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Final opinion
In the last year HKL has strengthened its market positioning becoming the 4th biggest institution in terms of
loan portfolio which has been growing at outstanding rates, maintaining an excellent quality. Despite the
impressive growth, the capacity of the staff is guaranteed by consolidated training policies. Overall
operations are well set up. The financial performance results to be very satisfactory and in a positive trend.
At present, the institution relies on a capitalized structure with international shareholders and a strengthened
governance. On the liabilities side, HKL has been consolidating its financial structure by increasing its
sources of funds at commercial cost. CAR (on risk weighted assets) stands at a satisfactory 18.7% as of
September 2008. Main risk stems from the increasing competition. The staff turnover raises some concerns,
as well as the lack of monitoring of clients drop-out ratio. Although the current international financial crisis
may affect the planned growth of the institution through a shortage of incoming funds, HKL is one of the
leading MFI in Cambodia and relies on a diversified bunch of funders and on a strong ownership.
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Relevant changes compared the previous rating
Relevant changes and comments

AREA

Trend

The microfinance sector presents an increasing level of competition, especially in
urban areas, while exchange of information remains limited and mostly informal.
Recently, all MFIs within CMA signed a Memorandum of Understanding about fair
competition that push MFIs to facilitate information sharing in order to avoid clients‟
over indebtedness. While this represents an important step for the sector, other
issues remain to be addressed such as the fact that land titles, which are utilized by
many MFIs in guarantee requirements, are not fully available.

External
Environment

In December 2007 the National Bank issued a new Prakas regulating savings
mobilization from MFIs complying with certain requirements, which will allow them to
collect deposit from the public. Many MFIs have already applied and the first
licences are expected to be granted during 2009.

Slightly
Negative

Though the macroeconomic situation of Cambodia appears quite stable, in the last
year consumer price inflation continues to accelerate, largely owing to the general
upward trend in food prices (in December 2007 food prices were up by 19.8% year
on year). The Economist Intelligence Unit forecasts that inflation will soar to an
annual average rate of 21% in 2008, driven by rising food and fuel prices, before
easing downwards in 2009.
On the other side even if clear impact of the international financial crisis is not visible
yet most probably there will be limited availability of funds for coming years at more
expensive rates.

HKL‟s governance resulted strengthened after the entrance of 3 new shareholders:
OikoCredit, Norfund and Triple Jump. The total number of members within the BoD
increased from 5 to 7 (4 internationals – including the new shareholders‟
representatives - and 3 locals) and the weight of management staff has been
reduced thanks to the abandoning of the DGM.
Over the last year, HKL has been pursuing its geographical expansion, through the
opening of 2 new branches in two new operational areas: Battambang and
Khampong Chhnang. An overall strengthening of the structure has been pursued
with the creation of Units within the different departments and the creation of some
new position (such as the Assistant to GM). The decentralization of the
organizational structure has been further increased, raising up to US$ 5,000 the limit
for loan approval at branch level. Sub-branches can also approve credit up to US$
1,000.

Governance,
management
and operations

In order to guarantee full independence of the audit function, HKL has reviewed the
composition of the Internal Audit Committee, which is nowadays composed by two
BoD members and the Internal Audit Manager while the GM and DGM do not
participate to IAC meetings. Moreover the Audit Department doubled in terms of
staff (from 4 to 8 people) but the department seems to be still understaffed as there
is no enough capacity to cover all the visits planned at the beginning of the year. For
2009 HKL plans to decentralize the audit function, introducing per each branch an
internal auditor dealing with the follow-up of the recommendation coming from the IA
visit.

Positive

Staff turnover is still an issue for the institution even if the level registered in the last
years is not at worrying levels. Nevertheless it is worth noting that in the period
January – September 2008 HKL lost 2 managers.
As far as MIS is concerned, HKL has recently adopted the new Chart of Accounts,
as requested by the NBC. This represents one of the pre-requisite for savings
mobilization and involved the implementation of banking model chart of accounts.
MBWin software has been further customized in terms of reporting and has been
upgraded to the last available version. Nonetheless further efforts need to be spent
for the automatic production of standard NBC reports which are currently prepared
manually.
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No major changes have been introduced in the credit offer a part from the
introduction of “internal remittances”, a product that allows clients to transfer money
from one branch to the other within HKL branch structure. Moreover, the maximum
loan amount has been increased from US$ 5,000 to 10,000 and the maximum
maturity allowed for micro loans (up to US$ 1,000) passed from 10 to 12 months.
During 2009 HKL will work more on the development of savings products – once the
license for savings mobilization will be issued.
Financial
products and
asset quality

The share of micro-loan over the total portfolio has registered a decreasing trend
over the period of analysis, representing 29.6% of the total portfolio as of September
2008 (it was 42.8% as of December 2006, while the medium loan (including the
special loan) passed from representing 29.4% of the total outstanding in 2006 to
38.4% as of September 2008. This is undoubtedly the consequence of the increased
maximum loan size for HKL loans; nevertheless the share of micro and small
remained almost the same covering 62% of total portfolio.

Slightly
Positive

As of September 2008, HKL maintains an excellent portfolio quality, with a
consolidated PAR 30 equal to 0.11% and a PAR > 1 day worth of 0.22%.
Still inefficient the tracking of drop out as there are some distortions caused by the
definition of dropped out client and its registration in the MIS.

During 2007 HKL‟s liabilities grew at very important rates (+205.3%), mining the
solvency ratio and pushing down capital adequacy – according to MicroFinanza
Rating formula - to 18.2% (as of September 2008). To cope with this HKL increased
its equity in 2008 (thanks to the entrance in the shareholders structure of 3 new
equity investors) till finally registering a satisfactory ratio of 23%.This growth is
mostly due to medium-long term commercial funds.
Financial
structure and
ALM

Deposits has maintained a stable level of 5-6% of total funding liabilities over the last
three years but are expected to increase their weight in the coming periods.

Positive

Even though the risk management framework is still improvable within HKL (limited
functioning of the ALCO and of the Risk Management Committee), the exposure to
major financial risks decreased sine the last rating. As of September 2008 according
to the NBC formula HKL presents a net position in KHR of 24.83%, slightly above
the limit of 20% set by the regulator. On the other side since the last rating HKL has
been reducing its exposure to interest rate risk, mainly accessing loans with fixed
rates.

Since the last rating HKL has been continuously consolidating its performances,
reaching very satisfactory results in terms of profitability (over the period October
2007 – September 2008 ROE and ROA achieved respectively 31% and 6.2%).
Financial and
operational
results

Financial expenses have constantly increased their weight in HKL‟s cost structure
over the period of analysis, together with the leverage.

Positive

The portfolio yield has slightly decreased over the last year as a result of the new
pricing policy put in place since March 2007 in order to face increasing competition
on interest rates.
Efficiency levels in terms of operating expenses ratio have improved over the period
October 2007 – September 2008 down to 13.3%, from 19.9% for 2006.

A Five Year Business Plan 2009-2013 has been developed as of October 2008
Strategic
objectives and
future
evolutions

HKL‟s equity is going to be fuelled by an inflow of new capital investment worth of
US$ 5 million, covered by existing shareholders. This increase will be crucial to
foster growth, while complying with the capital requirements of the NBC. The
transformation into a bank is foreseen for years 2013.
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Growth rates
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Benchmarking
The benchmarking analysis includes the comparison of HKL‟s performances with the MicroBanking Bulletin (MBB)
database updated as of December 2007. Financial ratios considered within the benchmarking analysis do not fully
correspond to the ratios calculated by MicrofinanzaRating presented within the present rating report (see Annex 3),
1
as they are calculated according to the MicroBanking Bullettin (MBB) methodology .Figures for HKL refer to the
period October 2007 - September 2008.

Important matters of the benchmarking
HKL generally presents better than average performance compared to the peer groups (Cambodian MFIs, NBFI,
individual methodology and Asia Large FSS) even if some of the productivity indicators appear to be improvable.
The benchmarking shows that HKL has a bigger portfolio size compared with all peer groups, except for the
Cambodian MFIs.
With a PAR30 worth of 0.11% HKL shows also a better portfolio quality than other categories.
HKL‟s portfolio yield is lower than the national benchmark (30.7% compared to 34.4%), but in line with the other
peer groups.
Productivity is lower than Cambodian MFIs peer group, mainly due to the prevailing individual lending
methodology, while HKL‟s efficiency is better than all other peer groups and similar to the Asian large MFIs.
Leverage (debt/equity ratio worth of 3.4) is satisfactory and higher than national average, but lower than Asian
large MFIs and Individual methodology peer group.

1

The MBB adjusts the financial data to produce a common treatment for the effect of: a) inflation, b)subsidies, and c)
loan loss provisioning and write-off (see MBB , Appendix I: Notes to Adjustments and Statistical Issues).
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1. External Environment and HKL positioning
Institutional background
Hattha Kaksekar Limited (HKL) was established in 1996 as a NGO thanks to the initial support
of OCSD/OXFAM from Canada. HK NGO started its microfinance program in the Pursat
province providing financial services to the poor. In 2001, in order to accomplish with the
regulation issued by the National Bank on licensing MFIs, HK NGO registered the limited liability
company HKL.
Over years HKL expanded geographically opening 9 branches and 36 sub-branches and
service posts, reaching an outstanding portfolio of more than US$ 28 million. In the last three
years HKL has consolidated its organizational and financial structure, maintaining a very good
portfolio quality and strengthening its performances. HKL portfolio is mostly financed by
commercial liabilities, as a result of a positive relationship with international investors.
Political and economic context
Cambodia‟s macro-economic performance has been relatively good since 1999, the year in
which political stability - after 20 years of civil unrest - was restored. Recent general elections held
in July 2008 saw the ruling Cambodian People‟s Party (CPP) retain its leading role in both local
and central government in 2008-09 by obtaining over 58%. The biggest opposition party, Sam
Rainsy Party, made some gains in rural areas but lost to CPP in Phnom Penh and ended up with
around 21% of the vote overall. The new government will not face any major threat to its hold on
power.
Private sector activities have continued to develop in recent years, in particular thanks to easier
access for Cambodian textile products to American2 and European markets and the development
of the tourism sector. After achieving a high growth rate of 13.5 % in 2005, economic activities
stabilized in 2006, when real GDP grew by 10.8%, due to the increase in agricultural production,
the sustained growth of tourism, the continued growth in garment exports and the expansion of
construction activities. Economic growth is dipped slightly to 10.3% in 2007. The economy will
lose momentum in 2008-09, with real GDP growth slowing to around 6-7% a year, bringing to an
end a period of four successive years of double-digit growth.
Inflation has been
kept at a manageable
rate in recent years,
with annual averages
of 4.7% and 5.8% for
2006
and
2007,
respectively.
Nonetheless,
consumer
price
inflation continues to
accelerate,
largely
owing to the general
upward trend in food
prices (in December
2007 food prices were
up by 19.8% year on year). The Economist Intelligence Unit forecasts that inflation will soar to an
annual average rate of 21% in 2008, driven by rising food and fuel prices, before easing
downwards in 2009.
Although the Riel will appreciate on an annual average basis in 2008, The Economist Intelligence
Unit forecasts that the currency will continue to follow a depreciating trend in the second half of

2

The US and Cambodia signed a Bilateral Textile Agreement, which gave Cambodia a guaranteed quota of US textile
imports.
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2008 and into 2009, as inflation is set to stay in double digits and the current account will remain in
deficit.
While the country has registered impressive growth over the past few years, the actual impact on
poverty reduction has been poor. Indeed, the inequality between the urban area of Phnom Penh
and the rest of the country has tended to swell. With a GDP per capita of US$ 723, Cambodia is
one of the poorest countries in the region: 35% of population lives below the national poverty
line, and 20% of households are headed by a female. Social indicators are still out of touch with
the Cambodian Millennium Development Goals. In particular, access to water represents a major
concern, with only 41% of population having access to an improved source of water supply.
Microfinance industry
Microfinance in Cambodia began in the early 1990s as the country came out from a long period of
civil conflict. NGOs first provided microcredit to fill the gaps left by the banking sector with the first
microfinance experiments credit-oriented, to provide a kick-start to new business activities. After
the international recognition of a new Cambodian government in 1993, aid started to flow to the
country and within the decade the initial experiments were transformed into a sector led by
profitable, regulated financial institutions.
As of December 2007 there were 17 MFIs operating under licenses form the NBC and 26
registered as rural operators with operations in all 24 provinces of Cambodia. Overall, the
Cambodian MF sector in Cambodia reached almost 800,000 borrowers and 355,000 savers by
the end of 2007, although the vast majority of savings accounts were held at the only microfinance
provider with a bank charter – ACLEDA Bank. The total loan portfolio reached almost US$ 470
ml while savings mobilized totalled US$ 350 ml. Growth in outreach from 2003 – 2007 has been
consistently around 20 percent per year. By December 2007, three institutions (AMRET, AMK and
ACLEDA) had reached the 100,000 borrower mark, with AMRET overtaking ACLEDA as the
largest institution in terms of number of borrowers.
ACLEDA Bank Plc. has nearly US$ 160 ml in loans and 12 percent of the entire Cambodian
banking systems‟ assets. Focusing on rural areas and small businesses, ACLEDA Bank has over
fifty percent of the domestic microfinance market.
The sector is rapidly growing, as the loan portfolio increased by 88.6% and the number of
borrowers by 29.7%, over the year 2007. The microfinance sector in Cambodia appears to be
splitting into two groups – those maintaining a focus on small-balance loans and outreach, and
others working with a mixed product offering of micro- and SME-loans. This growth has mainly
been fuelled by loans from foreign commercial sources, despite the presence of local banks and
financial institutions such as the Rural Development Bank (state-owned) and Canadian Bank,
which mainly channelled funds provided by international financial institutions such as ADB and
KfW. Within Cambodia, the Rural Development Bank and the NBC have extended funds to some
MFIs, but beyond those institutions, local financing has been much harder to come by. Foreign
microfinance investment funds (with varying degrees of „commercial‟ approach) have filled this
gap, providing approximately two-thirds of all funding from outside Cambodia, or US$ 54 ml. The
remaining resources are made up of subsidized funds from international NGOs and development
financial institutions (DFIs; e.g. IFC, ADB).
Even if the direct impact on the microfinance sector in Cambodia is still limited to few delays in the
disbursement of funds, there are negative expectations on the impact of the international financial
crisis. A first effect will be the slowdown of the overall growth rate of the sector due to the limited
and reduced availability of external financing. On the other hand the cost of funds will certainly
increase and funds will most probably be directed to biggest and stronger MFIs.
No formal mechanism exists for MFIs to exchange information on borrowers, while banks have
created their own credit bureau (even if it only collects negative information). In order to meet their
specific needs, licensed MFIs established in 2004 the Cambodian Microfinance Association
(CMA), which aims at supporting the sector by providing training opportunities, policy advocacy,
and enhancing information exchange between the different operators. CMA plays an important role
Microfinanza Rating
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in fostering local and international networks, promoting coordination and facilitating conflict
resolution between institutions. Recently, all MFIs within CMA signed a Memorandum of
Understanding about fair competition that push MFIs to facilitate information sharing in order to
avoid clients‟ over indebtedness. While this represents an important step for the sector, other
issues remain to be addressed such as the fact that land titles, which are utilized by many MFIs in
guarantee requirements, are not fully available.
Regulation and supervision in microfinance
In November 1999 the National Bank of Cambodia (NBC) issued a new law on banking and
financial institutions, followed in 2000 by a decree ('Prakas') regulating the microfinance
industry by licensing and registering major microfinance providers. NGOs and microfinance
projects were given the opportunity to transform into formal financial institutions (limited liability
company or cooperative), or simply to be registered if they do not qualify for licensing criteria. The
new prakas (2000 and 2002) marked a shift toward the commercialization of microfinance and
its integration into the formal financial system of Cambodia. On 18th December 2007 the
National Bank issued a new Prakas regulating savings mobilization. Amongst the main
requirements introduced by the decree it is worth mentioning the need to have a minimum capital
of US$ 2.5 ml and a liquidity ratio of 100%3.
Registered and licensed MFIs are submitted to a set of regulatory and supervisory provisions, out
of which the main are the following:
 Licensing requirements: a microfinance institution is required to be incorporated as a
limited liability company or a cooperative.
 Supervision: registered but not licensed MFIs need to submit quarterly reports including:
financial statements, breakdown of loans/deposits by sector and currency; loan
classification and delinquency ratio and network of branches and offices. No on site
supervision is required for registered MFIs. Supervision activities are concentrated on
licensed MFIs, which need to present monthly and annual reports including: audited
financial statements, BOD annual report, statistics of staff and salaries; updated
organizational chart. Suspicious transactions should also be reported. Off-site supervision
focuses on capital adequacy and loan performance. Yearly on-site supervision is planned
for licensed MFIs.
The NBC has proven to be flexible and supportive toward a growing microfinance sector, softening
the capital adequacy (from 20% to 15% of total risk weighted assets) and accepting to some extent
the currency risk (all MFIs but also many commercial banks present relevant net position in US$
and the NBC is pushing local banks to lend to MFIs in order to cross benefit for the open position).
In April 2008 the NBC implemented new Charts of Accounts, more similar to the ones of the
banking sector. Many MFIs are currently concluding the implementation of the new COA as a
requirement to obtain the license for savings mobilization (expected in late 2008/early 2009).
Competition and HKL market positioning
As of June 2008, HKL is ranked 6th in terms of active borrowers and 4th in terms of total
outstanding portfolio. Regarding the pilot of public savings products, HKL is the best performing
in terms of number of savers attracted and 2nd in terms of savings balance among the sector.4
Working within 10 provinces and 77 districts across Cambodia, HKL registers a good breadth of
outreach on the national territory, considering the average operational areas of 9 provinces and 54
districts among the 17 MFIs tracked by the CMA.5 Moreover, the variety of financial services
offered by HKL is in line with the sector and should continue to evolve should the institution be
granted the license to mobilize clients‟ savings.

3

Calculated as liquid assets (cash in hand + deposit with NBC + deposit with banks + loans maturing in the next 30
days) over adjusted amount of deposits (25% of voluntary savings).
4
.Rankings do not include ACLEDA.
5
CMA Microfinance Operator Information as of September 2008.
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As of September 2008, HKL serves 4.3% of the market share of clients with a portfolio that
registers around 6.8% of the market share – including the portfolio of ACLEDA dedicated to low
income people. The trend over recent years has been rather steady, with HKL maintaining its
position in the market.
In recent years, competition on the microfinance market has increased, due to the rising
number of practitioners and the inflow of available resources. This results in an increasing overlap
of geographic coverage, with previously specialized MFIs starting to offer a better variety of credit
products
(both
individual and group
loans) in order to
diversify
their
portfolios.
Main
competitors
for
HKL are ACLEDA,
SATHAPANA,
PRASAC
and
AMRET.
SATHAPANA
represents
HKL‟s
strongest
competition at the
moment
as the
MFIs share a similar market segment and lending methodology. The competition is particularly
evident in urban Phnom Penh where there is high saturation with many MFIs operating on the
market. All the same, HKL‟s continued expansion strategy to new provinces and within the current
provincial operations help to ensure its access to new and unsaturated markets.
HKL monitors demand and competition in the market through the CMA publications as well as
observations on the branch level and a specific analysis carried out by the Operations Manager
and department and submitted to the BoD 2-3 times per year. The analysis by the Operations
Manager includes a specific review of interest rates, fees and penalties of five main competitor
MFIs. In addition, client satisfaction is informally monitored at the branch level.
The combination of high competition and absence of an effective information exchange brings
about a risk of client over-indebtedness, with a potential negative impact on the portfolio quality
of MFIs. As previously mentioned, the CMA is working to develop a Code of Ethic for all the MFIs
and recently produced a MoU on fair competition in order to combat the issue. At the same time,
the CMA is starting to collect blacklists of clients from all members – even thus facing the problem
of multiple tracking of clients, as per the use of IDs, passports, family books, driving licenses and
so on for identification purposes by the MFIs.
The main competitive advantages of HKL can be considered the following:
 more flexible products especially due to the fact that HKL accepts prepayments without
charging any penalty;
 friendly approach and good customer service.
In contrast, the competitive disadvantages of HKL include the absence of door-to-door service,
meaning that LOs of HKL are not allowed to collect repayments in the field and a stricter policy for
what concerns the disbursement of double loans (to people that already have a debt outstanding
with another MFI).
The central challenge for HKL in the near future is to strengthen operations to meet NBC
requirements for the savings mobilization license and in order to be able to roll out the savings
product throughout the entire branch network.
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2. Governance and operational structure
Ownership and Governance
Hattha Kaksekar was established in 1996, after the spin-off from an OCSD/OXFAM project which
had started in 1994 to provide financial services to the poor in the province of Pursat. The initial
paid-in capital worth US$ 77,850, subscribed by four shareholders (HK NGO, HK Staff Association,
SIDI and an individual), was two years later increased to more than US$ 250,000 thanks to the
entrance of a new shareholder CORDAID. Nevertheless along with the growth of its portfolio the
institution gradually moved to a more international composition of its shareholders and further
opened its door to external actors.
In 2008 equity was further increased thanks to entrance of 3 new shareholders: OikoCredit,
Norfund and Triple Jump6. As a consequence the weights of the different owners changed and
now there are two influencing shareholders: the HK NGO and the newly entered OikoCredit.
On the other hand while SIDI maintained a
relevant share of capital (diminished from 20%
to 15%) CORDAID dramatically reduced its
share from 20% to 7%.
The institution will maintain the existing
shareholders‟ structure at least for 2009 as
existing owners already approved the further
injection of capital worth US$ 5 ml.
Nevertheless various international actors
are demonstrating their interest in the
participation of HKL capital; among them
IFC which is also offering support for the
bank transformation.
Following the new shareholders‟ structure and the entrance of new owners, also the composition of
the main governing body changed. The total number of members increased from 5 to 7 and as of
today HKL BoD counts on 4 internationals (shareholders representatives) and 3 locals. The
presence of management members in the Board has been reduced thanks to the
resignation of the Deputy General Manager – representative of the Staff Association. At the
same time also the representative from CORDAID resigned from the Board.
The composition of the BoD still widely represents the different shareholders and presents a good
variety of expertise. The General Manager is still an active member of the BoD as its presence
ensures an in-depth knowledge of the Cambodian context.
The frequency of BoD meetings is still limited to 2 physical meetings per year, even if during 2008
they actually had one more meeting in Paris. Notwithstanding this low frequency the overall activity
of the BoD is adequate as it is supported by “virtual” meetings through exchange of emails and
phone calls. Participation and commitment of BoD members is good and the Board is widely proactive in setting long term strategies for HKL, in the design of the Business Plan and in driving the
institutional evolution.
In addition to the already existing committees within the Board such as the Assets / Liability
Committee (ALCO), the Audit Committee and the Credit Committee the Board approved in
September 2008 the creation of two new committees: the Risk Management Committee and
the Social Responsibility Committee. Moreover also the composition of the Internal Audit
Committee changed with the elimination of the Deputy General Manager and the presence of
solely BoD members and IA Manager.

6

The three new shareholders entered HKL capital paying a premium on each share. Indeed the initial nominal value of
the shares was US$ 100 while the newly subscribed shares were worth US$ 205 including a premium of US$ 105 per
share.
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The communication between the management and the BoD results adequate and effective.
Organization and structure
HKL presents a rather solid and complete organizational structure, which has been
consolidating over years. As of today HKL operates through a network of 9 provincial branches and
36 sub-branches and service posts. Since the last year HKL opened in two new operational areas:
Battambang and Khampong Chhnang.
An overall strengthening of the structure has been pursued with the creation of Units within
the different departments and the creation of some new position (such as the Assistant to
GM). Nevertheless a certain turnover has to be reported at Top Management level with the
abandoning of two crucial figures as the Finance Manager and the HR Manager (more details
about staff turnover in the following paragraph).
HKL has a very decentralized structure with branches enjoying a high degree of autonomy in terms
of loan approval and expenses decisions, fully treated as separated cost centres. Branches
prepare their own financial statements, budget and analysis of performances to be reported to the
HQ. In the last year sub-branches have been growing sensibly and in 2009 HKL expects to
upgrade to the status of branches from 5 to 6 sub-branches.
Human Resources
As of September 2008 HKL staff included 445
employees, out of which 219 are loan officers,
for a satisfactory and over time improving staff
allocation ratio equal to 49.2%.
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HKL relies on experienced and skilled top management and young and dynamic personnel.
Nonetheless there is an ongoing consolidation of skills and efforts are spent on offering adequate
training in order to strengthen the capacities of young management at the HO and of branch
managers. The HR Manager is new in HKL but counts on a similar experience in another MFI.
Despite HKL‟s quite aggressive growth of personnel the capacity of the staff is guaranteed by
consolidated training policies with internal and external plus full academic sponsorship offered
based on evaluation of training needs collected every year during the staff appraisal. KPMG
Malaysia was also hired to train HKL staff since January 2007.
Staff performance appraisal is not fully tailored for each position but uses the same format
for all. As a consequence it is being revised and by the end of 2008 HKL expects to use the new
formats.
Salaries appear to be still slightly below the market, even if the overall level of salary for field
and management staff has been increased in the last year following the market study performed in
2007. No changes have been brought to the incentive scheme which however remains very
strict on delinquency and sturdily effective. Even if, based on the information provided by the
HR manager, almost 70% of LOs can get the bonus, the amount provided is quite low and thus has
a limited impact on the motivation of staff. Staff turnover still represents an issue for HKL; most of
the time the turnover is driven by the abandoning of LOs, nevertheless it is worth noting that in
2008 two crucial management figures left: the Finance Manager and the HR Manager. As of
September 2008 turnover stands at 11% but it decreases to 9.2% if excluding the staff in
probation. For the period October 2007 – September 2008 staff turnover registers 13.7%. Exit
interviews and investigations on the staff satisfaction appear improvable as HKL counts only on a
verbal exit interview which does not allow an adequate study of the phenomenon. Notwithstanding
this the institution is aware of such issue and is already taking actions to reduce staff turnover; first
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of all reviewing the recruiting process, then reviewing the incentive scheme and finally improving
the communication between field and management staff.
Internal control and operational risk management
Since the last rating HKL worked in improving the efficiency of the work done by the Internal Audit
Department. First of all the composition of the Internal Audit Committee was reviewed in
order to guarantee full independence of the audit function. As a consequence the Internal
Audit Committee is nowadays composed by two BoD members and the Internal Audit Manager
while the GM and DGM do not participate to IAC meetings. The Committee is meeting on a
quarterly basis but continuous contact is kept with the IA Manager.
In comparison to the previous rating the Audit Department doubled in terms of staff (from 4 to 8
people) but the department seems to be still understaffed as there is no enough capacity to cover
all the visits planned at the beginning of the year. For 2009 HKL plans to decentralize the audit
function, introducing per each branch an internal auditor dealing with the follow-up of the
recommendation coming from the IA visit. Planned budget for IA for 2009 is worth US$ 50,000.
The Internal Audit system includes regular audits, follow-ups and special investigations. Regular
audits are held twice a year in each branch and mainly focus on portfolio. 24% of active clients
are to be visited during 2008 focussing on bigger loans.
Regardless of the continuous efforts in improving the internal control system, rare cases of frauds
are still occurring within HKL. These most often are due to misbehaviour of cashiers or loan
officers who are immediately fired. Indeed, even if operations in cash at branch and sub-branch
offices represent a positive competitive advantage in servicing the clients, some risks arise from
cash handling and transportation.
Accounting and external audit
After having use the service of PriceWaterCooperHouse for three years, from 2007 HKL has
contracted KPMG to perform the audit of the Financial Statements. KPMG audit was conducted in
accordance with Cambodian Standards on Auditing and International Standards on Auditing. FS
are prepared in accordance with the Cambodian Accounting Standards and guidelines issued by
the National Bank. The Company transacts its business and maintains its accounting records in
three currencies, Khmer Riels (“KHR”), United States Dollars (“US$”) and Thai Baht (“THB”). The
Company maintains its accounting records in US$, the functional and widely accepted currency in
Cambodia..
Management information system
The biggest change to be reported in the MIS in comparison to the previous report refers to the
adoption of the new Chart of Accounts, as per NBC requirements. This represents one of the
pre-requisite for savings mobilization and involved the implementation of banking model chart of
accounts.
MBWin which presents the loan tracking system integrated with the accounting software has
been further customized in terms of reporting and has been upgraded to the last available version.
Nonetheless further efforts need to be spent for the automatic production of standard NBC reports
which are currently prepared manually.
The IT Department is currently testing in Phnom Penh the VPN network with the aim of having all
branches on-line and complete availability of on-time information by year 2009. This is particularly
important in view of savings mobilization. As of today the lack of availability of updated information
represents the biggest weakness of the system.
Security policies in terms of back-ups and disaster recovery are satisfactory. Back-ups are made
daily in the branches and then a further back-up is weekly sent to the HQ. Moreover at the HQ
back-ups are made in two copies, kept in two different places. Although according to the internal
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policy, passwords have to be changed every 90 days, in the branches passwords are not changed
so often and there exists a certain distance from written policies.
HKL relies on a complete MIS manual and Users Manual which is currently being updated.
Notwithstanding the existence of a detailed Manual, there is still a limited capacity of staff to deal
with the system and so continuous support from the HQ is required. For 2009 HKL is planning to
hire 3 more people in order to sustain the growth in operations. Moreover in the medium run HKL is
planning to adopt a new banking MIS, which will best suit to the need of the future transformation
into bank.
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3. Lending and savings operations
Lending products
HKL offers savings and credit products to micro and small entrepreneurs, mainly located in rural
and peri-urban areas, for covering working capital needs in the trading and agricultural sectors.
The conditions of the products are summarized in the table below:
Even though group loans7 are available for the lower segment of population without real collateral,
individual lending is still by far the prevailing methodology. Since the last rating the credit
supply has not undergone major changes and still consists in 4 products, defined according to the
amount offered. However, the maximum loan amount for the medium and for the special loan
(issued for good repeated clients) has been increased respectively from US$ 3,000 up to
US$ 5,000 and from US$ 5,000 to 10,000. Moreover, the maximum maturity allowed for micro
loans passed from 10 to 12 months.
Overall conditions
appear to be quite
flexible and able
to adapt to the
characteristics
and needs of the
clients, such as
the introduction of
ad hoc repayment
schedule, tailored
on the effective
client‟s cash flow
and
repayment
capacity. Better
conditions
are
offered
to
repeated clients in
terms of amount
disbursed
and
interest
rate
charged.
HKL
products
diversification is
still limited, even
if
somehow
counterbalanced
by the flexibility of
the
existing
products‟
conditions. However, the institution plans to introduce new credit products, starting form 2009,
such as a small business loan, with loan size bigger than US$ 10,000, a maximum term of 24
months and interest rate to be set according to the competition. In addition, by 2010 a revolving
credit line and a housing loan product will also be launched.
Lending procedures
HKL lending policies and procedures are generally adequate and updated. Since the beginning of
2008 the newly created Credit Control Unit inside the Operations Department is in charge of

7

The groups consist of 2 to 8 members and the maximum loan size for each member must not exceed US$ 400.
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systematic monitoring the compliance of lending activity of branches and sub-branches to
procedures as well as of ensuring a regular update of credit policies.
The credit process is quick and generally in line with competitors, taking 3 days for loans that can
be approved at branch level and up to 5 days if the loan requires Head Office‟s approval. Overall
procedures appear to be simple and the customer service is particularly appreciated by clients.
The assessment of client capacity of repayment appears to be adequate and effective and it
consists of the analysis of a Business Plan, financial statements and cash flow for one
average month. Family income is also taken into consideration. Clients‟ evaluation is
strengthened by a re-assessments performed either by the leader of the sub-branch (for loan up to
US$ 3,000) and by the Branch Manager (or the Credit Unit Manager) who is supposed to reevaluate all loans bigger than US$ 3,000.
Loan approval limits are set according to the different capacities of the branches and today also
sub-branches can approve loans, up to US$ 1,000. The Branch Credit Committee is composed of
the branch manager, the Chief of Credit Unit and the accountant and in some cases can approve
loans up to US$ 5,000. No physical meeting is required for the Credit Committee but the client file
is individually assessed and approved by each person participating in the Committee and finally
approved at majority.
Disbursements and repayments are made in cash at branch and sub-branch offices. Each day the
loan officer in the sub-branch travels to the branch to deliver the cash exceeding the daily cash
limit of US$ 50. Some risks arise from cash handling and transportation, though the fact of
operating through sub-branches guarantee a proximity service for clients living in scattered and
remote areas.
During the all life of the loan, the credit officer, chief of credit unit and sporadically also the branch
manager monitor the client.
In terms of repayment policies, HKL shows flexibility, offering balloon repayments for agricultural
loans, monthly, semi-balloon and ad hoc repayment schedules for business loans. Moreover,
clients are permitted to repay in advance without any penalties.
On the other side, penalties charged in case of late repayment are quite high. This certainly
represents a strong incentive for clients to repay. Generally, procedures to recover delinquent
loans are quite effective and usually assure repayments before reaching the lengthy judiciary
process.
Collaterals and accessibility
In regards to collateral requirement, HKL, as well as its main competitors, requires land titles and
building certificates. For this, it is worth to note that in Cambodia, the use of land titles as
collateral is still ineffective due to the scarcity of land title issued by the government (only
half of the land has an ownership record) and the high cost of registration. As a consequence,
MFIs usually rely on the copy of the land certificate, which however can be used by clients for
backing parallel loans from different institutions.
Savings and other banking services
Savings product offer has not been developed since the last rating and still consists of sight and
time deposits, besides compulsory savings linked to the loan. Savers have the possibility to save in
different currencies, the US$, the Thai BATH and the Khmer REAL. HKL savings products appear
to be quite appealing in terms of interest rate offered. Nevertheless, HKL capacity to mobilize
savings is still limited. Difficulties to attract deposits for MFIs are linked to a general lack of trust
from the public and specific constraints of this institutional form (in terms of public image).
However, HKL applied in 2008 for the license for savings mobilization and it is currently studying
the possibility of introducing new savings products (such as Current Account, Corporate Deposit,
demand deposit Account, Contracted Saving and Deposits). Furthermore, starting from the
beginning of 2009 sub-branches will also be authorized to mobilize savings.
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As of September 2008, the average
balance of savings is worth US$ 24,
and the majority of deposits (71%) are
compulsory savings.
In addition to savings and credit, HKL
offers to its clients a local money
transfer service, introduced at the
beginning of 2008 to ease clients
repayments at every HKL office, paying
a transfer fee.
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4. Assets structure and quality
Assets structure
As of September 2008, HKL‟s net
Assets structure - September 2008
portfolio accounts for 93.6% of the
1,5% 1,6%
0,2%
2,0%
total assets, showing a very good
1,1%
level of concentration of resources
in the core business. The average
concentration for the period
October 2007 – September 2008
registered 89%. The share of
93,6%
portfolio has increased from
December 2007 (85.7%), but
Cash and Banks
Net Portfolio
Net Fixed Assets
remained practically constant with
Financial Investments
Accrued interest
Other Assets
respect to September 2007
(93.1%).
Liquidity stands at 1.1% as of September 2008, but including the share of financial investment
represented by savings accounts, liquid assets reach 2.2%, while it accounted for 9.8% as of
September 2007. Nonetheless, average liquidity for the period October 2007 – September
2008 registered a satisfactory 7%.
The largest share of investments is represented by savings accounts earning year on year interest
rates worth 0.5%-1.5%.The remaining part is given by a capital guarantee deposit held in the
central bank, in accordance with NBC Prakas no. B700-006 requirement for microfinance
institutions8.
Accrued interests on portfolio represent 1.6% of total assets and net fixed assets stand at 2%,
slightly decreasing from the previous periods (4.1% and 2.4% respectively as of December 2006
and December 2007).
Portfolio structure
As of September 2008 HKL’s outstanding portfolio is about US$ 28 million. Over the last years
portfolio grew at outstanding rates, registering a growth rate of 62% in 2006 of 138% during 2007,
and of 156.4% over the period October 2007-September 2008.

The share of micro-loan over the total portfolio has registered a decreasing trend over the period of
analysis, representing 29.6% of the total portfolio as of September 2008 (it was 42.8% as of
December 2006, while the medium loan (including the special loan) passed from representing
29.4% of the total outstanding in 2006 to 38.4% as of September 2008.

8

According to the Central Bank‟s Prakas no. B700-006 on “Licensing of Microfinance Institutions”, each licensed MFI
shall maintain an amount equal to 5% of its registered capital in a non-interest earning permanent account with the
Central Bank.
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This trend is also
reflected
in
the
constant increase
of
the
average
disbursed
loan
passing from US$
629 in 2006 to US$
819 over the period
October 2007-September 2008. However, the average loan size on GDP per capita has
decreased over time, due to a raise of the GDP per capita in the country. It is worth noting that in
the last few years HKL has been focussing on individual lending while keeping the group loan as
an additional product. Moreover the institution defines big loans as loans bigger than US$ 5,000
(increasing the value from US$ 3,000) and requires to keep this kind of loans below the threshold
of 10% of portfolio.
Active borrowers grew by 102% during 2007 and by 74% over the period October 2007-September
2008. In particular, the share of women, representing as of September 2008 78.3% of active
borrowers, has also showed a positive trend.
HKL presents a good distribution of portfolio among its 3 products. The medium loan (also
including the “special loans” of higher amount granted to clients with a good credit history with
HKL) represents the bulk of portfolio in amount, accounting for 38.4% as of September 2008. At
the same time medium loan borrowers represent only 9.2% of total active borrowers, while the
majority is still represented by clients receiving a micro-loan (from US$ 50 to US$ 1,000), whose
share is worth of 72.2% (even though slightly decreasing from December 2006, when micro
borrowers were 81%). The share of special loans stands at 8.3% (and only 0.9% of active
borrowers), consistently with an internal rule to keep them below 10% of the outstanding portfolio.
Since the last rating no significant changes have been brought in the calculation of the drop-out
rate. HKL monitor retention rate on a monthly base defining as dropping clients all the clients who
leave and do not take a new loan within one month. This, together with some other shortcomings
of the MIS - which registers as new clients even the existing clients who started borrowing in
another currency as well as clients passing from the sub-branch to the branch - distorts the final
results.
Overall, the distribution of portfolio is fairly balanced across branches, with the biggest
branch being Siem Reap (managing 21.2% of total portfolio). All branches show an excellent
portfolio quality. The highest value of the PAR 30 has been registered by Banteay Meanchey, on
the border with Thailand, located in an economically dynamic area, but exposed to riskier activities
and clients and stands at 0.41% as of September 2008, having noticeably improved its portfolio
quality over the last 2 years (the PAR 30 was 2.55% as of December 2006).
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HKL presents a good diversification in terms of financed sector, with 34.4% of total portfolio
invested in trading activities, followed by agriculture accounting for 24.6%. The share of trade has
progressively decreased since the last rating (it accounted for almost half of the portfolio) leaving
space to a sound increase of the agricultural portfolio, which as of December 2006 represented
only 12.9% of the outstanding. The percentage of portfolio invested in non productive purposes
(consumer loans) has registered an increase since the last rating, passing from 10% to 16.6%.
The distribution of delinquency does not reveal any concentration of the risk in a particular
sector.

37.4% of total
portfolio
(and
75.3% of loans)
has a maturity of
6 to 12 months,
while
the
remaining part is
represented
by
long term credits
(12
to
24
months). The risk
is concentrated in the brackets 6-12 and 12-18 months (with a PAR 1 worth of 0.28% and 0.31%
respectively). Short term loans up to 6 month represent less than 1 % of the portfolio.
Loan portfolio quality
As of September 2008, HKL shows an excellent portfolio quality, with a PAR > 30 days worth
0.11% and a PAR > 1 day of 0.22%, as of September 2008. Portfolio quality has registered a
continuous decreasing trend, with a PAR30 passing from 0.58% as of December 2006 to 0.21% as
of December 2007.
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This level of portfolio quality is the result of a strict policy of the institution, which includes the fact
that loan officers gain their bonus only with a zero PAR 30. The steady decrease of the write off
ratio, passing from 0.64% in 2006 to 0.22% during 2007 confirms the excellent portfolio quality.
With a 532% risk coverage ratio, the institution confirms its prudential approach. HKL does not
restructure nor refinance loans.
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5. Financial structure and ALM
Over the last years HKL has been consolidating
its financial structure, on the one side from time
to time increasing its sources of funds and on the
other hand capitalizing, in order to keep at
adequate levels its financial leverage and its
capital adequacy. As shown in the graph during
2007 liabilities grew at very important rates
(+205.3%), mining the solvency ratio and pushing
down capital adequacy – according to
MicroFinanza Rating formula - to 18.2% (as of
September 2008). To cope with this HKL
increased its equity in 2008 till finally registering a
satisfactory ratio of 23% as of September 2008.
As per NBC formula the CAR (on risk weighted assets) resulted to be insufficient as below the limit
of 15% fixed by the regulator (12%) at the end of 2007 while it was brought up to a satisfactory
18.72% as of September 2008.
At the same time financial leverage reached its peak level in 2007, registering 4.48 then
diminishing to a more acceptable 3.36 as of September 2008.
Nowadays savings represent a minor component of HKL financial structure; nevertheless with the
expected license (to be obtained in 2009) its share over total liabilities will gradually rise and HKL
should be able to use savings as an alternative and cheaper source of funds.
Liabilities and equity structure
As of September 2008 total liabilities are worth US$ 23ml representing 77% of total liabilities
and equity. The weight of liabilities has been increasing since the last year, with a peak of 82% in
year 2007. HKL liabilities structure is still unbalanced towards long term loans (75%) while
most probably short term loans as well as savings will gain a rising share over the coming years.
Throughout its life HKL has been consolidating
its capacity to attract and to deal with foreign
investors, counting as of today with 15 different
lenders, some of which are at the same time
equity investors. Beside this it is important to
note that in 2008 HKL also accessed – for the
first time – to a local bank, ACLEDA, which
provided a credit line of US$ 500,000. The
commercial nature of all HKL‟s liabilities is
confirmed by the ever increasing trend of the
cost of funds; in the last periods it grew from
9.1% of 2007 to 10.2 of September 2008.
In general financial needs are assessed and discussed within the ALCO Committee –
composed by the GM, DGM, Operations and Finance Manager (and occasionally also with the
participation of a BoD member). Even if the ALCO is focussing mostly on the management of
funds and only marginally monitoring financial risks, a certain analysis of the two main risks
affecting the institution is undertaken. In particular efforts are ongoing in order to negotiate funds in
different currencies (especially both Riels and Thai Bath) thus reducing the exposure to currency
risk and at the same time in order to negotiate funds at fixed rate thus avoiding a higher exposure
to interest rate risk (more details in the paragraph below).
HKL, as many other Cambodian MFIs, applied in 2008 for the license for savings mobilization and
is currently taking the steps needed in order to get ready for the collection of deposits. So far the
capacity to mobilize savings has been limited, also due to the poorly perceived institutional image.
In fact to strengthen its image HKL is planning to re-brand during 2009(changing both the name
and the logo) aiming at being more visible for a wider spectrum of clients and potential clients.
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Deposits has maintained a stable level of 5-6% of total funding liabilities over the last three
years but are expected to increase their weight in the coming periods.
According to the plans HKL importantly increased its equity during the first semester of 2008,
thanks to the entrance in the shareholders structure of 3 new equity investors. Indeed in March
2008 Triple Jump, Norfund and OikoCredit entered the capital with respective shares of 15%,
15% and OikoCredit becoming an influent shareholder with 20% of the total shares. For the period
October 2007 – September 2008 equity registered a growth rate of 191.9% (increasing form the
51% of year 2007) mainly fed by the increase of paid-in capital.
The composition of equity changed in
comparison to the previous rating, having
nowadays a bigger share of paid-in capital
versus retained earnings and reserves while
only 10% is given by quasi capital (provided
by the HK NGO). Certainly HKL maintained
over year an excellent profitability which
allows retain earnings to be 27.2% of equity.
Given
the
profitability
achieved
and
consolidated results HKL started to distribute
dividends to its shareholders, in the measure
of 20% of the net income.
In the last year HKL has overcome the uncertainties about the ownership structure, choosing the
enlarged equity base with international shareholders gradually acquiring influencing shares of the
capital. Indeed the ownership structure radically changed compared to the previous rating having
now two influent shareholders, the local HK NGO and OikoCredit. The structure will possibly
change again in the future as further capitalization through injection of fresh capital is
expected for 2009 and subsequent years. For 2009 the institution already agreed for a US$ 5 ml
increase, to be subscribed totally by the existing shareholders while a possible further opening to
new shareholder may occur from 2010. HKL already received various offers of equity investments
from international actors (namely IFC, ADB and Developing World Market) but no immediate
investments will be done in 2009. According to HKL Business Plan, equity is projected to reach
almost US$ 30 ml by 2010 in order to be able to meet the minimum capital requirement for
bank transformation, being partially covered by retained earnings and partially by paid-in.
Moreover it is worth mentioning that IFC offers a specific support in terms of technical assistance
and cost sharing for the MFIs willing to transform into bank.
Assets and Liabilities Management
With the formal establishment of a Risk Committee9 (approved in September 2008) HKL aimed at
an overall strengthening of its financial management which is still limited. Indeed the first function
of the ALCO Committee refers to management of funds whereas the financial analysis is mostly
driven by the request of the National Bank. At the moment a set of reports on liquidity risk,
solvency and foreign currency position are regularly produced and ratios are monitored, in
compliance with the NBC regulation. Nevertheless, given the important growth realized by the
institution in the last years and its planned evolution, HKL will need to strengthen and complete
tools and reporting for financial risk management (especially in regards to financial mismatch).
The above mentioned ALCO Committee is also constantly monitoring HKL currency exposure
risk, as defined by the NBC. As of September 2008 according to the NBC formula HKL presents
a net position in KHR of 24.83% on equity, slightly above the limit of 20% set by the regulator.
Indeed, as shown in the table HKL has most of its assets and liabilities in US$, which is considered
its functional currency. It is worth noting that comparing to the previous rating, nowadays equity is
registered in US$. This creates minor long positions in Thai Bath and Riels worth respectively
9

The Risk Committee will be composed by the GM, GM Assistant, Operations and Finance Manager plus a BoD
member.
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– according to MicroFinanza
Rating formula - 0.8% and
3.8% of total assets and
3.5% and 16.5% of equity10.
The institution is aware of
such
mismatch
and
is
successfully negotiating with
investors loans in different
currencies in order to reduce
the exposure to currency risk.
Currently
OikoCredit,
Developing World Market
and
Triple
Jump
are
providing
loans
in
currencies different than
the Dollar.
With an average residual maturity of portfolio of about 12 months and a weighted residual maturity
of liabilities of 30 months HKL results to be faintly exposed to maturity risk. This is further
confirmed by the current ratio that, even if decreasing, registered 5.11 for year 2007 and 2.98 as of
September 2008.
At branch level there exists weekly cash flow statements and monthly the HQ is consolidating and
analyzing the cash flow for the whole structure to determine transfers among branches or the need
of extra liquidity.
Although HKL is for the moment complying with the liquidity ratio required by the NBC the present
liquidity management system still presents some weaknesses, that may be considered
significant once the savings mobilization will be in place. Indeed, whereas the fact of
accepting prepayments of portfolio without charging any penalty represents a strong competitive
advantage for the institution, at the same time it complicates the continuous and efficient
monitoring of cash flows. Over years liquidity has been maintained at rather low level with cash
and bank representing roughly 1% of total assets. Nevertheless including short term financial
investments and the accounts held with the NBC average liquidity for the period October 2007 –
September 2008 stands at a satisfactory 7%. It is worth noting that at the time of the visit
(beginning of October) HKL was suffering from a shortage of funds caused by the delay in the
disbursement of funds along with the international financial crisis. A potential shortage of funds
could then undermine the projected growth of the institution.
Since the last rating HKL has been reducing its exposure to interest rate risk, mainly
accessing loans with fixed rates. Whereas at the time of previous assessment HKL had 30% of
borrowed funds at variable rates, as of September 2008 91% of liabilities bears fixed rate. The
institutional strategy aims at obtaining funds at fixed rate in order not to incur in the interest rate
risk. Undoubtedly this could mean a higher passive interest rates charged by investors. Even if
active interest rates are expected to decrease – due to increasing competition - given the wide
margin between active and passive interest rate there is no relevant risk.

10

Minor differences in respect to the NBC calculation exist due to the registration of off balance sheet items (such as
accrued interests) and the exchange rate used.
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6. Financial and operational results
Since the last rating HKL has been
continuously
consolidating
its
performances, reaching very satisfactory
results in terms of profitability and
sustainability. For the period October
2007 – September 2008 ROE and ROA
achieved 31% and 6.2%, growing from
27.1% and 5.6% of 2007 and thus
confirming the strong upward trend of its
performances. OSS reached interesting
levels, being 140% for the period October
2007 – September 2008.
The main driver behind the increased profitability is the strong growth of portfolio that
registered rates over 100% for 2007 and also for the period October 2007 – September 2008. On
the other side while having had an important growth path till 2007, the financial leverage dropped
in 2008 to more acceptable levels thanks to the inflow of fresh funds into the capital.
At the same time the dynamic of the different costs and revenues components reflects the
maturation of the institution towards a more commercial financial structure and relevant increase in
scale and efficiency.
HKL is fully sustainable also in term of
adjusted results: AROE and AROA
stands at 13.5% and 3% for the period
October 2007 – September 2008 while
FSS reached during the same period
121%. Adjusted results are to some
extent affected by the increasing levels of
inflation.
As far as efficiency and productivity are
concerned,
after
having
achieved
important results in the last few years
HKL is now maintaining such positive
results. Operating expense ratio stands
at a stable and remarkable 13.3% (for the period October 2007 – September 2008), marking an
important positive evolution in comparison to year 2006 when it was 19.9%. This demonstrates that
HKL achieved important economies of scale and is now benefiting from it. At the same time
productivity maintained satisfactory levels: for the latest period of analysis LOs productivity in terms
of number of borrowers stands at 185 clients and in terms of volume of portfolio at US$ 128,000.
Staff productivity on the other side increased sensibly with 91 borrowers and roughly US$ 63,000
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for the period October 2007 – September 2008 (compared to the 68 clients and US$ 35,000 of
2006). Indeed staff allocation has followed an upward trend during the last years till reaching
almost 50% as of September 2008.
The strong commercial orientation of HKL is confirmed by the evolution of the funding expense
ratio, from year to year increasing their weight in HKL cost structure. For the period October 2007 –
September 2008 the average cost of funds over portfolio reached 8.9% - from 6.5% of 2007 and
5.9% of 2006. On the other hand the excellent portfolio quality allows the institution to keep at very
low level the provision expense ratio (0.3% for the last period of analysis and 0.7% for year 2007).
After the drop of 2007 portfolio yield recovered a part of its revenues and reached again the
threshold of 30% registering 30.7%
for the period October 2007 –
September 2008. Margins are still
wide with a positive spread of 8
percentage points which however
diminishes to 4.75% when including a
provision for inflation. Nevertheless
this operating margin allows the
institution to face possible decrease
in interest rates (due to the rising
competition in the market) and
potential raises in costs (due to the
worldwide financial crisis).
Present performances of the institution reflects a sound and consolidated structure. Nevertheless
further improvements may be linked to the increase and consolidation of staff productivity and a
further improvement of efficiency, even if possible downward pressure on interest rates, the future
costs related to saving collection and the increasing funding expenses can have a negative effect
on profitability.
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7. Strategic objectives and financial needs
General guidelines for future evolution
The main features of the projected institutional, operational and financial evolution of HKL are
disclosed in the Draft of the Five Year Business Plan 2009-2013, updated as of October 2008
and not approved yet by the Board. The Business Planning activity is carried out with a
participative approach that involves from staff at field level and branch managers to the BoD.
So far HKL greatly overachieved planned results and performances set in its strategic
document, especially in terms of growth of financial and portfolio indicators.
The Business Plan is rather complete and detailed in describing HKL future steps toward the
planned evolution and contains a comprehensive analysis of the external sector. Although
focussing on the consolidation of HKL operations and for 2009 on the mobilization of savings,
the BP document also present the expected bank transformation, planned for year 2013.
Financial projections included in the Business Plan are direct responsibility of the Deputy General
Manager and are developed according only to one scenario.
The main strategic objectives for 2009 are the followings:
- to further capitalize with additional US$ 5 millions, covered by existing shareholders;
- to grow 100% in portfolio serving the same target clientele while improving the quality
of services offered;
- to open 4 new branches (in new Provinces: Takeo, Kamponspeu, Prey Veng and Svay
Rieng) and to upgrade 10 existing sub-branches to branches;
- to strengthened trainings to staff and improve the recruitment process in order to
improve staff retention and increase quality of staff;
- to obtain by the end of year the licence for savings mobilization and thus promote
HKL‟s image for the attraction of savers;
- to maintain an excellent portfolio quality with a PAR >1 of maximum 1% and to
control operating expenses;
- to re-brand the institution most probably changing both the logo and the name of the
company11.
Moreover in the medium-long run HKL is planning to change the MIS, seeking for s system that
satisfies all the needs of a bank.
The following table synthesizes the main results reported in HKL ‘s financial projections:

As resulted from a thorough and comprehensive interactions among branches, each one
responsible for the preparation of its budget projection of next year, and from the judgement of the
11

HKL in Khmer means to help and support farmers but the idea is to broaden the definition of the clientele, not
focussing exclusively on farmers.
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Board, HKL portfolio growth is planned to maintain the very important rate of the last years and is
planned for 2009 at 100%. For 2010 the growth rate will be sustained (+65%) while starting from
2011 it will decelerate to 30% a year. As a consequence outstanding portfolio will reach US$ 64
millions by the end of 2009. Nonetheless a possible slow down of the growth could occur as a
consequence of the worldwide financial crisis. Indeed, so far HKL has some contracts already
signed with lenders but possible delays in the delivery of the funds and decrease of amounts could
happen (as it happened between September and October when HKL suffered from shortage of
funds).
Borrowers will also growth at important rates during the coming year, aiming at surpassing 200,000
borrowers by 2013. Along with the continuous increase of financing HKL is planning to capitalize
more and more with the objective of keeping a stable financial leverage at around 3-4. At the
same time equity will widely exceed the US$ 31 ml which is the minimum capital requirement for
the bank transformation. The institution - which expects to receive the license for savings
mobilization by year 2009 - is planning to push strongly the development of savings in the same
year, what may not be achievable. Nonetheless for the following years the development plan for
savings appears adequate.
Although in the past financial projections were elaborated according to 3 different scenarios and
also with a sort of sensitivity analysis (on interest rate) for 2008 they have been developed only
according to one scenario and no sensitivity analysis was performed.
Financial needs
The financial needs necessary to sustain the planned growth for 2009 are worth US$ 25 ml,
out of which US$ 5ml will come from equity and the other US$ 20ml from lenders.
As far as equity increase is concerned it is worth noting that the US$ 5 ml will be covered entirely
by existing shareholders. Although the possibility to have new shareholders within the ownership
structure has been discussed within BoD members as offers already exist from various
international actors (such as IFC, ADB and DWM) it is not clear yet if there will be a further opening
of the capital in 2009 or lately in 2010.
On the other hand, in regards to its financing HKL already relies on some signed contracts with
Incofin and Developing World Market while is negotiating with a set of existing and new lenders. In
general HKL is discussing with lenders about the opportunity of receiving funds in different
currencies, US$, Thai Bath and Riels and prefers fixed rate in order to better manage currency and
interest rate risk. Even if a certain degree of uncertainties is linked to the future evolution of the
financial market and expectations are still unclear on the consequences of the worldwide financial
crisis, HKL demonstrated so far its capacity to reach positive performances and to meet
timely obligations with its lenders.
For 2009 savings are not yet considered a relevant source of financing as the licence is expected
to be issued not before mid-end of 2009. Certainly in the future savings will represent an
alternative for cheaper and quicker financing of portfolio.
Continuous efforts for capitalization are spent on the one side to guarantee an adequate capital
adequacy ratio (as it was below the limit accepted by the NBC for year 2007) and on the other
hand in view of future bank transformation. Indeed, the new regulation on banks increased the
minimum capital requirement for banks from US$ 13 ml to US$ 31 ml.
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8. Details of the risk factors and final opinion
According to our analysis, the main risk factors of HKL are the following:
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Annex 1 - Financial statements
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Annex 2 - Financial statement adjustments
The financial statements in Annex 1 are the result of standard reclassification of audited
financial statements. They are expressed in US Dollars (US$) being the Dollar the functional
currency of the institution.
Financial statements have been adjusted by Microfinanza Rating to allow a comparison with
other institutions which use a different logic of presentation of the information and to evaluate the
level of sustainability of the institution with market conditions.
The main adjustments normally are:
 adjustment for the accrued interest on delinquent loans
 elimination of subsidies (donations in kind12 and soft loans13)
 provisions are calculated with a standard formula14
 adjustments for inflation
 adjustments for write-off15
The biggest adjustment affecting the institution is the inflation adjustment (calculated on the
inflation in US$, being it the functional currency of HKL). The effect of this adjustment reduces the
net income in the periods.

12

Donations in kind are valorized and added to operational expenses.
In the income statement it is registered the value of the difference between financial costs of the institutions and
financial cost evaluated at the market rate. In particular, in the case of loans in local currency, it is considered 75% of the
average lending rate in the national market (IFS Line 60P). In the case of loans denominated in foreign currencies (US$
and Euro), it is considered the average value of LIBOR 1 year plus 3%.
14
Provisions are calculated according to the following formula:
Portfolio:
1-30 days
10%
Restructured loans
0-30 days
50%
31-60 days
30%
>30 days
100%
61-90 days
50%
>90 days
100%
15
Loans past due more than 180 days are written-off.
13
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Annex 4 - Definitions

Profitability

Portfolio
quality

Efficiency
and
productivity

Financial
management

Outreach

Description of the ratio

Formula

Return on equity (ROE)

Net income before donations / Average equity

Adjusted return on equity (AROE)

Adjusted net income before donations / Average equity

Return on assets (ROA)

Net income before donations / Average assets

Adjusted return on assets (AROA)

Adjusted net income before donations / Average assets

Operational self-sufficiency (OSS)

(Financial revenue + Other operating revenue) / (Financial
expenses + Loan loss provision expenses + Operating expenses).

Financial self-sufficiency (FSS)

(Adjusted financial revenue + Other operating revenue) / (Adjusted
financial expenses + Adjusted loan loss provision expenses +
Adjusted operating expenses)

Profit margin

Net operating income / operating revenue

Portfolio at Risk (PAR30)

Portfolio at Risk > 30/ Gross portfolio

Provision expense ratio

Loan loss provision expenses / Average gross portfolio

Loan loss reserve ratio

Accumulated reserve / Gross portfolio

Risk coverage ratio (>30 days)

Accumulated reserve / Portfolio at risk >30 days

Write-off ratio

Write-off of loans / Average gross portfolio

Staff allocation ratio

Loan officers / Total staff

Loan officer productivity – Borrowers

Number of active borrowers / Number of loan officer

Loan officer productivity – Amount

Gross portfolio / Number of loan officer

Staff productivity – Borrowers

Number of active borrowers/ Number of staff

Staff productivity – Amount

Gross portfolio / Number of staff

Operating expenses ratio

Operating expenses / Average gross portfolio

Cost per borrower

Operating expenses / Number of borrowers

Administrative expenses ratio

Administrative expenses / Average gross portfolio

Personnel expenses ratio

Personnel expenses / Average gross portfolio

Portfolio Yield (gross portfolio)

Interest income from portfolio / Average gross or net portfolio

Cost of fund ratio

Interest expenses on funding liabilities / Period average funding
liabilities

Funding expense ratio

Interests and fee expenses on funding liabilities / Average gross
portfolio

Current ratio

Short term assets / Short term liabilities

Debt/Equity ratio

Liabilities / Equity

Capital adequacy ratio

Total equity / Total assets

Average disbursed loan size

Amount issued in the period / Number of issued loans

Average disbursed loan size on per-capita GDP

Average disbursed loan size / Per-capita GDP

Other definitions:
Funding liabilities: Liabilities that finance the loan portfolio and the cash investments necessary to manage the loan
portfolio
Operating expenses: Personnel expenses + Administrative expenses
Recovery from write-off ratio: Income from write-off (payments received from loan already written-off) / Average gross
portfolio
Restructuring of delinquent loans: includes rescheduling loans (extending the term of the loan or relaxing the schedule of
required payments) and refinancing loans (paying off a problem loan by issuing a new loan).
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Annex 5 - Guidelines of reporting and accounting
Financial statements
From 2007 HKL‟s financial statements are audited by the Cambodian affiliate of KPMG and reflect the IFRS
standards.

Loan loss provision and write-off
HKL is following the standard classification of
loans according to NBC‟s Directive (Prakas)
No. B-02-186 dated 13 September 2002 on
loan classifications and provisions which
includes 4 category: standard, sub-standard;
doubtful loans and loan losses. The
provisioning differs depending on the aging
of arrears but also taking into consideration
the duration of the loan. Loans are classified
as losses, when short term loans are overdue more than 90 days past due and long term loans more than
360 days.
HKL writes off loans entirely matured, that have been provisioned 100% and checked by the internal auditor,
based on the decision of the Board of Director. Loans that have been written off are tracked separately on a
write-off list and remains under the responsibility of the loan officer for its recovering.
HKL does not allow restructuring of loans.

Insider loans
Senior Managers and all heads of Departments – who have been working in HKL at least for one year - are
entitled to apply for loan with the purposes of purchasing assets, decorate home, paying school fee and
family expenses. The maximum amount is calculated as 50% of monthly net income X 12 months X 2
years. All loans to management must be approved by Board of Directors. The maximum loan term is 36
months or three years with an interest rate between 10% and 12% p.a according to the market rate and the
approval of Board of Directors. The borrower must pledge collaterals to secure the loan amount granted. All
HKL‟s staff from the lowest position up to top position are entitled to apply for loan in the maximum amount
of 9 times the gross salary. All loans to staff must be recommended by his/her manager/ relevant Head of
Department/Branch Manager, and then approved by HO Credit Committee. The maximum tenor is 36
months or three years with an interest rate is 1.30% p.m .

Donations
HKL received donations mainly from the Asian Development Bank, MAF and other national and international
donors. Support from donor ended in 2006 and no further donations are expecting for the coming years.
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Details of funding liabilities
The debt position of the institution, as of September 2008, is detailed in the following tables.
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Annex 6 - Rating Scale
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