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INDEPENDENT AUDITORS' REPORT

To The Governing Body of BRAC

We have completed a non-statutory audit of the financial statements of BRAC as of December
31, 2007 in terms of the requirements laid down by IDA and PKSF. The figures in financial
statements, modified to meet the said requirements, are the responsibility of BRAC's
management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in material respects,
the financial position of BRAC at December 31, 2007, the results of its operations and
changes in its Cash flows for the year then ended in accordance with International
Accounting Standards.

2 e Al e

S. F. Ahmed & Co.
Chartered Accountants
Dhaka, Bangladesh

April 03, 2008






BRAC
Statement of Changes in Equity
for the year ended December 31, 2007

(Amount in Taka' 000)

Donor Funds

Balance at January 01, 2006

Donation received during the year

Transferred to deferred income:
Investment in fixed assets

Investment in loan

Transferred to Statement of income and
expenditure during the year

Transferred from Other projects
Net surplus for the year 2006

Balance at December 31, 2006

Balance at January 01, 2007

Donation received during the year

Transferred to deferred income:
Investment in fixed assets

Investment in loan

Transferred to Statement of income and
expenditure during the year

Transferred from/ (to) Other projects
Net surplus for the year 2007

Balance at December 31, 2007

Notes | Grants received| Investment | Investment Retained Total
in advance in fixed in loan Total Surplus
account assets

37,283 297,934 1,527,860 1,863,077 4,459,350 6,322,427

22 50,712 - - 50,712 - 50,712
(36,073) - 36,073 - - -

(252) - - (252) - (252)

- (48,656) (48,656) - (48,656)

- - - - 1,700,179 1,700,179

51,670 297,934 1,515,277 1,864,881 6,159,529 8,024,410

51,670 297,934 1,515,277 1,864,881 6,159,529 8,024,410

22 58,511 - - 58,511 - 58,511
(69,693) - 69,693 - - -

(399) - - (399) - (399)

- 10,400 10,400 133,797 144,197

- - - - 510,040 510,040

40,089 297,934 1,595,370 1,933,393 6,803,366 8,736,759




Cash flows from operating activities
Excess of income over expenditures
Other cash from operating activities
& items not involving cash

Loan disbursements for rural credit
Loan disbursements for urban credit
Loan disbursements for hard-core poor
Loan disbursements for
microentrepreneurs

Loan collections from rural credit
Loan collections from urban credit
Loan collections from hard-core poor
Loan collections from
microentrepreneurs

Net Cash provided by/(used in)
operating activities

Cash flows from investing activities
Acquisition of fixed assets

Sale of fixed assets

Short -term deposits purchase
Investment in related companies
Other investments

Net Cash provided by/(used in)
investing activities

Cash flows from financing activities
Loans from PKSF

Loans from other sources

Saving deposits

Other funds

Net Cash provided by/(used in)
financing activities

Net increase in cash and bank balances

for the year ended December 31, 2007

BRAC

Statement of Cash flows

(Amount in Taka' 000)

Cash in hand & at banks, beginning of the year

2007 2006
Notes| Micro Social |Commerciall Consolidated Micro Social Commercial | Consolidated
Finance [Developmeni Projects Finance | Development| Projects

510,040 337,914 433,248 1,281,202 1,700,179 409,039 359,952 2,469,170
23 752,889 (49,400) (386,464) 317,025 122,801 (354,143) 79,973 (151,369)
24 (41,019,668) - - (41,019,668) (30,231,782) - - (30,231,782)
24 (1,757,002) - - (1,757,002)  (1,230,882) - - (1,230,882)
24 (499,169) - - (499,169) (1,061,702) - - (1,061,702)
24 (19,052,875) - - (19,052,875) (10,091,045) - - (10,091,045)
24 32,880,144 - - 32,880,144 26,111,992 - - 26,111,992
24 1,408,360 - - 1,408,360 1,284,823 - - 1,284,823
24 400,119 - - 400,119 1,268,820 - - 1,268,820
24 15,272,218 - - 15,272,218 7,462,935 - - 7,462,935
(11,104,944) 288,514 46,784 (10,769,646) (4,663,861) 54,896 439,925  (4,169,040)
17 (32,418)  (217,474) (109,087) (358,979) (49,509) (107,163)  (111,688) (268,360)

17 - - - - - - - -
12 (2,473,920) (2,591,220) - (5,065,140) 1,039,755  (1,187,592) - (147,837)
- (188,214) - (188,214) - (201,516) - (201,516)
- (67,652) (475) (68,127) - (80,393) (16) (80,409)
(2,506,338) (3,064,560) (109,562) (5,680,460) 990,246  (1,576,664)  (111,704) (698,122)
18 362,500 - - 362,500 (571,666) - - (571,666)
25 11,210,347 5,085,959 (45,011) 16,251,295 3,386,294 1,959,005 75,313 5,420,612
19 2,872,094 - - 2,872,094 1,435,845 - - 1,435,845
26  #VALUE! (10,749) 151,499 #VALUE! (62,980) (1,029,542)  (359,800) (1,452,322)
#VALUE! 5,075,210 106,488 #VALUE! 4,187,493 929,463 (284,487) 4,832,469
#VALUE! 2,299,164 43,710 #VALUE! 513,878 (592,305) 43,734 (34,693)
1,265,403 (166,019) 115,877 1,215,261 751,525 426,286 72,143 1,249,954
#VALUE! 2,133,145 159,587 #VALUE! 1,265,403 (166,019) 115,877 1,215,261

Cash in hand and at banks, end of the year




2.1

BRAC
Notes to Financial Statements
December 31, 2007

Introduction:

BRAC, a national private development organisation, was formed in 1972 under the Societies Registration Act 1860.
Although it was first set up to resettle refugees in post-war Bangladesh, BRAC later redesigned its strategies in
accordance with its philosophy of poverty alleviation and empowerment of the poor. At present, BRAC has a large
number of development programs that cover the areas of health, education, credit, employment and training for the
poor people of Bangladesh. BRAC carries out licensed banking activities through the BRAC Bank Ltd and also earns
from various income generating projects such as Aarong Rural Craft Centre, BRAC Printers and BRAC Dairy and
Food project, BRAC Tea Estates, and various programme support enterprises such as poultry farms, feedmills,
seedmills and prawn hatcheries.

Significant Events in the Current Year:

e OnJuly 6, 2006, BRAC entered into a financing arrangement with Eastern Bank Limited (“EBL” or “the
Trustee”) which acts as a conduit between BRAC and private institutional lenders to securitise "Designated
Loans", comprising a pool of microfinance loans receivables originating from microfinance programme, in
return for financing, under a Trust known as BRAC Microcredit Securitization Trust (“the Trust”) set up solely
to facilitate this purpose. The arrangement aims to raise funds of up to USD 180 million (approximately Taka
12.6 billion) in 12 tranches for BRAC over a 6.5-year period through the sale of the Designated Loans. On
September 5, 2006, Tranche 1, amounting to USD 15 million (approximately Taka 1 billion) was received by
BRAC from the Trust, carrying a maturity period of 12 months in return for the sale of corresponding Designated
Loans.

On December 26, 2006, BRAC Bank Ltd ("the Bank") alloted shares arising from the initial public offering of

shares of 5,000,000 ordinary shares of Taka 100 each at an issue price of Taka 170 per share. Arising from this
allntmant RP A('e intaract in tha Ranls wiac diliitad tn 21 7104

Summary of significant accounting policies:

BRAC prepares its financial statements on a going concern basis, under the historical cost convention, except for
investments in shares in listed companies classified within investment in securities and others, which are stated at fair
value. BRAC generally follows the accrual basis of accounting or a modified form thereof for key income and
expenditure items, as disclosed in the Summary of Significant Accounting Policies. The financial statements are
expressed in Bangladesh Taka.

The significant accounting policies followed in the preparation and presentation of these financial statements are
summarized below.

Basis of preparation of financial statements

BRAC maintains its books of account and records on a programme or project-wise basis. The Head Office maintains
records of all treasury, investment and management functions. AIll cash balances, including those held for
programmes, are held by the Head Office and transferred to programmes as required. Balances between projects are
eliminated upon combination for the purposes of presentation of the financial statements.

These financial statements include the financial statements of BRAC and, on an equity accounted basis, those of the
related undertakings in which BRAC has equity interests through which it excercises control or significant influence.
As stated in Note 2.10, BRAC, being a society under the Societies Registration Act, 1860, is not subject to any
requirement to prepare consolidated financial statements.

In contrast to the ownership of equity interest in related undertakings, BRAC also extends gratuitous grants to certain
organisations that, in some instances may bear names with resemblance to BRAC, viz BRAC University and BRAC
Afghanistan. However, no equity is held in these entities, and BRAC's financial statements therefore do not include
the financial statements of these entities.

BRAC’s accounting records and financial statements are maintained and presented in accordance with the principles
of fund accounting. This is the procedure by which resources are classified for accounting and internal reporting into
funds established according to their nature and purposes based on the existence or absence of donor-imposed



2.2

2.3

24

2.5

Summary of significant accounting policies (contd.)

Donor Grants

Income from donor grants is recognized when conditions on which they depend have been met. Substantially,
BRAC’s donor grants are for the funding of projects and programmes, and for these grants, income is recognized to
equate to expenditure incurred on projects and programmes. For donor grants which involve funding for fixed assets,
grant income is recognized as the amount equivalent to depreciation expenses charged on the fixed assets concerned.
For donor grants provided to purchase motorcycles for specific projects, income is recognized over the estimated
useful life of the motorcycles.

All donor grants received are initially recorded at fair value as liabilities in Grants Received in Advance Account.
For grants utilized to purchase fixed assets and motorcycles, the donor grants are transferred to deferred income
accounts whilst for grants utilized to reimburse programme-related expenditure, the amounts are recognized as
income. Donor grants received in-kind, through the provision of gifts and/or services, are recorded at fair value
(excluding situations when BRAC may receive emergency supplies for onward distribution in the event of a disaster
which are not recorded as grants). Income recognition of such grants follows that of cash-based donor grants and
would thus depend on whether the grants are to be utilized for the purchase of fixed assets or expended as programme

Grants income is classified as temporarily restricted or unrestricted depending upon the existence of donor-imposed
restrictions. For completed or phased out projects and programmes, any unutilized amounts are dealt with in
accordance with consequent donor and management agreements.

For ongoing projects and programmes, any expenditure yet to be funded but for which funding has been agreed at the
end of the reporting period is recognized as grant receivable.

Expenses

Programme related expenses arise from goods and services being distributed to beneficiaries in accordance with the
programme objectives and activities. BRAC's Head Office overhead expenses are allocated to various projects and
programmes at a range of 5% to 10% of their costs, based on agreement with donors or management’s judgement.

Fixed assets

Fixed assets are stated at cost less accumulated depreciation and impairment losses. Depreciation is provided for on a
straight-line basis over the estimated useful lives at the following annual rates:

Item_ Annual Depreciation Rate (%)
Buildings 4-10
Furniture & Fixtures 10-20
Equipment 15-33.3
Vehicles 20
Bicycles 20

No depreciation is charged on land and construction work in progress.

Loans to VO Members

BRAC's activities include providing micro-credit loans to group members without collateral, on a service charge basis
under various programs. Loans inclusive of service charge are stated net of provision for loan losses.
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2.7

2.8

2.9

Summary of significant accounting policies (contd.)

Provision for Loan Losses

BRAC generally provides for loan losses based on 2% of loan disbursements made. Management regularly assesses
the adequacy of the loan loss provision based on the age of the loan portfolio. At the year end, BRAC calculates
required provision for loan losses based on the loan classification and provisioning methodology which is shown
below and any adjustments, if required are made and accounted for in the financial statements for the year.

Loan Classification Days in Arrears Provision
required
Standard Current (no arrears) 3%
Watchlist 1-30 5%
Substandard 31-180 20%
Doubtful 181 - 350 75%
Loss Over 350 100%

Loans written off

Loans within their maturity period are classified as " Current loans". Loans which remain outstanding after one month
of their maturity period are considered as "Late loans". Late loans which remain unpaid after one year is classified as
"Non- Interest Bearing Loan"(NIBL). The total amount of NIBL, which are considered bad and have no possibility of
recovery, is referred to the Governing Body of BRAC for approval of write off, generally within one year from the
date when a loan is transferred to NIBL. Generally loans are written off twice a year i.e. July and December. Any
collections realised from loans previously written off are credited to the statement of income and expenditure.

Securitisation of Micro Finance Loans

BRAC has entered into an asset securitization financing arrangement involving the sale of a designated pool of
micro finance loan receivables (“Designated Loans™) originating from its micro finance programme, in return for
financing through a trust formed for this purpose, known as the BRAC Micro Credit Securitisation Trust (“the
Trust™).

Under this arrangement, the Trust purchases the Designated Loans from BRAC and in turn, finances the purchase
of the Designated Loans by issuing asset backed securities.

BRAC retains the responsibility for collections and administering of the Designated Loans from VO members.
Cash flows from the loan collections are remitted, based on agreed terms, to the Trustee according to the

[PPSR R | TPV RO NSRS SRR B S [

PRI R S R SRS N NI U S T TOR DY S

Apart from the sale of the Designated Loans, BRAC is also obligated to ensure that collateral represented by other
microfinance loan receivables (“Collateral Loans”) valued at not less than 50% of the Designated Loan outstanding
balance, is maintained as additional security for the financing arrangement. In addition, BRAC is required to make a
security deposit to the Trustee which may be applied towards payments for any amounts due to the Trustee in the
event of insufficient funds.

In the event of default by the VO members, BRAC is obliged to replace, substitute or reassign the Designated Loans
or Collateral Loans in accordance with agreed pre-set criteria. As a result, the Designated Loans do not meet the
derecognisation requirements and are therefore recognized in the financial statements even though they have been
legally sold.

Funds received from the sale of the Designated Loans are recorded as a liability in the Securitised Financing
Account, as depicted in Note 15. Upon collection from VO members, BRAC is required to remit the collections
based on the agreed terms to the Trustee, and this is accounted for through the Securitised Financing Account. Any
prepayment of loans are separately accounted for, and applied as payments against the Securitised Financing

Provision for Liabilities

Provisions for liabilities are recognised when BRAC has a present obligation as a result of a past event and it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and a
reliable estimate of the amount can be made. Provisions are reviewed at each balance sheet date and adjusted to reflect
the current best estimate. Where the effect of the time value of money is material , the amount of a provision is the
present value of the expenditure expected to be required to settle the obliaation.
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2.10

2.11

2.12

2.13

2.14

Summary of significant accounting policies (contd.)

Investments in Related Undertakings

Related undertakings refer to separately-established undertakings in which BRAC has effective equity interests of
more than 20%.

BRAC’s investments in these undertakings are accounted for by the equity method whereby the investments are
initially recorded at cost and subsequently adjusted to reflect BRAC’s share of results for each period added to or
deducted from the respective investment costs, from the dates of their acquisition and to the dates of their disposal.
On disposal, gains or losses representing the difference between the proceeds on disposal and the carrying value of
the undertakings at the date of disposal are recognised in the statement of income and expenditure. Gains or losses
on dilution of interest in related undertakings, representing the difference in BRAC's share of net assets before and
after the dilution concerned is also recognised in the statement of income and expenditure. Provision is also made
for any impairment if the carrying amount of an investment exceeds its recoverable amount.

Non-consolidation

BRAC, being a society registered under the Societies Registration Act, 1860 is not subject to any requirement on the
preparation of consolidated financial statements. Accordingly, BRAC’s investments in related undertakings wherein
the effective equity interests are more than 50% are accounted for by the equity method as explained in Note 2.10
together with related undertakings in which the effective equity interests are between 20% and 50%.

Investments in Securities and Others

All investments are initially recognized at cost, being the fair value of the consideration given and including
acquisition charges associated with the investment.

After initial recognition, investments in shares of listed companies are subsequently measured at fair value, with
unrealized gains or losses recognized in the statement of income and expenditure. Fair value is generally determined
by reference to stock exchange quoted market bid prices at the close of business on the balance sheet date, adjusted for
transaction costs necessary to realize the asset.

Other long-term investments which are intended to be held to maturity, such as debentures and private debt securities,
are subsequently measured at amortized cost. Amortized cost is calculated by taking into account any discount or
premium on acquisition, over the period to maturity. For investments carried at amortized cost apart from the
amortization process which is dealt with through the statement of income and expenditure, any gain or loss is
recognized in the statement of income and expenditure when the investment is disposed of or suffers a permanent
diminution in value.

Accounts Receivable

Accounts receivable arise principally from BRAC’s commercial activities and programme support enterprises, and
are stated net of provision for doubtful debts.

Inventories

Retail inventories are stated at cost based on selling price less average mark-up, and other inventories are stated at
cost. Cost is determined using the weighted average basis. The cost of inventories includes expenditure incurred in
acquiring the inventories and bringing them to their existing location and condition.

Provision is made for obsolete or slow moving items, to reduce their carrying amounts to net realizable value.



2.15

2.16

2.17

2.18

2.19

2.20

Summary of significant accounting policies (contd.)

Motorcycle Replacement Fund

Applicable donor funds are utilized for providing motorcycles to project or programme staff, and these funds are
held in a replacement fund. BRAC provides motorcycles to staff, the cost of which is recovered through monthly
salary deductions. Donor funds received and utilized for the purchase of motorcycles are amortized to the
statement of income and expenditure over a period of 5 years, being the average estimated useful life of the
motorcycles.

Foreign Currency Translations

BRAC maintains its books of account in Bangladesh Taka. Transactions in foreign currencies are translated into
Taka at the exchange rates prevailing at the dates of transactions. Monetary assets and liabilities denominated in
foreign currencies at the balance sheet date are translated to Bangladesh Taka at exchange rates prevailing at that date
and any gain or loss is recognized in the statement of income and expenditure.

Self - Insurance Funds

BRAC has created a self-insurance fund to cover the risks of cyclone and fire on its properties and motorcycles. This
self-insurance fund is based on estimates by the Governing Body, and as from 2001 by reference to external actuarial
valuations. It is held as a provision within 'Other long term liabilities' and is not externally funded.

BRAC also sets aside monthly amounts equivalent to 3% of the basic salary of employees, to constitute the group self
insurance fund. This fund is to cover liabilities arising out of death and other permanent injuries suffered by the
employees. The terms of employment provide for payment in the event of death or permanent injury, of amounts
ranging from 12 months’ equivalent of basic salary in the first year of employment, to 50 months’ equivalent of basic
salary in the 10th year of employment onwards. The self-insurance fund for employees is held as a provision within
'Other long term liabilities' and is not externally funded. It is based on estimates by the Governing Body, and as from
2001 by reference to external actuarial valuations.

The extent of future liabilities requiring current provisions, and the rate of provisions required in the immediately
following financial periods have been determined based on actuarial valuations carried out in 2005 in respect of the
funds. It is BRAC’s policy to carry out actuarial reviews at least every three years to assess the adequacy of the
provisions in respect of these funds.

Employee Gratuity and Redundancy Fund

BRAC makes provisions for an Employee Gratuity and Redundancy fund, on the basis of two months’ basic salary
for each completed year’s service for each permanent employee (based on basic salary of the last month). The fund is
held as a provision within 'Other long term liabilities' and is not externally funded. Gratuity is to be disbursed upon
retirement of employees whilst redundancy disbursements are to be made as a one-time termination benefit in the
event of cessation of service from BRAC on arounds of redundancv.

Borrowing Costs

Borrowing costs are recognised as an expense in the period in which they are incurred except where such costs are
directly attributable to the acquisition, construction or production of a qualifying asset, in which case these costs are
capitalised as part of the cost of that asset. Qualifying assets are assets that necessarily take a substantial period of
time to get ready for their intended use or sale.

Impairment of Assets

At each balance sheet date, BRAC reviews the carrying amounts of its assets to determine whether there is any
indication of impairment. If any such indication exists, empairment is measured by comparing the carrying values of
the assets with their recoverable amounts. Recoverable amount is the higher of net selling price and value in use.

An impairment losses is recognised as an expenses in the statement of income and expenditure immediatly. Reversal
of impairment losses recognised in perior years in record when the impairment losses recognised for the asset no
longer exists or have decreased.
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Summary of significant accounting policies (contd.)

2.21 Goodwill

Goodwill represents the excess of the cost of aquisition over BRAC's interest in the fair value of the identifiable
assets and liabilities of investments in related undertakings at the date of acquisition.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is reviewed for impairment, annually
or more frequently, if events or changes in circumstances indicate that the carrying value may be impaired.

The policy for the recognition and measurement of impairment losses is in accordance with Note 2.20 above except
that an impairment loss for goodwill is not reversed unless the specific external events that caused the impairment
loss is reversed by a subsequent external event. Goodwill arising on the aquisition of related undertakings is
included within the respective carrying amounts of the related undertakings concerned.

2.22 Financial Instruments

2.23

Financial instruments are recognised in the balance sheet when the Company has become a party to the contractual
provisions of the instrument.

a) Investments in Related Undertakings

Investments in related undertakings are stated at cost less impairment losses. The policy for the recognition and
measurement of impairment losses is in accordance with note 2.20

b) Receivables
Receivables are carried at anticipated realisable values. Bad debts are written off when identified and an estimate
is made for doubtful debts based on a review of all outstanding amounts as at the balance sheet date.

c) Payables

Payables are stated at cost which is the fair value of the consideration to be paid in the future for goods and
services received.

d) Interest-Bearing Borrowings

Interest-bearing bank loans, overdrafts and securitised financing are recorded at the amount of proceeds received,
net of transactions costs. For borrowings made specifically for the purpose of acquiring a qualifying asset, the
amount of borrowing costs eligible for capitalisation is the actual borrowing costs incurred on that borrowing
during the period less any investment income on the temporary investments of funds drawndown from that
borrowing facility.

All borrowing costs are recognized as an expense in the income statement in the period in which they are incurred.

Consolidated Information

Consolidated information have been provided in the financial statements for all programmes and activities, while
providing a break down for microfinance activities (Note- 3 to 31)

"Segmental Financial Information and Statement of Functional Expenses have been set out in Notes 26 & 27 in the
combined financial statements of BRAC for the year ended December 31, 2006 jointly audited by Ernst & Young,
Malaysia and S.F.Ahmed & Co., Bangladesh. Figures shown in the above Notes have been classified into two
Categories - Unrestricted and Temporarily Restricted. Figures related to microfinance programme activities which are
not subject to any donor imposed restrictors have been shown in column "Unrestricted - Microfinance Programme"
and those related to microfinance programme activities which are funded by donors and subject to donor - imposed
restrictions have been included with the figures shown under column "Temporarily Restricted -Development
Projects" in the Notes stated above. Deducting the figures shown in column "Unrestricted - Microfinance Programme”
under aforementioned Notes from the figures shown in column "Microfinance" of the accompanying financial
statements of BRAC for the year ended December 31, 2006 audited by S.F.Ahmed & Co. in terms of the requirements
laid down by IDA and PKSF would result in indicative figures for Microfinance Programme activities which have
been included with the figures shown in column " Temporarily Restricted -Development Projects” in Notes stated

10



(Amount in Taka' 000)

| 2007 | 2006 |
Service charges on loan
Rural microcredit borrowers 5,143,471 4,547,965
Urban microcredit borrowers 213,652 179,165
Hard core poor 94,956 244,243
Enterprising borrowers 2,460,953 1,198,678

7,913,032 6,170,051

Interest is accrued on (i) Current loan (Note-15a) and (ii) Regular loan (Note-15b) and (iii) Renegotiated loan (Note-
15d) at the outset of each week/month.

Para 13 under subject "Interest Accrual, Loan Classification, Provisioning and Reserves" of " Terms of Reference for
Annual and Management Audits of Large Partner Organizations" issued by PKSF on October 14, 2000 states, "
Starting on the 30th day of non-payment of interest (including service charge) and/or principal , accrual of interest
stops and interest accrued is correspondingly reversed. Unaccrued interest is booked as income as subsequently
collected". This means when a loan is placed on a non-accrual basis, interest/service charge should be calculated and
recorded, inclusive of interest previously accrued but not received, in the Memorandum Account until the loan is
returned to accrual basis. As per instruction laid down in the TOR stated above, loans are returned to the accrual basis
when the full amounts of the outstanding arrears of service charge and principal are received and any doubt about
collectability is eliminated . Also, service charge on regular loans, i,e, loans where no amounts are overdue, as at the
end of the reporting period, is recognized as income.

Had the instructions laid down in para-13 stated above been adhered to, the amount of service charge would be less
(not quantified) than the amount shown here.

Service charges have not been accrued on the following non-performing loans:

Items Principal (Taka) Unpaid interest (Taka) Unaccrued interest (Taka)
2007 2006 2007 2006 2007 2006
Principal amount of non-accruing loans
Rural credit 310,883 344,213 40,881 45,264 23,627 26,504
Urban credit 12,959 15,822 1,700 2,076 972 1,202
Hard-core poor 5,793 15,605 756 2,036 432 1,170
Microentrepreneurs 46,642 35,035 5,620 4,222 3,521 2,593
Total 376,277 266,872 48,957 53,598 28,552 31,470

11



{Amount in Taka "000)
2007 2006

4 Interest on Short -Term Deposits

Fixed deposils 144,277 139,763

144,277 t?:‘il'!'."ﬂ

3 Manpower compensation

Salaries and benefits 3,535,528 2,139,130
Travelling and transportation 263,811 178,907
3,799.339 2,318,037

6 Training , workshops and seminars

Staff training and development 63,174 40,757
VO members training - = .
63,174 40,757
7 Oeccupancy expenses
Office rent 25,316 16,278
Utilities (Electricity, Gas , Water, Telephone) 56,458 34,798
81,774 51,076

==

8 Other general and administrative expenses

Printing and office stationery 127,600 37812
Mainlenance 61,377 54,061
General expenses 124,898 96,682
Data processing 52,921 47,991
Insurance benefits paid to VO members 47,720 38,445

Provision for emergency fund 10,588
414,516 305,579

e =

9 Borrowing cost : PKSF loan

Rural microcredit borrowers 64,211 62,745
Hard core poor 6,351 6,208
70,562 68,953

W

12



{Amount in Taka "000)

2007 2006
10 Borrowing cost : Other debts
Interest on loans from:
AB Bank 20,962 -
Agrani Bank 71,460 68,465
Bangladesh Commerce Bank 3,200 -
BKB 69,000 26,219
Bank Asia 29,594 .
Basic Bank 2,690 -
Bank of Ceylon 25,464 1,238
Citi Bank NA 3,946 -
Dutch Bangla bank 8,540 -
Eastern Bank 27,7127 13,238
Exim Bank 15,344 -
Government 53 132
H5BC 70,867 19,620
IDLC 15,334 -
IIDFCL 94,000 57,853
IPDC 11,910 -
Jamuna Bank Ld. 19,166 -
Janata Bank 9453 3,460
Marcentile Bank 143,280 4,744
MIDAS Finange 7.700 -
Mutual Trust Bank 17,985 -
Mational Bank Lid. 14,116 -
NCC Bank Lad. 13,764 -
One Bank 11,430 -
Phoenix Finan, & Inv, 3,875 -
Premier Leasing & Fin. 3,100 -
Prime Bank _ 354,514 255,367
RAKUB 53,835 23,792
Shahjalal Bank Ld. 24,090 -
Social Investment Bank 4,560 -
Sonali Bank - 15,365
Southeast bank - -
Standard Bank 4,562 -
Standard Chrt, Bank 163,263 32,676
State Bank of India 23,731 4,229
The City Bank 5,683 -
Trust Bank 925 -
UCBL 506 -
Uttara Finance 43,345 -
Imerest on MC Securitisation 70,642 24,653
Securitisation fees 48,659 107,067
Interest on OD - 54,890
1.512,284 ‘J'HEWE
11 Borrowing cost : Savings deposits 568,665 488,170

m
Interest on savings deposits

The average rate of interest paid in respect of savings deposits by VO members was 5% (2006: 6%) per annum.
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{Amount in Taka "000)

2007 2006
12 Cash, bank balances and short-term deposits
Cash in hand 75,671 11,549
Cash at banks 2,225,701 1,253,854
Fixed deposits 3,317,960 844,040

5,619,332 2,109,443

—_—

Break-up of Fixed deposits are as follows:

Bangladesh Bank - 8,000
Bank of Asia 130,063 27,135
BRAC Bank Ltd. 133,113 119,219
Commerce Bank 40,000 -
Delta BRAC Housing Financing Corp. Ltd 522,398 100,000
Dhaka Bank 234,443
Duich Bangla Bank 305,610 -
Mutual Trust Bank Lid 478,215 -
Phoenix leasing company 20,000 -
One Bank Ltd - 116,640
Premier Bank Ltd 179,473 150,000
Prime Bank Ltd 111,695 -
Prime Finance & Investment 50,000 -
Shahjalal Bank Lid. 50,000 -
Social Investment Bank Litd. 40,000 -
Southeast Bank Ltd 81,251 73,046
State Bank of India 327,499 100,000
Trust Bank Ltd 502,500 150,000
UCBL 111,700 -
3,317,960 §44,040
13 Receivables and other current assets
Advances :
Employees 25,941 25,541
Suppliers 192,519 124,876
Prepayments 713,031 242,368
Inventories 82,335 52,766
Interest receivable on fixed deposits 133,079 241,754
Interest receivable on Vo members loan (Mote- 15) 227,422 197,905
1,374,327 885,210
Less: Transfer to other long term assets (Note- 16) (151,463) (129,240)
1,222,864 755,970

%
14 Provisions for doubtful loans & accounts

Provision for doubtful loans -Current (1,237,579) (894,694)
Provision for doubtful loans -Long Term (1,119.716) (790,227)

(2,337,295)  (1,684,921)

a) Provisions for doubtful loans - Current

Opening balance (894,694) (673,127)
Add: Provision for the year (1,080,767) (345,058)
Less: Transfer to long term [Note- 14(b)] 737,882 323,491

Closing balance (1,237,579) {894,604)

b) Provisions for doubtful loans - Long Term

Opening balance (790,227) (602,142)
Add: Transfer from current [Note- 14(a)] (737,882) (323,491)
Less: Loans write-off 408,393 135,406

Closing balance (1! I‘;'J!? 1 6! (790,227)
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b) Provisions for doubtful loans - Long Term (Contd.)

15

Component wise break up of loan write-off is as follows:
Rural microcredit borrowers

Urban microcredit borrowers

Hard core poor borrowers

{Amount in Taka' 000)

2007 2006
330,798 103,019
16,336 5,424
61,259 26,963
408,393 135,406

The loan classification and provisioning methodology followed by BRAC should be based on the conventional,
international practice of microfinance institutions in different parts of the world catering to a large number of borrowers.
The methodology which takes into account international best practice and circumstances relevant to Bangladesh, has five
aging categories which are labeled correspondingly as "Standard”, "Watchlist", "Substandard”, Doubtful” and "Loss™. For
each aging category and loan classification, there is a corresponding percentage loan loss provision, which is graduated

upward as the period of arreras lengthens as shown below:

|Loan Classification | -

Days in Arrears

Required Provisions

Standard Current (no arrears) 1%
Watchlist 1-30 3%
Substandard 31-180 20%
Doubtful 181 - 350 75%
Loss Owver 350 100%%

Had the loan classification and provisioning methodology stated above been followed the required provision would be Taka

1,713,430 details of which are given below:

{Amount in Taka '000)

Loan Days in Principal Outstanding Rate of Required
Classifiction Arrears As on December 31, 2007 Provision Provisions
Standard Current 32,193,280 1% 321,933
Watchlist 1-30 1,851,423 5% 92,571
Substandard 31-180 045,254 20% 189,051
Doubtful 181 - 350 65,320 T5%a 48,997
Loss Owver 350 1,060,878 100%% 1,060,878
36,116,164 1,713,430
| 2007 |
Total Current loan loss reserve 2,357,295
Total required loan loss reserve 1,713,430
BRAC Current loan loss reserve higher than the required reserve 643,866

Based on the above, required reserve to Taka 1,713,430 is considered adequate. BRAC current reserve is 38% higher at

Tk.2,357,295 and is thus more than adequate.

Loans to village organization members ;

{Amount in Taka' 000)

2007
Principal Service charge Loan loss Total
Outstanding receivable provision Taka
Opening balance 24,156,684 197,905 (1,684,921) 22,669,668
Additions 62,328,714 7,913,032 (1,080,767) 69,160,979
Realisations (49.960,841) (7,801,349) - (57,762,190)
Write-off (408,393 (82,166) 408,393 (82,166)
Closing balance 36,116,164 227,422 (2,337,295) 33,986,201

Loans to VO members bear annual service charges as follows:
Microcredit 12.5% flat

Housing loans 10% flat
Fepayments are made in weekly/monthly installments,
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I5 Loans to village organization members : (Contd.)
Loans to VO members include certain securitised loan receivabless as follows ¢

2007
Principal Interest |  Total
Securifised VO Loans 2,061,905 117,863 2,179,768
Less : Collections from VO members in
respect of securitised loans 1,903,149 111,455 2,014,604
158,756 f.408 | ﬁii 164

In July 2006, BRAC entered into an asset securitization financing arrangement involving the sale of a designated pool of
micro finance loan receivables ("Designated Loans") to Eastern Bank Limited (“EBL” or "Trustee™), to raise funds of up 1o
an aggregate of USD 180 million (approximately Taka 12.6 billion) over a period of 6.5 years, Under the arrangement,
USD 15 million (approximately Taka 1 billion) will be disbursed in each of twelve tranches every six months to BRAC,
with a maturity of one year for cach tranche, Tranches that have been effected are as follows:

Tranche No. Date Amount in USDY Taka Equivalemt
Tranche 1 Sept. 5, 2006 | 15,000,000 1,036,726,502
Tranche 2 [March 7, 2007 15,000,000 1,025,178,237
Total 30,000,000 2.061,904,739

Designated Loans are assigned to BRAC MicroCredit Securitization Trust (“the Trust™} set up for this purpose. Under
this arrangement, the Trust purchases the Designated Loans from BRAC and in tumn, finances the purchase of the
Designated Loans by issuing asset backed securities, represented by the Designated Loans, to investors or beneficiaries
of the Trust.

BRAC retains the responsibility for collections and administering of the Designated Loans from VO members at a fixed
service fee. Cash flows from the loan collections are remitted, based on agreed terms, to the Trustee according to the
repayment patterns as per the VO loan agreements. Under the current arrangement, all the Designated Loans sold are for
a maturity period of not more than 12 months. In the event of default by the VO members, BRAC is obliged 1o replace,
substitute or reassign the Designated Loans or Collateralised Loans in accordance with agreed pre-set criteria. As a
result, the Designated Loans do not meet the derecognisation requirements and therefore continue 1o be recognized in
the financial statements even though they have been legally sold.

Apart from the sale of the Designated Loans, BRAC is also obligated to ensure that collateral represented by other
microfinance loan receivables (“Collateral Loans™) valued at not less than 50% of the Designated Loan outstanding
balance is maintained as additional security for the financing arrangement. In addition, BRAC is required to make a
security deposit to the Trustee which may be applied towards payments for any amounts due to the Trustee in the event
of insufficient funds. At 31 December 2007, the Collateral Loans amount to Taka 117,588,643 in addition to the
nominal value of the Designated Loans of Taka 215,468,821,

Term and component wise breakup of total principal loan outstanding is as follows:

(Amount in Taka' 000)

2007 2006
a) Loans to members (Current portion)
Rural microcredit borrowers 22455748 15,807,178
Urban microcredit borrowers 952,846 623,887
Hard core poor borrowers 423,738 617,057
Enterprising borrowers 11,029,105 6,031,607
—asLaT_ Bonns.

Loans with one or more instalment payments missed but within their maturity period are shown here. Besides, not due loans
which will be due within next one year are also included under this head.

b) Loans to members : Regular

Rural microcredit borrowers 108,132 100,073
Urban microcredit borrowers - -
Hard core poor borrowers - -
Enterprising borrowers 85,850 95,000
193,982 195,073
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15 Loans to village organization members : (Contd,)

b) Loans to members : Regular (Contd.)

Loans with one or more installment payments missed but within their maturity period and those with no arrears (loan
balance not due) have been considered as Regular loans, Loans which will be due after one year are shown here.

{Amount in Taka' 000)

2007 2006
Loan balance not due 32,193,280 22 364,221
Loans with onc or more installment payments missed 2,862,139 910,581
35055419 23,274,802
Less: Transferred 1o loans to member undér current assets [Note- 15(a)) 34,861,437 23,079,729

193,982 195,073

But as per instruction laid down in TERMS OF REFERENCE FOR ANNUAL AND MANAGEMENT AUDITS OF
LARGE PARTNER ORGANIZATIONS (BIPOOL), dated October 14, 2000, Regular loans represent loans where no

amounts are overdue. Had the definition of regular loans been complied with, the amount shown under regular loans would
be changed.

¢} Loans to members : Non-performing

Rural microcredit borrowers 310,883 344213
Urban microcredit borrowers 12,959 15,822
Hard core poor 5,793 15,605
Enterprising borrowers 46,642 35035
376,277 410,675
—_— e —

Non-performing loans represent non-interest bearing loan. Late loans (Note d) which remain outstanding at the end of their
stipulated period are considered as non-interest bearing loan .

As per Annex B under subject "Definitions of Financial Terms Used” of TERMS OF REFERENCE FOR ANNUAL AND
MANGEMENT AUDITS OF LARGE PARTNER ORGANIZATIONS (BIPOOL), dated October 14, 2000, "Non-

Performing” means that an asset is nol generating income. Assets are considered to be non- performing under
circumstances as indicated below:

Arrears, Overdue or Past Due

Assels are considered in arrears, overdue or past due when:
& Principal or interest (service charge) is due and unpaid for thirty days or more;

@ Interest payments equal to thirty days’ interest or more have been capitalized, refinanced, or rolled over.

Credit extensions without pre-established repayment programmes are considered in arrears, overdue or part
due when any of the following conditions exist:

i advances exceed the customers' maximum approved loan(s) for thirty consccutive days or
more; and/or
ii) interest is due and unpaid for thirty days or more.

The principal balance outstanding , not the amount of delinquent payments alone, is used in calculating the aggregate
amount of non-performing obligations.

Had the aforementioned definitions of overdue been followed in the computation of non-performing loans, the amount of
loans would be more than the amount shown here.
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15 Loans to village organization members : (Contd.)

_ (Amount in Taka' 000)

d) Loans to members : Renegotiated 2007 2006
Rural microcredit borrowers 611,579 415,609
Urban microcredit borrowers 13,197 12,732
Hard core poor 8,097 16,425
Enterprising borrowers 51,595 26,442
684,463 4?1!:03

Late loans have been treated as Renegotiated loans, Loans which remain outstanding afier one month of their maturity
period are considered as late loans, Under late loans, borrowers are allowed to repay the delinquent loan amounts within
such maximum time period as the loan was initially sanctioned. In the case of one year general loan, a simple interest
@12.5% per annum is charged on the outstanding loan balance considered as late loan for the six months and the loan is
rescheduled for payment within six months. After the stipulated six months, a further simple interest @ 12.5% per annum is
charged on the outstanding balance for the next six months and the loan is rescheduled for repayment within next six
months. After expiry of the period specified for late loan, the outstanding loan balance inclusive of interest is transferred to
Non-interest bearing loan.

{Amount in Taka' 000)
2007 2006
16 Other Assets
Motor cycle loan to staff’ 206,717 294,204
Transfer from receivable and other current assets (Note- 13) 151,463 129,240
M
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18 Liabilities: PKSF Loan
Current Liabilities: PKSF Loan
Long -Term Liabilities; PKSF Loan

Term wise movement of PKSF loan is as follows:

a) Current Liabilities: PKSF Loan
Opening balance
Add : Transfer from long -term liabilities : PKSF loan (Note b)
Less: Repaid to PKSF during the year

Closing balance

b) Long -Term Liabilities: PKSF Loan
Opening balance
Add: Received from PKSF during the year
Less : Transfer to Current liabilities : PKSF loan (Note a)

Closing balance

(Amount in Taka' 000)

2007 2006
553,333 412,500
696,667 475,000

1,250,000 887.500
412,500 546,666
678,333 437.500

(537,500) (571,666)
553,333 412.500
475,000 912,500
900,000 .
(678,333) (437,500)
696,667 475,000

A table showing " loan principal balance", "average annual balance” and " annual interest expenses” in respect of PK.SF

loan is given below:

19

Annual interest
_CxXpenses

Year Loan principal] Average
balance balance

2007 1,250,000 1,068,750

2006 887,500 1.173.333

Liabilities: Savings deposits
Current Liabilities; Savings deposits
Long -Term Liabilities: Savings deposits

VO members' savings deposits are analysed as follows:

Compulsory savings
Own savings

Term wise movement of Saving deposits is as follows:

a) Current Liabilities: Savings deposits

Opening balance
Add: Transfer from long term savings (Mote b)
Less: Withdrawls for the vear

Closing balance

20

62,2504
68,953
2,830,839 2,224,965
10,636,349 8.370.129
13,467,188 10,595,094

4,753,603 3,390,430
8,713,585 7.204.664

13‘46?5133 10,595,094

2,224,965 1,923,442
9,832.421 5,032,421
(9,226,547) (4,730,898)

2,830,839 2,224,965



1% Liabilities: Savings deposits (Contd.) (Amount in Taka' 000)
2007 2006
b) Long -Term Liabilities: Savings deposits
Opening balance 8,370,129 7,235,807
Addition during the year 12,098,641 6,166,743
Less: Transfer to current liabilities (Note a) (9,832,421) (5,032,421)
Closing balance 10,636,349 8,370,129

20
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The average rate of interest paid in respect of savings deposits by VO members was 5% (2006: 6%) per annum.

BRAC has already initiated two types of savings deposits namely (a) Own savings and (b) Compulsory savings, with a
view to facilitating and encouraging savings by people in rural areas,

a) Own savings:

Each VO member deposits a minimum amount of Tk.5 in a weekly meeting. The amount to be deposited weekly is

fixed by the VO member at the beginning meeting of the year. A member may deposit a maximum amount of Tk.200
per week.

b) Compulsory savings

When loans are disbursed to VO members, 5% of the loan sanctioned is deducted at source at inception and recorded
under "saving deposits™ of the VO member loan. This deducted amount is considered as "deposit against loan
disbursed”

Rules for Savings withdrawals:

The entire amount of savings deposits of a VO member will be refunded when the member retires or becomes terminated
from membership.

After one year of becoming a VO member 50% of savings deposits may be withdrawn to meet special requirement (such
as marriage of offspring, illness, etc)

Loan outstanding balance including service charge on loan is to be fully repaid by a VO member before withdrawal of
entire amount deposited to savings deposits inclusive of interest earned.

If the savings deposit balance of 2 VO member is less than Tk 2,000 after part withdrawals, no interest will be paid on
remaining balnce. Moreover, if a VO member withdraws more than two times in a year from savings deposits, no interest
will be paid for that financial year.

{Amount in Taka' 000)

2007 2006

Current Liabilities: Others
Liabilities for expenses 80,033 296,196
Emergency fund 213,871 213,871
VO members current and project accounts 25,059 35,568

318,963 545,635
Liabilities: Other debts
Current Liabilities; Other Debts 9,870,118 4,953,795
Long -Term Liabilities: Other Debts 8,661,927 2,141,231

18,532,045 7,095,026

a) Current Liabilities: Other debts

Term loan * 9,798,333 3,140,542
Securitized financing ** 71,785 655,729
Bank Overdrtaft *** - 1,157,524

EgTﬂ.l 18 4,953,795
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Term loan *

21 Liabilities: Other debts (Contd.)

a) Current Liabilities: Other debts {Contd.)

Term wise movement of other debts is as follows:

(Amount in Taka' 000)

2007

Particulars Opening | Transferred Repaid Closing

balance from long during the Balance 2006

(01/01/2007) | term debts year {31/12/2007)

AB Bank ; 736,678 (546,294) 190,384 .
Agrani Bank 376,000 927,333 (876,000) 427,333 376,000
Bangladesh Commerce Bank - 19,854 (3,666) 16,188 -
Bangladesh Krishi Bank 138,286 173,381 (97,500) 214,167 138,286
Bank Asia 66,667 132,338 (78,985) 120,020 66,667
Basic Bank - 69,202 (50,712) 13,490 -
Bank of Ceylon 150,000 143,100 (224,740) 68,360 150,000
Citi Bank NA . 2,054,712 (1,414,712) 640,000 -
Dutch Bangla bank - 120,000 - 120,000 -
Eastern Bank 460,000 96,306 (210,329) 345,977 460,000
Exim Bank - 79,565 (31,912) 47,653 -
Government of Bangladesh 4,224 2,112 (4,224) 2,112 4,224
HSBC 82,500 987,500 (547,500) 522,500 82,500
IDLC - 110,493 (33,983) 76,510 -
lIDFCL 129465 1,000,000 (129,464) 1,000,001 129,465
IPDC - $3,030 (22,570) 60,460 -
Jamuna Bank Ltd. - 83,171 (15.471) 67,700 -
Janata Bank 17,721 66,430 (40,866) 43,285 17,721
Marcentile Bank 200,000 900,000 - 1,100,000 200,000
MIDAS Finance - 83,334 (16,667) 66,667 -
Mutual Trust Bank - 236,554 (154,480) 82,074 -
National Bank Lid. . 47,246 (15,576) 31,670 -
NCC Bank Ltd. - 125,176 (34,708) 90,468 -
One Bank 70,000 72,500 (107,500) 35,000 70,000
Phoenix Finan. & Inv, - 58,897 (10,901) 47,996 .
Premier Leasing & Fin. - 54,445 (7,175) 47,270 -
Prime Bank 571,429 571,429 (571,429) 571,429 571,429
Rajshahi Krishi Unnayan Bar 188,000 271,526 (188,000) 271,526 188,000
Shahjalal Bank Lid. - 78,497 (23,567) 54,930 -
Social [nvestment Bank - 100,000 (31,638) 68,362 -
Sonali Bank 56,250 243,750 (56,250) 243,750 56,250
Southeast bank - 23,990 - 23,990 -
Standard Bank - 31,526 (9,819) 21,707 -
Standard Chrt. Bank 600,000 1,937,979 - 2,537,979 600,000
State Bank of India 30,000 30,000 (30,000) 30,000 30,000
The City Bank - 600,000 (300,000) 300,000 -
Trust Bank - 80,000 (40,000) 40,000 -
UCBL . 125,000 (100,000) 25,000 -
Uttara Finance - 610,969 (483,594) 127,375 -

3,140,542 13,168,023 (6,510,232) 9,798,333 3,140,542
Securitised financing ** Taka Taka
Financing for securitised receivables® 1,681,234 1,036,726
Interest Charge 70,732 24,658

1,751,966 ,OG1,384
Less: Repayments 1,680,181 405,655
71,785 655,729
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21 Liabilities: Other debts (Contd.)
a) Current Liabilities: Other debts (Contd.)

The amounts financed are in return for the sale of an identified pool of microfinance loan receivables ("Designated
Loans") and in addition BRAC is also obligated to ensure that collateral represented by other microfinance loan
receivables (“Collateral Loans™) valued at not less than 50% of the Designated Loan balance is maintained as additional
security. Al 31 December 2007, the value of Designated Loans and Collateralised Loans amounted to Taka 215,468,281
and Taka 117,588,643 respectively.

The financing bears interest at effective rates ranging between 9.35% to 12.36% per annum.

All repayment obligations in respect of the term loan have been met and no amounts were in arrears as at 31 December

2007,
b) Long -Term Liabilities: Other debts
(Amount in Taka' 000)
2007
Particulars Opening Received Transferred Closing
balance during the to current Balance 2006
(01/01/2007) year other debis (3141272007)

AB Bank - 1,354,250 (736,678) 617,572 -
Agrani Bank 424,000 1,312,000 (927,313) 808,667 424,000
Bangladesh Commerce Bank - 80,000 (19,854) 60,146 -
Bangladesh Krishi Bank 56,715 500,000 (173,381 383,334 56,715
Bank Asia 133,333 315,132 (132,338) 316,127 133,333
Basic Bank - 166,408 (69,202) 97,206 -
Bank of Ceylon 187,500 (143,100) 44 400 -
Citi Bank NA - 2,054,712 (2,054,712) -
Dutch Bangla bank - 120,000 (120,000) -
Eastern Bank 209,483 (96,306) 113,177 .
Exim Bank - 150,000 (79,565) 70,435 -
Government of Bangladesh 2,112 . (2,112) - 2,112
HSBC - 1,227,500 (987,500) 240,000 -
IDLC - 200,000 (110,493) 89,507 -
NDFCL - 1,000,000 (1,000,000} - .
IPDC - 200,000 (83,030) 116,970 -
Jamuna Bank Ltd. - 170,000 (83,171) 86,829 -
Janata Bank - 120,000 (66,430) 33,570 -
Marcentile Bank - 1,500,000 (900,000) 600,000 -
MIDAS Finance - 200,000 (83,334) 116,666 -
Mutual Trust Bank - 300,000 (236,554) 63,446 -
National Bank Lid. - 201,232 (47,2406) 153,986 -
NCC Bank Ltd. - 306,926 (125,176) 181,750 -
One Bank - 72,500 (72,500) - -
Phoenix Finan. & Inv. - 100,000 (58,897) 41,103 -
Premier Leasing & Fin, - 100,000 (54,445) 45,555 -
Prime Bank 1,178,571 - (571,429) 607,142 1,178,571
Rajshahi Krishi Unnayan Bar 226,500 125,226 (271,526) 80,200 226,500
Shahjalal Bank Ltd. - 350,000 (78,497) 271,503 -
Social Investment Bank - 100,000 {100,000} - -
Sonali Bank - 300,000 (243,750) 56,250 -
Southeast bank - 200,000 (23,990) 176,010 -
Standard Bank - 70,000 (31,526) 38,474 -
Standard Chrl. Bank 4,765,850 (1,937,979) 2,827,871
State Bank of India 120,000 - {30,000) 90,000 120,000
The City Bank - 600,000 (600,000) - -
Trust Bank - 20,000 (80,000) - -
UCBL - 150,000 (125,000} 25,000 -
Uttara Finance 800,000 (610,969) 189,031

19,688,719
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8,661,927
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21 Liabilities: Other debts (Contd.) (Amount in Taka' 000)
| 2007 | 2006 |

b) Long -Term Liabilities: Other debts (Contd.)

Term Loans are analysed as follows:

Amount repayable within 12 months 9,798,333 3,140,542
Amount repayable after 12 months:
Repayable after 12 months but less than 24 months 3,676,480 1,377,422
Repayable after 24 months but less than 36 months 2,124,417 668,095
Repayable after 36 months but less than 48 months 1,114,838 65,714
Repayable after 48 months but less than 60 months 670,235 30,000
Repayable after 60 months 1,075,957 -

8,661,927 2,141,231
18,460,260 5,281,773

All repayment obligations in respect of the term loan have been met and no amounts were in arrears as at 31 December
2007.
The term loans were obtained to support various micro finance and development projects underaken by BRAC and for
working capital purposes. The loans are repayable in various terms namely monthly, quarterly, half-yearly, annually and
biennially and bear the following interest rates:

2007 2006

Taka Taka
Government of Bangladesh 1% 1%
PKSF 5% = 7% 5% - 7%
Other financial institutions 6% - 14.5% 6% - 12.5%
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21 Liabilities: Other debts (Contd.)

b) Long -Term Liabilities: Other debts (Contd.)

A table showing " loan principal balance”, "average annual balance” and " annual interest expenses” in respect of term

loan is given below:

Name of Loan principal balance Average annual Annual interest
Institute as at December balance EXpEnses
2007 2006 2007 2006 2007 2006

AB Bank 807,956 - - - 20,962 -
Agrani Bank 1,236,000 $00,000 1,018,000 660,000 71,460 68,465
Bangladesh Commerce Bank 76,334 - - - 3,200 -
BKB 597,501 195,000 172,500 256,936 69,009 37,968
Bank Asia 436,147 200,000 318,074 100,000 29,594 -
Basic Bank 115,696 - - - 2,690 -
Bank of Ceylon 112,760 150,000 131,380 75,000 25,464 -
Citi Bank NA 640,000 - - - 3.946 -
Dutch Bangla bank 120,000 - - - 8,540 -
Eastern Bank 459,154 460,000 459,577 230,000 27,727 -
Exim Bank 118,088 - - - 15,344 -
Government 2,112 6,336 4,224 10,857 33 132
HSBC 762,500 82,500 422 500 153,750 70,867 28,689
IDLC 166,017 - - - 15,334 -
IIDFCL 1,000,001 129,464 564,733 373,510 94,000 57.853
IPDC 177,430 - - - 11,910 -
Jamuna Bank Ltd. 154,529 - - - 19,166 -
Janata Bank 96,855 17,721 57,288 51,037 9,453 3,460
Marcentile Bank 1,700,000 200,000 950,000 100,000 143,280 -
MIDAS Finance 183,333 - . - 7,700 -
Muiual Trust Bank 145,520 - - - 17,985
Mational Bank Lid. 185,656 - - - 14,116 -
NCC Bank Lid. 272,218 - - - 13,764 -
One Bank 35,000 70,000 52,500 35,000 11,430 -
Phoenix Finan, & Inv, 89,099 - - - 3,875 -
Premier Leasing & Fin. 92,825 - - - 3,100 -
Prime Bank 1,178,571 1,750,000 1,464,286 1,375,000 354514 255,367
RAKUB 351,726 414,500 383,113 354,787 33,835 11,866
Shahjalal Bank Ltd. 326,433 - - - 24,090 -
Social Investment Bank 68,362 - - - 4,560 -
Sonali Bank 300,000 56,250 178,125 134,373 - 15,365
Southeast bank Litd. 200,000 - - - - -
Standard Bank 60,181 - - - 4,562 -
Standard Chrt. Bank 5,365,850 600,000 - 510,000 194,222 32,676
State Bank of India 120,000 150,000 135,000 75,000 23,731 -
The City Bank 300,000 - - - 5,683 -
Trust Bank 40,000 - - - 925 -
UCBL 50,000 - - - 506 -
Uttara Finance 316,406 - - - 43,345 -
Total 18,460,260 5,281,771 6311200 4.495.252 1.4 4 511.841

All repayment obligations in respect of above debts have been met and no amounts were in arrears as at December 31,

2007.
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22 Schedule of donation received

(Amount in Taka' 000)
Name of Project Name of Donor 2007 2006
Community based Fisheries Management Project ICLARM - 7,246
Northwest Microfinance Expansion Project AusAlD 48,742 43,466
Social Protection Package for the Retrenched State Owned  DFID 9,769 -
Enterprise Workers Project i
58.511 50,712
{Amount in Taka' 000
2007 2006
23 Other cash from operating activities & items not involving cash
Depreciation (Note- 17) 73,752 79,249
Loan loss provision (Note- 16) 1,080,767 545,058
Decrease/(Increase) of receivable and other current assets (466,894) (367.501)
Decreasef{Increase) of other assels 65,264 (134,005)
752,880 122,801
24 Loan disbursements and collections {Amount in Taka' 000)
2007 2006
Disbursement Realisation Disbursement Realisation
for the year for the year for the year for the vear
Rural ¢credit borrowers 41,019,668 (32,880,144) 30,231,782 (26,111,992)
Urban credit borrowers 1,757,002 (1,408,360) 1,230,882 (1,284,823)
Hard-core poor borrowers 499,169 (400,119) 1,061,702 {1,268,820)
Microentreprencurs borrowers 19,052,375 (15,272,218) 10,091,045 (7,462,935)

62,528,714 49,960,841

25 Loans from other sources
(Decrease)Increase in current other debts
Increase in long term other debts

26 Other funds
Increase in current liabilities
Increase in donors fund

27 Related party transactions

42,615,411 36,128,570

(Amount in Taka' 000)
2007 2006
4,689,651 1,183,784
6,520,696 975,173
11,210,347 3,158,057

133,798 147,144

68,512 32,505

202,310 179,649

Other than transactions between the segments in the financial statements of BRAC, which in any case are eliminated in the
presentation of the financial statements, there are no related party transactions or arrangements that may require desclosure

for an understanding of the financial statements.

28 Foreign Currency mismatch

Under micro finance operations, there are no assets and liabilities denominated in foreign currencies at the balance sheet

date. As such, there is no foreign currency mismaich.
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29 Unrealized gain or loss due to foreign currency fluctuation

Under micro finance operations, there are no monetary assets and liabilities denominated in foreign currencies at the
balance sheet date. So, there are no unrealized gain or loss due to foreign currency fluctuations to be recorded in the
statement of income and expenditure for the year 2007,

30 Financial Instrumenis

a) Financial Risk Management Objectives and Policies

BRAC’s financial risk management policy seeks to identify, appraise and monitor the risks facing BRAC whilst taking
specific measures to manage its interest rate, foreign exchange, liquidity and credit risks. BRAC does not, however,

engage in speculative transactions or take speculative positions, and where afffected by adverse movements, BRAC has
sought the assistance of donors.

b) Interest Rate Risk

BRAC's exposure to interest rate fluctuations is mitigated by fixed interest rate borrowings as well as fixed interest rates
applicable to loans extended to VO members. BRAC does not engage in speculative transactions or take speculative
positions on its interest exposure.

¢) Foreign Exchange Risk

BRAC’s foreign exchange risks comprise transaction risk which arises from donor grants received in currencies other than
the local currency and minimal foreign currency deposits and cash at bank placed with licensed financial institutions,

BRAC is exposed to foreign currency fluctuations, mainly in respect of donor grants denominated in United States Dollars,
British Sterling Pound and the Euro.

Foreign exchange exposures in transactional currencies other than the local currency are monitored via periodic project
cash flow and budget forecasts and are kept to an acceptable level,

d) Liquidity Risk
BRAC manages its debt maturity profile, operating cash flows and the availability of funding so as to meet all
refinancing, repayment and funding needs. As part of its overall liquidity management, BRAC maintains sufficient

levels of cash or fixed deposits to meet its working capital requirements. In addition, BRAC maintains banking
facilities of a reasonable level.

e) Credit Risk

The credit policy of BRAC requires all credit exposures to be measured, monitored and managed proactively. Exposure
to credit risk is monitored on an ongoing basis by the commercial ventures® respective management teams,

BRAC does not have any significant exposure to any individual customer or counterparty.
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31 Maturity Analysis

The assets and liabilities of BRAC analyzed over the remaining period at the balance sheet date to contractual maturity is as follows:

(Amount in Taka' 000)
Values refer to months Uptol montH >1<3 month | >3<12 month | >12<60 month |>60 month| Total |

Property and Assets

Current Assets

Cash, bank balances and short-term depc 1,286,178 1,201,534 3,131,620 - - 5,619,332

Receivables and other current assets 101,905 203,811 917,148 - - 1,222,864

Loans to members 5,810,240 10,035,868 19,015,329 - 34,861,437

(Acc. provisions for doubtful loans & aci - - (1,237,579) - (1,237,579)
Total Current Assets 7,198,323 11,441,213 21,826,518 - - 40,466,054

Loans to members

Regular 38,796 58,195 96,991 - 193,982

Non-performing 15,678 31,356 141,104 188,139 - 376,277

Renegotiated 34,223 68,447 308,011 273,787 - 684,468

(Acc. provisions for doubtful loans & aci - - (671,830) (447,886) - (1,119,716)
Net Loans outstanding 88,698 157,998 (125,724) 14,039 - 135,011
Net Fixed Assets

Used in microfinance operations 11,214 22,429 100,928 538,284 672,855 1,345,710
Total Net Fixed Assets 11,214 22,429 100,928 538,284 672,855 1,345,710
Other Assets 8,955 11,939 53,727 283,559 - 358,180
Total Assets 7,307,190 11,633,579 21,855,449 835,882 672,855 42,304,955
Liabilities and Capital
Current Liabilities

PKSF Loan 8,333 83,333 461,667 - - 553,333

Savings deposits 235,903 471,807 2,123,129 - - 2,830,839

Others 26,580 53,161 239,222 - - 318,963

Other Debts 1,480,518 3,454,541 4,935,059 - - 9,870,118
Total Current Liabilities 1,751,334 4,062,841 7,759,078 - - 13,573,253
Long -Term Liabilities

Savings deposits - - - 10,636,349 - 10,636,349

PKSF loan - - - 696,667 - 696,667

Other debts - - 8,661,927 - 8,661,927
Total Long-Term Liabilities - - - 19,994,943 - 19,994,943
Capital Fund

Donor funds - - - - -

Retained surplus - - - 26,185,342 - 26,185,342
Total Capital Fund - - - 26,185,342 - 26,185,342
Liabilities and Capital 1,751,334 4,062,841 7,759,078 46,180,285 - 59,753,538
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BRAC

MICROFINANCE FROGRAMME
FINANCIAL RATIO ANALYSIS

{Numerical data in '000)

&l 2007 2(Hs
No.|Ratio Formula Purpose Caleulation Caleulation
FINANCIAL SUSTAINABILITY RATIOS
I |Return on Performing Assels “Tatal Income f Indicates financial |:|r|:u:||..||;.1'i'|.'|.t_l|-' of credir 3|]T4=3T3 23.5% 523 1, D5 5, 1%
Moverage Todal Assets services and investment activiiies 34,726,310 24,200,828
2 |Financial Cost Ratio Financial Ciost ! Shows cost of Tunds: alfected by mix off _ 2,151,511 6.2% 1,270,131 5.2%
Average Total Assets net worth, soft and hard loans 34,726,310 24,203 818
3 |Loan Loss Provision Rofio Laoan Loss Provision & Indicates provisioning requirements on] _ LOS0,T67 3% 545 058 23
Averape Total Assats loan portfolio for current period 24726 310 20,2003 828
4 |Operating Cost Ratio |Cperating Cost / Key Indicator of efficiency of lending _ 3432335 12.0% 2 79 0% [L.5%
Ferforming Assats operations. 34,726 310 24,203 838
5 |Operating Self-sufficiency Firancial Income / Shows the credit programs' ability tof _ 8,057,708 105.1% GIIODEE | 1360%
Total Cost cover  ¢osts  of  performance  withy 7664 833 4,609 88T
internally penerated income
& |Savings Culstanding Ratio | Total Savings / Shows the credil programe ability to] 13467, BR 37.3% 10,595,004 43.9%
Total Poncipal Outstanding fund Leans fromm its savings fund 36116164 24,156,684
LIQUIDITY RATIOS
1 [Cash Position Indicator Cash and Deposits due from Banks{Indicates ahility {0 meet immediate] 5,610,333 16.2% 2,106 442 & 1%
! cash needs 34,726,310 24,303 828
Averape Total Assets
2 |Extzrnal Loan-to-Savings Deposits [External Net Loans ¢ Indicates  dependency on  volatile] 19782045 146.9%; 7982 576 75.3%
Total Depasits external loans rather than stable source] 13,467 |88 10,395 094
(deposits)
OPERATING EFFICIENCY RATIOS
1 |Cost per Unit of Money [Crperating Cost { Indicates efficiency in disbursing loans| _ 4,432,353 T 1% 2,794,608 B.6%%
Lent Loan Dvshursad [in monetary ferms) 62,328,714 42615411
2 |Cost per Loan Made Operating Cost | Indicates efficiency of dishursing loans| _ 4,432,555 90962 [ 2Taene | 73238
Mieiibeer of Loans Made (in terms of no. of borrowers), 4,873 156
3 |Mumber of Active Borrowers per Number of Active Borrowers! Indicates performance of credit stafl] __ 6,398 157 4,200 LR
Credit Staff and efficiensy of methodology | o 7
Mumbser of Credit Staffs
4 |Partfolio per Credit Staff Total Principal Outstanding Indicates potential financial] 36,116,164 [ 1,504,840 | 24,156,684 | 1420981
Mummber of Credit Siaffs praductivity of credit stafT, a4 17
PORTFOLIO QUALITY RATIOS
T [Portfolio at Risk The principal balance of loans with|Measures amount of default sk i 1,950,083 5.4% 1288134 53%
at least five or more  payment|partfolio 36,116,164 24,156,684
gverdus £
Total Principal Outstanding
2 [Peserve Ratio Loan Loss Reserve Indicates  adequacy of reserves  ing 2337295 6.5% 1,684,521 7.0%
Walue of Outstanding Pringipal relation to porifolio 36,116,164 24,156,684
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Financial Highlights

The figures shown below are taken from the audited financial statements of BRAC for the fiscal vears ended
December 31, 2007 and 2006. All balances have been stated in terms of the value of the Bangladeshi Taka.

Results for the year
Consolidated (with grant income)
Total income
Total expenditure
Excess of income over expenditure surplus/{deficit)
Consolidated (without grant income)
Total income
Total expenditure
Excess of income over expenditure surplus/{deficit)
Microfinance Operations
Total income
Total expenditure
Excess of income over expenditure surplus/(deficit)
At the end of the year
Cash, bank balances and short-term deposits
Total loans to members
Loans to rural microcredit borrowers
Loans to urban microcredit borrowers
Loans to hard-core poor
Loans to enterprising borrowers
Savings deposits
Total long-term debt
Capital fund
Total assets
Returns
Surplus (consolidated) as % of average capital fund
Surplus (consolidated) as % of average portfolio
Surplus {consolidated) as % of average total assets
Ratios
Cumulative loan collection ratio on total dues
Loan collection ratio on current dues
Current ratio
Liquidity ratio
Debt/equity ratio
Capital adequacy ratio
Drebt service cover ratio
General & administrative expenses as % of average portfolio
Total loan principal affected by arrears as % of outstanding portfolio
(3 or more instalments payment missed)
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{Amount in Taka' 000)

2007 2006
21,530,270 18,066,546
20,204,368 15,531,376

1,325,902 2,535,170
15159815 12,563,626
20,204,368 15,531,376
-3,044,553 2,967,750

8,174,873 6,310,066

7,664,833 4,609,887

510,040 1,700,179
5,619,332 2,109,443
23,486,342 16,667,073

979,002 652,441

437,628 649,086
11,213,192 6,188,084
13,467,188 10,595,094

9,358,594 2,616,231
8,736,759 8,024,410
42,304,955 27,147,665
8.97% 19.94%
4.3% 11.8%
2.58% 10.2%
99.54% 90 .52%
O8.84% 99.07%
2.98 3.08
42% 20%
1.07 0.33
24% 32%
6.35:1 8.76:1
14. 7% 15.2%
5.40% 5.33%



| & House 25, Road 13A
{ S F AHMED & CO‘ I!Iur:::m na::::ai
CHARTERED ACCOUNTANTS Dhaka 1213
Bangladesh

......... Since 195%

B Telephone: (850-2)9894026, 9894340

Fax:

E-mail:

8515102, 8833327
(8B0-2) 8825135, 8814713

sfali@connectbd.com
sfacoalicmbttb.net.bd
sfacofdhaka.net

Auditor's Compliance Certification on BRAC

We have audited the financial statements of BRAC for the year ended December 31, 2007, On the basis of our audil, we

u:?crtii?,f le!]D“’ the compliance of BRAC with the ¢li gibility criteria to participate under
Subsidiary Loan Agreement between the Government of Bangladesh and PESF dated J

Microfinance 11, as provided for in the
anuary 31, 2001,

_ Eligibility Criteria Audited Figures or Compliance (Taka' 000)
{a) Minimum loan recovery rates, computed quarterly, based on the
following;
(i) 93% minimum cumulative loan collection ratio on total ducs:
Actual cumulative collections 232,072,104
Cumulative collectibles 233,132,983 - 79.34%
(ii) 92 to 100% minimum lean collection ratic on current dues (on|
running 12- months basis):
Actual collections duri ng the past 12 months on current dues 49,960,841
Collectible on current ducs 50,548,155 - 98.84%
(b)  Minimum liquidity ratio of 20% 42%
(c) Minimum current ratio of 1.5 2.98: 1
(d) Minimum capital adequacy ratio of 20% 23 8%
(&) Minimum debt service cover ratio of 1.25 6.35:1
(f) _Minimum rate of return on capital of 2% 6%

D -

5. F. Ahmed & Co,
Chartered Accountants
Dhaka, April 03, 2008
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Appendix A-1

Statement of Loans Outstanding by Component, Non-Performing Loans, Classification, and Provisions

Required

{Amount in Taka® 000)

Loan Classification, Outstanding Amount of
Aging of Arrears Components Amount Provisions
& %o Provisions Taka
Standard Rural microcredit borrowers 20,079,182 200,792
(Current, no arrears) Urban microcredit borrowers 880,678 8.807
(1%%) Hard core poor borrower 379.530 3,795
Microentrepreneuers borrowers 10,853,890 108,539
Sub-Total 32,193,280 321,933
Watchlist Rural microcredit borrowers 1.557.654 77.883
(1 - 30 days) Urban microcredit borrowers 54,585 2,729
(3%) Hard core poor borrower 28.654 1.433
Microentrepreneuers borrowers 210,530 10,527
Sub-Total 1,851,423 92,571
Substandard Rural microcredit borrowers 863.936 172,787
(31 - 180 days) Urban microcredit borrowers 17.025 3,405
20%) Hard core poor barrower 14.611 2,922
Microentrepreneuers borrowers 49.682 9,936
Sub-Total 945.254 189,051
Doubtful Rural microcredit borrowers 58,178 43,634
(181 - 350 days) Urban microcredit borrowers 602 452
(73%) Hard core poor borrower 869 652
Microentrepreneuers borrowers 5,680 4,260
Sub-Total 65319 48,997
Loss Rural microcredit borrowers 022,593 922,593
(Over 350 days) Urban microcredit borrowers 26,156 26,156
(100%) Hard core poor 13,892 13,892
Microentreprencuers borrowers 98,237 98,237
Sub-Total 1,060,878 1,060,878
Total 36,116,164 1,713,430




Appendix A-21

Statement of Loans Outstanding by Sub-Sector, Non-Performing Loans, Classification, and Provisions

Required
(Amount in Taka' 000)
Loan Classification, Cutstanding Amount of
Aging of Arrears Sub-Sector Amount Provisions
& %% Provisions Taka Taka
ig,ricu]ture 5,542,089 55421
Standard Cottage Industry 20,080 201
(Current, no arrears) Fisheries 27,592 276
{(1%%) Food Processing 427121 4271
Health 4,266 43
Housing 1,288 13
Livestock and Poultry 523,834 5238
Miscellaneous 307,520 3,075
Fural trading 13,559,907 135,599
Rural Transport 100,689 1,007
Sericulture 6,585 66
UDP TRT 474 71,875
MELA 10,853,890 108,539
Services 30,945 309
All Sub-Sectors 32,193,280 321,933
Agriculture 367,543 18,377
Watchlist Cottage Industry 6,104 305
(1 - 30 days) Fisheries 5,785 289
(3%} Food Processing 17,478 574
Health 340 17
Housing 54 3
Livestock and Poultry 46,619 2.331
Miscellaneous 27.440 1,372
Rural trading 1,126,279 56,314
Rural Transport 5378 269
Sericulture 804 40
UDP 35,970 1,799
MELA 210,530 10,527
SErvices 1,099 55
All Sub-Sectors 1,851,423 92,571
Agriculture 233,288 46,658
Substandard Etmge Industry 1,413 283
(31 - 180 days) Fisheries 1,422 284
(20%) Food Processing 19,814 3,963
Health 213 43
Housing 34 7




Appendix A-2 { Contd.)
(Amount in Taka' 000)

Loan Classification Outstanding Amount of
Aging of Arrears Sub-Sector Amount Provisions
& % Provisions Taka Taka
Livestock and Poultry 31,517 6,303
Miscellaneous 15,335 3,067
Rural trading 579,952 115,990
Rural Transport 3,826 765
Sericulture 324 65
UDP 7,593 1,519
MELA 49,682 9,936
Services 341 168
All Sub-Sectors 945,254 189,051
Agriculture 16,500 12,375
Doubtful Cottage Industry 75 56
(181 - 350 days) Fisheries 93 70
(73%) Food Processing 1,532 1,149
Health B 14 11
Housing 18 14
Livestock and Poultry 2,361 1,771
Miscellaneous 1,294 971
Rural trading 35,394 26,546
Rural Transport 306 380
Sericulture 10 8
BUP 1,783 1,341
MELA 5,680 4,260
Services O 48
All Sub-Sectors 65,329 48,997
Agriculture 825,080 825,080
Loss Cottage Industry 3,476 3,476
(Over 350 days) Fisheries 3,965 3,965
{(100%) Food Processing 60 452 60 452
Health 385 385
Housing 249 249
Livestock and Poultry 8 3
Miscellaneous 343 343
Rural tradin;g 33,363 33,363
Fural Transport 14,708 14,708
Sericulture 371 371
BUP 14,429 14,429
MELA 98,237 98,237
Services 5,812 5,812
All Sub-Sectors 1,060,878 1,060,878
Total 36,116,164 1,713,430
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Statement of Renegotiated Loans

Appendix A-3

Program Component or Renegotiated Loans
Sub-Sector Amount (Taka'000) %o of Total
Programme Component

Fural microcredit borrowers 611,579 80.4%
Urban microcredit borrowers 13,197 1.9%
Hard core poor borrowers 8,097 1.2%
Microentrepreneuers borrows 31,5395 7.5%
All Borrowers 684,468 100.0%
Sub-Sectors

Agriculture 168,439 24 6%
Eattﬂgc Industry 610 0. 1%
Fisheries 839 0.1%
Food Processing 12,981 1.9%
Health 130 0.0%
Housing 39 0.0%
Livestock and Poultry 15,921 2.3%
Miscellaneous 9346 1.4%
Rural Trading 412,123 60.2%
Rural Transport 3,060 0.4%
Sericulture 200 0.0%
UDP 13,197 1.9%
MELA 46,642 6.8%
Services 941 0.1%
All Sub-Sectors 684,468 100.0%
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Appendix A-4

Statement of Loan Concentration

Geographical, Sub-Sectoral and

Loans (Net of Provisions)

Single Loan Concentration Amount (Taka'000) % of Total
Name of Districts

1. B.Baria 599467 1.7%%
2. Bagerhat 420,600 1.2%
3. Bandarban 74,656 0.2%
4, Barguana 208,226 0.6%
3. Barishal 640,530 1.9%
6. Bhola 270,141 0.8%
7. Eﬂgrﬂ 1,124,141 3.3%
8. C.N. Gonj 332,670 1.0%
9. Chandpur 719,985 2.1%
10, Chittagong 1,465,013 4.3%
11. Chuadan_ga 337,029 1.0%
12. Comilla 1,567,299 4.6%
13, Cox's Bazar 440,374 1.3%
14, Dhaka 2,212,236 6.4%
15. Dinajpur 885,275 2.6%
16. Faridpur 562,929 1.6%
17. Feni 361,606 1.1%
18. Gaibandha 660,912 1.9%
19. Gazipur 776,740 2.3%
20, Gopalgonj 354,951 1.0%
21. Hobigonj 340,293 1.0%
22, Jamalpur 411,399 1.2%
23, Jessore 769,900 2.2%
24, Jhalokhati 205,689 0.6%
235. Jhenaidah 541,424 1.6%
26. Joypurhat 353,532 1.0%
27. Khagrachhari 149,023 0.4%
28. Khulna 590,238 1.7%
49. Kishoregonj 558,594 1.6%
30, Kurigram 380,556 1.1%
31. Kusthia 489,576 1.4%
32, Lalmonirhat 376,073 1.1%
33. Laxmipur 345,685 1.0%
34, Madaripur 361,465 1.1%
35. Ma%ura 297,032 0,9%%
36. Manikgonj 300918 1.7%
37. Meherpur 01,231 0.3%
38. Moulavi Bazar 465,958 1.4%
39. Munshigonj 410,567 1.2%
40. Mymenshing 368,799 2.5%
41. Narayangonj 663,108 1.9%
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Appendix A-4 ( Contd.)

Geographical, Sub-Sectoral and

Single Loan Concentration Amount (Taka' 000) % of Total

42. Narshingdi 581,771 1.7%
43, Natore 507,090 1.5%
44, Nawgaon 674,180 2.0%
43, Netrokona 404,556 1.2%
46. Nilphamary 419,317 1.2%
47, Moakhal 545,507 1.6%
48, Morail 207,804 0.6%
49, Pabna 906,489 2.6%
50. Panchagar 280,469 0.8%
51. Patuakhali 260,108 (0.8%
52. Pirojpur 330,489 1.0%
53. Rajbari 298,063 0.9%
34. Rajshahi &50,100 2.6%
33. Rangamati 111,117 0.3%
36. Rangpur 716,854 2. 1%
57. Shariatpur 470,185 1.4%;
58, Shatkhira 473,275 1.4%
59, Sherpur 280,715 (.8%
60, Sirajgon) 631,757 1.8%
1. Sunamgonj 435,069 1.3%
62. Sylhet 639,875 1.9%
63, Tangal 682,923 2.0
64, Thakurgaon 377,573 1.1%
All Districts 34,402,735 100.0%
Sub-Sectors

Agriculture 6,026,589 17.5%
Euttag& Industry 26,827 0.1%
Fisheries 33,973 0.1%
Food Processing 455,688 1.3%
Health ] 4,720 0.0%
Housing 1,358 0.0%
Livestock and Foultry 588,688 1.7%
Miscellaneous 343,104 1.0%
Rural trading 14,967,083 43.5%
Rural Transport 107,979 0.3%
Sericulture 1,545 0.0%
UDP 820,292 2.4%
MELA 10,986,520 31.9%
Services 32,368 0.1%
All Sub-Sectors 34,402,735 100.0%
Loans Exceeding 10% of Capital Fund N.A N.A
[Enumerate Large Loans, it any] MN.A N.A
Total of All Large Loans MN.A N.A

37




Appendix A-5

Analysis of Entire Loan Portfolio

Information Obtained from Interviews

Applicability in Sample to:

MNo. of Borrowers % of Bormmrowers

Borrowers with loans from other creditors N/A N/A
Creditors cited as having extended other loan(s) MN/A MIA
Average amount of loans from other creditors N/A MNIA
Purpose of loans from other ereditors N/A N/A
Reasons for arrears
Reduced income 20 3.98%
Fluctuating income 55 10.96%
Burdensome payments 8 1.59%
Multiple loans 0 0.00%
Drop-outs of members 5 1.00%
Hartals 0 0.00%
Floods 0 0.00%
Others (Reluctant) 0 0.00%
Borrowers' assesment after availing of loan
Poorer a0 0.96%
Improved incomes 452 90.04%
No. of Borrowers in Total Loan Sample 502 N/A
Analysis of Findings:
Particulars No of Borrowers Comments
Current loan - No arrears 420 Improved incomes
Loans with 1 - 30 days past due 10 Improved incomes
Loans with 31 - 180 days past due 12 Improved incomes/poorer
Loans with 181 - 350 days past due 12 Improved incomes/poorer
Loans over 350 days past due 48 Improved incomes/poorer
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Appendix A-6
Analysis of Non-Performing Loans

Information Obtained from Interviews Applicability in Sample to:
No. of Borrowers | % of Borrowers
Borrowers with loans from other creditors N/A N/A
Creditors cited as having extended other loan(s) N/A N/A
Average amount of loans from other creditors N/A NIA
Purposes of loans from other creditors N/A N/A
Reasons for arrears
Reduced income 4 7.69%
Fluctuating income 45 86.54%
Burdensome pavments 0 0.00%
Multiple loans 0 0.00%
Drop-outs of members 3 5.77%
Hartals 0 0.00%
Floods 0 0.00%
Others (Dead) - -
Borrowers' assesment after availing of loan
Poorer 45 86.54%
Improved incomes 7 13.46%
No. of Borrowers in Non-Performing Loan Sample 52 N/A

39




Appendix A-7

Sampling Methods for Loans and Deposits

BRAC has loans extended to and deposits taken from over four million borrowers and depositors.
It would not be feasible or practical for us to audit all of the loans or even a large percentage of
loans, given the large numbers involved. The loan and deposit population involves relatively
insignificant individual loans and a fair degree of homogeneity. Therefore, the loans and deposits
have common product and control characteristics. We have formulated a sampling method for
choosing the loans and deposits, in a manner acceptable to BRAC management, The samples are
reasonable to achieve the audit objectives. At the same time, we have given due recognition to the
(a) geographic distribution and (b) grouping of micro credits for: (i) the mainstream rural poor;
(i1) the urban poor; (jii) the hard core poor; and (iv) micro entreprencurs. In addition, we have
developed a sample of non-performing loans to determine (a) delinquency patterns by component
and sub-sector, and (b) proximate and fundamental reasons for the rise in delinquencies. In
developing the sampling method we have ensured that every item in the population has a known

chance of selection, e.g. the use of statistically — valid random sampling.
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