from declining 
e of new clients. Regardless of the drop, the 
ng, financial and provisioning expenses and 
. Undoubtedly, the high level of inflation 
des the margin, which finally shrinks to 
ing cost of borrowed funds16.   
the downward market pressure on interest 
he objective difficulty in cutting costs in the 
ity of the institution.  

cussed with the management, ASM is not 
year; but most probably a cutback of interest 

rates will happen during 2009, in parallel with the introduction of commissions.  
 
Overall, ASM has shown an improved financial performance since the last rating, thus still having 
to work on efficiency and productivity. ASM enjoys a rather heavy operational structure and 
this, together with a still limited funding possibilities, burden the institutional evolution.     
 

                                                 
15 Interests on Triple Jump loan are due twice a year. 
16 It has moreover to be remembered that the present funding expense ratio does not transparently show the real cost of 

re not accrued.  borrowed fund, as interests on Triple Jump loan are paid every six months and a
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7. Strategic objectives and financial needs 
 
Strategic objectives and strategies 
The main features of the projected evolution of ASM are shown within the Strategic Business 
Plan for years 2006 - 2008 developed in 2006 and not yet updated. Operational planning is done 
informally by the Top Management based on the availability of funding from period to period and 
then shared with branch managers. The Top Management, together with the Board is indeed 
planning to revise the strategy and prepare a new Business Plan, once two years full reliable 
audited financial statements will be available (and these are excepted by the first quarter of 2008). 
Additionally, there is a further issue currently under discussion at BoD meetings: the ownership 
issue. The present lack of a clear and comprehensive exit strategy of Save the Children is 
onstraining the development of the long c term plan of ASM. Considering that the founder will 

 
ASM tions will be 
updated alo of two different 
scenarios alternatives in 
response to
realization
predictable 
events.  
 
When 
comparing 

eographical expansion, 

gradually diminish the involvement in microfinance in Azerbaijan within 2008, possible solutions 
have to be studied to define the future ownership structure of ASM, also under the hypothetical 
approval of the Microfinance Law. The most likely opportunities for ASM remain the transfer of the 
ownership to staff and the involvement of equity investors, although both options bring about 

achieved results 
with expected 
igures for 2006 

different risks, which should be thoroughly addressed when updating the business plan.  

still relies on old financial projections developed by using Microfin. Projec
ng with the Business Plan document during 2008. A presentation 

will be included, what may provide the institution with reasonable 
 the 

 of 

f
and 2007, some 
observations 
need to be 
done. As shown 
in the table 
aside, ASM 
projected growth was not realistic, being the growth rate assumptions fairly aggressive. In 
particular, ASM did not succeed in accessing sufficient funding sources in order to feed 
planned growth. The main discrepancy is visible in the expected growth rate of portfolio for 2006, 
standing at 77%, while the actual figure (32.2%) is far below expectations. The experience of 
shortage of funds has consequently undermined the full achievement of defined goals for 
he period 2006-2008, expressed in the business plan, with reference to gt

enhancement of its structure and operations and increase visibility. Nevertheless, ASM is on the 
right track to recover higher growth. On the other hand, when comparing operating expenses, 
the forecasted trend has been close to reality.   
 
Financial needs 
ASM will need US$ 1 ml to sustain the growth till the end of 2008. Of this million, US$ 400,000 
have been already contracted with Oikocredit and US$ 200,000 are currently being negotiated with 

lueOrchard. Further negotiation have been started with KIVA, Deutsche Bank andB
N

 Minlam. 
oteworthy is that the retained earnings will acquire increasing importance in value and amount, 

for feeding expected growth. In addition, the transfer of the HQs to Baku will facilitate the contacts 
tion flow with them.  with investors and streamline the communica
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8. Details of the risk factors 
According to our analysis, the main risk factors of Azeri Star Microfinance are the following ones: 
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Annex 2 - Financial statements’ adjustments 
 
The financial statements in Annex 1 are the result of standard reclassification. They are based 

n the internal financial statements of SC/US up to February 2006, while for the period March - 
ecember 2006 the audited FS of ASM are available. Moreover, internal financial statements have 
een used to cover the period January – November 2007.  

 

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 kind17 and soft loans18) 
• provisions are calculated with a standard formula19 
• adjustments for inflation 
• adjustments for write-offs 

 

The bulk of the adjustments to ASM FS are related to inflation: the relevant increase of the 
consumer price index (culminating in November 2007), makes this adjustment accounting for 90% 
of the total variation of net income in the period December 2006 – November 2007.   
 

                                                

o
D
b
 

 
17 Donations in kind are valorized and added to operational expenses. 
18 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%. 
19 Provisions are calculated according to the following formula: 
Portfolio:  1-30 days 10%  Restructured loans  0-30 days 50% 
   31-60 days 30%     > 30 day  100% 
   61-90 days 50% 
   >90 days 100% 
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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/ Gross outstanding 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 / Average 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 
inancial stat

 
F ements 
Azeri Star Mi  provide non-financi flect 
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al services and its financial statements re
cial Statements (FS) currently are p

, and the financial department i g in the short term to introduce the accrua
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any (TID Consulting), which i S for 2007 as well.  
 
Loan loss pr vision and write-offs
ASM is applying the loan lo the NB, w
The finance manager prepares the aging report on a mo
the amount rent month. 
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existing balanc  reserve. If the existing balan
reserve is less than the calculated amount, the difference will 
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than the calcu ional provisioning w
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statement and is cum n loss reserve in
balance sheet. 
 
Insider loans
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e of loan loss ce of 

. But if the existing r ore 
lated amount no addit ill be 
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the Loan 
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Details of funding liability 
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Annex 6 - Rating Scale  
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