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1 Introduction

This report attempts to consolidate the findings and recommendations arising from tasks
undertaken in terms d an assgnment for URS to design the activity funds component of the
Quang Ngai Rura Development Program'. The tasks undertaken include discussions with URS
and partner gtaff, with program beneficiaries, AusAlD, and others prior, during and after afield
trip to Quang Ngai province during November 2002%, aswell as review of program and related
materia. Input from these discussions and material have been incorporated into this report.

The primary output under the terms of reference is a detailed Operational Manual presented
separately to this report. As such this report is largely supplementary in nature, providing
additiond information and explanations, findings and recommendations, that would not
appropriately be included in an Operationa Manud. This report is consequently brief.

The gpproach to the tasks in the terms of reference was to review a range of materiad supplied
by URS (primarily the project planning documents). Contact was made via e mail prior to the
one-week fidd vidt with fidd daff and with a loca microfinance expert (and counterpart) in
Vietnam to ensure the context and history was understood, and with the am of ensuring that
mesetings were set-up in a timely and appropriate manner. In the field the gpproach was to
obtain agreement on the envisaged process flow in chronologica order, and this was then used
as the basis for conceptuaising the VSCF design. Developing the operationd manua outlining
policies and procedures, management, internd controls, and monitoring and evauation,
followed. The Team Leader approved the concept before proceeding to stage of operations
manua completion.

A number of Quang Ngai Rurd Development Program field staff, counterpart DPI aff, clients
and partners were interviewed during a six-day field visit to Quang Ngai from Monday 25" to
Saturday 30™ November 2002 (see Annex 2 — Fidd Trip Schedule). Meetings were held with
partners and potentid partners Vietnam Women's Union (VWU), Vietnamese Bank for
Agricultural and Rurd Development® (VBARD), and a Peoples Credit Fund . These interviews
were mainly held on a one-on-one basis and followed a loose schedule of questions and
discussions, and solicitation of issues that arose during such discussions. Feedback from these
interviews are included in this report where relevant.

The concept proposa was presented and workshopped with field staff during the fidd vist (see
Annex 3for this presentation). In addition a staff training workshop was made to a number of
QNRDRP field and counterpart gaff on microfinance that solicited much discussion of issues,
particularly of what was believed to be gppropriate interest rate levels. This morning training
workshop provided an introduction to microfinance as well as of an internationa best practise
case study”.

! See Annex One — Terms of Reference.

% Thisreport accordingly includes afield trip report.

® The meeting with VBARD included a representative from the Vietnam Bank for the Poor (VBP).
“ Copies of thisworkshop are available on request.
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Appreciaion is extended to the staff of URS and QNRDP, DPI, and partners for the helpful
manner in which the technica advisor was welcomed, and for the openness with which questions
were answered. Vietnamese counterpart Mr Dao Van Hung of the Micro Finance Resource
Center a the National Economics University (Faculty of Banking and Finance) accompanied
this advisor on dl visits, and hisingghts, support and assstance is much appreciated.

The report attempts to provide clarity on the specific issues raised in the terms of reference, and
in particular issues that arose during the fidd vist. In line with this the report follows with section
2, which covers the issues raised in the terms of reference, and section 3, which attempts to
cover issues raised during and subsequent to the fied vigt. The find section concludes the
report.
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2 Issues Raised in the Terms of Reference

2.1 Conceptualisation of Activity Funds/Village Savings &
Credit Facility

The conceptud basis of the Village Savings & Credit Facility’ (or VSCF) is a hybrid modd
based loosdly on a solidarity group lending modd and the Revolving Savings and Credit
Associations (ROSCASs) methodology. Loans are made by the group themselves to individuas
within the group, with members being jointly and severdly liable for repayments. Loans from
QNRDP would provide the initid capitd base, with accumulated savings and interest earned
growing this capitd over time. Loans from QNRDP (or from the groups own funds) would be
un-collaterdised, dthough sanctions will be imposed on individua households who do not
comply with program conditions, spelt out to al members up-front.

The ideais that groups form around the common interest of savings and credit, and are largdy
sf-managing with individuel repayments (of the initid QNRDP loan) to the group building the
capitd base. The mechanisms for this are smilar to other self-managed revolving fund groups,
with the same dynamics/forces a work, in the short-run with QNRDP providing incentives for
repayments, and in the longer run with mutua benefit leading to peer pressure for good
repayments.

It is important that groups be cohesive, as without this group members are not able to gpply
appropriate pressure on members to maintain good repayment rates. Such cohesion crestes
group gability, and is criticd for ensuring sustainability of the group. While such coheson can
occur in different ways, it is recommended that groups largely form themselves (viz choose their
own members and group bylaws), and that membership be limited to hamlet or commune leve

(viz be geographically limited).

The formation of groups will be facilitated and supported by QNRDP together with their other
activities. Training to al members of new groupsis essentia, and this will be provided by Quang
Nga Rurd Deveopment Program dtaff (the new Finance & Credit Officer or FCO). The
operationd manud is now available to gaff, dong with a Fidd Staff Guide that serves as the
bass for implementing and supporting the VSCF program. Based in part on the operational
manud a training-of-trainers program for the new FCO and other staff will be undertaken to
ensure they have the necessary skills and knowledge. The Didrict officers must be included in
thistraining as they will be needed to provide on-going support to VSCF groups.

Affordability projections were caculated by other members of the Quang Nga Rurd
Development Program team based on the cash flows and business dynamics of various business
activities. Based on this an average loan sze of VND 7 million and loan term of nine months
have been assumed. An interest rate of 1.25% per month was set based on ensuring
sugtainability and taking these and other assumptions into account (see Annex 5).

® For reasons relating to the methodology and planned outcomes of the Quang Ngai Rural Development
Program, as well as to changes in how the activity funds will operate from that conceived in the project
design document, a proposed change in name was accepted by the Team Leader. The “activity group
funds’ are now called Village Savings and Credit Facility (or VSCF).
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The VSCF project will be field tested on 20 groups in three digtricts during the period April

2003 through March 2004°. The test will be evaluated during this period against the objectives
outlined in the test protocol. Fine-tuning will take place as needed, and full roll-out will take
place immediately thereafter. A key success of this component of the project is that there are
good project staff on the ground, especidly the FCO. Support from partners (see comments
below) should be usad to maximum advantage wherever possible, and building on existing good
relationshipsis consdered important.

The presentation in Annex 3 provides further detail on the concept, as well as a process flow
chart of the stages and cycles of the VSCF.

2.2 Partnerships with Other Financial Institutions in Quang
Ngai’

The current sources of credit in Quang Nga Province for the QNRDP target clients are mainly
the Viet Nam Bank for Agriculture and Rura Development (VBARD), the Viet Nam Bank for
the Poor (VBP, which effectively fals completely within the VBARD operation), and the various
Peopl€e's Credit Funds (PCFs). A few socid organisations, particularly the Viet Nam Women's
Union (VWU) and the Vit Nam Farmer's Associaion (VFA), provide credit to their
memberships by linking with VBARD and/or managing funds financed by international donors
and borrowing from the government (such as under rurad development Program 120). These
sources of credit have some potentia to assist or be asssted to expand the outreach of pro-
poor credit to the poor households targeted by the QNRDP. However, that potentia will take
time to evolve, is likely to vary from inditution to indtitution, is likely to change over time, and it
was consequently recommended that the Program initiate its own savings and credit program,
with the nature of partnerships with these ingtitutions being developed over time in a structured
manner. A discussion and recommendations in respect of partnership with PCF's, VBARD and
VWU follows,

Peoples Credit Funds (PCF’s)

A meeting with one of the loca PCF s was undertaken during the field vist. PCF' s are private
businesses whose regidration by the State Bank of Vietnam (or SBV, the centrd bank) is
generdly limited to one per commune. PCF's are regulated and supervised by the SBV and
accordingly need to comply and report monthly on arange of prudential norms and standards.
PCF s arein generd licensed only in areas (communes) meeting a set of stated socio-economic
criteria These include the potentid for fund mobilisation, an identified capitd demand for
production, existing businesses and services, human resources for administering and managing
the operation of the PCF, and the presence of trangportation and telecommunications.

PCF s dso need to meet certain minimum capital adequacy and equity levels, and minimum risk-
weighted performing asset requirements. In the latter regard PCF must ensure that at least 60%

® A short test protocol needs to be devel oped by the QNRDP in this regard.

" Comments on partners are supplementary to the Rural Financial Services report of December 2001, as well
asto the report annex in the PDD on Activity Funds.

® The other financial institutions are not considered relevant for the reasons mentioned here and el sewhere.
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of dl loans by vadue are fully collaterdised by approved means. This means in practise that
dthough samdl (at around VND 6 million) the poorest being without collatera are not the
primary target group of PCF'S’. Certainly the collatera requirements would be problematic for
many of QNRDPs clients. It is moreover clear that many of the aress targeted by the QNRDP
do not meet these criteria, and are unlikely therefore to have PCF s approved in the near future.

The managers of the PCF visited said that the demand for credit and savings services was very
large in Quang Ngai. The limitation they fdt they had was insufficient capitd, technicd killsand
support, and equipment (a computer was specificaly mentioned).

PCF s usudly charge around 1.25% nomina per month (or around 28% annud effective), with
most loan terms being sx months. When questioned the PCF leaders and staff stated that loans
from VBP™ and VBARD could be obtained at lower interest rates, but that they were not short
of clients as the application and disbursement procedures at these ingtitutions were complicated
and lengthy, and the collaterd requirements were in practise often even higher than that required
by the PCF.

As dated in the PDD PCF s nevertheless may offer opportunities for partnership. For example
they may be able to provide assistance to Village Credit & Saving Facility with technica
support, the Program may train some PCF gaff where they operate in the communes targeted
by Quang Ngai Rurd Development Program, and financid support to PCF' s where VSCF's
are not operating should be considered where the rdlevant PCF can substantiate that loans will
be provided to QNRDP targeted |ow income participants.

Of the partners the PCF modd is the one most close to that conceptualised, and the larger and
better VSCF's could be merged and become PCF's at a later stage. While the FCO needs to
monitor the V SCF groups and assist them to become PCF s over time, it is not thought that this
would occur in the near future (say within the first two years of the establishment of any VSCF).

A possible issue for QNRDRP is that the private nature of PCF's means that support to these
bodies is support to private profitable businesses. Capita would become equity in the hands of
the individua owners of these businesses, who would dearly fal out of the target group of
poorest people that QNRDP isaming to assst out of poverty.

Asfar asthe partnership with the few loca PCF s are concerned it is recommended that:

a. PCF managers from PCF's in targeted communes are invited to paticipate in relevant
QNRDP activities (particularly VSCF training) so as to build relationships with the PCF; to
asess the ability and commitment of the PCF's to partnership with Quang Nga Rurd
Development Program; to ensure relevant PCF's are exposed to the QNRDP and the
V SCF component of the Program; have the necessary sKills to provide financia servicesto

° Only about 0.25% of credit nation-wide is provided to |ow income househol ds through PCF's.

191t was mentioned in this discussion — and verified by Dao Hung — that VBP is in the process of being
restructured, and is likely to become an agency focussed on financial policy formulation at national level.
It isthought that relevant VVBP programs would then be absorbed by VBARD.
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low income households, and gain a possible in “taking over” VSCF's should this be
appropriate at alater date.

b. Discusson as to partnership with PCF s be pursued by the FCO at the commune levd, as
thisisthe generd geographic limitation of their operation.

c. Investment should be made in PCF s where appropriate: specificaly where the use of the
funds can be tracked by the QNRDP, and where the PCF is able to guarantee funds will be
used for on-lending for productive use by QNRDP-identified activity group participants.

Vietnam Bank for Agriculture and Rural Development (VBARD)

A meseting was hdd with the Branch Manager and senior saff of the Quang Nga town branch
of VBARD. VBARD was sat-up to target rurd communities, which condtitutes around 90% of
the population, to support rura development (particularly rurd infra-structura development),
and to provide financid servicesto commercid and subsistence farmers and other rurd dwellers.
VBARD currently has the largest branch network of any financid inditution in the country,
covering dl didricts in the country, and is dso the largest gppropriate provider of financia

sarvices, including credit, to the targeted sector. Operating as a commercid bank, VBARD has
one branch in every didrict of Quang Ngai. While these are dl located in the towns in each
digtrict, outreach to rurd aressis being increased through the use of mobile bank vans.

Loan repayment conditions are generdly that interest only is paid quarterly until the end of the
loan term, when the entire principd is paid. Collaterd (mainly in the form of land use certificates)
is effectively required on dl loans, even those below VND 10 million for which VBARD policy
dates no collaterd is required. Due to bureaucratic difficulties most farmersin the province have
not been issued with these certificates, and with severe limitations as to other assets they are
able to offer as security, this has meant that many have effectively been denied access to loans
from VBARD. Coupled with inflexible loan terms this has created cashflow and other problems
for anumber of rurd clients

From the meeting, from discussons with field gaff, the Viethamese counterpart and others, as
well as reading (the PDD, the Rurd Financid Services Report and others), it is believed that
VBARD dgaff are not necessarily convinced that they should be targeting low income
households. Certainly reservations as to the capacity of low income households to save and
repay were aluded to by VBARD. Despite its Stated policiesit is moreover clear that VBARD
continues in practise to require collateral from borrowers, and that existing products are largdy
ingppropriate for rural and low income households.

Interest rates charged by VBARD are around 1% per month nomind (around 22% annud
effective), varying somewhat according to loan term. Both group and individua methodologies
are utilised, dthough VBARD gaff did gate that their use of group methodologies in Quang
Nga province were very limited.

The VBARD branch visited stated categorically that VV SCF groups would be alowed to open
accounts in the group’s name as long as the groups were sanctioned by the CPC's or smilar
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government agency.™ VBARD aso stated strongly that it would be wiling and able to provide
loans to V SCF with good track records, and leverage of both QNRDP fund and VSCF s own
funds is thought highly possible in this regard. Findly it was mentioned by VBARD that VBP
activities were co-ordinated in the province by VBARD, hence no referrd here to VBP.

Asfar asthe partnership with VBARD is concerned it is recommended that:

a. Village Credit & Saving Facility with adequate access (especidly in terms of distance to be
travelled) open savings accounts with VBARD (see Operations Manud dso in this regard).

b. Traning of VBARD aff together with Quang Ngai Rurad Development Program field staff
IS undertaken where gppropriate for smilar reasons to those for training staff of other
partners.

c. The FCO srongly co-ordinates and facilitates loans from VBARD to Village Credit &
Saving Fecility a the group leve, collaterdised by members to asss in rasing access,
lowering transaction costs, and leveraging QNRDP funds.

Vietham Women’s Union (VMU)

VWU is a sixty-year old socid agency launched to assist poor women in Vietnam, and it has
since 1993 dso provided microfinance services to low income women in different parts of
Vietnam. VWU generdly utilises a group lending methodology of between 10 and 17 members,
without forma or traditiona collaterd. Members wait three months from application to receipt of
loans, during which time group leaders (chairperson, treasurer and secretary) are trained in the
methodology and management of the scheme. Ongoing technica assistance is provided to al
groups. Savingsisintegrd to the VWU scheme, with al members having to save 5% of the loan
amount prior to receipt of any loan. In addition all members save at least VND 5,000 to 10,000
(depending upon the region) each month. An advantage for the VWU is that savings and credit
groups under in the VWU program are alowed by government decree to open accounts under
agroup’s name with VBARD without any other sanction. Loan repayments are on a straight-line
basis of principa and interest, and interest rates are usualy between 0.5% and 0.75% nomina
per month (or 11% to 17% annud effective).

From the meeting held with VWU, as wdl as from discussions and reading, it seems that in
terms of methodology and target group (of low income and rurd households) the VWU is the
most appropriate ingtitution the QNRDP should partner with for its VSCF program. The VWU
scheme is generdly smilar to that being proposed on the Quang Ngai Rurd Development
Program. One notable difference is that the interest rate charged by VWU is dgnificantly
different to that envisaged under the QNRDP program. The VWU representatives with whom
interest rates were discussed acknowledged that VWU were fortunate to receive subsidies from
both the Vietnamese government and from international donors that enabled them to offer such
low rates. Questioned about sustainability VWU dated that as funding support will be on-going
from the government the program, was sustainable. As far as internationa donor support was
concerned VWU would be applying for additiond support a the end of the current funding

cycle.

" The planned institutional arrangements within which the VSCF's have been designed take this into
account.
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VWU dated that they would be happy to partner with QNRDP on the Village Savings and
Credit Facility. A specific area in this regard that the VWU daff members said should be
possible is for the VWU to provide loans to VSCF groups. This must be pursued dong with the
VBARD offer. In addition the VWU would welcome requests for technica assistance and
training which they appeared well suited to provide.

While it is the consdered opinion of this technica advisor that VWU is the most appropriate
agency of those available with which QNRDP should partner, an issue for the QNRDP is
VWU's exclusive focus on women, which is not consstent with the QNRDP's palicies. This
accordingly congtitutes a sgnificant barrier to developing a partnership relationship between the
two. VWU moreover does not cover dl the digtricts planned by QNRDP. It is therefore
recommended that QNRDP proceed with the Village Savings & Credit Facility project, keeping
relevant local VWU staff abreast of developments.

With regards the partnership with VWU it is recommended:

a. That the new QNRDP Finance & Credit Officer (FCO) is tasked with ensuring that VWU
is fully briefed on the VSCF project, which inter alia could serve as the bass for
developing any future possible partnership.

b. That QNRDP gpproach the VWU to assist with providing on-going technical support on
the VSCF program, especidly once VSCF groups have been established and operationa
for a period (six months to one year is suggested). Thiswould be at both the QNRDP taff
level and directly to VSCF's, and this is consdered a critical element for the success of
the VSCF program.

c. That VWU be requested to provide staff that can join in the QNRDP VSCF training,
particularly the proposed training-of-trainers program (VWU specifically agreed to send a
few gaff to thistraining course).

d. At theend of the successful VSCF test period QNRDP approaches VWU to again discuss
apossible partnership™.

e. Tha the posshbility of loans from VWU to Village Credit & Saving Facility be strongly
pursued by the FCO.

f. That the new Finance & Credit Officer (FCO) and other rlevant QNRDP and counterpart
gaff atend VWU training workshops as gppropriate (VWU specificadly agreed that they
would favourably consder any suggestionsin this regard).

2.3 Exit Strategies
The primary exit strategy™ is to ensure that VV SCF group are sustainable both:

I.  Ingitutionally: this includes the VSCF's ability to manage their own &ffairs, follow the
groups rules and regulations, eect competent and diligent leaders, to maintain group
cohesion, and to track and account for the VV SCF funds appropriately.

2 Thismay have agreater likelihood should the VV SCF have mainly women clients.

13 “Exit strategy” here refers to the planned termination of the on-going relationship between the QNRDP
and VSCF sin astructured and sustainable manner.
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ii. Financially: by financid sugtainability is meant to ensure loan repayment reates a a high
level (over 98%), ensure on-going cods are covered by interest and fees charged, that the
group is able to build their capitd base, and that adequate internd controls are implemented
and managed appropriately.

While the design of the V SCF program has focussed on the above V SCF groups that did not —
or could not — adhere to the policies of the QNRDP program as outlined must then face
possible expulson from the Program in terms of the exit management policies and Strategies set-
out up-front in the operations manua and by Program field staff.

It is envisaged that the intense support from the QNRDP, starting with the formation and training
of VSCF groups, would reduce as groups become increasingly familiar with policies and
procedures, with the skills needed, and with the methodology and approach being pursued.
While it is expected that different VSCF groups will require differing inputs of technica
assistance and other support, it is anticipated that the majority™* of VVSCF groups should be able
to be completely on their own within two years from V SCF establishment.

It is specificdly envisaged that condderation be given to terminaing any on-going support
(training and technica assstance) to V SCF groups who do not illustrate continuos improvement
(in terms of for example loan repayment rates, accumulated savings, and timely submission of
V SCF reports) during their first year of operation.

Findly it is pecificaly acknowledged that a number of VSCF groups will continue to request
training and technical assgtance from the Program on an avgoing basis after the two year
period. As much of this should be undertaken by partners®™ (and as early) as possible. Thiswill
of course be limited by the resources available, both by the QNRDP and by partners.

The secondary (and related) exit drategy is to have partners who can provide additiona
technical assstance to support the sustainability of VSCF's. Thisdso isin terms of both:

i.  Ingtitutional support: here partners would — where necessary and appropriate - provide
training and technica assistance, and manage and/or absorb V SCF groups into their own
programs. The training and technical assstance would be directly to VSCF's and to
rdevant QNRDP gtaff and counterparts (at a so-cdled “wholesa€’ levd).

ii. Financially: the focus here from partners would be providing loans (and possibly grants) to
VSCF s Thisrdates to earlier issuesin that a sgnificant inducement to partnersis expected
to be that VSCF's with a track record of good loan repayment and self-management
(which in turn can be provided by QNRDP gaff) will be sought by financid inditution
partners.

4 Experience indicates that around 60% of groups will be somewhat successful, able to largely manage their
own affairs after two years of adequate and appropriate support; around 20% will have on-going issues
of group cohesion, non-repayment or fraud, and will close down within the first year to two of being
established; and 20% will be extremely successful, with sub-groups or splitting from having too many
demands for credit, morphing into a semi-formal provider (such as a PCF).

> Asmentioned earlier VWU is considered the most appropriate agency in this regard.
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The importance of partners for the success of the VVSCF program needs to be recognised by the
QNRDP, paticularly in terms of sustainability, and cannot be overstated™. The role of the FCO
in building the rdationships with partners (especidly VWU) is consdered key in this regard,
athough support from the QNRDP team and team leader must be visible.

2.4 VSCF Group Savings Accounts

The opening of VSCF bank accounts (invariably savings accounts) will facilitate VSCF
members having a safe place to store savings and surplus funds, and would improve
trangparency (mainly through the Program then auditing these savings accounts). The
establishment of such V SCF savings accounts would moreover facilitate initia direct access by
the VSCF members to formd financid inditutions, especidly VBARD but possibly dso
commercid banks, which would serve as an additiond linkage to these financid inditutions,
mobilisng savings from a sector they would otherwise not have access to a little cost to
themsdlves, and with aggregation lowering their own unit codts.

As mentioned it is consdered that VBARD would be most appropriate in this respect. VBARD
indicated that with the written support of the QNRDP and of the local government structure (the
CPC or other), dong with completion of their usua savings account gpplication form with the
groups contitution, accounts could be opened immediately.

16 Note that “primary” and “secondary” exit strategies refers to the timing of QNRDP's interventions given
the stated issues with potential partners rather than to the importance of the two strategies.

Y The Quang Ngai Branch Manager of VBRAD agreed to provide this in writing to the QNRDP Program
during the meeting with him.
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3 Other Issues

3.1 Interest Rates

It is condgdered important to the success of the Quang Ngal Rurd Development Program that
sugtainability be attained as far as is possble. This has both an inditutiona and a financid
element as far as the Village Savings & Credit Facility component is concerned (see dso
discusson on exit drategies earlier). An important aspect of the financia sustainability of the
Village Savings & Credit Feacility is that the capitd base is not eroded, and that it hopefully
grows over time. A critica element here is good |oan repayment rates, and on which the design
has centred. It is hoped — and assumed for purposes of caculation — that in excess of 97.5% of
loans will be repaid in full.

The st interest rate of 1.25% per month has been calculated for V SCF sustainable based on
certain assumptions, able for instance to support any operationd costs and the cost of risk (viz
the probability of the amount not being repaid), and inflation, and the VSCF has been designed
accordingly™®. The QNRDP PMC should review this interest rate from time to time in
accordance with actua developments of the V SCF program over time.

This interest rate policy MUST be understood and supported by the al QNRDP field gaff.
Should fidld staff (DDO's especidly) not support the concept of a sustainable interest rate then
the legitimacy of the VSCF program will be in doubt by VSCF members, and should this
result it is considered this component of the QNRDP will have every likelihood of
failure. Both QNRDP field staff and counterparts must ensure thet this policy is appropriately
communicated to al VSCF sin line with the principles agreed to.*

The interest rates issue® needs to be discussed not only in the context of sustainability but aso in
that as saf-managed groups, VSCF's could conceivably be able to set their own interest rates.
On this latter issue it is important that groups who choose NOT to follow the QNRDF s stated
interest rate policy must be censured, and if necessary, support to these groups withdrawn.?

The use of nomina interest rates (that is rates are calculated on the initia loan balance rather
than on the declining baance of the outstanding loan) are used for purposes of smplicity. The
cdculation of the interest payable each month is to smply gpply the rate to the loan disbursed,
and this is maintained during the life of the loan. Baang interest amounts on varying (if dedining)
loan baances is likely to be extremdly difficult to caculate with the rudimentary information and
bookkeeping systems that will be in place at VSCF's. This is exacerbated by the fact that loan
principle (the initid loan disbursed) are not planned to be repaid on a sraight-line bass, but
rather at areduced rate of 2.5% per month, with a balloon payment of the remaining principle at
the end of theloan term.

'8 See both the operational manual and the field staff guidelines.
¥ 1n addition to manual see Annex Seven.
% See also Annex Fivein this regard.

%! See also Annex Seven in this regard for the agreed-upon principles under which the VSCF design has been
conceived.
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As theinterest is cdculated on the initid rather than the (smaler) declining baance the effective
rate of interest is invariably higher than is nominally stated. Trangparency as to the comparison
between the nomina rate stated and the effective rate shoud be encouraged, and some detail is
provided in Annexes4 and 5 in this regard.

3.2 Cash Flows

The design of the VSCF has in no smal part been based on the cash flow dynamics of both the
VSCF as agroup and by individua productive activity projections. Thisin turn was based on an
esimated average loan sze of VND 7 million, an average loan term of nine months, the amount
of Program funds available for capitaising VSCF s and some cash flow projections of individua
productive activities.

With regards the funds avail able the average |oan disbursed from QNRDP over 4 year period to
each VSCF is assumed to be limited to a tota of VND 25.6 million, based on 5 VSCF's per
commune and A$20,000/communelyear a an exchange rate of VND8,000=A%$l. The
assumption hereisthat mogt (if not dl) this amount will be disbursed immediatedly.

A further design aspect of the VSCF isthat loan principle repayments are at the rate of 2.5% of
loan disbursed per month. Thisis so that individua members cash flows are somewhat positive,
but without a grace period (which experience has found to reduce repayment rates) or full
repayment of principle at the end of the loan term, which would exposure the VSCF to grester
risk (in terms of maintaining repayment quaity), and may be more than is affordable at thet time.

Annex 8 provides some additiond detall asto what impact differing assumptions will have on the
VSCF sfund flows.

3.3 Management by the QNRDP is Critical

“Management” here refers to the training, technical support, motivation, inditution-building,
monitoring, analyss and evauation, and revisonsin the V SCF policy and procedures. QNRDP
fiedd staff commitment, appropriate skills and persona relationships with VSCF s is considered
criticd. In particular the FCO's role is key, and recruitment of an appropriately skilled and
experienced manager isvitd.

With regards monitoring and reporting the Field Staff Guidelines provide the recommended
reports that need to be compiled and submitted to the relevant QNRDP structures (the PMC is
consgdered the most relevant here). An understanding of how the andysis of these reports is
undertaken is vital, as without this problematic issues that arise cannot be identified. This refers
to on-going assessment of VSCF's.

Some of the trends in these reports that need to be monitored include:
the projected number of households to be provided with Program funds by activity;
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the expected rate of repayment by these households to the VSCF againgt the agreed
repayment schedule (in both relative/percentage and absolute terms);

the sze of the VSCF funds versus the aggregated amount of related Program funds for
productive purposes that had been provided and that are to be repaid to the group;

aquarterly smplified income statement and balance sheet of the VV SCF accounts; and

the effective interest rate members pay in relation to other financiad service providers in the
province, etc.

Under the FCO's direction the VSCF s must be audited at least every sx months. This means
that the books and meeting minutes be reviewed, the accounts reconciled and checked for

accuracy, and an integrated analysis undertaken of the trends in the various VSCF' s. Follow-up
of issuesthat ariseis absolutely critical.
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4 Conclusion

The conceptudisation and compilation of a draft Operationd Manud and Field Staff Guiddines
has been completed as agreed in the terms of reference. This short report is supplementa to
these manudls, the primary output under the terms of reference.

A fidd test is criticd to pilot the concept, to ensure its practicdlity, and field staff competency,
againg set objectives. These objectives will be outlined in aVSCF Rilot Test Protocol. Carefully
tracking, assessment, and evauation of the results of the one year pilot test will resultin revison
to the manuas, and to full roll out of the program.

Partnerships with other appropriate financid inditutions — especialy the PCF's, VBARD and
the VWU - in Quang Ngai is consdered critica to the success of the VSCF program. In generd
VWU is conddered the most relevant of these, dthough their exclusive focus on women and the
fact that they do not operatein dl target areas limit the possibilities of partnership.

The exit drategies outlined depend both on building the sustainability of the VSCF aswell as on
the success of the partnerships recommended. Sustainability must be both indtitutiona and
financid if the VSCF project isto be considered a success.

Savings are a vital part of the VSCF concept, not least due to the critical import low income
households place on such a service. Savings dso provide an important source of funding for the
VSCF's. Flacing excess funds in a bank account is key, and VBARD has offered to assst in
thisregard.

Interest rates must be set for sustainability, athough some palitical issues seem to prevail at what
are consdered excessve rates. The interest rate set of 1.25% per month on a nomind basis was
based on a range of assumptions, and in practise these will not materidise as assumed. The
interest rate must therefore be reviewed regularly.

Cash flow considerations are critical, and a spreadsheet in this regard was developed (see
annexes). Monitoring and evauation by the fields staff is another critical dement in the success
of the VSCF project, and the levd of kills, experience and diligence of fied gaff plays the
largest role here.
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Annex 1: Terms of Reference

The Activity Funds Specidist reports to the Austrdian Team Leader.

The main purpose of the assgnment is to provide a detailed design of the activity group funds
component of the QNRDP Program.

The output will be a detailed operational manual for QNRDP implementing fidd daff thet
documents guiddines for supporting activity group fund establishment, operation, monitoring ad
exit drategies by the Program implementing team.

The operationd fiedd manud should include the following:

a

b.

A process flow chart of the stages and cycles of the activity fund;

Clearly defined exit drategies, as well as the tools and techniques to manage these exit
drategies,

Draft pro-forma group activity fund by-laws, including membership digihility, and indicating
the recommended role, skills needed, and possible process by which group leaders are
selected and elected;

Guiddines for field gaff (S0 asto pass on to activity fund members) as to how to price loans
from the activity fund, including price setting for the return of QNRDP Program funds;

How a group savings account with aloca bank will be established, the mechanism of how
Program funds will be repaid into the account, guiddines for how activity fund members will
manage and reconcile this account, and guiddines for auditing the account; and

Guiddines for field Saff (so as to pass on to activity fund members) as to how subsequent
loans by members will be assessed, disbursed, and monitored. The design process will
involve liasing with fidd gaff on Ste as wel as key members of the Program implementing
team both in the field and in Augtrdia
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Annex 2: Field Visit Schedule

Design of Activity Funds/Village Savings & Credit Facility Component

Morning Afternoon Evening
Sunday 24™ Travel Travel
Monday 25™ Travel 1.30pm: discussion of issues | Write-up of notes
Tuesday 26" Field visit to beneficiaries, to VBARD & PCF; meet | Write-up of notes
with DPI
Wednesday 27" | Fidd visit to VWU Discussion/work-shopping | Writing-up concept
of issues & conceptudizing | into presentation
program design
Thursday 2gh Presentation of draft | Editing concept proposa Preparation of
proposal & with feedback training workshop
discusson
Friday 29" Workshop/trainingto | Discussion/work-shopping | Writing report
staff on micro of issues with staff & DPI
finance issues
Saturday 30" Travel & owntime | Mesting with Meeting with John
counterpart/Dao Hung Fargher
Sunday 1% Travel Travel Travel
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Activity Fund Group
Overview of Concept - A

NS~/

VIET NAM-AUSTRALIA

What isan “ Activity Fund Group” (AFG)? A local community-
based & self-managed revolving fund or ganised around
appropriate income-generating activitiesin the same village
or area.

Points to note:

1. Capital from 3 main sources.
I.  Fundsfor activitiesinitially from QNRDP — consider as seed capital
Il.  Own savings — collect savings from members right from start
. Interest, fees & loans from other institutions —probably only after 6 mths
min
2. Loansinitially for production in terms of approved bus plan (by
QBRDP) - later for consumption purposesas well

3. Savings critical both as service and for ensuring & testing
cohesion



Activity Fund Group

@ Overview of Concept cont’d - B
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4.

Group cohesion critical for repayment — how to get thisis by
having common interests, such as saving together, knowing
each other, etc

Savings & |oan repayments at group meeting can be lent out
at that meeting as loans to members who need it in terms of
the groups policies — balance deposited at bank

Members who want access to another loan (eg: need larger
loan) then pay off last loan with interest early

Self-management critical — for sustainability, for group
cohesion, for lowering transactions costs — so need sKills,
training & support, and must formulate own rules (within
guidelines if loans from QNRDP)



Activity Fund Group
= Overview of Concept cont’d - C

VIET NAM-AUSTRALIA

Main Recommendations:

1. QNRDP must only re-capitalise AFG’ swho comply with the
conditions of the program. Groups whose members who do not
repay loans MUST not be able to access any other QNRDP
Services or support.

2. The AFG will be independent of other entities — but partners

with VBARD/VBP, VWU, & PCF' s QNRDP to negotiate with
PCF swhere they are in the targeted communes:

o for the AFG tojoin PCF in medium term (1 yr?)
e whereno PCF FCO to seeif could become PCF in that commune



Activity Fund Group

@ Overview of Concept cont’d - D
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3.

Group must have group bank account AND save into
this before any funds disbursed by Quang Ngai Rural
Development Program.

Capacity-building very important for success — QNRDP
to invest resources in training

Funds from QNRDP will be to the AFG who on-lend to
Identified members as per approved business plan. At

any one time only part of AFG will get loans from
QNRDP - never all of group to avoid collusion within

group



Activity Fund Group
=7 Overview of Concept cont’d - E

VIET NAM-AUSTRALIA

6. Funds collected from members on regular basis (per month)
asfollows: -

a.  Savings: 0.5% of loan, minimum of VND5,000/mth

b. Loan repayment split between int & principal:

e Interest rate of 1.0%/mth nominal payable monthly (i.e. even
before profits from activity realised)

o Pay off 2.5% of principal/mth (balloon payment at end of
outstanding loan balance)

So everyone with loan will be making payment equal to 4%
of loan amount per month

If NO loan, then member must pay at least VND5,000 into
savings account



QNRD adoption &
demonstration funds

;
VIET NAM-AUSTRALIA | nflation
Repayments
o ez \ / Bad debt
Activity Fun
Savings —— ST = d > Expenses

Groups \

L oan disbursements
|nterest & fees

L oansto groups (e.g. from
VBARD, VWU, VPB etc)



Calculation of repayments based on assumed rate
of interest
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Quang Ngai Rural Development Program
INITIAL REPAYMENT SCHEDULE per household or group member

"~ Amount nt | Term (Total interest) P &I paid |epayment of Intonl Saving/mth ~ PImth  TOTAL MTH PAYMENT

2000000] 125% | 12 300,000 2,300,000 25,000 10,000.00 50,000.0 85,000

' Nominal P - over period=  30.00%]Plus baloon payment of. '
1,400,000

Interest rate based both on VBARD & PCF '

rates and on projected income statement for 0.50% min 5000

groups - pricing policy best to do based on

track-record, so use this as basis for now. 1.25% 0.50% 2.9% 4.25%

VBARD say will lend at 1%/mth for ST loan but int savings P | Total monthly payment

need collateral. Also Dao Hung has st



Summary Income Statement

for Activity Fund Grou
= g P
VIET NAM-AUSTRALIA
Income: permonth| 13 hh'sigroup at VND2 mil at 1.25% nominal interest, so group loan of VND 26 mil
Interest 325,000 | 1 (as per budget). Will increase over time increasing both capital & interest.
Fees & penalties 0 2 Assume no penalties on late payments
Total Income: 325,000
Expenses:
Provision for bad deht 62,292 | 3 Assume actual and provision for write-offs of 2.5%. Calculated as 2.5%*(average
Stationery, tea & misc. 15,000 loan x ave no of members)/average loan term + 2.5%*monthly interest
Inflation 86,667 | 4 Assume inflation rate of 4% per annum
Management fee-man committee 150,000 | 5 Management fee for man committee members at VND 50,000/mth for 3 leaders.
TotaL Expenses: 313,958 Should only be paid as incentive if all expected payments being made in that
: month, so should be less than this over time.
Net for growing group capital 11,042




FORMATION of Activity Fund Groups
== - QNRDP Requirementsfor Activity Fund Groups

VIET NAM-AUSTRALIA

Activity Fund Groups will be required to fullfill the

following in order to obtain funds from QNRDP:
Completed training successfully

Constitution

Management committee members elected & in place in terms of
constitution

Obtain written approval from Commune Peoples Committee
Savings account

Prove that the group meetsregularly

Approval of business plan for those who want funds from
QONRDP

Submit application letter in writing

Nogak wbdE

oo



QNRDP Requirementsfor Activity Fund Groups- A
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1. Completed training successfully — course should cover
3 areas of: -

a.  Group issues, including an explanation of group constitution,
roles & duties of management committee, what are the rights &
duties of being a group member etc

b. Basicrecord-keeping, including book-keeping, minute-taking,
and how to maintain and reconcile a bank account, etc

c. QBNRP support & methodology, including an explanation of the

support (financial and otherwise), what happens if group
members do not repay loan, etc

Training time suggested of 3 hours per week for a minimum of four
weeks (min 12 hours)



QNRDP Requirementsfor Activity Fund Groups- B
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2. Constitution —must submit group constitution, which has all
groups policies including process for becoming new member,
conditions for loans from the groups fund, how savings are
managed, penalties for fallure to make etc. This must have
been approved by all members unanimoudly.

3. Management committee members—the Activity Fund Group
must have elected all of the members of its management
committee as set out in its constitution. Notwithstanding the
constitution the group must at a minimum the have in place a
Chairperson, Secretary and Treasurer in place, voted In
according to the rules of the group, and this process must have
been minuted.



@ QNRDP Reguirementsfor Activity Fund Groups—C
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4.

Meet regularly —in order to show that the group is able
to meet together on aregular basis it must have had at
least 4 meetings attended by every member who has
submitted to the constitution of the group (note first
series of meeting should be held weekly). The minutes of
these meetings need to be submitted to QNRDP in order
to show that this has been fulfilled. Members must all
have full name, address, photo etc

Obtain written approval from Commune Peoples
Committee — needed to open bank account, gives
“legal” status to group, and recognition of existence.



QNRDP Regquirementsfor Activity Fund Groups-D
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6. Savingsaccount —must have an appropriate account at alocal
bank, must show who are the signatories on the account. A bank
statement must be submitted to QNRDP showing that the
account has a balance of not less than VND20,000 per member
(based on VND5,000/person x 4 meetings)

/. Business plan approval —for those members / households who
want funds must all have compiled, submitted & received
approval.

8. Submit application letter in writing — a short letter from the
Activity Fund Group indicating that:-
a. thepolicies set out in this manual have been read, understood, will be
implemented

b. that the group intends to comply with the principles and policies guidelines for
their group as set out in their constitution, and

c. that financial support from QNRDP is being requested.



Activity Fund Group Formation Process

1. A short letter of interest from group
(after activitiesidentified with QNRDP)

2. Undertaketraining course
(i. group issues, ii. Book-keeping, iii. QNRDP support)

)

3. Constitution

4. Committee elected «— (inplace & agreed to by all members) ——» glf‘gprovaj from

) ¢ i

7.Meetregularly 8. Approval of business plans 6. Open Savings account

~ | 7

9. Submit letter of
application with all
documents

VIET NAM-AUSTRALIA



= Notes, issues & questions:.
VIET NAM-AUSTRALIA

« ONRDP disburses aggregated funds for approved Activity
Fund Group member business plans into GROUP account

« Activity Fund Group disburses funds to each member

« Activity Fund Group can request for re-capitalisation as
soon as these initial loans have been repaid in full & on-
time

«  Who will be implementing and selecting beneficiaries for
Activity Fund Groups? Think it will be DDO’ swith FCO’s

support; if so, DDO & FCO needs to be trained, have
guidelines for selection.

. Process for selection of beneficiaries to be determined and
documented by QNRDP per activity cycle, but how from
here to Activity Fund Groups?



@ Monitoring:

NS~/

VIET NAM-AUSTRALIA

AFG must compile & give to QNRDP (FCO through DDO) monthly:

akrowbdrEF

o

Income Statement & Balance Sheet

Bank statement — reconciled to BS

Schedule of savings/member — reconciled to savings balance in BS
Schedule of |oans outstanding/member — reconciled to loan in BS
Expected payment schuleue for following 6 meetings/ mths for
savings, loan repayments (splitby P& |) etc

Expected vs actual payments per members for previous month —
with explanation of any variance, and what group is plannijng to
do about this issue. FCO to focus on following-up on problems
here.

All gets filed into Activity Fund Group file — hard-copy



Into QNRDP monitoring system:
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1. Listof Activity Fund Group’sformed (name or code of each group) —to get
number of groups (note: DDO will give Quang name & location of AFG &
he will allocate code)

2.  Expected repayment of P & | per member (h/h) /group/period

3. Actua repayment of P & | per member (h/h) /group/period

Note: track repayment rate will be5/ 4; 1-this over 12 month period will be
“ default rate” fromlogframe

6. No of members of each AFG

/. No of members of each AFG who are females

8.  No of loans disbursed in month and amounts per loan per member/AFG

9. Loan balance outstanding / member

10. Total assetsin Activity Fund Group from monthly BS

Note: thiswill be* change in size of activity funds managed by participants’ from

logframe




Into QNRDP monitoring system
S~ cont’d:

VIET NAM-AUSTRALIA
6.  Savings balance per Activity Fund Group

Note: thiswill be proxy for * budgets sourced from participants’ from
logframe

10. Loansto each Activity Fund Group from other sources

Note: this PLUS9 will be denominator for “ proportion of activities
|mplementation budgets sourced outside the program’ from
logframe

11. Capital cost per activity funded by QNRDP per Activity Fund
Group — get from approved business plans, not from group info.

Note: thisunder 10 will beratio “ proportion of activities implementation
budgets sourced outside the program” fromlogframe

Q: What other information is needed by QNRDP management?



Draft Activity Fund Group
= Operations M anual

VIET NAM-AUSTRALIA

Purpose of Ops manual:

 Todocument & outlining policies & procedures, management, internal
controls, and monitoring and evaluation of the Activity Fund Group
procedures. The manual will outlining process by which activity funds will
be disbursed, collected, and sustainability managed and monitored.
e Why isthisimportant?
— To ensure everyone on team & beneficiaries & AusAlID has same
understanding of this component of project
— To assist with training of QNRDP field staff (especially FCO & DDO'’s) and,

— To ensure consistent implementation takes place, and that replication & roll-
out occurs easily.



Draft Activity Fund Group
Compilation of Operations Manual
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Process.
1. Readfina design document, made inputs & recommendations, gather relevant
Information.

2. Undertakefield visit —to discussissueswith QNRDP team, meet with
potential local partners(eg: VBARD, VWU, PCF etc), and visit some end
beneficiaries.

3. Conceptualise with counterpart & agree on most appropriate
methodological approach for activity funds.

4. Agreeon primary concept design and methodology for Activity Fund
Group’swith QNRDP field team (essentially are recommending village
revolving fund/ village bank methodology as most appropriate)

5.  Agreeon envisaged process flow in chronological order with QNRDP field
team, and use thisasmain basisfor developing oper ations manual.

6. Complete draft operations manual; to QNRDP team for comments; finalise
operations manual



Draft Activity Fund Group
S Compilation of Operations M anual

VIET NAM-AUSTRALIA

7. Ensure FCO appointed - important to have in place so that can be trained and
will also use field test of manual aslearning experience for him/her

8. Training of FCO & DDO'’s

- Compile “QNRDP Activity Fund Group - Guidelines for Field Staff”

- Compile short training course (2/3 days) using Operations Manual &
Guidelines

- Present training course
- FCO, DDO's & other field staff use this exercise to make input into manual
need to discuss & confirm along with dates.
Q. Fleld test manual & methodological approach:

- suggest initial 24 activity groups formed (2 per commune) by FCO & DDO'’s
as pilot tests immediately after training (or start even before)

- FCO, DDO's & other field staff use this exercise to make input into manual
- need to discuss & confirm along with dates.
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Annex 4: Simplified Nominal to Effective Interest Rate Calculation

Loan term in months Main assumptions:
12 [ 12 [ 12 [ 12 T o [ 6 [ 4
Nomimal interest rate per month 1.25% 1.00% 0.75% 0.50% 1.25% 1.25%  1.00% 1. One repayment of principal &
Nomimal interest rate over loan term 15.0% 12.0%  9.0% 6.0% 11.3% 7.5% 4.0% interest per month
2. All repayments made on due date
Principal 1000 1000 1000 1000 1000 1000 1000 3. Repayments on straight-line basis
over loan term
Total interest paid over loan term 150 120 90 60 113 75 40 4. Single loan disbursement at start of
Repayment of principal per month 83.33 83.33 83.33 83.33 111.11 166.67 250.00 loan term
Interest paid per month 125 10.0 7.5 5.0 125 125 10.0 5. No other costs to client (e.g. fees,
compulsary savings etc)
Principal outstanding during loan term:
1 1000 1000 1000 1000 1000 1000 1000
2 916.67 916.67 916.67 916.67 888.89 833.33 750.00
3 833.33 833.33 833.33 833.33 777.78 666.67 500.00
4 750.00 750.00 750.00 750.00 666.67 500.00 250.00
5 666.67 666.67 666.67 666.67 555.56 333.33 0.00
6 583.33 583.33 583.33 583.33 444.44 166.67
7 500.00 500.00 500.00 500.00 333.33 0.00
8 416.67 416.67 416.67 416.67 222.22
9 333.33 333.33 333.33 333.33 111.11
10 250.00 250.00 250.00 250.00 0.00
11 166.67 166.67 166.67 166.67
12 83.33 83.33  83.33  83.33
[Average loan principal outstanding 541.67 541.67 541.67 541.67 555.56 583.33 625.00 |
|Effective interest rate 28% 22%  17%  11%  27%  26% 19% |
Loan term in months Main assumptions:
12 [ 12 [ 12 [ 12 T o [ 6 [ 4
Nomimal interest rate per month 1.25% 1.25% 0.75% 0.50% 1.25% 1.25%  1.00% 1. One repayment of principal &
Nomimal interest rate over loan term 15.0% 15.0%  9.0% 6.0% 11.3% 7.5% 4.0% interest per month
2. All repayments made on due date
Principal 1000 1000 1000 1000 1000 1000 1000 3. Repayments based on 2.5% of
principle plus interest on straight-line
Total interest paid over loan term 150 150 90 60 113 75 40 basis over loan term
Repayment of principal per month 25.00 25.00 25.00 25.00 25.00 25.00 25.00 4. Single loan disbursement at start of
Interest paid per month 125 12.5 7.5 5.0 125 125 10.0 loan term
5. No other costs to client (e.qg. fees,
Principal outstanding during loan term: compulsary savings etc)
1 1000 1000 1000 1000 1000 1000 1000
2 975 975 975 975 975 975 975
3 950 950 950 950 950 950 950
4 925 925 925 925 925 925 925
5 900 900 900 900 900 900
6 875 875 875 875 875 875
7 850 850 850 850 850
8 825 825 825 825 825
9 800 800 800 800 800
10 775 775 775 775
11 750 750 750 750
12 725 725 725 725
Average loan principal outstanding 862.50 862.50 862.50 862.50 900.00 937.50 962.50

|Effective interest rate 17% 17% 10% 7% 17% 16% 12%
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Annex 5: Establishing an Interest Rate for Village Savings & Credit Facility

Page 1 Income Statement

Income Statement for Village Savings & Credit Facility

Income: per month Notes & assumptions:
Interest 331,250 1 Average loan disbursed from QNRDP over 4 year period to each VSCF totals
Fees: - VND 25.6 million, based on 5 VSCF's per commune and
Penalties interest and/or fees: - A$20,000/commune/year at VND8,00=A$1. Assume here that all can be
Total Income: 331,250 disbursed immediately.

2 Assume no fees, or penalties on late payments
Expenses: 3 Assume 97.5% repayment rate; so actual write-offs of 2.5%. Calculated as
Bad debt 55,898 (2.5% x VND25.6 million interest + 1.25% interest)/12
Stationery, tea & miscellaneous 20,000 4 Assumes monthly VSCF expenses at VND20,000
Leaders fee (or executive committee fee) 150,000 5 Assume fee for leaders of VND 50,000/mth each and only 3 leaders. Should
Inflation 88,333 only be payable as incentive, based on 100% of expected payments being
Total Expenses: 314,232 made in that month

6 Assume inflation at 4% per annum, calculated as inflation rate x total loans /
[Net monthly surplus to build capital: 17,018 | ave loan term

7 Assume interest calculated on nominal basis
8 Assume no savings available for on-lending

Loans disbursed at beginning of year: 26,500,000 Interest income at
differing interest rates:
Nominal monthly interest at: 0.75% 198,750
Nominal monthly interest at: 1.00% 265,000
Nominal monthly interest at: 1.25% 331,250
Nominal monthly interest at: 1.50% 397,500
Nominal monthly interest at: 1.75% 463,750
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Page 2 Individual Repayments

Annex 5-2

Loan Nominal monthly | Term | Total interest | Interest repayment | Principal repayment TOTAL MONTHLY Plus SINGLE BALOON Plus monthly |TOTAL MONTHLY PAYMENTS
Amount interest rate paid per month per month LOAN REPAYMENTS PAYMENT at end of term savings of: (savings & loan)
2,000,000 1.25% 9 225,000 25,000 50,000 75,000 1,550,000 10,000 85,000
4,000,000 1.25% 9 450,000 50,000 100,000 150,000 3,100,000 20,000 170,000
7,000,000 1.25% 9 787,500 87,500 175,000 262,500 5,425,000 35,000 297,500
7,000,000 1.25% 12 1,050,000 87,500 175,000 262,500 4,900,000 35,000 297,500

Notes & assumptions: 1 Assumed average loan size based on information provided by QNRDP.

2 "Nominal" means that interest rate is calculated on initial loan disbursed. For calculation of
effective rate see Annex Four.

3 Assumed average loan term of 9 months size based on information provided by QNRDP.
Other lines used for illustrative purposes.

4 Assume repayments of loan principle and interest made together at end of each month during
monthly VSCF meeting, starting one month after loan disbursed.

5 Assume repayments of loan principle at rate of 2.5% of loan disbursed. This is so that cash |2.50%

flow is somewhat positive for members, but without grace period (which experience has found
to reduce repayment rates) or full repaymemt of principle at end, which would be risky (in
terms of maintaining repayment quality) may be more than members could afford.

6 Assume monthly savings at 0.5% of loan amount
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Rough Fund flows for Village Savings & Credit Facility Groups

Mth 0 Mth 1 Mth 2 Mth 3 Mth 4
Inflows:
Savings from members getting loan from QNRDP - 11,250 16,894 16,894 16,894
Savings from members not getting loanfrom QNRDP - 63,750 63,750 63,750 63,750
Interest on members savings (from balance kept aside) - 38 78 118 158
Loan from QNRDP - 26,500,000 - - -
Repayment of interest on QNRDP loan - - 331,250 331,250 331,250
Repayment of principal on QNRDP loan - - 2,208,333 2,208,333 2,208,333
Cash inflows: - 26,575,038 2,620,305 2,620,345 2,620,386
Outflows:
Loan from QNRDP on-lent to group members - 26,500,000 - - -
Miscellaneous and general VSCF expenses - 20,000 20,000 20,000 20,000
Leaders fees - - 150,000 150,000 150,000
Savings balance kept for withdrawals - 18,750 38,911 59,072 79,233
Balance carried forwrad from previous month - - 36,288 447,681
Cash outflows: - 26,538,750 208,911 229,072 249,233
Initial gross monthly cash flows = 0 36,288 2,411,394 2,391,273 2,371,153
Loan from initial inflows of own VSCF funds - - 2,000,000 2,000,000 2,000,000

sub-total of net cash situation = 0 36,288 447,681 838,955 1,210,108

Repayment of interest on VSCF loans -
Repayment of principal on VSCF loans -

25,000 50,000
166,667 333,333

Additional amount available for on-lending = - 36,288 447,681 1,030,621 1,593,441

Loan from initial reflows of own VSCF funds 0 0 0 500,000 500,000
sub-total of net cash situation = 0 36,288 447,681 530,621 1,093,441

Number of loans at minimum loan size to members = - - 4 5 5
Total savings accumulated = - 75,000 155,644 236,288 316,931

Interest accrued on members' savings= - 150 311 473 634
Cumulative loans using VSCF own funds = - - 2,000,000 4,000,000 6,000,000

Notes & assumptions:
1 Group takes 1 month to form, open bank account, start training, etc (hence month "0"). Savings commence from start of month 1 at VND5,000/mth for all; from month 2, half

at assumed savings rate & half at VND5,000

Mth 5 Mth 6
16,894 16,894
63,750 63,750

199 239

331,250 331,250

2,208,333 2,208,333

2,620,426 2,620,466

20,000 20,000
150,000 150,000
99,394 119,555
269,394 289,555
2,351,032 2,330,912
2,000,000 2,000,000
1,561,140 1,892,051
75,000 100,000
500,000 666,667
2,136,140 2,658,718
500,000 2,000,000
1,636,140 658,718
5 8

397,575 478,219
795 956

8,000,000 10,000,000

2 Loans disbursed at end of month 1, with repayments commecning at end of month 2.

Group size = 15
Average loan size to VND from QNRDP = VND 26,500,000
Average loan size = VND 1,501,667
Average loan term = 12
Repayment frequency = monthly in arreas
Savings as % of loan = 0.50%
Minimum monthly savings = VND 5,000
10 Nominal interest rate = 1.25%
11 Percentage of group with loan at any one 15%
time =
12 Loan from QNRDP during month 1, and on-lent to group by end of month 1
13 Assumed repayment rate = 97.5%
Amount of principal repaid each period = 2.50%
14 Any principle outstanding paid on last day of loan term
15 Misc. expenses for group (tea etc) = VND 20,000
16 Assume pay for each of 3 leaders = VND 50,000
17 Assume balance of savings funds kept on 75%
hand =
18 Assumed interest paid on savings 0.20%
balances =
19 This spreadsheet is also intended for use to see cash flows
20 Assume no withdrawals from savings account during the year projected
21 Loans disbursed using own VSCF funds at end of following month
22 Minimum loan size = VND 500,000

© o~ U AW

Mth 7

16,894
63,750
279
331,250
2,208,333
2,620,507

20,000
150,000
139,716

309,716
2,310,791
2,000,000
2,202,842
125,000
833,333
3,161,175
3,000,000
161,175

10

1,118
12,000,000

Mth 8

16,894
63,750
320
331,250
2,208,333
2,620,547

20,000
150,000
159,877

329,877
2,290,670
2,000,000
2,493,512
150,000
1,000,000
3,643,512
3,000,000
643,512

10
639,506

1,279
14,000,000

Mth 9

16,894
63,750
360
331,250
2,208,333
2,620,587

20,000
150,000
180,038

350,038
2,270,550
2,000,000
2,764,062
175,000
1,166,667
4,105,729
4,000,000
105,729

12
720,150

1,440
16,000,000

Mth 10

16,894
63,750
400
331,250
2,208,333
2,620,627

20,000
150,000
200,198

370,198
2,250,429
2,000,000
3,014,491
200,000
1,333,333
4,547,824
4,000,000
547,824

12
800,794

1,602
18,000,000

Mth 11

16,894
63,750
441
331,250
2,208,333
2,620,668

20,000
150,000
220,359

390,359
2,230,308
2,000,000
3,244,799
225,000
1,500,000
4,969,799
4,000,000
969,799

12

Mth 12

16,894
63,750
481
331,250
2,208,333
2,620,708

20,000
150,000
240,520

410,520
2,210,188
2,000,000
3,454,987
250,000
1,666,667
5,371,654
5,000,000
371,654

14
962,081

1,924
22,000,000

Annex 5-3

Page 3 VSCF Cash Flows
TOTAL for YEAR

197,081
765,000
3,111
26,500,000
3,643,750
24,291,667
55,400,609

26,500,000
240,000
1,650,000
240,520

29,945,622
2,210,188
22,000,000
23,160,916
1,375,000
9,166,667

7,202,583

97
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Annex 6: Planning Schedule for VSCF Component

Outputs & Activities

Responsibility

Completion date

Notes

1. Design Village Credit & Savings Facility Concept Guy Winship 6" December
1.1. | Reading PDD, visiting partners & beneficiaries, Guy Winship (or 15" November Done prior & during the field trip
discussing with field staff etc. GW)
1.2. | Conceptudisation of how Village Credit & Savings Guy Winghip 15" November Done prior & during the field trip
Facility will operate
1.3. | Presentation & discussion of Village Credit & Guy Winship 16™ November Was workshopped & discussed with al field staff on 16™ &
Savings Fecility concept & operation 17" November
1.4. | Approva of design concept by Team Leader Trevor Ole 3¢ January Needed for Operational Manual to proceed
2. Operational Manual Guy Winship 14™ February
2.1. | Complete writing of draft Operationa Manual Guy Winghip 20™ January Sent to Dao Hung & field staff for feedback & comments
2.2. | Detailed comments & feedback back to GW QNRDPfidd 31% January
staff & Dao Hung
2.3. | Finalise Operationd Manua Guy Winship 7" February GW should be able to get Operational Manual completed in
one week (assumes no major structural changes in manual)
2.4 | Approval of Operationa Manual by Team Leader Trevor Ole 14" February Needed for staff training to proceed
3. Training of relevant field staff Dao Hung March 2003
3.1. | Introduction to Micro-finance & Village Credit & Guy Winship & 27" November A training “awareness’ workshop to most field staff was
Savings Facility Concept Dao Hung (or provided covering i. Introduction to Micro-finance; ii. Case
DVH) Study on a Best-practice MHFI; iii. Overview of Micro-
finance in Vietnam; and iv. Village Savings & Credit Facility
concept
3.2. | Training course outline conceptualised & presented Guy Winship & 27" January Training skeleton is in this schedule (see output 2 above).
to QNRDP management team Dao Hung DVH to present full course outline to Team Leader by 27"
January. With TL go-ahead DVH to prepare training
course
3.3. | Compilation of draft training course materia Dao Hung 7" February Draft training course to be circulated for comments. (While

operational manua will need to have been approved, much
can be done concurrently
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Outputs & Activities

Responsibility

Completion date

Notes

3.4. | Detailed comments & feedback back to DVH QNRDPfidd 21% February If adl comments back in time DVH should be able to get
staff & GW Training Course completed in two weeks (given Tet
holidays)
3.5. | Approva of Training program by Team Leader Trevor Ole 26" February Needed for staff training to proceed
3.6. | ldentify participants, arrange & conduct training Dao Hung 28" February After Tet holidays
course
3.7. | Training program revised with input from first Dao Hung End March To ensure course appropriate to program and relevant to
course & finalised participants
4. Pilot test of Village Savings & Credit Facility’s QNRDP staff Mar ch 2004
4.1. | Outline & aims of Pilot Test QNRDP staff, 27" January Tabling of test protocol with objectives against which pilot
GW & DVH test will be assessed
4.2. | Implement Pilot Test ONRDP staff - Start early April - | Will need to have Operational manual and trained staff in
input from DVH end March 2004 | place. Assume one year pilot test with 4 to 6 groups
as needed
4.3. | Mid-term pilot test review OQONRDPfield September/ Issues that arise will be dedlt with by DVH from Hanoi or
staff, Guy October 2003 he can go to Quang Ngai as necessary. Assuming all goes
Winship & Dao well one field visit by GW should be fine; if problems arise
Hung may need additiona time for GW to revise objectives &
extend test
44. | Pilot test review & assessment of progress QNRDPfield March / April 2004 | Need to review processes, staff and operationa manua
staff, Guy againgt test. If al ok, replicate and roll-out
Winship & Dao
Hung
45. | Approvd for roll-out by Team Leader Trevor Ole End April 04 Needed for full roll-out to take place

Quang Nga Rural Development Program Village Credit & Savings Facility roll-out
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Main outputs.

1. Design of the VSCF Concept: thisinvolves reading and investigeting the loca environment,
the QNRDP design and resource parameters, and discussing proposed concepts with field
daff. This was undertaken primarily during the field visit. While the process is iterative it is
criticd that fidd gaff agree to the design concept for continuation.

2. Operational Manual: this must be completed a an gppropriate level of detail in terms of
V SCF fund establishment, operation, monitoring and exit srategies of the program. The manud
will serve as aguiddines for both field Saff and participants, and will include the following:

a. A process flow chart of the stages and cycles of the VSCF,

b. Clearly defined exit drategies, as wdl as the tools and techniques to manage these exit
drategies,

c. Draft pro-forma VSCF fund by-laws, induding membership digibility, and indicating the
recommended role, skills needed, and possible process by which group leaders are
selected and elected;

d. Guiddines for field staff (o as to pass on to activity fund members) including as to how
V SCF loans were priced,

e. How a group savings account with aloca bank will be established, the mechanism of how
Program funds will be repaid into the account, guidelines for how VSCF members will
manage and reconcile this account, and guidelines for auditing the account; and

f. Process by which subsequent loans between members will be assessed, disbursed, and
monitored.

3. Training of Trainers. thiswill involve the training of the QNRDP s Finance & Credit Officer
(and the DMl counterpart), and relevant VWU & VBARD géff. This training will aso be the
main vehicle for providing the programs Didrict Development Officers (DDO' s) with exposure
and awareness of the Village Savings & Credit Facility concept and operationa components. It
is suggested that the training should comprise three e ements:

a. Micro-finance: an introduction to micro-finance generdly and in Vietnam, with some
generd case sudies of what success have taken place in Vietnam and dsawhere. A field
vidgt to a PCF, to VBARD and to VWU would aso be usgful. Then to focus on going
through the operational manual, while doing so covering related aspects of micro-finance. |
think 3/4 days should be sufficient for this as long as trainees have knowledge of project
and have good literacy & numeracy sKills (e.g. are able to aculate interest rates).

b. Change management — how to deal with change, how to help others do so etc. The
reason for this is that for both gaff (especidly DDO’'s) and for participants managing
themsdlves in a changing environment can cregte a range of issues and challenges that can
be overwhedming. My feding is that the credit component of the project is somewhat
foreign to many of the staff and to participants, and how to ded with issueswould be very
useful. | think 1 or 2 days on thiswould be sufficient.

c. Training of trainers skills: exposure to adult learning methodologies and training
techniques would be necessary for anyone to pass on sKills. | think that 2/ 3 days for this
should be sufficient.

4. Pilot test of Village Savings & Credit Facility’s operations. this will essentidly involve
Setting objectives for testing the Village Savings and Credit Facility concept and operation,
adjugting inputs (e.g. gaff training, operations manual, etc), documenting adjustments, issues
and problems, obtaining additiona input from the technica consultants as need be, fina review
and gpprovd for roll-out.

It is consdered critical for the Team Leader to approve and sign-off at key stages in the process.

These have been highlighted in the schedule.
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Annex 7: Principles of Sustainable Rural Credit

1. Background

That there is a ggp between the supply and demand for financiad services in many rura aress of
the world, especidly in developing countries, is taken as given. The forma banking system is
unable (some would say unwilling) to fill the gap, even for the core services of safe savings and
for short-term credit for both productive and consumptive activities. As with many other such
areas it is gpparent that most (65% by the design teams own estimates) of the people of Quang
Nga province do not have access to a range of gppropriate financial services — credit, savings,
insurance, payment services etc, particularly in the low-income rurd communities targeted by the
QNRDP Program.

Many rural financia services speciaists have argued increasingly over the past two decades that
the provison of (formd or nonformd) financid services within these low-income communities
can — under certain conditions - be offered on afinancialy sustainable bass, particularly where
the leve (or potentia level) of economic activity is able to provide the necessary volume to keep
the unit cost of the provision of such services to a minimum. Providers of these targeted rural
financia services have used both an integrated approach (offering a range of financid and nor+
financia sarvices as is the case with the QNRDP Program) or have specidized in the provison
of financid services only to a niche market of the economicaly active (the so-cdled minimdist
approach). Of course the households initiating and managing these productive activities require
much more than credit only; they will need a various times support with productive skills
development, marketing, purchasng of inputs, linkages both horizontdly and verticdly, with
digtribution et cetera it is Smply in how these services will be provided that the nature of the
inditutiona make-up will differ. It is clear that an integrated gpproach is to be utilized in the
QNRDP, and that thisis not minimalist micro-finance Program.

For the Village Savings & Credit Facility component of the Program the group of economicaly
active can be sad to be those that fal between the (usualy smdl) group of
employees'employers from the formal sector (government and regulated business) and those that
are not able to cover the costs of obtaining the financia services they require, often needing
welfare or other support. The nature of economic activity targeted by many of these niche
providers of rurd financid services have usudly focused, especidly initidly, on this informal
unregulated sector, where the provision of short-term credit for working capita or productive
asset purchase, and savings services, have predominated. This is squarely the market targeted
by the VSCF component of the Program’s HHIRGI component.

In many cases a group lending methodology has been followed by service providers. This is

usualy done for two main reasons.

i.  tolower the unit transaction cost of providing such services, and

ii. to enable group and severd liahility between members within the group in order to offer
collaterd subgtitutes as this is invariably not possible within this sector using traditiona
lending methods.

Given the inherent limits such groups have, from the client's perspective such group
methodologies do not necessarily offer the most flexible or appropriate service, and when they
are able many clients would wish to “graduate’ to other targeted, more flexible, or individud
sarvices, ether within the Program or to another service provider. For this (and other) reasonsiit
IS often in the interest of financid service providers to work with one another where mutudly
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compatible products and services are on offer. It is not uncommon, for example, to hear of
formad sector inditutions subsdizing the nonforma providers to obtain savings or to get
“graduates’ on a preferentiad bass. Forma sector indtitutions — generdly commercid or
government banks —can of course dso offer complementary products and services, and as they
are generdly regulated, have the added advantage of (perhaps perceived only) security, with
centra bank depost insurance etc. Linkages with other financid service providers is
consequently often integrd to the Program design of many rura finance service providers.

2. Principles of Financially Viable Lending for Rural Activities

The methods used to reach these low-income rurd communities have differed greetly, and it
should be acknowledged that widdy differing methodologies have been successful in different
contexts and environments. While no one method can be said to be gppropriate in every
context, it should nevertheless be appreciated that certain common principles have become
recognized & being centrd to the provison of financidly viable lending to VSCF-type groups.
These (mainly supply-side) principles can be summarized in five* as follows, dong with some
comments relating to the QNRDP Program, and are in no particular order:

Principle One: Offer Credit Services that Fit the Preferences of The Clients / VSCF
Group members®

Credit services can take many forms, but in the current given context can be taken as aloan with
a specified repayment period. The needs and perceptions of clients must be taken into account
when designing any loan Program, dthough it should be recognized that client preferences are
not necessarily the same as client needs. For example loans should match the activity cycle (eg:
loan terms for rice farming inputs nust match the growing season); or loans that are too large in
relation to the productive activity will be difficult to repay, while those that are too smal may not
enable the planned productive activity to take place. Care to ensure a client-friendly gpproach is
important, such as locating services as close to clients as possible, rapid appraisa of the mini-
business plan and disbursement with smple gpplication procedures, and open channels of
communication. Testing/demondtrating appropriateness is key, asis carefully monitoring of dlient
sdtisfaction, and a willingness to encourage flexibility, so that the procedures for loans can be
changed if need be.

Principle Two: Streamline Operations so asto Reduce Unit Costs

Having a smple, dandardized, transparent and thus essly understood application and
disbursement process is important not only to maximize client satisfaction but aso to ensure the
efficiency of the operation. Clients face opportunity and transaction costs in gpplying and waiting
for loans, and these costs are present whether the operationa methodology is self-managed
groups or another method. Self managed groups should be encouraged to make every effort to
keep overheads and expenses to a minimum, and to operate as efficient and effective an
operation as possble. This is key if loan disbursements and repayments are to be tracked
properly, if turnover of loans are to be maximized, and if financid sustainability isto be atained.

2 Much of this has been drawn from Sustainable Banking with the Poor; MicroFinance Handbook — An
Institutional and Financial Perspective: Joanna Ledgerwood, The World Bank, 1999, especially
chapter 3.

% Theterm “clients” is used here interchangeably with VSCF group members.
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Principle Three: Structure the Program so that Clients are Motivated to Repay Loans
Loan Programs such as being proposed by the QNRDP Program design team are often
structured to ensure client motivation to repay in two ways.

I Joint ligbility groups whereby other members of the VSCF are responsible for one
another’sloan. Group cohesion iscritical here; without it the use of this so-called “peer
pressure’ technique is completely negated; and

ii.  Incentives (both pogtive and negetive), such as being able to obtain a subsequent loan
from the VSCF fund should the current one be repaid, not offering loans to anyone dsein
the group should there be any defaullts, or by informing the village e ders that the client has
not repaid are some examples of this.

Principle Four: Design the Lending Program to Ensure Rates and Charges Cover All

Costs

The codis facing the provider of the loan — whether a financid service provider or a smdl

community saf-banking group such as aV SCF — can be said to be three-fold:

I. Cost of capitd — that is the cost of borrowing the funds that are being lent out (this
includes the cogt of inflation);

ii. Costs of transaction — that is the cost of doing business (i.e: the adminidrative,
operational, Program, etc costs); and

ii.  Cost of Risk —that is the probability of not being repaid.

For any lending Programto be financialy sustainable interest fees and/or charges would need to

cover these costs.

Principle Five: Ensure the I nstitutional Sustainability of the Group/Provider through
Capacity-Building and Replicable Structures

The on-going degree of any group to manage itself depends upon its cohesion (often the result of
having a common purpose), its competence to compile and enforce its own rules, and its ability
to replicate its structures (in this case referring mainly to changes in leadership) This means that
any sdf-managing VSCF group would need, for example, to have a st of by-laws and the
mechanisms to implement these by-laws. In the context of an activity fund it may aso imply
some group regidration if the loan fund is to be owned and managed collectively.

Any VSCF group must have the capacity to manage the funds (to assess applications for
revolving funds, to track repayments, etc) and ensuring this is absolutely critical for the success
of any credit Program. The provison of both appropriate quaity training and on-going technicad
assigtance is vitd. Critica success factors and milestones should be agreed with the group
againgt which progress towards complete self-management can be tracked.
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Annex 8: Estimated Indicative Targets for Village Savings &

Credit Facility

The established indicative cumulative annud targets in respect of the VSCF during Phase Two
of the Quang Ngai Rurd Development Program are as follows:

o Indicative
Year COIr\InOrﬁSLes Ar\ﬁ)g o \fspglr:?;'\'/\i'ﬁéo; Tlgt(ylcsg\.lgf Toﬁ'ﬁ'}'fs" of
Villages g VSCF's reached
2002-03 3 15 5 65 1,300
2003-04 6 30 5 150 3,000
2004-05 9 45 5 225 4,500
2005-06 12 60 5 300 6,000
2006-07 12* 70 5 350 7,000
Tota 12 60 5 350 7,000

* inthis year there may be additiond new communes as some of the earlier ones graduate.

VSCF Group Sze: The indicative target of 350 VSCF's over the five year period of Phase
Two of the Program was based on extrapolations that 5 activity groups would form in each
village The number of VSCF's might grow in subsequent years if the Program is able to
maintain an “operaing lid” of 50 households per group. The indicative outreach targets are
based on an average V SCF group size of 20, al of whom would access Program funds at one
point during the relevant phase of the Program. Assuming 5 people per household, the estimated
indicative projection of people affected would thus amount to 35,000%. While having larger
V SCF groups would assigt in raising outreach levels, it is expected that larger groups may lower
the ability of the group to sdf-manage, could lead to increased difficult in providing quality
technica assstance and capacity-building, and moreover could reduce the peer-pressure effect.
A policy of having a minimum initid activity group Sze of 10 will be maintained by the Program
implementing team.

Activity Type: From the problem census/problem solving process in 2001/02 it is expected that
activity funds will be formed from some of the following income generating activities.
Cattlefattening

Fig production

Poultry production

Goat production

Lowland cash crops

Upland cash crops

Tree crops

Vegetables

Fresh water fish
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By comparison VBARD had in June 2001 an out reach of 79,929, of which 8,325 were poor in terms of the
definition used by the design team, and VBP had an outreach of 6,217 households in the Quang
Nagai province (from Rural Financial Services report, December 2001).




Quang Ngai Rural Development Program (QNRDP) - Phase 2
Supplementary Report Annex 8-2

This is by no means an exhaudive list of possble activities but it does represent current
perceptions fom the design teams extensve commune sudies, as well as current feedback
from field staff. As other communes join the Program the ligt of possible activities will grow but
the focus will ill be on those with the highest priority in each commune. As each issue/group
matures then other V SCF groups may form to address new activities and/or whet are currently
lower order activities.

The QNRDP design and field teams aso expect that as experience grows with each component
then farmers will combine severd of these component activities into a more diversfied farming
system to produce their own higher quaity anima feed combine grain and forage legumes, adopt
more profitable field crops, introduce garden vegetables, include fruit and industrid tress,
incorporate fish in paddies or anima effluent ponds etc.

VSCF Loan Fund Size

It is understood that the above indicative targets cannot be related directly to budget lines asthe
actud composition (numbers) in each VV SCF group, the varying leve of support required (which
will vary sgnificantly between households in the same VSCF) and the type of actud activities
concerned are not yet fully known. Actud productive activities will vary between villages and
between communes, and certainly within VSCF groups. Moreover it is expected that not
necessarily dl households in a VSCF group will access Program funds for productive inputs
during the year the group was established. Procedures will be put into place in the find year to
ensure eaxlier disbursement.

The Program’s estimated average fund size projections have been based in part (see Annex 5)
on an amount of A$20,000 per commune per year being avalable for income generaing
activities financed through the VSCF on a loan (principd + interet) bass. A begs for this
edimate of the capitdisation of VSCF's by the Quang Ngai Rura Development Program is
further based on an assumed 4 year involvement with each commune from commencement to
“graduation”, and the total funds avallable for income generating activities through the VSCF' s
therefore amounts to A$80,000 in total. The indicative projected outreach target assumptions
(of 5 villages per commune and 5 activity funds per village) are that 25 VSCF groups are
estimated by the design and field teams per commune.

The estimated average Program fund capitalisation of each VSCF is consequently A$3,200 (i.e.
$80,000/25) or VND 25.6 million (at rate of VND8,000/A$1). At an estimate of 20
households per activity group fund, this would in turn amount to an average of $160 per
household.

It needs to be stated that at the assumed average loan size of VND 7 million (after the QNRDP
field team) that it is suggested that congderation be given by the Program at disbursang the
mgority of available funds for eech VSCF close to commencement of the VSCF. Providing
VND 21 million would enable 3 loans (on average) to be disbursed a the commencement of the
VSCF, which as illugrated in the fund flow projections in Annex 5, would enable additiona
loans to be made from the reflows (repayments of interest, principle, and from savings
accumul ated).



