AL AMANA CASE STUDY


Al Amana Association
The promotion of Micro Enterprises in Morocco 

Alberto Garbero

University of Turin

[image: image57..pict]VINS2SENINC

SYKOnNLY VA TOVU/ bEE VCLIAE BOBBEOMEE (ENK)
V| YIWIIUY

O
N
N






      jpeg: Alberto Garbero

The author is very grateful to: El Mustapha Azelmad, Research Associate at the Institute of Economic Analysis and Prospective Studies (IEAPS), Al Akhawayn University, for the very precious help and concrete contribution on this paper, Madhi Zniber (Chargé de Mission – Al Amana), for the time and the information supplied during the interview; Prof. Ahmed Driouchi, Professor of Economics and Dean, the Institute of Economic Analysis and Prospective Studies (IEAPS), Al Akhawayn University, for his wisdom and kindness shown during the time spent Al Akhawayn University; Prof. Sergio Bortolani, Coordinator of the Project “Micro-Finance at the University”, University of Turin, for his trust demonstrated giving me this opportunity; the TEMPUS MEDA Programme of the European Union for the financial support; Dr. Gursimran Bhinder for his help and patience, Dr. Marco Elia and Dr. Eleonora Isaia for advices.
Table of Contents

INTRODUCTION










4

MICROFINANCE ENVIRONMENT IN MOROCCO




5

ASSESSMENT OF THE MICROFINANCE SECTOR IN MOROCCO

8

PRESENTATION OF AL AMANA ASSOCIATION




10

HISTORICAL BACKGROUND









10

Organizational Structure








10

Products and Services









11

OUTREACH










15

FINANCIAL SUSTAINABILITY







20

OPERATIONAL FINANCIAL SELF-SUFFICIENCY






20

PORTFOLIO OUTSTANDING – OUTSTANDING LOANS





21

PAR - PORTFOLIO AT RISK









21

LOAN LOSS RATE










22

AVERAGE RATE OF RIMBOURSEMENT – ARREARS RATE





22

PERSONNEL EXPENSE RATIO








23

OPERATIONAL COSTS PER UNIT OF MONEY OUTSTANDING




23

COST PER BORROWER (MAD)








23

Return on equity (ROE – AROE)








23

Return on assets (ROA - AROA) 








23

PORTFOLIO YIELD










24

INTEREST RATES










25


BOX 1 – GROUP LOAN









26


BOX 2 – INDIVIDUAL LOAN









27

SDI - Subsidy Dipendence Index








28

FUNDING STRUCTURE AND LEGAL FRAMEWORK



33

BENCHMARKING









37

Strategy and Perspectives






40

Impacts on Clients








41

REFERENCES










42
INTRODUCTION
The micro finance sector in Morocco is a very dynamic sector that contributes not only to the development of the country as whole but also to the well-being of marginalized segments in society. Surveys have showed that micro enterprises in Morocco are numbered to be 1.200.000 in 2004 and represent the absolute majority. They constitute the principal source of employment for poor people. 

Micro finance activities emerged in Morocco at the beginning of 1990s to finance micro enterprises and serve the populations excluded from the traditional banking system. In 1993, AMSED (Association Marocaine pour la Solidarité Et le Développement), a Moroccan NGO, granted the first loan to a woman to start her new business. By late 1990s, many other micro finance institutions emerged and contributed to the development and dynamism of this sector. In 1997, the implementation of the MicroStart Program (a UNDP sponsored program to promote the micro finance sector in Morocco) allowed the emergence and the financing of other micro finance institutions. In the year 2000, Hassan II Fund supported the sector by a subsidy of 10 million Euros. This financial contribution allowed increasing the number and the amount of loans granted.

Al Amana is the largest Micro Finance Institution (MFI) in Morocco in terms of the portfolio of outstanding loans and occupies the second position after Zakoura Foundation in terms of the number of clients. It is a non profit institution that offers micro credits and related training and advice services to micro enterprises and entrepreneurs operating mainly in craft and trade sectors and not having access to the traditional financial systems. It was created in 1997 with technical assistance from the American NGO VITA (Volunteers In Technical Assistance) and financial assistance from USAID and the Moroccan government. It operates almost in all the Moroccan territory and serves more than 160 000 borrowers, the vast majority are solidarity groups, for a portfolio of outstanding loans of EURO 36.5 million. Al Amana is located not only in urban areas characterized by the existence of other MFIs, but also in rural areas less served by micro finance. The growth of its portfolio of outstanding loans and the opening of many local branches (134 new branches in 2004) confirm the capacity of Al Amana to maintain, if not increase its market share in a more competitive context.   

Having the first loan portfolio and the second number of active borrowers, Al Amana is a leader in the micro finance sector in Morocco. It has achieved a good positive financial performance and managed to reach the maximum number of borrowers while having an important economic and social impact on its clients. In addition, Al Amana has received an “A” rating score from Planet Finance, February 2005. While maintaining a continued growth of its loan portfolio over the period 1997-2004, Al Amana conserved an excellent quality of its portfolio and showed good financial practices. Sharing the profits from economies of scale with its clients through a decrease in interest rates is an example to illustrate with.

This present study introduces Al Amana Association as the largest MFI in Morocco and analyses its outreach, its financial performance and sustainability, and its impact. The analysis will be performed based on data collected from Al Amana after conducting a survey and a field visit. Before conducting the analysis, an overview of the microfinance sector and of the macroeconomic environment in Morocco seems crucial in order to get an idea about the context in which Al Amana Association is operating. 

MICROFINANCE ENVIRONMENT IN MOROCCO

Morocco is located in the top north of Africa and enjoys a strategic location being the gate to Europe. The Moroccan political and economic environments are favorable. The monarchial system ensures a continuous political stability and encourages all the initiatives including the entrepreneurial and micro credit activities. This reduces the country risk and promotes the investment initiatives.

The Moroccan economic indicators show low and unstable growth rates. The GDP per capita experienced an even worse growth rate over the last 20 years (1.5 %). The structure of the economy is monopolized by the service sector (53 %) which is growing more and more in the Moroccan context. The industry occupies the second position with a share of around 30 %. Finally, the agriculture sector still contributes with a moderate percentage to the Moroccan economy (18 % in 2003). But the concentration of the majority of land in arable areas, the fluctuation of precipitations, and the existence of drought influence the productivity of the Moroccan agricultural sector.

	Key Economic Indicators in Morocco 
	 
	 
	 

	 
	1993-2003
	2002
	2003

	Economic ratios and long term trends
	 
	 
	 

	GDP (average annual growth)
	3.2
	3.2
	5.5

	GDP per capita (average annual growth)
	1.5
	1.6
	3.8

	Structure of the economy (% of GDP)
	 
	 
	 

	Agriculture
	14.7
	16.1
	18.3

	Industry
	32.3
	30.3
	29.7

	   * Manufacturing 
	18.0
	16.8
	16.4

	Services
	53.0
	53.6
	52.4

	Source: World Bank Website (2003 data)


The social and development indicators reveal an inequity in the distribution of resources, huge deficits in human development variables leading to a huge scale of poverty. Statistics show that 19 % of the Moroccan population lives below the national poverty line in 2003. But when human poverty is considered, the percentage goes up to 48 % in 2003. In fact, the economic situation shows that inequalities between different segments of society have increased tremendously over the last 20 years. The Moroccan population has reached 30 millions in 2004 with an annual growth rate of 1.6 % over the period 1994-2004 (Population Census, 2004). The gross national income has attained $1320 in Morocco in 2003; but the annual growth rate did not go beyond 2 % in the period 1993-2003. As a result, Morocco is classified by the World Bank in the category of “lower middle income countries”.

The United Nations Development Program ranked Morocco 125th for the Human Development Index (HDI) in 2004. This shows that Morocco is still lagging behind in terms of fighting illiteracy (49 % of the population), reducing poverty (20 % of the population live below the poverty line with 1$ per person per day), and lessening unemployment (24 % in urban areas).

	Morocco 2003 at Glance
	 
	 
	 

	 
	Morocco
	MENA
	Lower Middle Income

	General
	 
	 
	 

	Population (millions)
	30.1
	312
	2655

	GNI per capita (USD)
	1320
	2210
	1480

	GNI (US billions)
	39.7
	689
	3934

	 
	 
	 
	 

	Average annual growth, 1997-2003
	 
	 
	 

	Population (%)
	1.6
	1.9
	0.9

	Labor Force (%)
	2.5
	2.9
	1.2

	 
	 
	 
	 

	Most recent estimate (1997-2003)
	 
	 
	 

	Poverty (% of pop. below national poverty line)
	19
	*
	*

	Urban population (% of total population)
	57
	58
	50

	Life expectancy at birth (years)
	68
	69
	69

	Infant mortality (per 1000 live births)
	39
	44
	32

	Child malnutrition (% of children under 5)
	9
	*
	11

	Access to improved water source (% of pop.)
	80
	88
	81

	Illiteracy (% of population age 15 +)
	49
	31
	10

	Gross primary enrollment (% of school age pop.)
	107
	96
	112

	Source: World Bank Website (2003 data)


The disparity between males and females appears when economic and social variables are disaggregated. Life expectancy at birth for males is 4 years more than the one of females. Adult literacy and access to education for females are still limited despite the recent efforts to generalize access to schooling among rural females and ensure alphabetization courses to illiterate women. It seems also that the estimated earned income of women is still below the one of males.  

	Gender gap in Morocco 2002
	 
	 

	 
	Male
	Female

	Life expectancy at birth (years)
	70.3
	66.6

	Adult literacy rate (%  ages 15 and above)
	63.3
	38.3

	Combined gross enrollment ratio for primary, secondary, and tertiary (%) 
	61.0
	52.0

	Estimated earned income (PPP US$)
	5354.0
	2153.0

	Source: Human Development Report 2004


The participation of women in the political, economic, and social life of Morocco is still limited despite recent changes. In the legislative elections of 2002, Morocco reserved a quota for women. This has increased the number of seats in the parliament held by women from 2 in 1997 to 35 in 2002. The female share in professional and technical positions and the female penetration of administrative and managerial contexts did slightly increase but they are still limited. All these factors have contributed to increase the value of GEM from 0.302 in 1995 to 0.421 in 2002.

	Gender empowerment measure in Morocco
	 
	 
	 

	 
	1995
	1997
	2002

	Seats in parliament held by women (%)
	0.7
	0.7
	10.7

	Female administrators and managers (%)
	25.6
	25.6
	26.3

	Female professional and technical workers (%)
	31.3
	31.3
	32.8

	Women’s share of earned income / Real GDP per capita GEM value
	0.302
	0.301
	0.421

	Source: * World Development Reports, UNDP
* A. Driouchi, E. Azelmad, “The 2002 Gender Empowerment Measure for Morocco” Al University, Morocco, Sept 2002  


The previous economic, social and gender indicators illustrate a gap in the distribution of resources leading to severe poverty conditions and a gender disparity excluding females from the political and economic life. This means that the magnitude of the marginalized segments of society (women and the poor) is very high. Hence, the micro finance sector is a valuable opportunity for the insertion of these segments. The entrepreneurial tradition is an important characteristic of the Moroccan culture. But micro entrepreneurs lack the resources mainly to finance their working capital. Marginalized populations in urban areas work mainly in services and construction while less productive informal activities related to agriculture employ the majority of people in rural areas. 

ASSESSMENT OF THE MICROFINANCE SECTOR IN MOROCCO

The state of the art of the micro finance sector in Morocco shows a developed and structured sector renowned at the international scene as a success. In Morocco, the micro finance sector is composed of 12 authorized associations (1 is in the stage of being launched). 3 out of these MFIs share 85 % of the market. The total number of active clients is 460 000 and the total loan portfolio is $ 90 millions (1$ = 9 MAD).  All these institutions are federated under the National Federation of Microfinance Institutions (FNAM: Fédération Nationale des Associations de Microcrédit). The sector also benefits from a clear legal framework with the supervision of concerned authorities. In addition to the legal framework, all the MFIs in Morocco are audited and some of them are even rated by international rating organizations. As it appears from recent studies undertaken on the sector of microfinance in Morocco, the MFIs are having a very strong and positive impact on populations benefiting from microfinance services. Until a recent period, only group credits with weak amounts are offered. Individual loans have emerged recently to contribute in the promotion of people’s standards of livings.  

The following table illustrates some variables related to the microfinance sector in Morocco:

	General Outreach - Microcredit in Morocco
	 
	 
	 

	 
	Dec 2003
	Dec 2004
	% change

	Cumulative # of loans 
	1.5  millions
	2.2 millions 
	47

	Cumulative Amount of loans  (DH)
	3.4 billions 
	5.5 billions 
	62

	Active clients
	300 000
	460 000
	53

	Share of  Women 
	75%
	72%
	- 4

	Loans outstanding 
	540 millions 
	890 millions 
	64

	Repayment rate 
	99.70 % 
	99.00 %
	0

	Full time staff 
	1000
	1800
	80

	Source: Fédération Nationale des Associations de Microcrédit, February 2005. 


The first MFIs have been given birth in the middle of 1990s. In 1993, the first Moroccan Non Governmental Organization (AMSED) has granted a loan to a woman to start her new business. By late 1990s, many other microfinance institutions have emerged and contributed to the development of the microfinance sector in Morocco. In 1997, the implementation of the MicroStart Program (a UNDP sponsored program to promote the micro finance sector in Morocco) has allowed the emergence and the financing of many other micro finance institutions. In the year 2000, Hassan II Fund has supported the sector by a subsidy of Euro 10 millions. This financial contribution has allowed increasing the number and the amount of loans granted. Estimations indicate that the number of micro enterprises has increased form 500 000 to 1 200 000 micro enterprises after the financial and technical support brought to the sector. Even though the micro finance sector in Morocco is very young, a certain maturity has been reached (excellent rates of reimbursement: 99 % in the majority of cases). 

The law n° 18/97 on micro finance was voted in 1999. It aims at strengthening the rules and regulations applicable to micro finance. In February 2000, the Moroccan Ministry of Finance has approved and implemented the law that attributes licenses to micro finance institutions. This law stipulates that micro finance institutions are allowed only to grant loans but not to collect deposits. Another important point of this law is the viability of micro finance institutions. Any institution has to substitute initial subsidies by equity capital coming mainly from exercising its activity. Otherwise, the license to the institution will be cancelled and the capital will be distributed to another company.  

The 3 most important micro finance institutions are: Al Amana, the Fondation Zagoura, and the Fondation Banque Populaire pour le Micro Crédit (FBPMC). The other micro finance institutions also play a primordial role in the development of the micro finance sector in Morocco. These institutions receive legal, financial, and technical support from the Government. They have regional offices, placed mainly in rural areas, and are devoted to different purposes (micro projects in the field of equipment, education, industry, agriculture, and other micro level activities). 

The impact study undertaken by Planet Finance (February 2005) assessed the needs for MFIs in the Moroccan context. 80 % of the Moroccan population (about 4 million clients) does not have access to financial services. These segments of society are composed of poor people and the persons living in rural areas. If a mean of $500 per loan is considered, there will be a need to raise $ 2 billions in the coming years. This also implies that the microfinance sector in Morocco has to diversify and adapt its services to the needs of its clients.

If the micro finance sector in Morocco is considered as a success story, it is because of the legal framework that regulates it. All the MFIs are considered as non profit organizations driven to serve only activities generating revenues. The Moroccan Government grants licenses to microfinance institutions to exercise their activities and offers financial, technical, and fiscal incentives to support the microfinance sector. The aim of these initiatives is to strengthen the capacity of microfinance institutions and ensure sustainability of access to financing, technical training, and institutional support. 

The most important financer is USAID followed by Hassan II fund and the MicroStart Program of the United Nations Development Program (UNDP).The most active institutions receive most of the financing because these associations are performing and target the desired customers and have the institutional capacity to absorb the funds in question. International sources of funds push micro finance institutions to be more active in rural areas. Technical assistance consists in supporting the development and operating of micro finance institutions (training workshops in the key fields of micro finance and individual consultations and evaluations). Al Amana received technical assistance financed by USAID. Zakoura received similar assistance with financing from EU. ATIL received a technical assistance supported financially by APS, Italy. The program MicroStart of the UNDP also provided an important technical assistance to micro finance institutions.
Even if the microfinance sector in Morocco is seen at the international level as a success story, there are many challenges that still face the sector. Microfinance institutions need to enlarge their coverage to women and men in urgent needs for micro credits. They also need to target very poor people (people who need $100 to engage in activities that will ensure their living). Giving loans at the best interest rates possible and being reimbursed on time are two other challenges for the microfinance sector in Morocco. MFIs need also to follow up the use of loans by their clients to ensure the sustainability of their projects and activities. The last challenge is related to the perspectives of the MFIs in Morocco. They need to become big and viable institutions, strong, well-managed and well governed and rated with a big impact on their clients.      
PRESENTATION OF AL AMANA ASSOCIATION

Al Amana is a non profit organization that offers loans and other services to micro enterprises in Morocco. Its mission is “promoting micro enterprises by offering credits and related services”. 

HISTORICAL BACKGROUND

Al Amana was created in February 13, 1997 with technical assistance from the American NGO VITA (Volunteers in Technical Assistance) and financial support from USAID and the Moroccan government. Al Amana is a non profit institution that offers micro-credits and related training and advice services to craft and trade micro-enterprises and to micro-entrepreneurs that do not have access to traditional financial systems. It has branches in most cities in Morocco and it is giving more than 160,000 total loans outstanding, the vast majority in solidarity groups, for a portfolio of outstanding loans of 60 Million Euros (700.0000 MAD) at December 2004. 

From its beginning, Al Amana has experienced an important development in the quantity and quality of its services.  The number of active clients (borrowers) has increased from 1495 in 1997 to 101,610 in 2003 and to 168,000 in 2004, and the amount of portfolio (total) from 3.2 million (MAD) in 1997 to 406 million MAD in 2004. On March 2000, the association was accredited to the Ministry of Finance as a micro-credit association, and in 2002, it reached full financial autonomy.

Organizational Structure 

The organizational structure of Al Amana is characterized by the coexistence of the annual general meeting, the management board, the follow up committee, and the general director.

Organizational Structure of Al Amana Association 

1- General Meeting (24 members)

· Held two times a year,

· Defines the general orientations of Al Amana,

· Nominates the management board for a period of three years.

2- Management Board (14 members)

· Meets 4 times a year,

· Approves the strategy, the annual plan and the budget,

· Designates the auditors,

· Sends reports to the annual meeting,

· Approves the engagements of the institution,

· Designates the executive committee (President, vice President, General Secretary and Treasurer),

· Nominates the director.

3- Follow up Committee (7 members)

· Receives all the information and gives order for any evaluation,

·  Observer status in all meetings.

4- The Director

· Manages the organization. 

Products and Services

The main service offered by Al Amana is intended for economic activities. It does finance only existing projects. Its products include
:

· Group or joint loans - Intended for groups of four or five micro business developers who stand as guarantors for each other. Al Amana offers two types of group loans to micro entrepreneurs who engage in profitable investments in the short run and have a mutual guarantee to reimburse the loan. The group loans, designed for people in urban and rural areas, have amounts between 1.000 and 20. 000 MAD (between 90 and 1700 Euro) on a period of 3 to 9 months and are payable by weekly or bimonthly annuities. The second type of group loans is adapted to agricultural activities and is offered in the framework of an experimental phase before generalization. Their amounts vary between 1.000 and 10.000 DH and the period is between 9 and 18 months. They are payable by monthly or bimonthly annuities depending on the activity supported.

· Individual loans – Issued to customers who have successfully managed their loans in the joint system or to new clients who were slowed down by the constraint of solidarity and who wish to invest in equipping their micro businesses.  The loans are tailored to each individual, generally with slightly larger amounts and longer durations than for join loans. They are of two types: individual loans for equipments and for housing. The individual loans for equipments have amounts varying between 2.000 and 20.000 MAD (between 180 and 1700 Euro) on a period between 6 and 24 months. The individual loans for housing are given to persons willing to invest in enhancing, buying, or constructing their housings. Their period goes from 6 to 36 months and their amount from 3.000 to 30.000 DH. 

· Chems program – a pilot program offering micro-credits for the purchase of photovoltaic equipment.  This program seeks to further the development of the electricity industry in the district of Taroudant (south of Morocco). 
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In addition, Al Amana offers non-financial services to help develop micro entrepreneurial skills:

· The training program “Tkwin Jdid” teaches business management skills with the use of audiovisual aids and active participation of clients.  

· Al Amana is piloting another program, “Programme Nord d’Appui aux Micro Entreprises” (PNAM), in which credit officers work one-on-one with clients to help develop individual business plans and market their products.  This program was developed in partnership with two Spanish NGOs, CODESPA and CIDEAL, and is currently in the test phases in the cities of Tangiers and Tetouan in Northern Morocco. 

  

· In partnership with Sanabel, the Microfinance Network of the Arab Countries, Al Amana conducted financial analysis courses to over 70 participants in Egypt, Yemen and Morocco, and is seeking to organize additional courses in Lebanon, Jordon, Palestine and Tunisia.

OUTREACH

The creation of Al Amana has led to widespread cooperation and healthy competition among Moroccan microfinance institutions (MFIs).  Growth in competition has led to increased professionalism in the sector.  Al Amana strives to stay ahead of its competition by acting as a pioneer among Moroccan MFIs.  For example, Al Amana was the first Moroccan MFI to be included in the Micro Banking Bulletin and rated by an independent authority (Planet Finance - A).  In addition, it was the first MFI in Morocco to create and maintain an informative website as well as the first to conduct regular market studies.  Al Amana’s principle challenges include satisfying its clients, planning strategically, adapting its products to the needs of its clients, and mobilizing funds 

At the end of 2004, Al Amana’s outstanding portfolio stood at approximately 406 million MAD and the average loan outstanding at 2.542 MAD (215 EUR).  Al Amana is currently present in urban and rural areas through a computerized and centralized network of 260 branches in 74 cities and 8 rural villages.  The organization employs 696 staff members, consisting of 572 credit officers, 12 regional coordinators and 101 executives and employees.  

.  
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The organization’s clients are poor men and women working in the old inner cities or in the outlying slums of major cities in Morocco. Al Amana targets no particular sector of activity - clients work in more than 160 types of activities, with 52% in commerce, 33.5% in handicraft, and 14% in service.  Retail trade is by far the most common activity for male clients, and sewing and embroidery are the largest categories for women, many of whom work at home.
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The Moroccan microfinance sector is unique in the Nord Africa region because of its partic​ular orientation to female clients. Al Amana serve 60% of the market (2004), and have as an express objective providing financial services to poor women. Given the fact that women globally are among the poorest in society, it makes sense that Morocco’s depth of outreach (measured by average outstanding loan balance as a percentage of GDP per capita) is also the lowest. 
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Moreover, the dominant lending methodology used by Al Amana is group lending, especially in urban areas. It is very important to remember that one of the requirements for a group asking for a loan is the previous existence on the market. 

In fact Al Amana policy is strictly: only the micro enterprises that are at least one-year old could have access to the first group loan.

Al Amana begun making adjustments in their solidarity lend​ing methodology to better meet client needs, and introducing more flexible repayment plans and group formation policies.
Staff and loan officer productivity improved considerably between 2000 and June 2003, attesting to the effective use of excess capacity and the efficiency gains of loan officers as they become more experienced. 

The period of expansion planned in 2003 and 2004 will result in a temporary decline in overall productivity. It indicates the productivity of Al Amana credit officers and the institution’s operational efficiency. On average, MFIs in the world have 284 active borrowers per loan officer (Micro Banking Bulletin, Issue No. 9, July 2003). 
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Of course, this ratio cannot be analyzed without information on the location of the MFI, the population density, the number of branches, the road infrastructure, so we have to consider the urban localization and all the facilities in Rabat and the working area of Al Amana.
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FINANCIAL SUSTAINABILITY
The indicators of financial viability refer to the sustainability of Al Amana to cover its costs with earned revenue. To be financially viable, a savings and credit institution cannot permanently rely on donor funding to subsidy its operations. 

OPERATIONAL FINANCIAL SELF-SUFFICIENCY

The breakeven value had been reached by Al Amana. The financial self-sufficiency ratio corresponds to the operational self-sufficiency ratio, adjusted by the interest subsidy from concessional loans and in-kind subsidies. 
Al Amana has to plan that in the long run, so it have to get all its loans at market rates and pay all the costs itself, without any external grants. Al Amana performances (between 111% and 141% in the last 5 years) can assure the long term provision of financial services, undermined by the continued necessity to rely on donor funds.

The evaluation of the index in the case study couldn’t be estimated out of the contest of Moroccan National Law: every Micro-Finance Institution operating in the country must reach the real effective financial sustainability in the first five years of activity.
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PORTFOLIO OUTSTANDING – OUTSTANDING LOANS

Al Amana performances demonstrate a clear tendency, increasing the total number of the loans distributed, reducing at the same time the percentage of the outstanding loans (%, >30 DAYS). While the percentage of increase of new active borrowers is always increasing (% increase borrower 2004: +58%) at the same time Al Amana is offering in the last year a diversification of his products (group – individual loans) reaching also a diversification of the client types (rural - urban - housing loans). Risk is covered by the results.
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PAR - PORTFOLIO AT RISK

The majority of the portfolio is comprised of group loans, so portfolio at risk have to be low.
The portfolio at risk ratio is for Al Amana pegged 30 days degree of lateness.

Al Amana PAR rapidly decreased after the first year (5.10%) of activity, settling under the line of 1%. In the last three years it became approximately 0%. It can be considered an excellent result, measuring the low level of delinquency.
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LOAN LOSS RATE (Total Amount written-off / Average outstanding portfolio)

The loan loss ratio can be compared over time to see if loan losses, as a percentage of average outstanding portfolio, are increasing or decreasing. It can also be compared to the reserve for possible losses in order to determine whether the reserve is sufficient, based on the amount of historical loan losses. Al Amana results are excellent: Loan Loss Rate is very low, between 0.1 - 0.3 percent in the last five years. The amount written-off represents the total value of loans that have been determined non-recoverable and have been written-off the balance sheet during the evaluated period. Actual loan losses (or write-offs) are reflected on the balance sheet only (and not in the profit or loss account) as a reduction of the loan loss reserve and the gross outstanding loan balance. The resultant effect is to leave the net portfolio on the balance sheet unchanged since the reserve has already been made and expensed.
AVERAGE RATE OF RIMBOURSEMENT – ARREARS RATE

These indicators are linked with the previous. They represent the first operational result for any MFI. Al Amana demonstrates a great performance and his average rate of reimbursement in the last six years is over the percentage of 99%, confirming during the time the results.

PERSONNEL EXPENSE RATIO

Al Amana staff costs percentage is always over 50%. The staff expenses have a notable impact on the total expenses of the MFI. The value can range from 5% to 35% (MBB, November 2002). 

The reduction of the result can be considered for the future an important issue for the institution.

OPERATIONAL COSTS PER UNIT OF MONEY OUTSTANDING 

Ratio values indicate how much Al Amana spends on personnel and administration in order to manage its portfolio of credits. Values are increasing from 1997, reaching in 2003 the value of 17.68%.

For the denominator, the average amount of loans is a better indicator than the outstanding portfolio, because it gives a more realistic view of the volume of operations throughout a whole period. Al Amana manages a large portfolio of few small and medium credits: for that reason is not favored with respect to this ratio, compared to an institution which manages a lot of large loans. For this reason, the following ratio on operational costs per loan in portfolio has to be considered as well.

COST PER BORROWER (MAD) 

Al Amana is decreasing costs per borrower from 1997 till now: this is a good result and it could be considered important if we find a connection with the previous values.

Return on equity (ROE - AROE) 

The ROE ratio is an important tool for Al Amana shareholders to determine how much income their investment is generating, relative to the risk involved, and how it compares with alternative investments. Nevertheless, we can also consider this ratio not be used to compare the overall profitability between programs, because the structure of capital (donations relative to shareholder’s capital) varies considerably from case to case (Bartel et.al. 1995: no.1). 

ROE ratio in Al Amana case study presents a value of 11,8% in the last year. On average, financially self-sufficient MFIs in the world have a ROE of about 15%, while the non financially self-sufficient ones have an average ROE of 2.3%. However we know that these numbers vary a lot between continents and type of institutions (Micro Banking Bulletin, Issue No. 9, July 2003).
Return on assets (ROA - AROA) 

Al Amana ROA measures the net income earned on the assets of the MFI (it differs from the ROE ratio in that it measures the return on all funds used to finance the institution -equity and liabilities-, not only own funds). ROA is positive during these years, but index is decreasing after 2004 (from 11.0% to 6.00%), because of the strategic choice of the institution to reduce interest rate applied on the outstanding loans.

Al Amana values are changing during the years: average amount of total assets are used rather than performing assets, because it’s possible that the organization is being measured on its total financial performance, including decisions made to purchase fixed assets or invest in land and buildings. 

In other words, using funds that  could be used for other revenue-generating investments or  invest  in securities (Ledgerwood,1999).

[image: image13.wmf]
PORTFOLIO YIELD

At the end 2004, it was equal to 29.1%, high enough to permit a wide margin for sustainability. However the level of competition could definitely increase in the next period, considering also the high level of operational sustainability. Therefore, a hypothetic increase in the financial cost due to the access to commercial sources of funds, could stress its profitability and sustainability. An important issue for the institution will be the improvement of productivity and the keeping of good level of portfolio quality and operating expenses that could increase due to the next possible investment in terms of staff and opening of new offices. To confirm the positive results of Al Amana we could refer to the indications of the Micro Banking Bulletin (MBB) who indicate values for the Portfolio Yield by Scale of Operation: for a Large MFI correct values could be around 30% (CGAP, 2002).
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INTEREST RATES

In this chapter we will try to explain how Al Amana strategy is quite different from other MFIs. 

First of all we have to consider that Al Amana policy consists not to communicate the interest rate to the clients. The reason is simple: as we know, and as we will try to clarify, there are a lot of methodologies to calculate the rate. 

Al Amana usually proposes a clear “refund planning”, where all the instalments, fees and methodologies are specified (SEE EX#1 and EX#2, pages 12-13). 

In this document all the informations are available: GROSS AMOUNT, DEDUCTION FEE (2%), APPLICATION FEE, NET AMOUNT, AMOUNT OF INSTALMENT, TOTAL INSTALMENTS.
Moroccan National Law (Loi n° 18/97) pretends the maximum transparency in the processes of lending, and all the staff have to operate in this direction. The “refund planning” is fixed on the notice board in every office and proposed to the clients in the first meeting. 

It’s also useful to specify that:

· The first installment is required after a variable period (4 months for individual loans, 2 weeks for the group loan).

· Deduction fee (2%) is a form of coverage on death or invalidity risk.

· Application fee is applied on gross amount. 

· The maximum amount of the first loan for groups is fixed by 4000 DH.


BOX 1 – GROUP LOAN

Consider, for example, the following GROUP loan:

· group component:
   5

· loan size: 

   5000 MAD (1000 MAD per person)

· loan term:

   12 weeks

· instalment payment:
   weekly

· number of instalments  12

· Interest rate:

    n.a.

We could calculate the instalment applying the periodic interest rate to the capital and dividing the total amount by the number of repayments, (in this example we do not consider that first instalment is 437 MAD instead of 434, for simplicity) as follows:


[image: image15.wmf]  Group weekly instalment 
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The 12-week interest rate can be transformed in the corresponding nominal annual interest rate (we can consider that in one year there are four 12-week periods):
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Now we have to calculate the real cost of the loan, called effective annual interest rate: it doesn’t correspond to the nominal interest rate (17,71%). We have to apply the financial calculating methodology: the actual value of the loan disbursed must be equal to the sum of the actual values of all the periodic repayments.
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The effective annual interest rate is the discount rate that verifies the equality is the effective interest rate:

Effective annual interest rate = 
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BOX 2 – INDIVIDUAL LOAN

Consider, for example, the following loan:

· loan size: 

   10000 MAD 

· loan term:

   3 months

· instalment payment:
   bi-weekly

· number of intalments  6

· interest rate:

   n.a.

As in the previous example we could calculate the instalment applying the periodic interest rate to the capital and dividing the total amount by the number of repayments, (as in the previous example we do not consider that first instalment is 1747,50 MAD instead of 1745,00 MAD, for simplicity):


[image: image32.wmf]  individual bi-weekly instalment 
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The 3-months interest rate (12 weeks) can be transformed in the corresponding nominal annual interest rate (we can consider that in one year there are four 12-week periods):
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Now we have to calculate the real cost of the loan, the effective annual interest rate: it doesn’t correspond to the nominal interest rate (20,16%). We have to apply the financial calculating methodology: the actual value of the loan disbursed must be equal to the sum of the actual values of all the periodic repayments.
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Effective annual interest rate = 
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SDI - Subsidy Dependence Index 

The percentage by which interest rates charged to clients would have to be increased hypothetically in order to cover program costs and eliminate subsidies corresponds to 0%: The MFI did never change his offers to increase the income during the last 8 years.
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FUNDING STRUCTURE AND LEGAL FRAMEWORK

Al Amana was launched in 1997 with a total project budget of USAID (and Fonds Hassan II), that entered the microfinance sector in Morocco in 1996 with a two pronged strategy: 

· to establish a new microfinance institution (MFI) that would become a sustainable and large-scale provider of microfinance.

· to help a policy environment favorable to the growth of a professional microfinance sector.


Al Amana was funded by donated equity, in the form of USAID subsidies for collateral deposits and operating expenses. Bank overdraft facilities obtained were the results of these collateral deposits. USAID funds and Fonds Hassan II were the starting point. Two-thirds of the USAID / Fonds Hassan II budget was allocated to technical assistance. 

Nowadays Al Amana diversified his funding structure, and in 2004, and reached a Liabilities / Equity Ratio of 127%. 

By December 2004, one year after the pilot project end, Al Amana was a profitable MFI with over 160,000 active clients, an operating staff composed by 572 operating credit officier (total operating staff: 696), and an outstanding portfolio of  407 MAD (34 M EUR). Al Amana had reached operational sustainability in 2000 and financial sustainability at the beginni[image: image47.wmf]J rigpijifie2 \ gdnigA 0’000 S2°'800 23’009 TS\'To0
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The operating expense ratio has declined substantially over the period (in 2002) given the greater economies of scale. The ratio could increase notably, but temporarily, during the rapid expansion phase in the second semester of 2003. The financial expense ratio remains low at 2% because Al Amana is mainly financed by equity. Al Amana has a stable base for profitability over the long term, even if there is an expended decline in productivity during the expansion phase, given economies of scale and an increase over time in the average loan size disbursed.

Al Amana is now financed primarily by retained earnings and donor funds (72% of assets) but seeks to add more commercial loans from both international and local sources (23% of assets are financed by lines of credit with local banks and loans from international investors). Al Amana seeks to finance its growth between mid- 2003 and 2007 by 50 million EUR through loans. Liquidity needs are monitored closely, however this does not prevent occasional periods of liquidity shortages as has occurred in the past.

A new Microfinance Law in 1999 permitted NGOs to provide micro credit services in Morocco, and USAID developed a Legal Framework for Microfinance, starting from a bilateral agreement with the government of Morocco to undertake a microfinance project (this precipitated official interest in formulating a law to regulate the sector).

Over the years 1997 and 1998, USAID was an active supporter of the discourse between government policy makers and local microfinance practitioners. And it was critical for achieving consensus and was unprecedented in Morocco.

While the law was being formulated, the United Nations Development Programme (UNDP) launched a EUR 1,5 Million Technical Assistance Program in Morocco. The Program offered support services to six microfinance institutions over three years (1997–2000). 

The UNDP program complemented USAID’s support for sector-wide capacity building in microfinance good practices. USAID’s support included: funding Moroccan practitioners and government officials in international meetings and training sessions, supplying information on similar legislation in other countries, providing the services of a legal advisor to the government.

KEY FEATURES OF MOROCCON LAW ON MICROFINANCE

1. Created a new type of association dedicated to providing micro credit

2. Freed MFIs from interest rate caps imposed on banks and financial companies.                However, Ministry of Finance retained authority to set maximum interest-rate caps for “microfinance associations”

3. Permitted MFIs to charge fees

4. Relieved MFIs of value-added taxes for five years

5. Required multipurpose NGOs to separate their financial from non-financial services

6. Restricted micro credit loans to productive activities, i.e., micro enterprises loans

7. Required microfinance programs to become financially viable in five years

The new law, Loi Relative au Micro-Crédit, was officially adopted in February 1999. However, a draft of the law was recognized as early as 1997, allowing Al Amana to begin operations

Some believed the law was premature because the industry was too young to be regulated. 

Because loans were restricted to micro enterprises, for example, it was feared that the law would impede innovations, such as demand-led product diversification. These were reasonable concerns, but because the law legitimized microfinance, it created the conditions for professional, sustainable microfinance providers to start operations in Morocco. It led to the market entry of many new organizations, including two major players on the Moroccan market today: FONDEP (Foundation for Local Development and Partnership) and the Fondation Banque Populaire du Micro-Crédit (FBPMC), a not-for-profit offshoot of a state bank. Not surprisingly, the industry’s requirements grew beyond the parameters of the 1999 law. Responding to the pressures of a growing industry, the law was amended in 2003 to permit micro lending for housing, including home improvements, such as water and electricity fitting/fixtures. These amendments were the result of a renewed dialogue between the practitioner community and the government, a process that was again actively supported by USAID (CGAP, Donor Good Practices n.11, April 2003).

BENCHMARKING

Morocco today has one of the most interesting microfinance sectors in the Middle East and Northern Africa. Private sector investors have increasingly joined the inter-national public donors and domestic private foundations that initially funded these MFIs.

The sector is composed of 12 authorized associations of which the 3 largest (Al Amana, Zakoura, and la Fondation Banque Populaire) share 85 % of the market. Even though these 3 institutions share the largest part of the market, many other small associations are very active at the local and regional levels. The total number of clients reached 450.000 (of whom 80 % are women) and the total value of the loan portfolio is $ 90 millions in 2004.
· Fondation Zakoura

· Al Amana 

· FONDEP

· FBPMC

Smaller MFIs serving more rural and poorer clientele.  Only Fondation Zakoura, an independent Moroccan MFI, rivaled Al Amana in the results. 

The main comments concerning the benchmark are:

TOTAL MFI CLIENTS / AVERAGE LOAN PER ACTIVE BORROWER / MFI PORTFOLIO / NUMBER OF ACTIVE BORROWE PER CREDIT OFFICIER.
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The Ministry of Finance is currently charged with both regulating the microfinance sector and disbursing the EUR 8 million Fond Hassan II. This is a funding facility created by the government to increase the lending capital of existing MFIs. There is also another issue: the continuing need to encourage a more market-oriented approach to the provision of financial services to the poor, so that MFIs seeking to help the poor can do so over the long term, independent of government and donor subsidies and so that a broader range of financial services are available to poor people.

Strategy and Perspectives

The strategy and future perspectives of Al Amana Association are crafted to meet the vision and the mission of the MFI and to survive in more and more competitive micro finance sector. The mission of Al Amana Association aims at contributing to the economic development of the country and to the social integration of excluded segments of society. Its vision is related to the crucial role that Al Amana wants to play in order to extend its financial services to the populations that are excluded because of their weak resources and to have a remarkable impact on improving the living conditions of these populations.

The goal set by Al Amana for 2009 is to play a primordial role in ensuring economic and social development and integration. To achieve this goal, the association plans to serve ½ million clients in urban and rural areas by 2009 and provide a large panel of financial services and products in order to meet the needs of the most deprived segments of society. Al Amana will face the challenges of mobilizing savings and more commercial funds and ensuring the access to services of savings, transfer, insurance, and other products.

Al Amana forecasts to provide micro credit services to 650.000 clients by 2009. The distribution of this number gives 300.000 group loans to people in urban areas, 200.000 group loans to people in rural areas, 90.000 individual loans, 50.000 housing loans, and 10.000 other types of loans (rural electrification, start-ups, etc). Another aspect of Al Amana strategy is the willingness to diversify its portfolio of products. The association intends to reduce the share of group loans from 90 % in 2004 to 38 % in 2009. It also intends to increase the percentage of individual loans from 1 % to 26 %, the one of rural loans from 9 % to 22 %, and the one of housing loans from 0.22 % to 14 % from 2004 to 2009.

Other aspects of Al Amana strategy can be summarized in the following points:

· Increase the average amount of current loans from $250 to $500 (40 % of GDP),

· Reduce transaction costs,

· Identify clients’ needs which are not yet satisfied (savings, micro insurance, and    financial transfers),

· Develop non financial services,

· Increase Al Amana debts to $300 millions (multiplication of 7 times of the current value),

· Achieve an annual surplus on owners’ equity of 10 to 20 % to finance the evolution of the association,

· Multiply by 4 the value of loans portfolio (from $45 millions in 2004 to $400 millions in 2009),

· Multiply by 2.5 the human resources (696 in 2004 to 1600 in 2009),

· Increase the number of local branches from 260 to 640.

Impacts on Clients

The 48 qualitative interviews undertaken by Al Amana with its clients showed that old clients gain 2030 MAD in average after 3 years of operating and new entrants gain only 1658 MAD. This gives an increase of 22 % in the level of clients’ revenues. Women get better yields on loans and the impact on their revenues is more significant although they gain less than men from their current activities. The number of jobs created is estimated to be 11070 in 2003 and 15547 in 2004. The increase in the capacity of creating jobs is then 69 % (from 0.26 to 0.46 jobs / client). Al Amana programs have had also a positive impact on kids’ schooling (84 % of clients’ children in the school age for old beneficiaries against only 76 % for the new ones). The interviews have also revealed that the participation in Al Amana program has contributed to reduce informal activities, develop and externalize women activities, reinforce their integration, development, autonomy, and self-esteem.

	Some Success Stories 

1- Noura El Aroussi, Fès: Noura has received the first loan granted by Al Amana. Before, Noura was making traditional rags for a middleman. Having received the loan, she constituted a starting capital and now she sells her home made rugs directly to her clients. Noura is planning to contract new loans to buy new raw materials and extend her activities.

2- Mohamed Benachir, Oujda: Mohamed received the 5th loan granted by Al Amana. The ultimate reason of contracting the $200 loan is to improve the reception conditions for his clients. Mohamed makes traditional clothes for men and women. He used the second loan to buy raw materials. His revenue has increased from $60 to $100 per week. Mohamed is planning to contract a third loan to hire an assistant and buy a new and powerful machine.

3- Fatima El Borj, Rabat: Fatima has a small sweets and cigarettes store at her home. With a loan of $200, she was able to continue supplying her store with any interruption of stock. She was also able to attract new clients and keep old ones. Her revenues have increased twice in two years.      
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