
  EXECUTIVE SUMMARY 
 

MicroFinanza Rating Srl 
Corso Sempione, 65 
20149 Milan – Italy 
Tel: +39-02-3656.501939 
info@microfinanzarating.com – www.microfinanzarating.com 

Hattha Kaksekar Limited (HKL) 
# 606, Street 271, Sangkat Phar Deum Tkouv,  
Khan Chamkamorn, Phnom Pehn - Cambodia 

Tel.: +855-23-994304   
info@hkl.com.kh  - www.hkl.com.kh  

 

 

Hattha Kaksekar Limited (HKL) – Cambodia 
 

 

Hattha Kaksekar Limited (HKL) HKL is a non-banking financial institution legally operating in Cambodia according to the mandate 
received by the National Bank of Cambodia (NBC) in 2001 and subsequently upgraded with the saving license obtained in early 2010. 
As of December 2010, there are 8 shareholders out of which 2 are international microfinance-specialized investors (Oikocredit and 
Triple Jump). HKL was established to serve low income population, with a specific focus on women and rural areas. 

 

 
 

 
 
 
 
 

 

RATING RATIONALE 

 
FINANCIAL ANALYSIS 

AND CAPITAL 

ADEQUACY 

 HKL shows good and increasing performance results after having experienced a drop in 2009 
due to the global economic turmoil. In 2010 the institution has demonstrated a sound pattern 
of portfolio growth coupled with an improved portfolio quality, even though some portfolio 
concentration is still present. Overall performance has however slightly declined if compared to 
the results achieved in 2007-2008. In order to ensure the expected growth for 2011 and 2012, 
the institution needs to boost the capital to maintain the CAR above the regulatory 
requirements. Within this perspective, HKL has already put in place a strategy through fresh 
capital injection and contracted subordinated debts.  

 
GOVERNANCE, RISK 

MANAGEMENT AND 

QUALITATIVE RISK 

ANALYSIS 

 The institution relies on good ownership structure and on qualified BoD with a sound 
experience in microfinance. Top management team is skilled, while the organizational structure 
and HR management represent crucial areas that need to be strengthened to support the 
planned expansion, the product development and the saving mobilization plans. Financial risk 
management is also an area for improvement considering the increasing sophistication of the 
funding structure and the ALM. The risk of client over-indebtedness, partly due to a high 
competition, remains relevant in the whole sector and is exacerbated by the lack of a Credit 
Bureau. 

 

  

 

 

FINAL RATING A- 
   

OUTLOOK Stable 

Date Rating Committee  : May 2
nd

 2011 
  

Validity  :  1 year if no relevant changes in operations or within 
the operational context occur. 

  

Previous Rating : MicroFinanza Rating (2008):  A 
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AREA Risk Factors Relevance* Key Points Risk Mitigation

Room for improvement in 

the risk management 

system

Medium

Risks are overall identified while 

monitoring and control are areas 

of improvement, especially within 

the financial risk management. 

ALM policies and procedures not 

fully detailed.

The institution has hired an 

external consultant to coach 

the risk management 

department.

Shortcomings in the MIS Medium

The branches data consolidation 

is time consuming. The software 

does not present the 

multicurrency facility. 

Shortcomings in reporting.

The Institution has just started 

the the process of installing a 

new software.

Shortcomings in the 

assessment of the client 

repayment capacity

Medium-low

Assessment of clients do not 

include a cost structure on the 

clients business plan. The 

analysis on the agriculture loans 

is the same of other loans.

Loan officers and Chief Credit 

Unit together BMs visit often 

the clients.

Limited diversification of 

services
Medium-low

Products still do not bear a cross-

selling approach as well as a 

consolidated package for the 

customer, in view of 

differentiating the spectrum offer 

from competitors.

Good flexibility of credit 

products

Concentration of cash and 

deposits in one bank
Medium-Low

54% of the total cash and deposits 

is placed at ACLEDA bank

Good reputation of ACLEDA 

bank, which has a capillary 

presence in HKL area of 

operations.

High client drop-out ratio Medium-low

Client drop-out is high and seems 

to be due for a limited share to 

competition. The accuracy of the 

drop-out formula presents scope 

for improvement

The client drop-out ratio is 

tracked by HKL and the reasons 

are analysed at branch and 

aggregate level

Portfolio concentration in 

higher loan amounts
Medium

concentration of 14.3% of the 

total gross portfolio (above US$ 

5,000) in 1.7% of the total number 

of borrowers

Maximum portfolio share 

policy: 10% for US$10,000-

US$20,000, 5% for >US$ 20,000

Lack of collateral 

diversification
Medium

The entire portfolio is backed by 

land and house collateral

There are legal constraints to 

recognize movable properties 

as collateral.

Portfolio concentration in 

US$
Medium-low

More than 80% of the portfolio is 

concentrated in US$, creating a 

credit risk if the borrower cash 

flow is in a different currency

Widespread use of the US$ in 

the Cambodian economy

Small loan product bear the 

higher credit risk
Medium-low

Small loans show a lower portfolio 

quality in 2009 and 2010, possibly 

entailing a higher credit risk due 

to the strategy

Maximum portfolio share 

policy for small loans (US$ 

2,500-10,000) set at 50% 

* Relevance refers to the damage/loss brought about by negative events (associated to each risk factor) and to the probability 

that damage/loss eventually occurs.

3. Assets 

Structure 

Quality

2. Governance, 

Organization 

and 

Operational 

Risk
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       Head Office 
       Branches (see chapter 3 for details) 

 
 
 

STRENGTHS 
 

OPPORTUNITIES 
 Ownership structure and governance 
 Growing expertise of the management team 
 Large branch network 
 Portfolio quality 
 Capacity to attract funding 
 Profitability and sustainability 

  Credit Bureau implementation 
 Unmet demand in the rural areas 
 Good demand from SME excluded from the 

banking sector 
 Saving mobilization  
 Recovery of the national economy  
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Benchmarking 1 
 

  

 

  

 

  

 
 

HKL Cambodia

NBFI

Bank

Individual

Cambodia

Asia Large (Scale)

Borrowers per Staff Member

  

 

                                                 
1 All figures of peer groups are referred to the MicroBanking Bulletin (MBB) and to the Microfinance Information Exchange (MIX) as of December 
2009. The ratios of the rated MFI indicated here do not fully correspond to the ratios presented in the report as they are calculated according to the 
MBB methodology. 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 Context and MFI positioning 
 

Name of the MFI Hattha Kaksekar Limited (HKL) 

Legal Form Limited Liability Company 

Client typology  Micro, small and medium businesses   

Year of inception 1996 as NGO and transformed in 2001 in LLC 

Ownership See Chapter 2 

Audit Company KPMG (2008 - 2009) ; PricewaterhouseCoopers (Cambodia) Limited (2010) 

Rating Agency MicroFinanza Rating 2007; 2008 

Regulator / Supervisor National Bank Cambodia (NBC) 

Networks of reference Cambodia Microfinance Association (CMA) 

Area of Intervention Rural, peri-urban and urban clients 

Credit Methodology Individual lending 

 

1.1 Institutional 
Background 

 HKL is a non-banking financial institution
2
 legally operating in Cambodia according to 

the mandate received by the National Bank of Cambodia (NBC) in 2001 and 
subsequently, upgraded through the saving license obtained in early 2010.  

HKL is operating in 15 provinces through a network of 29 branches, 15 sub-branches 
and 34 service posts and its lending activity is manly devoted into the agriculture 
sector. The institution has been focusing on the upper low income population 
immediately above the low end market segment (mostly served with group loans) 
with a constant increase in the average disbursed loan size. Within this perspective, 
HKL offers individual loans defined as micro, small, medium and large credits, with the 
latter representing the intention of the institution to gradually cover also the SME 
market. As of December 2010 HKL’s outreach counts almost 48,000 active clients and 
active portfolio equal to US$ 44.3 M. Scaling up of operations has been enabled 
through both sound capitalization and attraction of borrowings from several 
international lending providers. 

  

 

1.2 Country Risk: 
Political and 
Macroeconomic 
Context 

 After the 2008 general elections, the ruling Cambodian People’s Party (CPP) confirmed 
its leading role in both central and local government with about 75% of total votes. CPP 
led by the prime minister, Hun Sen, will remain politically dominant over the 2011-12 
forecast periods according to the EIU. Since taking full power over Cambodian affairs in 
1998, the country's economy has grown  at a remarkable rate despite outcries of 
corruption. 

Macro-economic performance recovered in 2010 after the serious setback in 2009 
driven by poor exports of garments, smaller tourism receipts and weak inflow of FDI.  

 

  

                                                 
2
 HKL was established in 1996 as an NGO thanks to the initial support of OCSD/OXFAM from Canada. HK NGO started its 

microfinance program in the Pursat province.  
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A rebound in tourism, cloth exports coupled with growth in agriculture contributed to a 
positive GDP growth of 6% in 2010. Industry (garment sector) played an important role 
in 2010, expanding by an estimated 11.6% (it had contracted in 2009). Tourism and 
agriculture followed with an increase respectively equal to 4.3% and 4.2%. 

Bank lending to the private sector notably increased from 6.5% year on year at end-
2009 to 27% in 2010, in line with the good economic performance. The riel appreciated 
by 1.4% against the US dollar over 2010. 

In line with the recovery in domestic demand, inflation in 2010 averaged 4.0%, 
registering an increase vis-à-vis the low inflation levels in 2009.  30% of the population 
lived in poverty in 2007, with the majority of the poor and vulnerable living in rural 
areas. There are indications that poverty has increased since 2007 as a result of sharply 
higher food prices in 2008 and the economic slowdown in 2009. A social protection 
strategy is expected to be launched this year, including programs such as free health 
care for the poor and the pilot testing of conditional cash. 

Forecasts for 2011 are positive and consolidating the 2010 figures. GDP is projected to 
expand by 6.5% in 2011 and 6.8% in 2012. Growth in industry is projected at 10.8% in 
2011, while construction by 3%. Offshore oil and gas production are planned to impact 
the GDP in 2012. Growth in services is expected to increase up to 5% in 2011. 

Increase in prices will be triggered by the strengthening of domestic demand, generally 
expansionary fiscal policy, and higher global prices for food and fuel. Inflation is 
estimated to stand at 5.5% in 2011. 

The high degree of dollarization of the economy (amounting to as much as 95% of 
currency in circulation) limits the effectiveness of monetary policy, which most likely 
should be tightened in response to the inflationary pressure. 

Unexpected global economic weakness or sudden increase in oil prices could negatively 
impact on Cambodia’s tourism and clothing exports and push up inflation. Tourism 
could also be affected by conflict on the border with Thailand. 

 

1.3 Industry Risk: 
Financial System 
and Microfinance 
Sector 

 Microfinance in Cambodia began in the early 1990s with NGOs as first provider of 
microcredit to fill the gaps left by the banking sector. 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 2010, there are 20 MFIs operating under licenses from the National 
Bank of Cambodia (NBC) with operations in all 24 provinces of Cambodia. Cambodia 
Microfinance Association (CMA) regularly collects figures of 24 members. Overall, the 
Cambodian MF sector in Cambodia reached 1,217,371 borrowers with a total loan 
portfolio of US$ 648 million. The sector also serves 893,174 savers, registering a 22% 
growth compared to 2009. 79% of savers are clients of ACLEDA Bank Plc., which has 
also the largest market share in the microfinance sector (34%). In terms of number of 
borrowers, as of December 2010 three institutions have reached more than 200,000 
borrowers (AMK, ACLEDA and AMRET) and two more than 100,000 (PRASAC and 
VisionFund). 

ACLEDA Bank Plc. has nearly US$ 160 million 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.  

After having registered a modest growth pace in 2009, microfinance portfolio has 
recovered good levels passing from an increase of 12% y-o-y in 2009 to a more solid 
growth of 32% in 2010 even though lower than the one registered in 2008 (61%). 
Similarly, portfolio quality improved passing from a 4%-5% in 2009 to 1% in 2010. 
Alongside the increase of portfolio quality, the risk of over-indebtedness has become 
an issue with a phenomenon of multiple borrowings detected by MFIs. Cambodian 
practitioners stated a range between 10 and 30% of multiple borrowings in the areas 
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of operations. According to the data collected by the CMA, 8 provinces out of 24 have 
more than 9 lending providers (excluded ACLEDA Bank). As for HKL, only 11 out of 124 
districts where HKL operates have 3 or less additional MFIs, while in the remaining 
districts more than 4 MFIs operate together with HKL. Concentration of PAR results to 
be in Staung district (Kampong Tom) which sees the presence of 7 lenders. 

By the end of this year, the microfinance sector should have the credit bureau in 
place, which will be a partnership between IFC, NBC, CMA (with the 10% of shares) 
and the vendor itself (which has been already selected). Rules have not been designed 
yet.  

Interest rates are gradually decreasing as well as operational margins of MFIs. Savings 
mobilization becomes of critical importance to lower the cost of funds, even though 
the licensed MFIs to collect savings are focusing the strategy on high interest rates on 
time deposits, which might exposes to some risk.  

The microfinance sector in Cambodia appears to be split 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. Foreign borrowings still play a 
significant role in the MFI growth coupled with an increase in foreign equity injections. 
Specialized microfinance investors are relevantly present in the market, while local 
funding is still limited to some initiatives of ANZ bank.  

Other issues remain to be addressed such as the fact that land titles, which are 
utilized by many MFIs as guarantee requirements, are not fully available.  

CMA plays an important role in fostering local and international networks, promoting 
coordination and facilitating conflict resolution between institutions and promoting 
fair competition. 

 

1.4 Regulatory Risk  In November 1999, 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. The prakas (2000 and 2002) 
marked a shift towards the commercialization of microfinance (as limited liability 
company or cooperative) and its integration into the formal financial system of 
Cambodia. Furthermore, on 18

th 
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 
million 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 aspects are the following:  

 Licensing requirements: a microfinance institution is required to be 
incorporated as a limited liability company or a cooperative.  

 Supervision: registered 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 
organization 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 towards the growing microfinance 
sector, softening the capital adequacy (from 20% to 15% of total risk weighted 

  

                                                 
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). 



HKL – Cambodia – January 2011 Chapter 1 
 

 
MicroFinanza Rating 4 
 

assets) and regulating the currency risk. In April 2008, the NBC implemented new 
Charts Of Accounts which is more similar to that of the banking sector. HKL has 
implemented the new COA as a requirement to obtain the license for savings 
mobilization. 

 

1.5 Local and 
Regional Risk: MFI 
Market Positioning 

 HKL is one of the major microfinance players in the country with a network of 29 
branches, 15 sub-branches and 34 service posts located in 16 out of 24 provinces. The 
institution mainly operates in rural areas

4
 targeting the market segment immediately 

above the poor population (mostly served through group loans) with a trend to expand 
the credit offer to lower SME market. This is reflected by a constant increase in the 
average loan size (see chapter 3).  

 Considering these peculiarities, HKL’s main competitors are PRASAC, SATHAPANA and 
ACLEDA which occupy the same target market in the same areas where HKL operates. 
Agriculture remains a core sector for HKL and at the moment it gives some competitive 
advantages.  

Thanks to a consolidation in the branding strategy, HKL’s franchise value is increasing 
even though PRASAC and ACLEDA Bank globally result to be more recognized. The 
upward trend in the pyramid might expose the institution to increasing competitive 
pressure especially with ACLEDA Bank. 

 The main competitive advantages of HKL are:   

 No service charges applied 
 Interest rate on time-deposits higher than ACLEDA 
 Long term loan compared to MFIs 

  

   

                                                 
4
 Rural is defined as all areas outside Phnom Penh and all main provincial cities.  
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2. Governance, Organization and Operational Risk 
 

2.1 Ownership and 
Governance 

 HKL’s governance is generally good and leverages on international shareholders with 
strong reputation, expertise in microfinance as well as capacity to financially support 
the institution growth. 

  
 

  HKL is a limited liability company licensed by the Central Bank in 2001 as microfinance 
institution and afterwards upgraded in January 2010 as Micro-Deposit Taking 
Institution (MDI). Through the recent license, HKL can mobilize savings and deposits 
from the public.  
The initial paid-in capital worth US$ 77,850 was subscribed by four shareholders (HK 
NGO, HK Staff Association, SIDI and an individual). After CORDAID invested in HKL in 
2003, three new shareholders joined the institution in 2008 (OikoCredit, Norfund and 
Triple Jump)

5
 delineating the current shareholder composition. 

    

HKL shareholder structure is in the process of being changed with the exit of CORDAID 
which sold its  shares – in equal parts – to NORFUND and TRIPLE JUMP. The registration 
of the new shareholder structure is still under approval of the NBC. Besides, HKL 
shareholder’s structure could change with the entrance of a new shareholder which 
will support the equity expansion  of USD 5 Ml planned for 2011, which needed to face 
the expected growth of 40%. The new shareholder has not been identified yet. The 
entrance of the new shareholder will change the current share composition with HK 
NGO, HKSA and SIDI diluting their percentages.  

Board of Directors’ composition is adequate and well balanced between financial and 

                                                 
5
 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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social orientation. The General Manager (GM) - who represents the HK NGO – sits in 
the Board with voting right denoting a certain degree of concentration of power as he 
also acts as Chairman of HK NGO

6
 Board of Trustees. However, the shareholders and 

BoD members are aware of a situation not properly in line with best practices and clear 
policies and procedures to avoid conflict of interest are in place. On the other hand, the 
presence of the CEO and HK NGO ensures a strong commitment in the activities of HKL 
as they represent the foundations of the institution. With a formalized and complete 
shareholder agreement, the BoD adequately regulates all the possible disputes and 
conflict of interest including the decision on borrowing from shareholders which at the 
same time are active lenders for the institution.  

BoD meetings are held three times a year with a comprehensive analysis on the 
institutional development which benefits from a good communication flow – enabled 
by a satisfactory reporting – between the management and the BoD members. 
Committees at board level facilitate a pro-active feedback loop in the risk management 
framework as well proved in 2009 and at the beginning 2010 in concomitance with the 
global economic downturn. The Internal Audit Department reports to the BoD IA three 
times a year highlighting a good information and communication flow.  

The CEO is formally and regularly evaluated on yearly basis.  

  

 

2.2 Management 
and Decision 
Making 

 HKL relies on a committed management team which combines both growing expertise 
and deep knowledge of the microfinance context thanks to several years spent in this 
field.  

The decision making process is acceptable with a sufficient involvement of the key 
managers. The CEO together with all the heads of department meet once a month 
and progress analysis is made based on extensive reporting.  Nevertheless, the top 
management - especially the position immediately below the CEO - in our opinion, 
need to grow in terms of leadership and centre of responsibilities (see below), which 
would render more effective the delegation power. 

This, in fact, exposes the institution to some key person risk – in the CEO position - 
which, given the size of the institution, need to be taken into consideration.  

  

 

2.3 Organization 
and Structure 

 Organizational structure is generally adequate with an effective balance between 
decentralization and control which has so far ensured a sound growth. However, the 
institution has reached a critical size which would require some consolidation. 

HKL organizational structure still results to be rather flat with a reporting line directly 
centralizing the majority of the information in the CEO position. The institution is aware 
of such a situation and has informally assigned to the Deputy Manager and to the 
Assistant to the General Manager the coordination of the financial and HR 
management and of the administrative, MIS and risk management respectively.  

The HR department has been recently split from the administrative one and in 
November 2009 a risk manager has been appointed. 

Overall, accountability infra-department is adequate, even though the credit 
department (and particularly the Head of the department) results to be overloaded 
with multiple functions as in particular it includes credit and network operational 
management.   

The network operations formally report directly to the CEO highlighting a lack of a key 
manager, considering the size of the wide network. Branches are treated as cost 
centers and good communication flow is ensured by regular meeting in the branch and 
with the HQ. Analysis for cost centers and profits (i.e. departments and products) is 

  

                                                 
6
 HK NGO is the founder organization of HKL and currently it is only operating as investor in HKL without operations. 
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quite basic. The institution has recently introduced a Finance Control to improve this 
area. 

The Legal Unit actively collaborates with the operations department in terms of 
supporting the delinquent loans’ recovery. 

Board of 
Directors

Chief Executive 
Officer

Operations 
Department

Credit 
Management

Credit Analysis

Credit Control

Environmental& 
Social

Human 
Resources 

Department

Training & 
Development

Administration 
Department

Finance 
Department

Finance & 
Accounting

Treasury

Tax & Reporting

Financial Control

Regional
Managers

Marketing 
Department

Research & 
Development

Communication 
& Customers 

Service

Relationship

Creative

MIS  
Department

Software 
Development & 

Data Mgt

Network & 
System

Risk  
Department

Deputy CEO

Assistant to the 
Chief Executive 

Officer

Remuneration &
Nomination
Committee

Risk 
Management 

Committee

Asset & Liability 
Committee

Internal Audit 
Committee

Internal Audit 
Department

 
2.4 Human 
Resources (HR) and 
Staff Policy 

 Human resources in HKL are characterized by an adequate level of expertise in the 
core business. However, the new exposure on savings mobilization would require a 
consolidation of the financial and marketing skills both at top and middle management. 
Furthermore, the strategy to expand the SME lending would require credit staff to 
improve their credit analysis in this specific sector. 
HR department has been just recently endowed with a dedicate HR Manager whom 
primary purpose is to focus on HR management rather than administrative (as mainly 
performed so far). 
Staff enjoys an overall good commitment to the institution’s goals and frequent 
internal promotion demonstrates a feasible carrier development within the institution.  
 
Staff turnover has decreased over the last three years, standing at 8% as of December 
2010. The rapid growth in 2008 both in terms of portfolio (105%) and personnel (71%) 
has affected the turnover ratio.  
As of December 2010, HKL’s human resource is composed of 786. Staff growth is in line 
with operations evolutions over the last three years. Given the business model, staff 
allocation ratio is adequate showing a good balance of the credit and other staff. 
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HR policies and procedures are adequately formalized. However, staff appraisal, 
training plan and recruitment process seem not to be included in a strategic 
framework, which nowadays is under the responsibility of the new HR manager.  
Among the main procedures, training plan is one of the priorities for HKL, considering 
the fast growth and the need of quickly upgrading personnel. At the time of the rating 
visit, the HR department was colleting feedback from a first training needs assessment.  
 
Salary levels compared to the main competitors (mainly the top MFIs and ACLEDA) 
remain a challenge. A systematic mapping and monitoring on the salary level in the 
sector becomes of critical importance in order to face staff turnover. The incentive 
scheme based on quantitative parameters is not realistically achievable, limiting the 
motivation of the credit staff (only 13% of the credit staff receives a bonus based on its 
performance). 
 

 

2.5 Risk 
Management, 
Internal Control and 
Internal Audit 

 Risk management approach can be improved given the size of the institution. 
Financial risk management represents an area for improvement considering the 
increased number of borrowings and the expansion of deposit saving accounts.  

Risk management has been upgraded by a risk manager appointed in November 2009, 
who is in the process of strengthening the operational risk management thanks to the 
support of an external consultant. While credit risk management is adequately 
controlled and monitored, other financial risks and operational risks are not based on 
a risk culture approach yet. The financial Manager together with the risk manager 
needs to improve in this area. ALCO has been set up but monitoring and control are 
not fully effective yet (e.g. the institution still lacks appropriate tools).  

Internal control system is adequate. Segregation of functions is in place at field level 
and the decentralization of credit decisions is well balanced by a good internal audit 
system. There is a limited cash handling in delinquent loan collection which exposed 
the institution to few fraudulent staff activity (characterized however by low 
relevance). The institution has drafted a fraud prevention manual, which is improvable 
especially in reference to the staff frauds contingency plan.  
Overall, processes and procedures are adequately formalized, even though risk 
management and HR policies can be improved. Transactions are adequately 
formalized with cash limits appropriately defined. 
 
Internal Audit (IA) department is adequate. The department is well staffed with 
regular visits conducted both a branch and HQ level (at least 4 times a year). Checks – 
which cover transaction, IT and accounting audit - and reporting are based on flow 
processing analysis, while the IA functions is not still oriented on preventive controls, 
but mostly limited in controls. Effectiveness on findings follow-up is regular tested.   
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2.6 Information 
Technology (IT) and 
Management 
Information System 
(MIS) 

 HKL MIS/IT’s capacity is limited considering the volume of operations and the 
capillary network.  

MicroBanker is the current system for loan tracking and accounting management 
which is fully decentralized at branch level through 42

7
 databases dislocated in the 

branches. Weekly (for portfolio) and monthly (for FSs) reconciliations are quite time-
consuming and not completely safe as performed in Excel. The saving module is quite 
rigid, which also hampers the upgrading of the saving methodology. Reporting 
capacity is adequate through customized template in Excel facilitated by the Support 
Loan Application (SLA) installed. 

Back-ups are regularly and systematically kept in HQ and outside (under the 
responsibility of the CEO). At branch level, information is burned in CDs and weekly 
submitted to the HQ.  

HKL is moving towards a corporate banking system, which has been tentatively 
identified. By 2012, the roll out of the system is expected with a budget already 
discussed of USD 1.2 Ml. Connectivity remains an area to be tested.   

 

  

 

2.7 Supervision 
Compliance, 
Contingencies, 
External Audit and 
Accounting Policies 

 Accounting policies are adequate and almost in line with International Accounting 
Standards.  

Over the period of analysis (2008 and 2009) HKL’s financial statements were audited 
by KPMG. Auditors expressed a fair opinion on the Financial statements for all the 
periods of analysis. HKL accounting policies and reporting are compiled according the 
Cambodian Financial Reporting Standards and and the guidelines of the National 
Bank of Cambodia. The functional currency is expressed in USD. 

The institution is supervised by the NBC and liquidity, solvency and net open position 
in foreign currency should be maintained on a daily basis and reported to the NBC on 
a monthly basis. The institution has not encountered compliance problems so far. 

For 2010 the institution’s FSs have been audited by PricewaterhouseCoopers 
(Cambodia) Limited. The final report at the time of the rating visit was not published 
yet. 

  

 

2.8 Credit Products 
and Policies 
(Annexe 6) 

 HKL offers individual loans through 4 products according their loan size range (see 
annex 6 for details). Repayment conditions are flexible and clients might opt for a 
monthly, balloon or semi-balloon (where interests are paid monthly) amortizations. All 
loans can be disbursed in KHR, THB or USD even though the latter have lower interest 
rates by 0.5% on a monthly basis.  Loans do not have any service charge, but are 
linked to monthly compulsory savings. However, the institution is planning to phase 
out the compulsory saving and gradually replace them through voluntary saving 
accounts in order to be aligned with competitors. In general, loans bear a monthly 
interest rates ranging between 2 and 3.5% according to the size. Pre-repayments are 
allowed with 50% interest charged if the pay off occurred in the first three months of 
the credit lifespan. 
Overall, the credit offer is still limited considering the level of competition (especially 
triggered by top MFIs and ACLEDA Bank). Products such as housing and consumption 
might be launched by 2011 even though the no timeframe has been defined yet.  
Large loans are increasing and specialized loan officer are currently dedicated. HKL 
plans to expand the SME lending even though a specific credit has not been tailored. 
 
Loan to employees (management and staff) are offered with favourable conditions, 
including housing credits. Terms are formalized in the credit manual and interest rates 
range between 10-12% (for management) and 11-15-6% (for staff).  

  

                                                 
7
 Branches might have up to three databases according to the three currencies used (USD, KHR, THB). 
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As many competitors, HKL request for almost all the portfolio land title as collateral. 
Soft land titles are the most common among clients, even though duplicated copies 
are quite common, exposing the institution to risk of multiple borrowings.  
Only 19% of loans are secured by “hard” land titles while the remaining loans are 
secured by semi-official land titles. 
Portfolio is therefore strongly concentrated in one type of collateral, whose 
enforcement is quite long, while the institution did not experience cases so far. The 
Marketing department is exploring the opportunity to deal with also movable 
property as collateral. 
 

 

2.9 Credit 
Procedures 

 Credit procedures are included the credit manual, even though the different loan 
processes’ formalization and detail are areas of improvement. 

Disbursement procedures are globally effective.  

Clients’ ability to repay the loan is adequately analysed although between 1,000 and 
2,500 the cost-revenue analysis is not sufficiently detailed.. Limits to level of credit risk 
by product, by repayment frequency, by sector are given.  

Loan approvals are well decentralized at sub-branch (up to USD 2,500), branch (up to 
USD 5,000) and head office (up to USD 20,000) and credit committee composed of 
senior staff in the field cross-checks the clients’ capacity to repay, even though 
without formalized meetings.  

Loan processing and disbursement time is rapid, that is 2 days for micro and small 
loans and 3 days for medium loans. The application process is smooth. Loan 
transactions are carried out at the branches, limiting the cash handling only on 
collection of delinquent credits.  

Client monitoring undertaken after disbursement is adequate with periodical visit and 
a system of control ensured by the presence of loan supervisor (in the big branches) 
and the credit chief unit. Within two weeks use of the loan should be checked 
according to a formalized procedure. Follow up on late loans is acceptable and based 
on close monitoring of delinquent clients. However, delinquency management need to 
be better formalized within the credit manual. 

  

 

2.10 Savings and 
Other Financial 
Services  
(Annexe 6) 

 Since January 2010, HKL is legally allowed to mobilize savings from the public. Product 
offer variety is adequate for the current volume of deposits. However, the institution 
still has to leverage its network, especially in reference with saving accounts (they 
account only 3% of the total savings). As of December 2010, 97% of the deposit 
accounts are compulsory savings linked to loans, even though HKL is planning to phase 
them out. High-income time deposits mobilized amount for 48% of total outstanding 
saving balance. This type of product allows clients to earn interest on a monthly basis, 
while the fixed capitalized time deposits (which have not been offered in 2010) allow 
clients to earn interests at the end of deposit term. VIP Savings have been launched 
only recently and are especially aimed at Phnom Penh clients who deposit a 
considerable high amount and a special customer care will be dedicated to them. 
Planned deposits can be accumulated throughout the term of the deposit agreement. 

Overall, interest rates on time deposits are higher than those offered by banks and 
competitive with MDIs. This exposes the institution to an increasing cost of funds and 
higher volatility vis-à-vis a financial resource which should be less volatile and less 
expensive. 
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3. Assets Structure and Quality 
 

3.1 Assets Structure  The concentration of the assets in the net loan portfolio is good and shows a positive 
trend, reaching 91.5% as of December 2010, and 92.9% on average during 2010. The 
liquidity level is prudential as compared to the still limited saving mobilization, in 
compliance both with the NBC limit and the internal policy

8
. The excess liquidity 

registered during 2009 (16.6% on average, 24% as of March and June) is due to the 
gap between the demand of credit, reduced by the global crises, and the loans 
received from lenders based on previous agreements. The strategy to manage the 
excess liquidity focused on placements in banks, with an acceptable yield

9
. 54% of the 

total cash and banks is placed at ACLEDA bank, reflecting the large network of the 
bank but also representing a concentration risk. 

 

  

 

3.2 Portfolio 
Structure, 
Seasonality and 
Concentration Risk 

 After the extremely high levels registered in 2007 and 2008, the growth of the gross 
loan portfolio dropped to 7.3% in 2009 as a result of the lower demand, while 
recovering a high pace in 2010 (42%)

10
. The portfolio growth in 2009 was possible in 

spite of the total assets’ contraction (-7.2%) and thanks to the significant reduction of 
the liquidity level. The lower growth in the number of borrowers (16.6% in 2010) is 
reflected in the increasing average loan size. The micro loans share of the portfolio has 
been constantly decreasing from 30% in 2008 to 26% in 2009 and 21% in 2010. 

 

Discontinuing the group loan methodology in 2009 contributed to the drop in the 
number of active borrowers (-7.5%), as well as to the client drop-out ratio peak of 

  

                                                 
8
 Liquid assets / 25% total voluntary savings > 50% according to the NBC, and > 120% according to HKL policy. 

9
 Average yield worth 3.58%. 

10
 According to updated information received after the visit to the institution, the portfolio and the borrowers grew respectively by 

16% and 6%  in the first quarter 2011.  
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60.6%. Client drop-out is high
11

 over all the periods and seems to be mainly due to 
resting and in some cases competition. The higher loan amount exposes HKL to an 
increasing risk of competition from ACLEDA bank, partly reflected in the client drop-
out rate. The client drop-out ratio is tracked by HKL, even if the accuracy of the 
formula may be improved

12
, and the reasons are analysed at branch and aggregate 

level. 

HKL depth of outreach is intermediate in terms of poverty profile of the borrowers, as 
confirmed by the average disbursed loan size/GDP pc (137% in 2010). HKL mainly 
operates in areas with a high concentration of microfinance providers, suggesting a 
moderate financial inclusion of the segment without access to formal financial 
services. The expected decrease in the micro loans is likely to reduce the share of 
target population among the clients (low income). However, the large rural coverage, 
female outreach, the prevalence of productive activities (81%) financed and of 
micro-entrepreneur loans (58%) are currently in line with the social mission.  

The product diversification is satisfactory
13

, even if the growing share of small and 
medium loans (37% of the outstanding portfolio each), with larger credit exposure per 
borrower, increases the concentration risk. The concentration of 14.3% of the total 
gross portfolio (above US$ 5,000) in 1.7% of the total number of borrowers, coupled 
with some room for improvement in the loan repayment analysis (see chapter 2), 
represents a factor of higher credit risk. 

The composition of the portfolio by sector and district is adequate, without significant 
concentrations, and in line with the risk limits approved by the BoD. The seasonality 
impact of the agricultural cycle on the loan portfolio is marginal thanks to the 
mitigation effect of other sectors, particularly trade. However, the share of agriculture 
portfolio has been increasing from 27% in 2008 and 2009, to 34% in 2010 (40% is the 
maximum set by the BoD). The share of portfolio financing non-productive activities 
(Household expenses) is 13% as of December 2010. 

The concentration in US$ denominated portfolio (83%) generates some credit risk 
due to the possible different currency of the borrower activities

14
. The risk is mitigated 

by the widespread use of the US$ in the Cambodian economy. 

   

3.3 Portfolio 
Quality and Credit 
Risk 

 With a PAR30 worth 0.9%, the portfolio quality has recovered good standards in 
2010

15
, after the deterioration experienced in 2009 due to the global crisis, also thanks 

to the increased growth pace in 2010. However, the concentration in the older ageing 
categories together with the higher write-off ratio in 2009 and 2010 indicate larger 
loan recovery difficulties in the last two years.   

 

                                                 
11

 MIS over-estimates new clients, including the existing clients who pass to a different currency or from a sub-branch to a branch. 
12

 Considering as drop-outs the clients who do not renew the loan within one month may be too short to reflect the real drop-out. 
13

 Policy on maximum portfolio shares: 50% small (US$ 2,500-10,000), 10% medium (US$ 10,000-20,000) and 5% large (> US$ 
20,000). The remaining share is represented by micro loans. 
14

 Even if the borrower can choose between KHR, US$ and THB, the lower interest rate for loans larger than US$ 1,000 in US$ 
compared to KHR may represent an incentive towards US$ denominated loans, regardless of the borrower activity. 
15

 According to updated information received after the visit to the institution, PAR30 and PAR90 slightly improved to respectively 
0.75% and 0.71% as at March 2011.  
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The main reasons for the higher delinquency in 2009 are the lower income of the 
clients, affected by the business failure and loss of jobs, coupled with excessive debt 
borrowed from multiple sources in some cases. The risk of client over-indebtedness 
in Cambodia is relevant, especially in some districts, and may be the reason for the 
higher PAR especially in the Staung branch. On the other hand the higher portfolio 
quality in 2010 has been achieved through the improved loan recovery in the older 
branches with the larger PAR (Pursat, Staung, Siem Reap), as well as to the lower PAR 
in the new branches. In spite of the good progress made in 2010, three branches still 
account for 38% of the portfolio amount at risk as of December 2010: Pursat, Dangkor 
and Battambang. 

The risk coverage ratio is appropriate in all the periods, with the exception of 2009. 
The entire portfolio is backed by land and house collateral. The limited collateral 
diversification and the difficult access to collateral due to the legal constraints

16
 

hamper the loan recovery cost-effectiveness. 

 

No particular credit risk concentration is observed in the portfolio breakdown by 
sector, districts and loan term. However, the Khampong Chang branch seems to show 
more difficulties than the average in controlling the portfolio quality and achieving the 
critical size for sustainability. 

                                                 
16

 Multiple certificates of land issued by local authorities, lengthy and expensive legal processes. 
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The portfolio share allocated to large loans is still limited (6.5% as of Dec 2010), 
mitigating the risk due to loan amounts larger than US$ 10,000. However, the small 
loan product proved to bear the highest risk in times of crises (PAR30=4.4% as of Dec 
2009), and still shows a lower portfolio quality, indicating that the strategic 
orientation towards small loans may gradually increase the credit risk.  

 

The increasing PAR>30 along loan cycles (0.4% first, 1.1% second, 1.2% third, 1.5% 
>third) may be related to a less accurate repayment capacity analysis of repeated 
clients to issue larger loan amounts.  
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The analysis of the monthly performance evolution during 2010 shows a constant 
decreasing trend of the PAR 30. The portfolio growth plays a large role in the 
evolution of the PAR30 (see graph), due to the lower inherent likelihood of young 
loans to fall into arrears. Despite the positive trend, the PAR volatility is not ruled out 
due to the persisting risk of client over-indebtedness in the market and the indicator 
sensitivity to the changes in the growth pace. 
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4. Financial Structure and Assets and Liabilities Management 
 

4.1 Equity and 
Solvency Risk 

 Considering the company risk profile, HKL solvency is considered overall satisfactory, 
showing a proactive capacity to accompany the growth of funding and absorb 
unexpected losses. HKL shows an acceptable capital adequacy as of December 2010, 
with CAR worth 17.1% according to the NBC criteria

17
, in line with the legal 

requirement (minimum 15%) but below the risk limit set by the BoD (20%). The Equity 
to Assets ratio shows similar levels at the end of 2008 and 2010 (20.9% and 20.8%) 
while the peak registered in 2009 (25.1%) reflects the decrease of total liabilities (-
12%) due to the slowdown of the operations. After the last capital injection in 2008, 
the equity growth has been mainly supported by the capitalization of 80% of the net 
income. The pay-out ratio for the owners has been equal to 20% in 2007 and 2008, in 
line with the internal dividend policy. The projected growth for the coming years 
generates the need of a new capital injection. 

The Tier 1 and Tier 2 capital increase strategy (5Ml in 2011) is adequate and it is based 
on subordinated loans, injection from existing shareholders as well as new 
shareholders. The majority of the current shareholders demonstrate commitment to 
support the capitalization of HKL. Triple Jump, Oikocredit and Norfund, accounting for 
the 55.3% of the total shares as of Dec 2010

18
 agreed to inject new capital to maintain 

their share, while the other shareholders’ participation (HKNGO, SIDI, HKSA and Mr. 
Dy Davuth) may be diluted. A subordinated debt worth 2Ml was received in January 
2011 from Triple Jump

19
. Discussions are on-going for the negotiation of a 

subordinated loan from a current lender and for the evaluation of some proposals 
from new potential shareholders. 

 

 

  

                                                 
17

 The NBC calculation of CAR does not include the net income of the year in the total equity before the audit of FFSS. 
18

 In the first quarter of 2011 Triple Jump and Norfund agreed to equally divide and acquire the Cordaid share (6.95%). 
19 The equity already includes subordinated debts from HKNGO US$415,743 and MEF/AFD US$ 313,576. 
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4.2 Liabilities and 
Concentration Risk 

 HKL demonstrated the capacity to attract sufficient funding over the last years. The 
decrease of total liabilities by 12% in 2009 is due to the reduced need of funding 
resulting from the operations slowdown. 

In spite of the adequate number of current lenders, the current structure of funds 
presents some concentration, with the largest lender representing 24% and the three 
main lenders represent 47% of the total liabilities as of Dec 2010. This may increase 
the complexity of the liabilities management for the MFI, especially in times of crisis. 
Borrowing from shareholders (22% of the total liabilities as of Dec 2010) acts as a 
positive factor to ensure the availability of funds; basic practices to manage the 
related conflict of interest are adopted by the BoD. 

The slight concentration in long term liabilities (63% as of December 2010) and the 
marginal share of subsidized loans (2.8%, from NSD and Kiva) provide an appropriate 
funding composition. 68% of the borrowings carries an interest rate comprised 
between 7.1% and 9%, and 13% carries an interest rate higher than 9%, confirming the 
commercial nature of the majority of liabilities. Only 15% and 3% of the loans 
borrowed bear interests between 2.9% and 7%, or lower than 2.9%. The cost of funds 
maintained a constant level over the last two years; the expected decrease in the level 
of interest rates in the future may be counterbalanced by the possible increase of 
subordinate debts as a capitalization strategy. 

The client savings still represent a marginal share of funding liabilities (8.2% as of 
December 2010), even if their growth has been fast starting from the second quarter 
of 2010, above HKL expectations. The concentration of savings in short term deposits 
(49%) is in line with the strategic focus on fixed deposits through attractive interest 
rates, while the lower amount of demand deposit (18%) may reflect the limited 
network and services as compared to the banks. Compulsory savings account for 33% 
of the total savings as of December 2010, and are expected to gradually decrease in 
the future. The holders of the 20 largest time deposits represent 64% of HKL time 
deposits and 14.7% of the total equity, indicating a concentration risk. The 
effectiveness of the current focus of the saving strategy on time deposit, bringing a 
relatively high cost (interest rate 7.29% on average) and volatility, will need to be 
proved in the future. 

  

4.3 Assets and 
Liabilities 
Management 
(Liquidity Risk and 
Market Risk) 

 The ALCO
20

 monthly meetings constitute a positive factor for the management of the 
funding, liquidity and foreign currency risks, including a monitoring and alert system 
for the liquidity and foreign currency limits set by the NBC. However, the absence of a 
finalized manual and the vacancy of the risk manager may currently reduce the ALCO 
effective risk management. 

Overall, the building of the risk management culture is in process in HKL, showing a 
positive evolution over the last years. However, the financial risk policies and tools 
show some room for improvement considering the increasing complexity of HKL 
operations. 

The liquidity management tools currently in place are quite basic: the cash flow 
analysis at global level is partly fragmented, and the minimum cash limit is set at the 
same amount for all the branches based on the historic data. Moreover, the cash flow 
projections are affected by the frequent loan prepayment and the demand exert a 
constant pressure towards longer loan terms. The risk involved is mitigated by the 
acceptable liquidity level so far, even if more accurate tools will be critical with the 
saving mobilization. The risk related to the lack of a formalized contingency plan, of 
primary importance considering the savings evolution, is partly mitigated by the 
informal guidelines set with some lenders and the on-going negotiation with ACLEDA 
bank for a credit line. The tools to monitor the currency risk are adequate, while 
tools for the interest rate risk and sensitivity analysis are not available yet. 

  

                                                 
20

 Composed of: Deputy GM, Finance manager, Operation manager, Assistant to GM. 
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HKL is currently exposed to a limited currency risk. Considering that the functional 
currency of HKL is the US$, the analysis is focused on the KHR and THB. The net 
positions in KHR and THB have been quite limited so far (6.5% and -0.02% of total 
equity as of December 2010. In spite of the denomination of equity in US$, HKL is 
subject to the NBC prudential limits for the open position in US$. After the long open 
position in US$ registered in 2009, above the limit set by the NBC

21
, the position has 

been normalized in December 2009 thanks to a loan in US$ received by one of the 
shareholders. In general, the strategy adopted for the currency risk management 
consists in seeking for the balance between assets and liabilities in each currency, 
including disbursing loans in US$, KHR and THB. 

The liquidity and maturity risks are currently limited: according to the static analysis, 
the negative net position for the period 31 to 90 days is small (total assets / total 
liabilities worth 0.83) and the cumulative net position up to 90 days is positive. 
However, the analysis of the monthly share of liquidity over total assets shows some 
volatility (see graph); a more accurate analysis of the savings behavior will be crucial 
for the appropriate liquidity management in the future. 

 

The floating rate of some borrowings (10.2% of funding liabilities), together with the 
fixed rate of the loans issued to clients, generates some interest rate risk (liability 
sensitive up to 90 days); however, the risk relevance is considered low

22
 and it is 

mitigated by the overall good balance between short and long assets and liabilities.  

 

                                                 
21 Limit set by NBC: (Open currency position on each foreign currency +index loans)/Net worth = Not exceed +/-20%. 
22 The impact on 1year net interest rate sensitive income due to +-200bps interest rate shift is worth 0.48% of equity. 
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5. Financial and Operational Results 
 

5.1 Profitability and 
Sustainability 

 The financial performance analysis is based on the annual audited financial statements 
for the years 2007, 2008 and 2009, and on the internal financial statements for 2010. 
 
HKL profitability level is very good, with ROA and ROE worth 4.4% and 19.2% in 2010. 
Despite the drop in 2009, ROA and ROE was standing at good levels registering a 
15.5% and 3.4% respectively. Profitability and sustainability show a similar trend in the 
last years.  The decrease of OSS from 150% in 2008 to 122% in 2009 was mainly due to 
the lower concentration of the assets in loan portfolio as well as to the portfolio 
quality decrease, affecting the provision expenses and the portfolio yield. Lower 
provision expense and portfolio allocation in 2010 play a key role in the improvement 
of OSS of the last period. 

The adjusted results confirm the full sustainability of HKL (see annex 5 for more 
details). The main adjustment applied accounts for the inflation in the country, which 
registered a high peak in 2008 and decreased significantly the high unadjusted 
performance of 2008. FSS and AROA are worth 122% and 3.4% respectively, with a 
slight improvement compared to 2009 (120% and 3.2%). 

HKL currently shows a good capacity to generate revenues and cover the expenses. 
The challenges for the future profitability are related to the constant downward 
pressure on the active interest rates, the uncertainties about the cost of funds 
(especially linked with the savings strategy) evolution and the staff productivity. 
Product diversification (including effective cross-selling between saving and credit 
products) and potentially fee based services are areas to be addressed in order to 
maintain good levels of profitability, which can be put under pressure by the 
organization consolidation (e.g. new MIS). 

 

  

 

5.2 Revenues and 
Expenses Structure 
and Margins 

 The portfolio yield shows a constant decreasing trend over the last years, reflecting 
the pressure of market competition

23
 and the decrease of the micro loan share, with a 

higher yield, on the total portfolio(from 30% in 2008 to 26% in 2009 and 21% in 2010). 
The portfolio yield drop in 2009 is also due to the lower portfolio quality, which 
negatively affect the provision expense ratio (from 0.3% in 2008 to 4% in 2009). 

After a constant decrease from 2007 to 2009, and despite the increase in the loan size, 
the operating expense ratio increased in 2010, mainly due to the increase in 
administrative expenses and the lower staff productivity. The operating expense ratio 
still registers an acceptable level in 2010 (13.7%) 

  

                                                 
23

 A slight decrease of the interest rates on loans from US$ 1,000 to US$ 10,000 was applied in 2010. 
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The higher administrative expense ratio registered in 2010 (5.7%, compared to 4.8% in 
2008 and 4.1 in 2009) is due to the jump of the cost of marketing, rent and equipment 
entailed by the branding strategy for the saving mobilization. The increasing trend in 
the personnel expense ratio over the last two years (from 6.6% in 2008 to 7.8% in 
2009 and 8.1% in 2010) is mainly the result of the higher growth pace of the number 
of staff (35% on average in 2009 and 2010) compared to the growth of the operations. 

 

The decreasing productivity in 2009 and 2010 both in terms of number of borrowers 
and portfolio amount represents a challenge for HKL, even if the impact on efficiency 
is lower due to the increasing loan size. The performance (122 borrowers per loan 
offices) is below the internal objective (150) and the international benchmark (see 
page 4). The reasons can be partly identified in the intensive recruitment of new staff 
in existing and new branches, which has not yet reached full productivity levels. 

 

The cost of funds stands at 9.4% in 2009 and 2010, lower than the levels registered in 
2008 and 2007, in line with the interest rates’ evolution in the financial markets. In 
spite of the constant cost of funds over the last two years, the funding expense ratio 
decreases in 2010 to 7.6% due to the higher growth of the average gross portfolio 
from 2009 to 2010 compared to the average liabilities

24
. 

The impact of the saving collection on the cost of funds is not yet visible due to the 

                                                 
24

 The concentrated growth of liabilities at the end of 2010 explains the compatibility with the higher leverage as of Dec 2010. 
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limited volume mobilized. However, considering the fixed costs entailed, the saving 
mobilization strategy is challenged by the market conditions, with the banks’ 
competitive advantage in sight deposits and the high level of passive interest rates 
currently recognized by the market on term deposits

25
. 

The margin left on portfolio yield after the operating, funding and provision expense 
ratios is still adequate (5.8%), even adjusting for the inflation provision (1%). However, 
the margin shows a decreasing trend along the years and it is subject to a risk of 
further reduction as the market pressure and the HKL SME strategy will push the 
portfolio yield downward. Preserving adequate margins will depend on HKL capacity 
to improve the productivity level and control the operating expenses, while 
maintaining a good quality of portfolio and proving an effective funding strategy. 

 

   

 
 

                                                 
25

 HKL offers interest rates on fixed deposits from 3 to 11.2%, in line with the local market. The average (un-weighted) interest rate 
on time deposits (49% of the total deposits as of Dec 2010) is 7.29%, for voluntary savings (18% of the total deposits) is 3.57%, 
while no interest is paid on compulsory savings (33% of the total, discontinued in Jan 2011). 
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6. Business Plan and Financial Needs 
 

6.1 Strategic and 
Operational Plan 

 The current business plan is updated and covers the years 2011-2015. 

The following are the main strategic guidelines included in the Business Plan: 

 Enlarging the current branch network and maintain a sustained growth; 

 Achieving saving mobilization; 

 Improving existing products and introduce new ones; 

 Improving the MIS, the HR management and financial management; 

 Becoming a commercial bank by 2014. 

The business plan is overall complete, including a detailed institutional assessment, 
market analysis, and a description of the main assumptions. 

Expansion in 2011 includes the opening of three new branches and the upgrading og 5 
sub-branches in full-fledged branches. Clients are expected to reach 72,560 by FY 2011 
(141,329 by 2015).  

The feasibility of mobilizing saving at 50% of loan portfolio (9% as of Dec 2010 or USD 
9.3 Ml) and reducing the funding expenses to 6% by 2015 will need to be proved by 
the new saving strategy and the evolution of the interest rates in the market. 

A clear strategy to become a commercial bank by 2014 has not been identified yet; 
the feasibility and success of the transformation is influenced by the evolution of the 
sector, including the local MFIs and banks’ approach towards M&A. 

The set of strategic tools, including the strategic plan and a detailed budget, may be 
further improved by a consolidated operational plan including a complete set of 
quantitative and qualitative objectives by area of responsibility. 

  

 

6.2 Financial 
Projections 

 

 

The financial projections appear to be overall realistic and mainly based on prudential 
assumptions. 

In spite of the high and growing competition, the sustained growth planned (40% for 
2011 and 30% annually from 2012 to 2015) may be possible due to the rural 
expansion and product diversification strategy. The decrease in the projected portfolio 
yield and the conservative PAR assumptions

26
 reflect the increasing competition in the 

market, together with the SME penetration strategy. As a result, the planned 
profitability is lower on average that the result achieved in 2010 (ROE and ROA equal 
to 12.3% and 3.3% over the five years period), but good in absolute terms. Debt to 
equity is kept under 4 over all the periods; the drop in 2011 is due to the expected 
capital injection.  

The financial projections exercise currently lacks a scenario analysis, which is a key 

  

                                                 
26

 PAR 30 equal to 2.5% on average during the 5 projected years (compared to 0.9 as of Dec 2011). 
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strategic tool for a proactive management under unexpected circumstances. 

 

6.3 Financial Needs 
and Funding Plan 

 HKL is considered to have the capacity to attract sufficient funding for the planned 
growth.  

The funding needs for 2011 are estimated at US$ 17 Ml, out of which around US$ 6 Ml 
are expected as public savings (which however are planned to reach 9.3Ml according a 
first analysis). The US$ 11Ml new borrowings from lenders are under negotiation with 
the Spanish Microfinance Program and Norfund. The funding plan from 2012 onward 
is based on a mix of fixed and floating interest loans, from existing and new lenders, 
aiming at decreasing the cost of funds and extending the term. 

The strategy of attracting larger loans from lenders willing to establish a long term 
funding relation with HKL is a positive factor for meeting funding needs, even if it 
could increase the funding concentration risk. 

The additional liabilities to be absorbed generate the need of 5Ml new capital 
injection in 2011. The capitalization strategy is adequate and it is based on 
subordinated loans, injection from existing shareholders as well as new shareholders 
(see chapter 4 for more details). 
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Annex 2 – Financial Statements’ Adjustments 
 
The financial statements in Annex 1 are the result of standard reclassification and they are based on the annual 
audited financial statements for the years 2007, 2008 and 2009, and on the internal financial statements for 2010. 
 
Financial statements have been adjusted in order to make them comparable to financial reporting and performances 
of institutions using different accounting standards and operating in different environment and to evaluate the level 
of sustainability of the institution with market conditions.  
 
The main adjustments include: 

 Accrued interest on delinquent loans > 90 days. 

 Subsidies: donations in kind
27

 and soft loans
28

). 

 Provisions (calculated with a standard formula
29

). 

 Inflation. 
 
 

 
 
 
 

 

 

                                                 
27

 Donations in kind are valorized and added to operational expenses. 
28

 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%. 
29

 Provisions are calculated according to the following formula: 
Portfolio at risk: 1-30 days  10%   Restructured loans  0-30 days  50% 
  31-60 days 30%      > 30 days  100% 
  61-90 days 50% 
  >90 days  100% 
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Annex 4 – Definitions 
 

 Description of the ratio  Formula 
    

Profitability 

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 + 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  

Quality 

Portfolio at Risk (PAR30)  Portfolio at Risk > 30/ Gross outstanding portfolio 

Provision Expense Ratio  Loan loss provision expenses / Average gross portfolio 

Loan Loss Reserve Ratio  Accumulated reserve / Gross portfolio 

Risk Coverage Ratio (>30 days)  Accumulated reserve / Portfolio at risk >30 days 

Write-off Ratio  Write-off of loans / Average gross portfolio 
    

Efficiency and 
Productivity 

Staff Allocation Ratio  Loan officers / Total staff 

Loan Officer Productivity – Borrowers  Number of active borrowers / Number of loan officer 

Loan Officer Productivity – Amount  Gross portfolio / Number of loan officer 

Staff Productivity – Borrowers  Number of active borrowers/ Number of staff 

Staff Productivity – Amount  Gross portfolio / Number of staff 

Operating Expenses Ratio  Operating expenses / Average gross portfolio 

Cost per Borrower  Operating expenses / Average number of borrowers 

Administrative Expenses Ratio  Administrative expenses / Average gross portfolio 

Personnel Expenses Ratio  Personnel expenses / Average gross portfolio 
    

Financial 
Management 

Portfolio Yield  Interest income from portfolio / Average gross portfolio 

Funding Expense Ratio  Interests and fee expenses on funding liabilities / Average 
gross portfolio 

Cost of Funds Ratio  Interest expenses on funding liabilities / Average funding 
liabilities 

Current Ratio  Short term assets / Short term liabilities 

Debt/Equity Ratio   Total liabilities / Equity 

Equity / Assets ratio  Total equity / Total assets 

Capital Adequacy Ratio  Total equity / Total risk weighted assets 
    

Outreach Average Disbursed Loan Size  Amount issued in the period / Number of issued loans 

Average Disbursed Loan Size Per-C. GDP  Average disbursed loan size / Per-capita GDP 
 

Other Definitions: 

Funding Liability: Liability that finance the loan portfolio and the cash investments necessary to manage the loan portfolio 
Operating Expenses: Personnel expenses + Administrative expenses 
Recovery from Write-off Ratio: Income from write-off (payments received from loan already written-off) / Average gross portfolio  
Restructuring of Delinquent Loans: includes rescheduling loans (extending the term of the loan or relaxing the schedule of required 
payments) and refinancing loans (paying off a problem loan by issuing a new loan). 
Drop-out Ratio: calculated as follows: (number of active clients at the beginning of the period + number of new (first time) clients 
entering during the period – clients written off during the period – number of active clients at the end of the period) / (number of 
active clients at the beginning of the period).  
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Annex 5 – Main Guidelines on Reporting and Accounting 
 
Financial Statements   The audited financial statements are prepared in accordance to the National Bank of 

Cambodia (NBC), the Cambodian Accounting Standard. HKL does not provide non-
financial services, thus its financial statements reflect only the results of financial 
activities. 

 
Accounting Policy for 
the Accrued Interest  

 HKL uses accrual basis accounting principle. Accrued interest income and expense is 
recognized according to the International Accounting Standard 

 
Loan Loss Provision 
and Write-Offs 

 HLK loan loss provisioning policy is based on the policy of the NBC. The specific provision 
for bad and doubtful loans is made on loans that are identified as non-performing, 
according to the number of days overdue (different parameters for short and long term 
loans). The specific provision is calculated as a percentage of the loans outstanding at 
the time the loan is classified, excluding accrued interest, and is charged as an expense. 
Interest on nonperforming loans is not accrued. In addition to the specific provision, an 
additional general provision for bad and doubtful loans is made at the rate of 1.5% of 
total loan outstanding (2009). 

Loans are written off to the income statement when the loans remain unpaid after 90 
days for loans with maturities of one year or less and after 360 days for loans with 
maturities of more than one year. Loans written off are removed from the outstanding 
loan portfolio and from the provision for bad and doubtful loans. An uncollectible loan 
or portion of a loan classified is written off when, in the judgment of the management, 
there is no prospect of recovery, after taking into consideration the realisable value of 
the collateral, if any. 

 
Restructured Loans  The head office’s credit committee approves the loan restructuring if the client shows 

the intention to repay and still generates some income. The condition for restructuring 
is that the decrease in the repayment capacity is due to natural phenomenon or global 
crisis in the area, accident, fire, death of a family member, or war (not the downward of 
the business cash flow). No special provision is made. As of December 2008, 2009 and 
2010 there are no active restructured loans.  

 
Insider Loans  Insider loans are given at favorable interest rate. 

 

 
Off-balance Sheet 
Items 

 HKL does not present off balance sheet items 

 
Donations  Donations received in cash:  

- US$ 66,431 in 2008; 

- US$ 17,992 in 2009; 

- US$ 7,900 in 2010 
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Funding Liabilities  
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Annex 6 – Financial Products 
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The information used in the current rating has been partly provided by the institution subject to the evaluation process and partly collected 
during the meetings with the head executives. The analysis is based on audited financial statements and other official sources. MicroFinanza 
Rating cannot guarantee the reliability and integrity of the information, as it does not conduct auditing exercises, and therefore does not bear 
responsibility for any mistake or omission coming from the use of such information. The rating has to be considered as an external and 
independent opinion and it has not to be considered as a recommendation to realize investments in a specific institution. 
 

 

Annex 7 – Rating Scale 
 
The final rating grade does not consider the Country Sovereign Rating Risk, but it takes into account the 
effects of the political and economic context on MFI’s performance. 

 


