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CHAPTER I: INTTRODUCTION 
 

1.1 PURPOSE OF THE GUIDELINES 

 
Microcredit industry has been experiencing multi-dimensional growth in order to cater the 

growing need of the beneficiaries (poor people). But with the decreasing trend of grants and 

soft loans from donors, NGO-MFIs have been facing challenges for mobilizing funds to 

support their expanded activities. It has been felt that Banks/Financial Institutions can 

become a major source of funding by establishing meaningful linkage with appropriate credit 

programs as a profitable investment.  

 

The lack of proper interaction and appreciation about microfinance in the formal market as 

well as absence of appropriate policy thrust, impede Banks/FIs to show proper interest in 

financing the microcredit sector as a regular business operation. However, some Banks/FIs 

have started lending to NGO-MFIs directly and through a network organization (CDF) during 

the last few years in a limited scale. 

 

With the aim to establish a meaningful relationship and structured funding linkage between 

banks and NGO-MFIs, three network organizations (CDF, FNB and INAFI Bangladesh) have 

initiated the task of preparing a comprehensive policy paper illustrating strategic product 

options for financing NGO-MFIs with detailed procedures. So, the main purpose of the 

guidelines is to formulate policies and operational procedures as guidance for all types of 

borrowers (NGO-MFIs) and lenders (Banks/FIs).  

 
 
1.2 METHODOLOGY  

 
In the process of developing the lending policies and guidelines, mainly secondary data and 

information of Bangladesh Bank, Non-government Organizations (NGOs), Palli Karma- 

Sahayak Foundation (PKSF), Banks/FIs, network organizations, Asian Development Bank, 
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World Bank, and other related agencies/institutions have been used. Current lending 

practices of different banks and network organizations have been analyzed. Discussions 

with banks, network organizations, regulatory authorities and experienced persons involved 

in microfinance have been carried out in order to develop the guidelines keeping in view the 

emerging issues, market perceptions and practical requirements.   

 
 
The ‘Policy Guide’ has been written in two volumes. The main volume contains guidelines, 

procedures, etc. along with some important enclosures (Microfinance Overview in 

Bangladesh, Funding Source of NGO-MFIs in Bangladesh, Formal-Informal sector linkage  in 

Asian countries). The second volume includes sample forms, formats, checklists, etc. 

required for different types of credit programs.  

 

1.3 NEGOTIATION PERSPECTIVE OF THE BORROWER AND THE LENDER  

 
1.3.1 Borrowers’ Considerations 

 

Borrowers’ principal objectives in negotiating a credit facility or a loan are as follows: 

 
• To ensure that funds will be available when needed (i.e., timely disbursement of 

fund). 

 
• To obtain funds at the most advantageous price and financial terms possible (e.g., 

the possible lowest interest rate).  

 
• To make sure that the repayment of loan over the period will not place an undue 

burden on the borrowing NGO-MFIs. 

 
• To make certain that borrower can comply with all other terms and conditions of the 

loan agreement in the ordinary course of business. 
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1.3.2 Lending Organizations’ Considerations 

 
The lending organizations’ objectives for credit sanctioning are as follows: 

 
• To ensure that the credit facilities are designed with a reasonable price and key 

financial terms. 

 
• To set out conditions under which it will be obliged to disburse funds as per 

arrangement. 

 
• To enable it to monitor the borrowing NGO-MFIs financial position and loan utilization 

so that repayments are ensured as per schedule. 

 
• To provide itself legally enforceable claim to its funds or access to other remedies, if 

the borrower defaults.  
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CHAPTER II: FUNDING OPTIONS AND POLICIES 
 
 
In order to enable banks and financial institutions to support NGO-MFIs with proper credit 

programs, a supportive policy-mix has been designed. Depending on the size, nature of 

business strategies and investable funds; a Bank/Financial Institution may like to adopt a 

particular policy or a mix of lending policies. These generic ‘Policy Guidelines’ should be 

taken by banks as a reference and have the right to alter/amend those in terms of their own 

policy and procedure.  

 

Therefore, before embarking upon NGO-MFIs financing as a regular credit operation, banks 

shall adopt product guidelines, which will include lending options, parameters for the 

eligibility of the borrowers and operating procedures.  

 

These fundamental guidelines will be the key elements that would support each bank’s credit 

culture and will dictate its behavior when dealing with NGO-MFIs. Any deviations from these 

guidelines in all cases will require approval from the competent authority. 

 

Banks may extend credit facilities to the borrowers through different modes. The general 

guidelines are applicable for extension of credit by banks directly to eligible NGO-MFIs and 

to all other modes of lending/types of products being introduced by the banks. However, for 

wholesale lending through the wholesalers/network organizations, syndicate lending, micro 

enterprise funding, lending to NGO-MFIs working with hardcore poor and securitization, 

some specific procedures are spelled out separately to guide those credit operations of 

banks. 

 

As a general policy, all Banks/Financial Institutions will allocate at least 10% of its investable 

funds annually either for wholesale or retail lending to NGO-MFIs. All Banks/Financial 

Institutions will make it known to the customers and to their branches for guidance. 
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A separate scheme may be introduced by GOB/BB for refinancing of loans given under the 

Micro Enterprise Refinancing Scheme (MERS) (described in Chapter IV). 

 

A soft fund in the name and style of ‘Credit for Empowerment of Hardcore Poor’ (CEHP) may 

be created by the government with specific budget allocation annually. Banks/FIs involved in 

such lending may get refinancing from this fund. Bangladesh  Bank may execute and monitor 

the fund as per laid down procedure.   

 

Banks/Financial Institutions may also be encouraged to open a window/section in their 

respective organization to carryout lending activities with innovative approaches like NCBs.  

 
 

2.1 GENERAL GUIDELINES FOR BANK FINANCING 

 

Fundamentally, credit policies and procedures can never sufficiently capture all the 

complexities of the products. Therefore, the following credit principles are the ultimate 

guiding points for all banks making financing decisions. 

 
Basic Considerations for Banks: 

• Assess the NGO-MFIs character for integrity and willingness to repay 

• Lend when they have capacity and ability to repay 

• Extend credit if bank can sufficiently manage the risks 

• Use common sense and past experience in conjunction with credit analysis  

• Be proactive in identifying, managing and communicating credit risks 

• Be diligent in ensuring that credit exposures and activities comply with the requirement 

set out in the policy and product program(s) 

 
 



 
 
 

 6 

2.1.1 Purpose of the Credit Program 
 
 
The main purpose of bank credit programs is to support microcredit organizations for on-

lending to the borrowers (beneficiaries/poor people). The recipient NGO-MFIs will use the 

fund to revolve as credit to the poor people. The loan amount will not be used for purchasing 

any fixed assets or for meeting operational expenditures of the NGO-MFIs. 

 
2.1.2 Eligibility of Applicant NGO-MFIs  
 
 
Banks will select the NGO-MFIs based on the following eligible criteria: 
 
• NGO-MFIs should be licensed with Microcredit Regulatory Authority (MRA) 

• Incorporated/registered through appropriate authority 

• MFIs having good track record and commendable reputation 

• Satisfactory network volume of outreach (minimum 1,000 members) 

• Minimum on-time repayment (OTR) rate 95% and definitely, on continuous basis 

• NGO-MFIs should have 5 years life with minimum 3 years microfinance operating 

experience 

• Having sizable Revolving Loan Fund (minimum Taka 20 lakhs) 

• Maintain safety reserve fund 

• Maintain Loan Loss Provision and a percentage of that reserve keeps in a bank account 

• Current operation runs with surplus income 

• Governing Body/Executive Committee is formed with the experienced non-partisan and 

socially reputable persons 

• Standard operating manual is followed in lending/credit operation  

• Evidence of a professionally managed organization exists 

• Maintain acceptable internal control system, transparent accounting and management 

information system  

• Prepare audited accounts by a recognized Chartered Accounting Firm. 

• Borrowing authority from commercial banks given in the by-laws. 
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• Clean Credit Information Bureau (CIB) Report 

• For application through network, must have membership from a recognized network 

organization (e.g., CDF) 

• Satisfactory rating report for the NGO-MFIs having 50,000 and above active members. 

• Assessment report with due recommendation of the network organization/wholesale 

organization for small NGOs.  

 
2.1.3 Loan Type and Duration  
 

 

Mostly Term Loans will be needed by the NGO-MFIs. Loan terms can be varied from 3 

(three) to 10 (ten) years based on the requirement of the NGO-MFIs and negotiation 

between the two parties. 

 

2.1.4 Loan Amount 
 
 

Loan amount will be determined based on the capacity, demand and negotiation between 

two parties (NGO-MFIs and banks). 

 

2.1.5 Rate of Interest 
 
 

Bank will charge simple interest rate on declining basis and installment repayable on 

quarterly basis. Interest rate will be fixed by the respective bank but must not go beyond the 

mid-point1. NGO-MFIs will charge their interest rate based on their own pricing policy.  

 

2.1.6 Interest on Late payment 
 

Interest rate on overdue payments of principal or interest will be 2% higher than the normal 

rate applicable to the loan. 

 

2.1.7 Rebate  
 

If NGO-MFIs successfully repay 100% loan in time, banks will give 5% interest rebate as 

incentive. 

                                                 
1 Mid-point refers to the rate of interest which is fixed by a bank between the highest and lowest 
range. 
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2.1.8 Grace Period 
 

A minimum grace period of 6 (six) months will be given to the NGO-MFIs for repayment of 

principal loan amount. However, for long-term loan (more than 5 years) the grace period 

may vary from 9 months to 12 months depending on the size of loan. 

 

2.1.9 Guarantee Fund /Safety Reserve Fund  
 

A separate Safety Reserve/ Guarantee Fund at the rate of 2.5% of loan sanctioned will be 

maintained by the NGO-MFIs before disbursement. They will maintain this in a separate 

bank account in the designated branch of a bank. This fund will remain lien to the bank until 

borrowers’ loan liability is fully repaid.   

 

2.1.10 Bad Debt Reserve (BDR) 
 

Irrespective of the status, NGO-MFIs will classify their loan portfolios and will maintain bad 

debt reserve (BDR) @ 2% on loan disbursed. Out of this, 1% of the BDR will be kept in the 

bank in a separate account. If the borrowers (NGO-MFIs) fail to repay three (3) consecutive 

installments, banks will adjust the overdues from this lien amount. 

 

2.1.11 Security  
 

Banks will take the following securities based on lending mode, loan size and negotiation:  

 

• Corporate guarantee 
 
• Personal guarantee of the Chief Executive Officer or Executive Director 

 
• Post-dated cheques 
 
• Hypothecation of receivables (token mortgage) 

• Hypothecation of movable and immovable properties (token mortgage) 

• 12.5% collateral as cash/FDR of the sanctioned loan or assets as acceptable by 

banks before disbursement of the loan 

• Lien of 2.5% Guarantee/Safety Reserve Fund 

• Lien of 1% reserve on loan loss provision out off 2% bad debt reserve 

• Mutually agreed other securities 
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2.1.12 Required Loan Documents 
 
 

Banks will ensure that following documents are taken from NGO-MFIs along with other 

essential papers: 

 

• Demand Promissory Note 

• D.P.Note delivery letter 

• Loan Agreement in a non -judicial stamp 

• Registered mortgage document in favor of bank, for additional collateral security (if 

taken) 

 
• Letter of /agreement for lien / pledge (FDR, Savings Deposit, Reserve Funds, etc.) – in a 

specific format 

• Charge creation of “Assets and Book debts” (for borrowers registered under the 

Companies Act, 1994) 

• Other papers required: 

 
o Resolution of the borrowing organization’s Governing Body/Executive Committee 

o Authorization of the Executive Director for obtaining loan, signing agreement, 

operating loan account, etc. by the Governing Body/Executive Committee. 

o Personal or joint guarantee of the Executive Director and Governing 

Body/Executive Committee (in a non-judicial form) 

o Statement of assets and liabilities of Executive Director and members of 

Governing Body/Executive Committee  

o Governing Body/Executive Committee members’ signature attested by the 

Chairperson of the NGO-MFIs. 

 
• Following documents will be needed for mortgaged assets: 

 
o Original deed 

o Baya deed 

o CS/SA/RS/Mutition/Khatian  



 
 
 

 10 

o DCR 

o Latest land tax payment receipt 

o Site plan/approved plan 

o Receipt of municipality holding tax 

o Certificate from banks’ legal adviser  

o Non-encumbrance certificate 

o Search report 

o Receipt of verification fee  

o Assessment and evaluation of the offered security 

o Other documents/papers as may be required by a bank, depending on the nature 

of loan facility  

 
2.1.13 Mode of Disbursement 
 

On completion of all formalities and required documents, banks will start disbursement of 

fund to the NGO-MFIs: 

 
a. The total amount will be disbursed in 3 - 4 tranches. 

b. The first tranche of loan will be disbursed shortly after documentations are completed. 

c. The second and subsequent tranches will be disbursed based on satisfactory credit 

operation and fund utilization of the earlier tranche (s) by the borrower. 

d. The disbursement of installments will be effected by transfer of fund to a current account 

opened by the borrower with the designated branch of banks. 

 

2.1.14 Mode of Repayment  
 
 

a. Respective bank will give a repayment schedule to the recipient NGO-MFI. 

b. The borrowing organization shall repay the loan sum in quarterly installment with 

accrued interest as per the amortization schedule to be prepared and supplied by the 

respective bank. 

c. The repayme nt schedule will have separate column for principal and accrued interest. 
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d. Following actual disbursal of a loan installment, repayment of principal loan amount will 

start after expiry of the grace period of 6 - 12 months period (depending on loan 

duration). Interest on the loan disbursed will, however, be paid by the borrower NGO-

MFIs from the first quarter. 

 

2.1.15 Supervision and Follow-up  
 
 

Banks will ensure whether the loan taken is using for poverty alleviation purpose. The head 

office of a bank or concerned branch will do continuous follow-up and periodic inspection of 

the credit activities of the borrowers.  

 
2.1.16 Reporting 
 
The borrower NGO-MFIs will submit the following reports to the lending bank: 
 
a. The borrower will submit its monthly loan disbursement, repayment and loan 

classification reports to the branch, one copy to the head office of the respective bank 

and one copy to the wholesaler/network organization (if borrowed through the 

wholesaler). 

b. The borrower will send their annual report and aud ited balance sheet, along with cash 

flow statement to the respective branch, head office of the banks, network organization 

and to the regulatory authorities. 

 

2.1.17 Renewal of Loan 
 
 

Depending on the satisfactory performance of the borrower NGO-MFIs and report of the 

wholesaler/network organization (in case of the wholesale lending), banks will renew loan 

facilities at least 3 months before the expiry of the loan duration, so that borrowers can 

continue their uninterrupted credit operations. Besides, banks will make further assessment 

of the credit need of the borrowers keeping in view their outreach, RLF, recovery rate, etc. 

and accordingly, enhance the loan amount to a reasonable level in consultation with the 

borrowing organizations or with the wholesale/network organization in case of wholesale 

lending.  



 
 
 

 12 

2.1.18 Negotiation and Arbitration  
 
 
Banks and recipient NGO-MFIs will make all out efforts for mutual negotiation and arbitration 

to resolve disputes, conflicts, misunderstandings, claims, etc. relating to credit programs 

before taking up legal measures. 

 
 
 

2.1.19 Termination and Legal Action 
 
 
 

The loan facility under the agreement shall remain suspended or be terminated at any time 

during the loan period, should any cause like the following arise: 

 

• if NGO-MFIs fail to comply with the obligations under a loan agreement. In case of 

wholesale lending, the wholesale/network organization and the borrower NGO-MFIs 

shall remain liable for repayment of the entire dues (principal plus interest) due to bank 

forthwith. 

 
• if in the opinion of banks, funds are not being utilized prudently and efficiently for on-

lending to clients/members. 

 
• if in the opinion of banks, it appears that funds are not being utilized for the purpose they 

are actually provided for, and 

 
• if NGO-MFIs default repayment of three consecutive installments with accrued interest.  

 
 
In the event of any of the above, NGO-MFIs shall be liable to make full payment of the bank 

dues as per the terms of the loan agreement. In case, all peaceful measures prove futile, the 

lending bank shall have the right to take legal action against the borrower NGO-MFIs and 

guarantors of the loan.   
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2.1.20 Responsibilities of Banks  
 

 

Banks will: 

 
• Set aside a fund every year in the annual credit plan as per requirement of NGO-

MFIs to be disbursed and recycled within loan period to service the credit need of the 

NGO-MFIs. 

• Retail funds with proper assessment of the NGO-MFIs credit worthiness. 

• Conduct the credit operation centrally through a single administrative structure with 

the help of a designated branch  

• Not to interfere into mission, ideology and internal working of the NGO-MFIs 

• Monitor and supervise the loan utilization, overall records of loan programs and 

repayment position (either directly or through the wholesale/network organization). 

• Approve the loan amount recommended by the branch, credit department of the 

head office or by the wholesaler (in case of wholesale lending) following the appraisal 

report and necessary scrutiny. 

 
2.1.21 Responsibilities of NGO-MFIs  
 
 
 

The NGO-MFIs will carryout the following tasks for ensuring effective utilization of loans. 
 
 

• Organize the members and assess their loan utilization capacity 

• Ensure proper utilization of the loan money by the borrower clients/beneficiaries 

• Ensure timely recovery of loan from the groups/individuals  

• Ensure repayment of loan installments with accrued interest to banks before 

becoming overdues. 

• Maintain proper books of accounts and records in a systematic manner 

• Prepare income-expenditure and receipt-payme nt statements on quarterly basis and 

balance sheets on half-yearly/annual basis and submit them to banks/to the 

wholesale organization and regulatory authorities 
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• Maintain recovery at a level not below 95% OTR on continuous basis during the loan 

term 

• Execute the loan documents with the designated branch of the bank. The Executive 

Director and the Chairperson of the NGO-MFIs Governing Body/Executive 

Committee shall sign the documents as borrower. The loan account will be managed 

jointly by the two officers (including the Executive Director) on being authorized by 

the Governing Body/Executive Committee.  

• Prepare monthly/quarterly progress reports showing progress of disbursement and 

recovery and transmit them to the banks/wholesale organization. 

• Undertake annual auditing of the books of accounts by engaging a Chartered 

Accounting Firm (for small NGO-MFIs, this can be done in consultation with the 

wholesale organization) and submit the audit report to the bank/wholesale 

organization.  

• Keep the books of accounts and all other operational records open for 

inspection/verification by the bank/wholesale organization/regulatory authorities. 
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CHAPTER III: PROCEDURAL GUIDELINES 

 

This section outlines the main procedures that are required to ensure compliance with the 

policies contained in chapter II of the guidelines. For the benefit of all concerned parties, a 

timetable is suggested for smooth processing and delivery of credit.  

 

3.1 CREDIT PROCESS 

 
The credit process should be rigorous but conducive to the borrowing NGO-MFIs.  Banks will 

have to appreciate the fact that quick and timely disbursement of credit to the beneficiaries 

(micro loanees) is crucial for timely recovery of loan. Therefore, a specific timetable has to 

be adopted as mentioned below: 

 

i Supply of Loan Application Form with required 

papers to NGO-MFIs/Network Organization 

1 day 

ii Scrutiny of Loan Application and attached papers 

by the branch of the bank or by the wholesale 

organization  

7 days 

iii Assessment of loan eligibility and initial appraisal by 

the branch 

7 days 

iv Transmission of the loan proposal to Head Office of 

the bank with recommendation 

5 days 

v Appraisal by the Credit Department and 

recommendation of the credit committee (if 

required) 

10 days 

vi Processing for approval of the sanctioning authority 7 days 

vii Communication of the loan sanction order  5 days 

viii Issuance of disbursement instruction to the branch 7 days 

ix Documentation  7 days 

x Disbursement by the branch 4 days 

Total 60 days 
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3.1.1 Application Process 

 
If an intending NGO-MFI fulfills the eligibility requirement for bank loan, it will apply to the 

concerned bank or to its designated branch in the prescribed application form (shown in 

Annex - I of Vol. II). The concerned NGO-MFI will submit the duly filled -in app lication form 

along with all required papers to the branch/head office of the bank.  

 
On receipt of the loan application, the branch will scrutinize the proposal and performance 

records of the organization and if there is any wanting they will collect those 

documents/papers from the applicant. The branch will make their initial assessment and 

send their comments and recommendations to the head office. Any credit proposal that does 

not comply with ‘Lending Guidelines’, regardless of amount, should also be re ferred to head 

office for approval/decision. 

 

3.1.2 Approval Process 
 
 

Credit approvals should be centralized within the credit function. The Credit Department of 

head office will make necessary appraisal and process the loan proposal for approval of the 

competent authority. For large amount of loans, the proposal may be processed through the 

Credit Committee of the bank.  

 

Approvals must be evidenced in writing, or by electronic signature.  Approval records must 

be kept on file with the Credit Applications.  

 

Large banks may delegate loan sanctioning power to the field level offices/large corporate 

branches. All big loans may, however, be approved by the competent authority of head 

office. 

 

A monthly summary of all new facilities approved, renewed, enhanced, and a list of 

proposals declined stating reasons thereof should be reported to the head of Credit 

Committee and other relevant departments of head office. 
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3.1.3 Maintenance of Negative Files 
 
 

Two negative files – one listing the individuals (CEO/ED/Me mbers of Executive Committee, 

and Members of the Governing Board) and the other listing the NGO-MFIs - are to be 

maintained to ensure that individuals with bad history and dubious integrity and 

organizations with high delinquency rate do not get loan from banks. 

 

3.2 CREDIT ADMINISTRATION 

 
After approval, Credit Department will send / forward the approved application along with the 

sanction letter and other security documents to the Credit Administration Department. The 

credit administration function is crucial in ensuring that proper documentation and approval 

are in place prior to the disbursement of loans.  

 
3.2.1 Credit Documentation  
 
 
Proper credit documentation will be made before disbursement:  

• to ensure that all documentation complies with the terms of approval. 

 
• to check that all terms and conditions of approval have been met, and all documents 

as per the checklist of approved ‘Policy Guidelines’ is in place (sample shown in 

Annex – III of Vol. II) and it maintains control over all security documents. 

 
Documentation will also include monitoring of borrower’s compliance with agreed terms and 

conditions, and general monitoring of account conduct/performance. 

 
3.2.2 Disbursement 
 
 
Credit Administration Department will issue disbursement instructions to the concerned 

branch with intimation to the borrower when proper documentation is in place.   
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3.2.3 Custodial Duties and Maintenance of Securities 
 
 
The applications and other documents related to NGO-MFI loans will be held in safe custody 

by the Credit Administration Department/designated branch. All these documents will go 

under single credit file per customer developed before disbursement of the loan.  

 

The security documents will be held elsewhere inside fire-proof cabinets under the 

branch/Credit Administration Department’s custody. The dual-key system for security 

placement and retrieval will have to be implemented. 

 
3.2.4 Compliance Requirements  
 
 

• All required Bangladesh Bank/Microcredit Regulatory Authority returns are submitted 

in the correct forma t in a timely manner.   

 
• Bangladesh Bank/MRA circulars/regulations are maintained centrally with advice to 

all relevant departments to ensure compliance. 

 
• All third party service providers (rating agencies, valuers, lawyers, insurers, CAs, 

etc.) are approved and performance reviewed on an annual basis.   

 

 
3.3 RISK MANAGEMENT 

 

3.3.1 Credit Risk 
 
 
The credit risk is managed by the Credit Administration Department. The following elements 

contribute to the management of credit risks:  

 
1. Loans will be given afte r proper verification of NGO-MFI’s track record, assessment 

of performance and confirmation of income related documents, which will objectively 

ascertain customer’s repayment capacity. 
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2. Proposals will be assessed by the Credit Division completely separated from 

Business Development Division.  

3. The loan approval system is encouraged to be parameter driven as much as possible 

which will substantially eliminate the subjective part of the assessment procedure.   

 
4. There will be dedicated ‘collection’ force who will ensure timely monitoring of loan 

repayment and its follow-up.  

 
5. The credit & collection activities will be managed jointly by the head office and the 

concerned branch of the bank.  

 
 

3.3.2 Third Party Risk 
 

 
In case of third party deposits/security instruments, banks should verify third party’s 

signature against the specimen attached to the original instrument and bank will also send 

the instrument to the issuing office for their verification and written confirmation on lien 

marking and encashment of the instrument. Therefore, any inherent risk emanating from 

accepting third party deposits/security instruments is minimal.  

 
 
3.3.3 Fraud Risk 
 
 

There is an inherent fraud risk in any lending business. The most common fraud risks are 

application fraud risk. The applicant’s signature may not be verified for authenticity. 

However, the applicant’s identity should be confirmed by way of scrutiny of identification and 

other documentation. There always remains the possibility of application fraud by way of 

producing forged documents. Considering the current market practices and operational 

constraints, it may not always be feasible to validate the authenticity of all documentation. 

However, banks should be aware of this threat and may consider validating the bank 

statement through appropriate means. 
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3.3.4 Liquidity and Funding Risk 
 

 
This risk should be managed and the position be monitored by the Asset Liability Committee 

headed by the Deputy Managing Directors or Managing Director of the banks. 

 

3.3.5. Socio-Political and Economic Risk 
 
 
Political and economical environment of a country play a big role behind the success of 

NGO-MFIs business. Banks should always keep a close watch in these areas so that it is 

able to position itself in the backdrop of any changes in coun try’s socio-political and 

economical scenario. 

 

3.3.6. Operational Risk 
 
 
The Credit Administration Department will manage the following aspects of the product: a) 

inputs, approvals, customer file maintenance, monitoring & collections; b) the operation jobs 

like disbursal in the system including raising debit standing orders and the lodgment and 

maintenance of securities. It will ensure proper checks, quick delivery, management of risks 

and effective recovery activities.  

 
3.3.7 Internal Audit 
 

All Banks should have a segregated internal audit department who will be responsible with 

performing audits of all departments.  Audits should be carried out on a regular basis or 

periodically as agreed by the management to assess various risks and possible weaknesses 

and to  ensure compliance of regulatory guidelines, internal systems, lending guidelines and 

other requirements. 
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3.4 COLLECTION & REMEDIAL MANAGEMENT 
 
3.4.1 Monitoring 
 
 
Bank loan portfolios should be subject to a continuous process of monitoring. This will be 

achieved by regular generation of overdue reports, showing where payments of interest and 

repayment of principal are late (sample shown in Annex VI of Vol. II). There should be formal 

asset classification and provisioning system (shown in Annex – IV of Vol. II) in place to 

identify potential credit losses and remedial actions have to be taken to prevent the losses. 

Besides, the concerned Bank/FI will introduce suitable monitoring instruments so that proper 

credit discipline can be ensured (a list of monitoring instrument is shown in Annex VII of    

Vol. II).     

 
3.4.2 Recovery 
 
 
The collection process for NGO-MFI loans will start when the borrower has failed to meet 

one or more contractual payment (installment). It, therefore, becomes the duty of the Credit 

Administration Department to minimize the outstanding delinquent receivables and credit 

losses.  

 
When an NGO-MFI fails to pay the minimum amount due or installment by the payment due 

date, the account is considered in arrears or delinquent. When accounts are delinquent, 

collection procedures are instituted to regularize the accounts without losing the customer’s 

goodwill whilst ensuring that the bank’s interests are protected. 

 

3.4.3 Collection Steps 
 
 

As and when an account becomes delinquent, Credit Administration Department along with 

the concerned branch of the bank will exert all possible measures so that they can collect 

the overdue loan and minimize the delinquency rate.  To identify and manage arrears, the 

following aging classification may be adopted: 
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Loan Collection Steps 
 

Sl. 

No. 

Days Past 

Due (DPD) 

Collection Action 

1 1-14 Letter, Follow up & Persuasion over phone (Annex – X of 

Vol. II)) 

2 15-29 1st Reminder letter & Sl. No. 1 follows 

3 30-44 2nd reminder letter and Single visit 

4 45-59 

 

• 3 rd reminder letter  

• Visits by the recovery team 

• Follow up over phone  

• Letters to Executive Committee of the NGO-MFI, network 

organization and guarantors. All above effort follows  

• Warning on legal action by next 15 days 

5 60-89 

 

•  Call up the loan (Annex – X of Vol. II) 

•  Final Reminder  (Annex – X of Vol. II) 

• Serve legal notice  

•  Legal proceedings begin  

•  Repossession starts 

6 90 and above 

 

• Telephone calls/Legal proceedings continue 

• Collection effort continues by concerned bank officers 

• Letter to Microcredit Regulatory Authority and network 

organizations  

• Efforts continue for negotiated settlement 
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CHAPTER IV: SPECIFIC GUIDELINES FOR DIFFERENT MODES OF FINANCING 
 

Separate policies and procedures are described here to guide borrowers (NGO-MFIs) and 

banks who may consider adoption of a particular mode of financing as a regular credit 

operation along with other products.   

 

 

4.1 GUIDELINES FOR FUNDING THROUGH THE WHOLESALER/ 
NETWORK ORGNAIZATION 

 
 
A recognized network organization, as a wholesale borrower or any other wholesale 

organization, will undertake specific responsibilities for on-lending to member organizations 

(MOs)/community based organizations (CBOs) in line with the MOU/agreement singed 

between a bank and a wholesale organization.  A bank can also decide to engage a network 

organization as a facilitator instead of a wholesale borrower (mentioned in section 4.1.16).  

 

4.1.1 Responsibilities of the Wholesale Organization  
 
 
The major responsibilities of the wholesale organization are to:     

• Select suitable borrowers (NGO-MFIs) 

• Assess loan proposals, appraise and forward them to the banks with recommendations 

• Facilitate the disbursal of loans from the bank to the qualifying NGO-MFIs 

• Ensure proper coordination and liaison between NGO-MFIs and the banks 

• Undertake constant monitoring and follow-up of field operations and send statements 

and feedback reports at regular intervals to the banks 

• Stand as a corporate guarantor to the loan (for example, CEO of a network organization/ 

CEO of a wholesale NGO-MFI being authorized by its Governing Board shall sign the 

guarantee documents in official capacity)   

• Continuously ensure repayment of loans/installments by the borrowers to banks  
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• Extend all cooperation to NGO-MFIs and the bank in transmitting information related to 

the credit operation. 

 
• Jointly undertake visits with the respective bank to the project areas/field operations 

periodically. 

 

• Jointly review the credit operation and linkage with the respective bank on quarterly/half-

yearly basis. 

 
• Besides, they will perform other functions as may be stipulated in the MOU/loan 

agreement. 

 

4.1.2 Selection and Loan Recommendation Process of the Wholesaler 
 
 
Based on laid down criteria (as per sample shown in Annex – II of Vol. II), proper 

assessment of POs/MOs/CBOs will be carried out by the wholesale organization. It will 

particularly analyze the organizational capability, financial viability, operational efficiency and 

creditworthiness of member organizations. On completion of the assessment, the 

wholesaler/network organization will endorse the loan application based on its findings. 

 

4.1.3 Loan Application and Processing  
 
 
 

The wholesaler/network organization will then send loan applications to the concerned 

bank/banks (in case of syndication) with due recommendations to the designated branch or 

head office of the banks for quick sanctioning of loans. All the required papers along with 

duly filled-in application form will be transmitted to banks. 

 
 

 4.1.4 Loan Approval Process  
 
 
The designated branch of banks or the credit department will process the loan application as 

per laid down procedure (shown in Chapter III) to obtain necessary approval of the bank 

management. 
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4.1.5 Communication of Loan Approval 
 
 
The designated department/branch of the bank will issue sanction letter and communicate it 

to wholesaler/network organization for signing of the Memorandum of Understanding (MOU) 

(sample shown in Annex: VIII of Vol. II). On signing of the MOU by the wholesaler/network 

organization with the bank, the network organization in-turn will inform the eligible 

POs/MOs/CBOs about the funding facility. 

 
4.1.6 Signing of Agreement between the Wholesale/Network Organization and MOs 
 

 
A separate agreement/MOU detailing main features of the credit facility will be prepared by 

the network organization and will be executed separately with each of the MOs (sample 

shown in Annex – IX of Vol. II) 

 
4.1.7 Opening of Bank Account by the Borrowing NGO-MFIs   
 
 
In order to facilitate transactions, each of the member organizations will open a cu rrent 

account at the designated branch of the bank. This account will be operated jointly by the 

CEO and a senior level executive/officer of the organization. If there is no branch located in 

the operational jurisdiction of an NGO-MFI, then it will open an account in any nearby 

commercial bank to undertake all banking transactions. 

 
4.1.8 Mode of Disbursement 
 
 
• While sending disbursement requests to the head office of banks, the wholesale 

organization will ensure that all required papers/documents including guarantees of the 

CEO and the Governing Body/Executive Committee members of the borrower NGO-

MFIs are properly obtained and documented. After proper scrutiny of papers and 

documents the head office will issue loan sanction order and disbursement advice to the 

designated branch to transfer fund in the bank account of the borrower.  
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• The loan amount will be disbursed to the NGO-MFIs in bulk within 6 (six) months in two 

equal installments. This disbursement will be effected by transfer of fund to the Current 

Account of the borrower maintained with the branch. 

• The concerned NGO-MFIs will then withdraw money from their Current Account and 

disburse the same to their clients/member borrowers. After disbursement of money to 

the loanees, a copy of the disbursement statement will be sent to the concerned branch 

of the bank and to the wholesaler/network organization for record, follow-up and 

monitoring. 

 
4.1.9 Interest Rate  
 
 
• Banks will charge simple interest rate on declining basis and installment repayable on 

quarterly basis. Interest rate will be fixed by the respective bank but must not go beyond 

the mid- point. NGO-MFIs will fix interest rate based on their own pricing policy. 

• Wholesaler/Network Organization’s Margin:  

The wholesale organization will get a maximum of 2% margin/service charge on the total 

interest charged by a bank to the borrower NGO-MFIs. This margin/ service charge will 

be transferred to the bank account of the wholesale organization being maintained with 

the bank. 

 
4.1.10 Moratorium  
 
The wholesale organization will ensure that the loan repayment schedule is suitable for 

timely repayment of loan with interest. A grace period of 6 months – 12 months may be 

allowed to the borrower members to make payment of the first installment of loan received 

from the bank (principal plus interest). 

 
4.1.11 Safety Reserve Fund and Insurance 
 
 
a. In line with the lending guidelines, a separate Safety Reserve Fund will be maintained for 

each and every borrower NGO-MFIs. This Safety Reserve Fund may be formed with a 
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subscription from the borrowers @ 2.5% of loan disbursed. They will maintain this 

reserve in a separate bank account of the designated bank/branch. This fund will be lien 

to the bank until borrowers’ loan liability is fully repaid.   

b. The wholesale organization will try to introduce a suitable insurance scheme in 

consultation with the borrower NGO-MFIs for the beneficiaries so that in case of death, 

disability or any other disaster; the risk of loan repayment can be minimized. 

 
 

4.1.12 Loan Repayment 
 
 
The banks will prepare a repayment schedule as per terms and conditions of the credit 

facility extended to the wholesale organization. The wholesale organization will ensure that 

borrower NGO-MFIs repay the loan sum in time as per amortized repayment schedule with 

accrued interest. In case of unusual delay for repayment of installments, the bank will charge 

a maximum of 2% as liquidated damage on the overdue amount.  

 
4.1.13 Renewal of the Credit Facility 
 
 
As a revolving credit scheme, the loan facility will continue until the end of the loan period, if 

not otherwise withheld.  A ‘Mid -Term Evaluation’ will be carried out by the wholesale 

organization and banks to judge the overall effectiveness of the loan facility for renewal of 

the existing credit line or to formulate a revised loan scheme.   

 
4.1.14 Reporting and Monitoring 
 
• The borrower NGO-MFIs will send progress report to the wholesale organization on 

monthly basis. The wholesale/network organization will compile a consolidated progress 

report and send it to the bank in the first week of the next month.  

• The wholesale organization will undertake constant follow-up and review of credit 

operation (including the linkage arrangement) on quarterly/half-yearly basis.  
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• The banks will carry out periodical field visits jointly with the wholesale organization and 

separately from the head office. Besides, they will assign specific responsibility to the 

designated branch to ensure proper monitoring and timely repayment of loans.  

 

4.1.15 Internal Audit 
 
 
In order to ensure smooth operation and transparent credit transactions, the 

wholesaler/network organization will carry out internal audit and inspection on the activities 

of the borrower NGO-MFIs. In this respect, separate audit unit along with appropriate 

guidelines may be established by the wholesaler/network organization to conduct periodic 

audit. The member NGO-MFIs will assist the audit team by supplying information and papers 

needed during the time of auditing. An agreed cost for internal auditing service will be paid to 

the wholesale organization by the borrowers. 

 
On completion of audit, appropriate reports will be prepared and submitted to the 

wholesaler/network organization for review and doing the needful. The wholesaler/network 

organization will send a copy of the audit report to the borrower NGO-MFIs for compliance 

and rectification of audit objections/observations.  

 
4.1.16 Engagement of Network Organization as a Facilitator  
 
 
In the event a network organization is engaged by a bank as a ‘Facilitating Agency’, it will 

carry out activities as per MOU signed with the bank relating to extension of credit to NGO-

MFIs. It may perform the following functions: 

 
4.1.16.1 Functions of the Facilitating Network Organization 

§ Selection of suitable borrowers (NGO-MFIs) 

§ Assessment and appraisal/rating of loan proposals for consideration of the bank 

§ Coordination and liaison between the borrowers and the bank 
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§ Monitoring and follow-up of loan utilization and timely repayment of loan installments 

to the bank. To this end, the network organization will issue/sign an undertaking in 

favor of the lending bank (as per sample shown in Annex – XI of Vol. II). 

§ Extension of assistance and cooperation in transmitting information related to the 

credit operation 

§ Jointly undertake visits with the respective bank to the project areas/field operations 

periodically 

§ Periodical review of credit need, loan performance and overall progress of credit 

operations singly and jointly with the bank 

§ Any other functions as may be stipulated in the MOU/agreement. 

 
4.1.16.2 Mode of Operation  

 
Based on laid down criteria (illustrated in chapter II of Vol. I and Annex II of Vol. II), proper 

assessment of eligible borrowers will be carried out by the facilitating agency (network 

organization). They will particularly analyze the overall viability and creditworthiness of loan 

applicants. 

 
The network organization will send the assessment/appraisal report on each of the applicant 

to the designated branch or head office of the bank for onward processing and 

consideration.  

 
4.1.16.3 Facilitation Fee/Service Charge 

 
The facilitating agency will get a maximum of 1.5% fee/service charge on the total interest 

charged by a bank to the borrower NGO-MFIs. This fee /service charge will be paid by the 

bank based on the arrangement made in the MOU/agreement. 
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4.2 GUIDELINES OF LOAN SYNDICATION FOR NGO-MFIs 

 
A ‘Syndicated Credit’ is one in which two or more banks (the syndicate) contract with the 

borrower to provide (usually medium and long term for 3 to 10 years) credit on common 

terms and conditions governed by a common document or set of documents. One member 

of the bank is normally appointed to act as the Lead/Agent Bank for the syndicate. It is a 

multi-bank transaction with each banks acting on a ‘several basis’ (which means that each 

bank acts on its own without responsibility for the other banks in the syndicate).   

 
In order to diversify risks and to finance large loans, Bangladesh Bank as a policy, 

encourages loan syndication. Banking sector has been using this mechanism successfully to 

fund large projects. Banks may like to extend credit facilities to large and medium sized 

NGO-MFIs by arranging joint financing package through the syndication system. 

 
 
4.2.1 Purpose of Syndication 
 
 
• To spread and share the credit risk among all the participating banks  

 
• To organize large amount of funds needed by NGO-MFIs, not otherwise available from a 

particular bank  

 
• To analyze the viability and credit worthiness of a funding proposal from various angles 

by the syndicate members 

 
• To comply with the central bank’s policy of forming syndication for financing large loans 

 
• To satisfy the minimum criteria of diverse group of banks in the syndicated market by the 

borrower. 

 
• To create opportunity for the borrower as well as for banks to expose their performance 

in the credit market through syndication 
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4.2.2 Syndication Instruments 
 
The syndicated credit market uses many instruments and has developed a stream of new 

products to meet borrower needs and to take advantage of changes in the market. However, 

it is felt that the two instruments described below may be used by the banking institutions for 

lending to NGO-MFIs. 

 

4.2.2.1 Term Loan 
 
A term loan is a loan of a specific amount for a set period of time. The borrower usually has 

the right to draw down funds in a single amount or in tranches during the availability period. 

A term loan may include a multi-currency option to permit the borrower to switch currencies 

periodically.  

 

4.2.2.2 Revolving Credit Facility 
 
A revolving credit facility is also ava ilable for a specific amount for a set period of time but, 

unlike the term loan, if offers a borrower the flexibility to draw down, repay and redraw all or 

part of the loan at his discretion. The revolving credit is usually available through out the life 

of the credit facility.  

 

4.2.3 Syndication Process 
 
Prospective banks will bid to get mandate from the customer (large and medium NGO-MFIs) 

to be the Arranger/Lead Bank. Banks will submit their term sheet in consultation with the 

customer comprising information on the borrower, name of the guarantor, name of the 

arranger, nature of facility and amount, purpose of the credit, maturity, repayment, 

prepayment, arranging fee, interest rate, facility agent, documentation, legal adviser and 

other main conditions of the proposed syndication. 

 
If a bank wins the bid and get mandate from the borrower (NGO-MFIs), then it will prepare 

the Information Memorandum (IM), which will include findings of the feasibility study of the 

proposed credit facility. The arranger will send invitation to other banks to participate in the 

syndication arrangement with IM and simultaneously will prepare a draft facility agreement. 
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The Lead Arranger will now organize discussion meetings/presentations on the proposed 

credit facility with other member banks and with the borrowing organization. After finalization 

of terms and conditions and structuring of the facility, the Lead Arranger will then initiate 

formalization of sanctioning of the credit. 

 
After obtaining initial consent of the syndicate members, the draft facility agreement will be 

circulated for their review.  

 
 

At this stage, the member banks will communicate their firm commitment to the Lead 

Arranger who will finalize the Facility Agreement with draw down schedules and will send the 

agreement to the legal adviser (incorporating all agreed changes) for final vetting. 

 

The Lead Arranger will then select a signing venue for execution of the facility agreement 

and ensure that conditions precedents are satisfied and the deal is made operative.  The 

Lead Arranger will ensure, as the Agent, proper documentation before issuance of draw 

down notice. 

 

4.2.4 Pricing of the Facility 
 
 
The Lead Arranger will charge an arrangement fee in line with the provision of mandate 

given by the customer. Besides, participation/commitment fee for the syndicate members 

may be included as an up-front payment.  

 

The syndicate members will finalize interest rate along with commissions (for remittance, 

L/C, etc.) when negotiations are carried out with participating banks and the borrower NGO-

MFIs. Depending on the arrangement and their consent, a single rate of interest or different 

rates for different members may be fixed. Banks will charge interest on declining basis and 

installment repayable as per agreed terms. NGO-MFIs will charge interest rate based on 

their own pricing policy for on -lending to their members (loanees). 
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4.2.5 Disbursement Process 
 
 
The borrower NGO-MFIs will send ‘Draw Down Notice’ to the Arranger, which will include 

amount of facility, date, time, A/C No., name and whether all conditions precedent have 

been fulfilled.  The lead arranger will now send draw down notices to the member banks for 

disbursement of the fund to the customer. All participating banks will send Bangladesh Bank 

Cheque/Pay order to the Arranger as per Facility Agreement Signed earlier.  

 

4.2.6 Monitoring Process  
 
 
The Lead Arranger as well as the syndicate members will undertake the following activities 

in the pre -implementation and post-implementation stages of the credit facility.  

Pre-Implementation Stage  

• Physical verification of operational status and records 

• Project cost verification  

• Verification of Audit Report, Rating/Assessment Report, etc. 

Post-Implementation Stage 

• Verification of the compliance status of the loan 

• Cash flow monitoring  

• Performance monitoring 

• Debt repayment follow-up and monitoring 

• Joint/separate review of the credit program 

 

The contents of IM, general term sheet and list of main documents are shown in Annex XIII, 

Annex – XII and Annex – XIV of Volume II as samples. Besides, the syndicate members will 

follow all other formalities and procedures as per usual practice of banks.  
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4.3 GUIDELINES FOR MICRO ENTERPRISE REFINANCING SCHEME 

 
Bangladesh Bank may earmark a specific amount of fund annually for refinancing micro 

enterprise loans being extended by Banks/FIs to NGO-MFIs. This refinancing facility may be 

called by the name of ‘Micro Enterprise Refinancing Scheme’ (MERS). Bangladesh Bank 

may outline more or less the same criteria and procedure as is fo llowed for refinancing of 

‘Small and Medium Enterprise Sector Development Project’. Banks will maintain proper 

records of such lending to the NGO-MFIs and will obtain refinancing from Bangladesh Bank 

in the prescribed manner. 

 

4.3.1 Objective of MERS 
 
 
The main objective is to provide opportunities to the micro credit graduated borrowers in 

order to enable them for the establishment of new business, expansion of business and 

BMRE of existing business, etc. The focus of the scheme will be given to the borrowers who 

have already started some type of business and have the enormous potentiality to grow as 

successful entrepreneurs.  

 

4.3.2 Preferential Criteria for Funding to NGO-MFIs   
 
 

• NGOs-MFIs who have 2 to 3 years experience of handling micro entrepreneurs. 

• 95% recovery rate with good track record of micro entrepreneurs. 

• Self-sustained operation with separate books of accounts 

• Have separate operation manual 

• Program is managed by professional staff 

• Have a long term business plan (3 – 5 years) with fund requirement 

• Have the capability of providing business counseling to the micro entrepreneurs 

• Have the capacity to extend market information and marketing support (if 

needed)  
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4.3.3 Nature of Loan and Duration  
 
 
Initially three types of loans may be required by the ultimate borrowers. Therefore, banks will 

have to extend credit to the NGO-MFIs to support different requirement like as follows:  

Term Loan (Fixed Assets purchasing loan)   Up to 5 years 

Working Capital loan      Up to 1.5 years 

Seasonal/Short Term Loan     3 to 6 Months 

 

4.3.4 Loan Amount 
 
 
The loan amount will be determined based on the experience of micro enterprise financing, 

demand for additional fund, amount of revolving fund used for micro enterprise program, 

repayment capacity and negotiation between two parties (NGO-MFIs and banks)  

 

4.3.5 Interest Rate  
 

 
Banks will charge simple interest rate on declining balance and installment repayable on 

quarterly basis. Interest rate will be fixed by the respective banks but must not go beyond 

10% (like the same rate of SME lending). 

 

4.3.6 Application of Standard Guidelines and Procedures  
 

 
Banks will ensure loan processing, sanctioning, documentation, disbursement, utilization, 

recovery, monitoring, etc. as per usual credit norms and general guidelines illustrated in 

Chapter II. Banks may, however, adopt these guidelines and procedures suiting to their own 

preference and product design.  

 
Separate guidelines and procedures for on-lending to micro entrepreneurs by the NGO-MFIs 

are also spelled out and shown in Annex – XV of Vol. II so that a systematic and consistent 

credit delivery system can be enforced. 
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4.3.7 Refinancing Process 
 
 
On disbursement of loans to eligible NGO-MFIs, Banks/FIs will maintain separate 

disbursement records as per requirement of Bangladesh Bank. Concerned Bank/FI will send 

refinancing application fulfilling the following criteria and requirement. 

 

4.3.7.1 Criteria of Refinancing  
 
 
• Business enterprises having a fixed asset of Taka 10.0 lakhs will be treated as micro 

enterprise under the refinancing scheme. 

• Banks/FIs will get up to 100% reimbursement of disbursed loans to micro enterprises 

ranging from Taka 0.50 lakh to Taka 5.0 lakhs in each case. 

• Reimbursement will be given on ‘first come first served basis’. 

• Bangladesh Bank will charge prevailing Bank Rate on the refinanced loan amount. 

• Banks/FIs will send refinancing applications (as per format of Bangladesh Bank) on 

quarterly basis. They will ensure submission of applications within next 15 (fifteen) days 

from completion of a quarter along with the loan disbursement statement (sample shown 

in Annex – XVI of Vol. II). 

• Reimbursement will be allowed for working capital/short term loans, mid term and long-

term loans (for this purpose, the period of loan would be from 3 months to 5 years 

depending on the nature of loan). 

• On receipt of refinancing applications from banks, Bangladesh Bank will examine 

refinancing requests on case-to-case basis and will approve the reimbursement. 

 

4.3.7.2 Payment Schedule of Refinanced Loan 
 
 
• Working capital/short term loan: 

Payable in 1 to 3 equal half-yearly installment(s) with interest within six 

months to one and half years from the date of disbursement.  
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• Term Loan with 3 years maturity: 

Payable in 5 equal half-yearly installments with interest within 3 years from 

the date of disbursement with 6 months grace period. 

• Term Loan with 5 years maturity: 

Payable in 8 equal half-yearly installments with interest within 5 years from 

the date of disbursement with a grace period of one year. 

• Bangladesh Bank will recover installments as per repayment schedule from the 

principal/current account of the concerned Bank/FI maintained with the central bank. 

 
 

 4.3.8 Bangladesh Bank will issue an appropriate circular informing banks, MRA and other 

related agencies about establishment and operational requirement of the refinancing 

scheme.  
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4.4 GUIDELINES FOR REFINANCING OF HARDCORE POOR CREDIT PROGRAM  

 
 
A fund in the name of ‘Credit for Empowerment of Hardcore Poor’ (CEHP) may be created 

by the Government of Bangladesh (GOB) with an appropriate annual budget allocation. 

Bangladesh Bank will administer the fund and allow banks to get refinance from the fund as 

per laid down procedure. Banks will get this refinancing facility at the prevailing bank rate. 

Banks will maintain separate records of such lending through NGO-MFIs who will operate 

the credit program for hardcore poor. 

 
Bangladesh Bank may follow the same policy and procedure as it has been practicing for 

refinancing of crop/agricultural loans to BKB/RAKUB/NCBs or for refinancing of agro- 

industries and SMEs.     

 

4.4.1 Objective of CEHP 
 
The objective of the scheme is to provide opportunities to the hardcore poor, the access to 

credit through formal sector (commercial banks) in order to enable them to become self-

sustained with improved livelihood. The main focus of the financing scheme is given to the 

poor people who doesn’t have any asset base and are identified by the PRSP of GOB as a 

vulnerable group but can be transformed into potential human capital. 

 

4.4.2 Pre ferential Criteria for Lending to NGO-MFIs through CEHP 
 

• NGO-MFIs who have two to three years experience of handling pro-poor 

program(s) successfully. 

• On an average 90% OTR with good track records 

• Self-sustained operation with separate records and accounts 

• Have separate operation manual 

• The program is well managed by professional staff 

• Have a long term business plan (3 – 5 years) with fund requirement 

• Have the capability of providing training and counseling to the poor borrowers 
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4.4.3 Loan Duration 
 
 
Financing in the form of term loan with duration of 3 (three) to 5 (five) years may be 

extended to the NGO-MFIs for on-lending to the poor borrowers/beneficiaries (members). 

 

4.4.4 Loan Amount 
 
 
The loan amount will be determined by the Banks/FIs based on the experience of pro-poor 

lending, demand for additional fund, amount of revolving loan fund (RLF) used for hardcore 

program and repayment capacity.   

 

4.4.5 Rate of Interest 
 
 
Bank will charge simple interest rate on declining balance and installment repayable on 

quarterly basis. Interest rate will be fixed by the respective bank but must not go above 8% 

(i.e., Bank rate plus 2.0%). 

 

4.4.6 Grace Period 
 
 
• The borrower NGO-MFIs will get 6 (six) months grace period for mid-term loans (3 years) 

and 1(one) year grace period for long-term loans having 5 years duration.  

• During the first 6 (six) months (i.e., during grace period) they will not make any payment 

whatsoever (either interest or principal). Repayment of loan (principal plus interest) will 

start from 7 th month of disbursement for mid-term loan. 

• For long -term loan, the repayment of principal and interest will start after expiry of one-

year grace period. 

 
4.4.7 Application of Standard Guidelines and Procedures 
 
 
Banks will follow the general guidelines and procedures applicable for processing loans as 

illustrated in Chapter II. Banks may, however, adopt these guidelines and procedures suiting 

to their own preference. 
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Separate guidelines and procedures for on-lending to pro-poor members/beneficiaries by the 

NGO-MFIs are also spelled out and shown in Annex – XVII of Volume II so that a systematic 

and consistent credit delivery system can be ensured. 

 

4.4.8 Refinancing Process 
 
 
On disbursement of loans to eligible NGO-MFIs, Banks/FIs will maintain separate 

disbursement records as per requirement of Bangladesh Bank. Concerned Banks/FIs will 

send refinancing applications fulfilling the following criteria and requirement. 

 

4.4.8.1 Criteria of Refinancing  
 
 
• NGO-MFIs who extend credit to the hardcore poor at least 20% of their Revolving Loan 

Fund (RLF) will be treated as eligible borrower under this refinancing scheme. 

• Banks/FIs will get up to 100% reimbursement of disbursed loans to hardcore poor. 

• Reimbursement will be given on ‘first come first served basis’. 

• Bangladesh Bank will charge prevailing Bank Rate on the refinanced loan amount. 

• Banks/FIs will send refinancing applications (as per format of Bangladesh Bank) on 

quarterly basis. They will ensure submission of applications within next 15 (fifteen) days 

from completion of a quarter along with the loan disbursement statement (sample shown 

in Annex – XVIII of Vol. II). 

• Reimbursement will be allowed for mid-term and long -term loans (for this purpose, the 

period of loan would be from 3 years to 5 years depending on the  duration of loan). 

• On receipt of refinancing applications from banks, Bangladesh Bank will examine 

refinancing requests on case-to-case basis and will approve the reimbursement. 

 

4.4.8.2 Payment Schedule of Refinanced Loan 
 
 
• Term Loan with 3 years maturity: 

Payable in 5 equal half-yearly installments with interest within 3 years from 

the date of disbursement with 6 months grace period. 
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• Term Loan with 5 years maturity: 

Payable in 8 equal half-yearly installments with interest within 5 years from 

the date of disbursement with a grace period of one year. 

• Bangladesh Bank will recover installments as per repayment schedule from the 

principal/current account of the concerned Bank/FI maintained with the central bank. 

 
  

4.4.9 Bangladesh Bank will issue appropriate  circular informing banks, MRA and other 

related agencies about establishment and operational procedure of the hardcore poor 

refinancing scheme.  
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4.5 GUIDELINES FOR EXTENSION OF CREDIT FACILITIES 

THROUGH SECURITIZATION 

 
 
Securitization deals with assets having predictable cash flows or rights to future income 

streams (receivables) are grouped together and sold to investors normally as bond-style 

securities. In the process, parties involved in the transaction are benefited.  

 

The basic technique of securitization requires the rights to the cash flows/ receivables to be 

transferred to a special purpose company or a Special Purpose Vehicle (SPV), which then 

issues debt normally in the form of bonds. These securities can be freely traded (and are 

often rated). Basically, three parties are directly involved in the process of securitization 

(shown in Annex – XIX of Volume II). These are: originator/servicer, issuer or SPV and 

investors. There are different types of securitization with diverse structures and investors. 

The common forms, essentials and procedures are described here to guide the NGO-MFIs 

and banks, in case they opt for this mode of financing. 

 

4.5.1 Objectives of Securitization 
 
 

The main objectives of securitization are: 

• Raising of funds on an economic basis for seller 

 
• Improvement of Return on Capital 

 
• Diversification of sources of fund  

 
• Reduction of credit exposure to particular assets (for raising ability to mobilize long term 

funds) 

 
• Protection for bondholders from creditors by creating a special vehicle/trust and other 

safety measures. 
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4.5.2 Infrastructure for Securitization 
 
 

Appropriate infrastructure facilities are essential in order to make securitization work properly 

in a country. Bangladesh has already made some reforms to facilitate the securitization 

process. However, strengthening of the following facilities and systems will help develop 

securitization as an alternate source of funding:  

 
a. Processes for due diligence and structuring by arrangers  

b. Accepted disclosure standards  

c. Experienced servicers and sellers with reliance on securitization 

d. Processes and disciplines to ensure adherence to documentation and the cash flow 

model, rating agencies, auditors and legal system 

e. Experienced and diligent Trustees with processes in place and legal and economic 

penalties for non-compliance 

f. Enforcement systems (timely access to remedies) 

g. A compliance culture for all parties (trustees, borrowers, sellers, servicers) 

h. A transparent credit culture; and  

i. A group of proactive vigilant investors 

 

4.5.3 Mode s of Securitization 
 
Different modes of probable securitization which banks may consider are shown in the 

following chart. 
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Modes of Securitization  

 

4.5.4 Responsibility of the Originator/Servicer 
 
The intending NGO-MFIs may originate its assets or receivables that are to be securitized. It 

could be receivables from lending activities or any other form of steady and continuing 

revenue stream. Say, a particular NGO-MFI has extended credit facilities to 10,000 

borrowers and on a periodic basis gets interest/service charge with principal from the 

loanees. These are receivables for that NGO-MFI. Now, that organization may choose to 

Retail Lending  

Residential real estate 

Home equity loans 

Auto Loans 

Student Loans 

Wholesale Commercial Lending 

Commercial real estate 

Franchise loans 

Equipment leases 

Asset backed commercial papers 

NGOs-MFIs Securitization  

Microcredit receivables 

NGO-MFIs Loans 

SME business or companies 

Bank Securitization  

Bank loans 

Credit cards 

Government Revenues 
 
Telephone bill receivables 

Electricity revenues 

Revenue from bridges and toll roads 

Revenue from sea ports, land ports and 

airports 

Industrial Revenues 
 
Trade receivables 

Intellectual property, music royalties etc. 

Future flows 
 
Export receivables 

Whole business revenues 

Miscellaneous 
 
Healthcare revenues 

Islamic securitization  
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securitize a portion of these receivables. In this case, it will be called as originator. In 

absence of any servicer to collect receivables, the originator may also act as servicer. 

 
In order to ensure quality of data/records, correctness of receivables, payment maturity and 

tracking of collections, the originator must ensure proper maintenance of computerized 

information system, books of accounts at head office and grass root levels.    

 

4.5.5 The Obligation of SPV or Trustee  
 
 
To issue debt instrument to bondholders and creditors, formation of a SPV company (the 

purchaser/issuer) or Trust with a suitable trustee is essential. The sole purpose of the SPV is 

to issue debt to be repaid with the cash flow of the receivables. Once a suitable portfolio of 

assets has been originated, the assets are analyzed as a portfolio and then sold or assign to 

the SPV/Trustee which shall issue securities/bonds based on these receivables, typically in 

a simultaneous transaction. The SPV/Trustee’s main obligations to investors are as follows:  

  
a. The Trustee physically holds the original loan, asset and security documents 

b. Trustee issues debt instrument to both bondholders and creditors 

c. Serves the interest of two groups of beneficiaries under the Trust 

• Bondholders as regards the assets and cash flows until bonds are paid out in full 

• The seller as residual beneficiary – only has entitlement when bonds are paid out 

d. Establishes firm relationship with bondholders in regard to:  

• Fiduciary relationship with Trustee 

• Entitlement of information on assets and trustee’s performance 

• Entitlement to vote and direct Trustee  

• Seeking of legal remedies and rights to protect assets, etc; and  

• Seeking of additional protection from Seller’s creditors 
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4.5.6 Involvement of Investors 
 
 
The investment instrument or bond issued by the SPV shall be subscribed by the investors 

judging the quality of receivables of the originator. These investors could be individual or 

institutions. In Bangladesh, at this stage, institutional investors (Banks, FIs, etc.) would be 

more suitable for the market. 

 
 

4.5.7 Payment of Taxes 
 
 
The issuer and each of the investors shall be responsible for and shall pay separately all 

taxes, duties, levies, fees, charges of any nature, assessed or charged or imposed by any 

government entity as a consequence of any transaction pursuant to the securitization 

transaction. 

 
 

4.5.8 Interest Rate  
 
 
In relation to certificate or bond, the amount of interest payable in respect of any such 

certificate/bond on any payment date, will depend on the agreed rate between the Seller, 

Issuer and Investor. Besides, payment of fees, charges, etc. to the arranger(s), agents, and 

consultants/legal counselors will depend on the transaction volume, nature and amount of 

fund being raised by the securitization transaction. 

 
  

4.5.9 Credit Collection Policy, Interest Rate, Debt Service Reserve, Deed of Assignment, 

default notice, other relevant provision shall be stipulated as per agreement of the 

Originator/Seller, Issuer and other involved parties.  

 

 
4.5.10 Procedure for Initiation and Execution of Securitization  
 
 
Step # I: The intending NGO-MFI will initiate discussions with the banks, 

investment/merchant bankers and other related experts for formation of a SPV 

company/Trustee and for structuring of the transaction. Once the receivables are analyzed 
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and the asset pool is structured, the originator will also carryout simultaneous discussion 

with the arrangers, institutional investors (banks, financial institutions, etc.) for their consent. 

 

Step # II: The terms and conditions of the proposal, including the amount, interest rate, 

amortization schedule, fees, etc. may be finalized with the Lead Arranger/Co-Arrangers, 

Guarantors and with Investing Banks/FIs. The draft agreement indicating key conditions, 

appropriate legal, tax and other related issues on the transaction structure involving the sale 

of designated receivables to the Special Purpose Vehicle (SPV)/Trust will have to be 

prepared and circulated for consent of all parties. 

 

Step # III: As an essential part of the securitization process, a Special Purpose Vehicle 

(SPV) or a Trust (say, Micro Credit Securitization Trust) for transfer of designated 

receivables will have to be formed.     

 

Step # IV: On completion of negotiations regarding the whole process of securitization 

transaction, the agreed percentage of receivables (say, BDT 100.0 million) of an NGO-MFI 

(Originator) shall be transferred to a bank account of the ‘Special Purpose Vehicle (SPV)’ 

per month. The rema ining receivables will be retained by the originator organization. Based 

on the transferred receivables, the SPV shall issue zero coupon bonds/securities with a 

maturity of 1 to 10 years to raise fund (Say BDT 50.0 Million) with the approval of regulatory 

authorities (if needed).  

 

Step # V: Subject to the terms and conditions set forth in the Trust Deed (a copy of which 

has to be furnished to each of the institutional investors); the issuer/trustee shall issue and 

allot to each of the investors a specified amount of bonds/securities.  Each investor shall be 

obliged to pay purchased price specified on the bonds issued. 
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Step # VI: The issuer shall ensure upon its issue of the bonds to each Investor, the 

Bonds/Securities having been duly and validly authorize d, and they shall be allotted and 

issued by the Issuer to each Investor free from all Security Interest and that each Investor 

shall be entitled to exercise all rights attached for accruing to its Bonds including the rights, 

privileges and conditions set out in that Transaction Document. 

 

Due diligence, usual loan appraisal and all other procedures related to sanctioning of credit 

and issuance of debt instruments shall have to be followed before finalizing a securitization 

transaction. A checklist of securitization documents is indicated in Annex – XX of Vol. II 

which may be required to safeguard the interest of all concerned parties   
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CHAPTER V: REINFORCEMENT OF POLICIES AND PROCEDURES 
 

 

5.1 REVISION AND REINFORCEMENT OF POLICIES AND PROCEDURES 

 
Policies and procedures outlined here are mostly generalized. Banks and borrowers (NGO-

MFIs) are expected to adopt these policies and procedures suiting to their needs/operations. 

However, with the passage of time, when banks will start full-sewing lending with various 

products, related policies and procedures may need revision/amendments or reinforcement. 

Even the necessity for formulation of new policy guidelines and procedures may be required 

to facilitate smooth operation of different funding options/programs.  

 

5.2 FORMULATION OF REGULATIONS  

 
In order to bring NGO-MFI lending under the fold of formal market, Bangladesh Bank may 

like to frame appropriate regulations to support different policies and credit programs. 

Besides, the Microcredit Regulatory Authority may also be required to frame appropriate 

regulations or regulatory instruments to facilitate development of meaningful linkage 

programs and promotion of enabling credit environment in Bangladesh. 
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GLOSSARY OF TERMS 
 

1. Agent: A person who acts on behalf of another party (principal), in a syndicated loan, the 

agent is the bank which is responsible for administering the loan and which acts as a 

conduit for all payments.  

2. Account: refers to bank accounts, collection accounts, each provisional account, debt 

service reserve account, bad debt account and all other accounts in the name of 

borrowers (wholesaler/retailer) or trust. 

3. Accounts Agreement: the accounts agreement dated on or about the date thereof 

between the Trustee, the Servicer and the Account Bank. 

4. Accrued Interest: The interest being earned or accruing daily on a loan or note between 

two interest payment dates. 

5. Advance: the amount of a single drawing under a loan facility. In a loan document, the 

term is generally used to identify the various portions of a loan by reference to which 

interest is being calculated. 

6. Amortization: gradual repayment of debt overtime in a series of installments. 

7. Arranger: a bank or a financial institution responsible for originating and syndicating a 

transaction. The arranger always has a senior role, is often the agent and usually 

participates in the transaction. 

8. Assets: all tangible and intangible property of an entity/organization, including real 

property (land, building, etc.), chattels, money and debts owing to such 

entity/organization. 

9. Bad Debt Reserve: a sum credited to an account in the books of an organization (NGO-

MFI) to allow for some of the debtors not paying their debts in full. This amount is 

normally deducted from the total debtors in the balance sheet. Through this bad debt 

provision, a reserve will eventually be created by the borrower NGO-MFIs to ensure 

sufficient reserve against classified loans.  

10. Bank: a banking company as defined in the Banking Companies Act, 1991. 
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11. Bank Rate: it is the rate at which the central bank allows scheduled banks rediscounting 

or credit facility.  

12. Beneficiaries: it means the poor people those who are members (borrowers) of NGO-

MFIs and who will ultimately use the credit facility for income generating activities.  

13. Borrowers: registered /licensed NGO-MFIs with Microcredit Regulatory Authority and 

wholesale organizations who will borrow from Banks/FIs. 

14. Contingent Liability: A liability which is uncertain as to its crystallization (e.g., a 

guarantee, L/C, etc.). 

15. Coupon: a piece of paper tha t gives holders the right to receive a fixed benefit.   

16. Current Assets: any asset, other than one intended for use on a continuing basis in the 

organization’s activities, which will generally turn into cash within one year.  

17. Current Liabilities: current liabilities of an entity/organization maturing within one year. 

18. Debt-Equity Ratio: the ratio of an organization’s debt to its equity used as a measure of 

the financial stability of such organization and its ability to increase its level of total 

borrowings. 

19. Deed of Assignment: means a deed of assignment substantially in the form attached to 

the Sale and Servicing Agreement to be executed between the Seller and the Trustee in 

connection with the sale and assignment of each tranche as described in the Sale and 

Servicing Agreement. 

20. Default: failure to fulfill the conditions of a contract. Sometimes, defaults also relate to 

non-payment of loan installments by borrowers.  

21. Default Notice: the written notice given by the bank or the Trustee to the borrowers or to 

the beneficiaries pursuant to loan agreement or to the Trust Deed. 

22. Due Date: date on which payment of interest or principal becomes due and payable. 

Sometimes, due date also relates to maturity date. 

23. Eligible Loan Agreement: any loan agreement between the Seller and an Obligor from 

which eligible receivables derive. 
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24. Equity: in the context of an organization’s financial conditions, such organization’s paid-

up share capital and other share holders’ funds. Long-term subordinated loans may also 

be included.  

25. Face Value: the value of a bond/certificate denominated in Taka and specified on the 

face of such bond/certificate. 

26. Financial Institutions: the institutions established under the Financial Institutions Act, 

1993 and registered with the central bank. 

27. Guarantee: a promise made by a third party (guarantor), is not a party to a contract 

between two others, that the guarantor will be liable if one of the parties fails to fulfill the 

contractual obligations.  For example, a bank may make a loan to a NGO-MFI, provided 

that a guarantor is prepared to repay the loan if the borrower fails to do so.  

28. Guarantor: a person or an organization who provides guarantee in favor of a borrower 

against certain financial obligations or loan liability. 

29. Hard Core Poor: people who live at the lowest level of subsistence and cannot afford 

three square meals daily. People who are deprived of minimum basic needs, do not 

possess any economic means, socially ignored and are constantly trying to survive 

against the curse of poverty. 

30. Issue Date: in relation to bond/certificate, the date on which the Trustee records the 

details of the first holder of such bond/certificate in the register of bond/certificate 

holders. 

31. Interest Rate: Interest rate is the rate which is payable for any period of loan (Term 

Loan, Short Loan, Working Capital, etc.) and is determined in accordance with the 

agreed rate between a bank and its borrowers. The mid-point is the point of interest 

which is fixed between the lowest and highest range of interest by a bank. 

32. Lenders: the banks and financial institutions who will extend credit facilities to the 

borrowers (NGO-MFIs). 
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33. Letter of Credit: a letter of credit is a written undertaking by a bank (issuing bank) given 

to the seller (beneficiary) at the request and in accordance with the instructions of the 

buyer (applicant) to effect payment (that is by making a payment or by accepting and 

negotiating bills of exchange) up to a stated sum of money within a prescribed time limit 

and against stipulated documents. 

34. Loan Agreement (Contract): the document which commits the borrower and the lender 

or the syndicate of lenders to the terms and conditions of the mandate. The contract 

spells out main conditions which governs the disbursement of funds, the payment of 

principal, interest , fees, etc. and serves as a basis for monitoring the financial well-being 

of the borrower until the final maturity of the loan.  

35. Margin:  the rate of service charge which the wholesale borrower will charge for its 

services to the retailer (NGO-MFIs) within the interest rate fixed by the lender 

(Banks/FIs). The wholesale organization will charge this as per mutually agreed rate.  

36. Memorandum of Understanding: it is a formal record of an understanding/agreement 

that has been reached but not yet formally prepared and singed. 

37. Microcredit Regulatory Authority: the regulatory authority which is created by the 

government under the Microcredit Regulatory Authority Act, 2006 to regulate, supervise, 

monitor and promote microfinance institutions of Bangladesh.  

38. Network organization: a recognized organization which is formed with closely linked 

group of people or organizations/companies, etc. to establish appropriate networks and 

to provide advisory services. Here, network organization will refer to CDF, FNB, INAFI 

Bangladesh, etc. which are formed by NGO-MFIs as members.  

39. NGO-MFIs:  non-governmental organizations registered under Societies Registration Act 

of 1860 and/or Companies Act of 1994/Voluntary Social Welfare Ordinance of 1961/ 

Foreign Contribution Ordinance of 1962/ Foreign Donation Regulation Ordinance of 

1978/ Trust Act of 1882.  

40. Outreach: the activity of an organization (NGO-MFI) in contacting and providing services 

or advice to the poor people (members/beneficiaries).  
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41. Purchase Price: the purchase price for each tranche in Taka as described in the 

concerned sale and servicing agreement.  

42. Pari Passu Clause: a covenant usually included in credit facilities and debt instruments 

requiring a borrower to ensure that its indebtedness under the relevant facility or 

instrument would, in a liquidation, rank at least equally with all other unsecured 

indebtedness of that borrower. The covenant will normally have exceptions in respect of 

indebtedness which is preferred by law (e.g., taxes and wages).  

43. Prepayment: a payment of any principal amount owing in respect of a loan prior to the 

appointed/scheduled repayment date. 

44. Provision: an amount set aside out of profits in the accounts of an organization for a 

known liability or for the diminution in value of an asset. 

45. Rating: a letter grade signifying an organization’s performance or a debt’s investment 

quality. Sometimes, rating is essential to determine borrower’s anticipated ability to 

service the debt with interest. 

46. Rebate: interest concessions allowed to good borrowers as incentive/reward for timely 

or advance repayment of loans as per laid down criteria of a bank(s) or an NGO -MFI(s). 

47. Receivables: all amounts payable by an Obligor to the Seller under a loan agreement. 

48. Recourse Agreement: the recourse agreement dated on or about the date thereof 

between the Trustee and the Guarantor. 

49. Revolving Loan Fund: the fund which continuously revolves as investable fund for 

extension of credit facilities by NGO-MFIs to their member loanees.  

50. Revolving Credit Facility: a facility which permits the borrower to draw down and repay 

at its discretion for a specific period of time. 

51. Safety Reserve Fund: a fund which is created by the borrower NGO-MFIs as a safety 

measure to cover credit risks until a loan liability is fully repaid to a bank.  

52. Sale and Servicing Agreement: the sale and servicing agreement dated on or about 

the date thereof amongst the Trustee, acting on behalf of the Trust, the Seller and the 

Servicer. 
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53. Security: any form of mortgage, hypothecation, floating charge over the borrower’s 

assets including but is not limited to assignment over the borrower’s rights and benefits, 

undertaking and guarantee of the borrower or of any third party through the Security 

Documents or any other Agreement from time to time executed between the lenders and 

the borrowers or the third party securing the loan liability of the borrower. 

54. Subscription Agreement: the subscription agreement executed by the Trustee with one 

or more prospective investors (under the terms of which the Trustee is to issue the 

certificates/Zero-Coupon Bonds).  

55. Term Loan: a loan with a fixed draw down period and a repayment schedule where the 

principal is normally repaid on an equal quarterly or semi-annual installment basis. 

56. Tranche:  part of a single financial transaction which is split into different portions. This 

may be because there are different lenders or maturities or currencies involved. 

57. Trust: a Trust, established by a trust deed under the Trust Act, 1882 of Bangladesh. 

58. Trust Deed: the Trust Deed executed by the Seller and the  Trustee for a specific 

purpose. 

59. Wholesale Organization: the organizations which will borrow from banks as wholesaler 

and will retail that as loan to the partner/member NGO-MFIs. The network organizations 

or any other sound microfinance organization may act as a wholesaler. 

60. Zero Coupon Bond: it is a type of bond that offers no interest payments but which is 

sold at a discount to its redemption value. Thus, in effect, the interest is paid at maturity 

in the redemption value of the bond. Investors sometimes prefer zero-coupon bonds as 

they may confer more favorable tax treatment.  
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ANNEX: I  
 

 
MICROFINANCE OVERVIEW IN BANGLADESH 

 

1. INTRODUCTION 

 
Bangladesh has a population size of over 150 million in an area of 147,570 square kilometer 

where about 45% of the population is living under the poverty line and to whom 10% is 

hardcore poor. After the Liberation War in 1971, Bangladesh has continuously improving the 

life of its people through reducing population growth, increasing literacy and enhancing 

economic activities but still staying at the bottom of the human development index. Though 

poverty is reducing but at the same time increasing the inequality of income between the rich 

and the poor.  

 
 

2. MICROFINANCE ACTIVTIES IN BANGLADESH 
  
 

In Bangladesh, mainly five types of institutions are working in the microfinance industry (i.e., 

Grameen Bank, NGO-MFIs, commercial banks and financial institutions, government 

organizations and cooperatives). These are registered in different ministries and authorities 

under different acts.  According to the CDF information, it is found that a total of 690 NGO-

MFIs are working in Bangladesh and among them, 2 is large (about 6 million clients), 35 is 

medium (minimum 50,000 clients) and 653 is small NGO-MFIs (less than 50,000 clients). In 

the current market,, these NGO-MFIs are providing different financial products like savings, 

credit, insurance and remittance to the poor along with or without serving non-financial 

products like health, water, education, skill development and social mobilization of the poor. 

The share of different microfinance providers are shown in Table -1 below:   
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Table – 1: Cumulative Position of Microcredit in Bangladesh 
(As of December 2005) 

 
(Taka in million) 

Cumulative Disbursement Annual Disbursement Share in Total Domestic 
Credit (%) Microcredit 

Providers Dec. 2005 Dec. 2004 
 

Dec. 2003 
 

Dec. 2005 Dec. 2004 Dec. 2005 Dec. 2004 

1.NGO-MFIs 431,230.50 338,635.65 269,472.10 92,594.85 69,163.55 7.00 5.12 
2.Specialized 
Institutions 
(GB+PKSF) 

288,613.90 237,098.50 207,251.20 51,515.40 29,847.30 3.80 2.21 

3. Banks 128,706.30 115,210.00 99,352.30 13,496.30 15,857.70 1.00 1.98 
4.Administrative 
Ministries/Divisio
ns 

67,260.20 60,670.80 52,877.50 6,589.40 7,793.30 0.49 0.58 

Total 908,471.18 751,614.95 628,953 .10 164,195.95 122,661.70 12.29 9.89 
Source: Microfinance Statistics, Volume 18, December 2005, CDF  

 
3. MICROFINANCE PERFORMANCE TREND 

 
The performance trend of 690 NGO-MFIs would explain the overall situation of microfinance 

industry in Bangladesh. It shows that most of the NGO-MFIs are working in a very small 

scale. This will raise a question of whether they are efficient and sustainable. The analyses 

of CDF’s Microfinance Statistics, 2005 have shown that: 

• 45% of the NGO-MFIs are established between 1995 and 2005. 

• 53.06% of the total NGO-MFIs have no branch and 32.46% has less than 5 branches. 

• 74% of the total NGO-MFIs have less than 100 active groups. The top three NGO-MFIs 

have more than 100,000 groups in 2005. 

• 33% (232 in number) of NGO-MFIs have 500 to 2000 members, 21.74 % (150 in 

number) NGO-MFIs have 2000 to 100,000 members and 1.74% (12 in number) have 

more than 100,000 members. 

• 55.51% of the NGO-MFIs collected net savings Taka 1.0 million to 100.0 million. Top 33 

medium and big NGO-MFIs have collected Taka 100.0 million where two giant NGOs 

have mobilized more than 1.0 billion. 

• 81.31% of NGO-MFIs have reached the on-time recovery rate of above 95% and 09.28% 

have 90 to 95% recovery rate. 
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The update of the microfinance sector is illustrated in Table - 2 below: 

Table – 2: Microfinance Statistics – at a glance  
(As of December 2005) 

 
Items 
 

2005 2004 2003 2002 2001 

Number of NGOs/MFIs 690 721 720 656 629 
No. of branches 7,518 7,807 5,642 5,130 4,930 

Total Employees 118,575 118,157 139,125 92,019 94,141 

Total Members 18,793,990 16,662,047 14,630,945 12,860,615 12,447,623 
Total Borrowers 
(in million Taka) 

13,941,823 11,963,407 10,647,170 9,461,729 8,864,342 

Total Net Savings  
(in million Taka) 

20,343.67 17,807.55 15,560.97 12,967.55 10,780.99 

Cumulative Disbursement 
(in million Taka) 431,230.50 338,635.65 269,472.09 208,619.05 164,261.67 

Total Outstanding Loan (in 
million Taka) 

55,681.21 44,346.65 36,493.53 29,988,119 25,879,822 

Average Loan size 16,309 20,849 19,130 13,163 17,745 

Recovery rate 96.33 98.79 98.76 97.93 95.24 
Source: Microfinance Statistics, Volume 18, December 2005 

 
4. FUNDING SOURCES OF MICROFINANCE 
 
 
Microfinance institutions in Bangladesh initially have started with the support of donor fund 

and as such maximum portion of revolving fund generated from this source. But in 2005, this 

has come down to 7.90% from 50% in 1996, which gives an indication of knock down of this 

source in near future. In fact, NGO-MFIs are now managing their 60% RLF from member 

savings and service charges.  Fund constraint has been identified as the main problem in 

expanding and sustaining the microfinance activities of the credit operators (particularly for 

small NGO-MFIs).  

 
During the last 5 years, NGO-MFIs especially big and medium-sized NGO-MFIs, have 

started borrowing money from different commercial banks and financial institutions at market 

interest rate. At the same time, CDF as a network organization, has come forward to give 

financial support from banks through linkage programs where CDF is assessing, monitoring 

and giving guarantees in support of the small NGO-MFIs. It is hoped that bank-NGO 

relationship will strengthen further and microfinance institutions will get proper access to 

bank credit gradually. 
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5. REGULATORY ENVIRONMENT OF MICROFINANCE  
 
 
In 2006, Government of Bangladesh through an Act of Parliament has established 

Microcredit Regulatory Authority (MRA) to regulate NGO-MFIs who are operating as 

microfinance institutions. Besides, it will also try to promote best practices for the 

microfinance industry as well as for its beneficiaries. MRA will essentially concentrate on the 

following areas:  

 
• Promotion of the microfinance industry to alleviate poverty by increasing outreach 

 
• Protection of the depositors 

 
• Protection of non -members deposit from NGO-MFIs 

 
• Introduction of strong financial discipline in the delivery of financial services to the 

poor 

 
• Building linkages with the formal financial market 

 
 
5. FUTURE CHALLENGE 
 
 
The microfinance sector in Bangladesh has been facing some major challenges/problems 

that need proper consideration to build up an enabling environment for both beneficiaries 

and operating partners. The major challenges are:  

 
• The NGO-MFIs are suffering from a lack of skill and professional manpower that are 

hindering the growth and management efficiency of the industry.  

 
• Most of the small NGO-MFIs and some medium NGO-MFIs do not have strong MIS and 

accounting system to track down records, which are creating barriers to monitor credit 

programs. 
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• Most of the NGO-MFIs do not use  computerized and automated systems. So, many of 

the small credit operators will face problems in fulfilling prudential and non-prudential 

regulatory compliances in near future. 

 
• With the increasing demand for loan by the beneficiaries and decreasing flow of assisted 

fund, all NGO-MFIs are facing acute shortage of fund for their credit operation. The lack 

of proper policy support for microcredit financing is another barrier to get access to the 

formal market. However, with the establishment of MRA, it is expected that microfinance 

industry will operate under a suitable regulatory environment with proper linkages and 

support systems. 
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ANNEX: II 
 
 

FUNDING SOURCE OF NGO-MFIs IN BANGLADESH 
 

 
Initially microcredit operation in Bangladesh has started with the active support of 

development partners/donors when major share of Revolving Loan Fund (RLF) came from 

them. In the process, different funding practices have been initiated and continued over the 

period. In 1990, PKSF was established and subsequently it has emerged as the main loan-

giving agency to NGO-MFIs. In 2005, statistics show that the share of donors’ assistance 

and PKSF’s loan (as percentage of total RLF) has reduced while member savings and bank 

financing has increased compared to previous years.  The current status of sources of 

revolving fund is shown below: 

 

                     Current Funding Composition of Microcredit Industry 
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1. PALLI KARMA-SAHAYAK FOUNDATION (PKSF)’s FUNDING 

 
Palli Karma-Sahayak Foundation (PKSF) has been working as the apex body (registered as 

a “company not for profit” under the Companies Act, 1913/1994). The objectives of PKSF 

are to channel fund to NGO-MFIs who are registered as partner organizations, developing 

institutional capacity of the POs and advocating issues of microfinance industries nationally 

and internationally on behalf of beneficiaries and practitioners.  

 

Up to 2005, PSKF has disbursed Taka 22,135.16 million and the loan recovery rate is 

96.62%. At the end of 2005, the cumulative number of borrowers is 5,522,406 where 91.14% 

is female and 8.86% is male.  

 
PKSF has been extending different credit programs, training and support services based on 

the needs of different POs. The detailed characteristics of funding programs are shown in 

table - 3 below: 

Table – 3 : Characteristics of PKSF Funding Program 

Types of the 
POs 

Types of Credit 
Program 

Service 
Charge 

Repayment 
Mechanism 

Process of 
Financing 

Small and 
Medium 
NGOs-MFIs 
known as 
Organizations 
Operating in 
Small Areas 
(OOSA) 

4.5% per 
annum 

Repayable in 10 
equal 
installments 
within 3 years 
with 6 months 
grace period for 
OOSA partners.  
 

Big 
NGOs/MFIs 
known as Big 
Organizations 
Operating 
Large Areas 
(BIPOOL) 

1. Rural 
Microcredit 

2. Urban 
Microcredit 

3. Micro 
enterprise 
loan 

4. Microcredit 
for the 
hardcore 
poor 

7% per 
annum 

Repayable in 12 
equal 
installments 
within 4 years 
with a grace 
period of 12 
months for 
BIPOOL 
partners. 

A strict screening 
process includes:  
• examination of 

track record of 
implementing 
programs 

• basic standards of 
internal 
governance 

• geographical 
location  

 
Loan starting from 
small amount and 
increasing with 
recovery 
performance, skill on 
handling the money 
properly and 
increasing PKSF’s 
confidence on NGOs-
MFIs. 
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2. FUNDING THROUGH INTERNATIONAL AGENCIES  

Traditionally bi-lateral donors have supported NGO-MFIs for their microfinance and social 

programs even for organizational capacity building. Before 1996, donors covered 50% of the 

RLF, which are continuously decreasing over time and reached at 07.90% in 2005. Among 

the bi-laterals, DFID and EU have funded for large programs and on thematic based issues 

while CIDA, SDC, Aga Kahn Foundation, Novib and other bi-lateral donor organizations 

funded many large, medium and small social and microfinance programs. Besides, some 

international NGOs like CARE Bangladesh, PLAN International, Action Aid, etc. also funded 

many local NGOs for their social programs, empowerment and human resources 

development. 

 
3. FUNDING THROUGH WHOLESALE/NETWORK ORGANIZATION (CDF) 

In 1997, CDF was registered as a “Not fo r Profit Company Limited by Guarantee” to support 

NGO-MFIs in Bangladesh through institutional capacity building, creating enabling 

environment and establishing access to collateral free credit through offering repayment 

guarantee with the commercial banks. CDF has started this program since 1999 and have 

been trying to arrange funds from the mainstream banking sector and promoting relationship 

between NGO-MFIs and the formal credit market. 

 

 So far, CDF has arranged loans from 6 (six) commercial banks (2 NCBs and 4 PCBs). As of 

December 2005, the total disbursement was Taka 58.70 million to 67 NGO-MFIs, the 

recovery was Taka 40.37 million (i.e., 94%) and outstanding was Taka 37.69 million where 

Taka 0.867 million was overdue. Details are shown in table - 4 below: 
 

Table – 4 : Status of Credit Linkage Program of CDF  
(As of December 2005) 

 (in million Taka) 
Loan Disbursement Recovery Rate SL Bank/Linkage 

No. of MFIs Amount Amount Rate 
Outstandin

g 
Overdue 

01 NCC Bank 02 10 01.00 100% 09.00 - 
02 Dhaka Ban k 04 20 20.00 - 20.00 - 
03 Janata Bank 23 12 7.20 1005 04.90 - 
04 Sonali Bank 23 10 9.06 94% 0.542 0.542 
05 Southeast 

Bank Ltd. 
09 04 2.59 95% 01.50 0.145 

06 Jamuna Bank 
Ltd. 

06 02 0.524 81% 01.70 0.180 

Total 67 58.70 40.37 94% 37.69 0.867 
Source: An nual Report 2005, CDF 
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In the process of the bank-NGO/MFIs linkage program, CDF has been playing a supportive 

role in assessing capability and credit worthiness of members for taking loans and giving 

guarantees on behalf of the receiving NGO-MFIs. It is also supporting its members with 

training. CDF ensures repayment of loans from their members by undertaking constant 

follow-up and monitoring along with banks. 

 

5. LENDING BY BANKS/FINANCIAL INSTITUIONS 

 
Bank financing has started with lending to Shakti Foundation and Buro Tangail in 1990s 

through issuance of guarantee from SDC to the Sonali Bank. After successful experience, 

Sonali Bank has designed and introduced a separate credit program for extension of credit 

to NGO-MFIs. Recently, some other commercial banks have also started lending to NGO-

MFIs. Many NGO-MFIs like BRAC, ASA, Buro, Shakti Foundation, BEES and other 

organizations are taking loans from commercial banks having sound track records of 

repayments. Recently, commercial banks and financial institutions have extended term loan 

facilities to a few large and medium NGO-MFIs under syndicated arrangement. Besides, in 

2006 BRAC has taken loans against securitization of receivables to the tune of US$ 400.0 

million (both in foreign and local currency). Some foreign and local banks have arranged the 

deal.  

 
With full-fledged operation of the Microcredit Regulatory Authority, perception about NGO-

MFIs credibility will be changed in future. It is expected that Banks/FIs working in the formal 

market will be more inclined to establish linkages with extension of required credit facilities to 

them.  
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ANNEX: III 
 

 
FORMAL – INFORMAL SECTOR LINKAGE IN ASIAN COUNTRIES 

 
 
Different forms of linkage strategies successfully established in South and South -East Asian 

countries deserve special mention. Linkages established by some of these countries are 

shown in table – 5 below: 

Table – 5: Country-wise Participation and Linkage Strategy of Banks, NGO-MFIs and SHGs  
COUNTRY FORMs OF LINKAGE 

 
Indonesia Bank ⇒ SHG⇒ People  

Bank ⇒ Cooperative⇒ People 
Bank ⇒ Village Bank ⇒ People 
Bank ⇒ Unit DESA⇒ People 

Philippines Bank ⇒ SHG⇒ People 
Bank ⇒ Cooperative⇒ People 
Bank ⇒ People Organization⇒ People 
Bank ⇒ NGO⇒ People 

Malaysia Govt. ⇒ AIM ⇒ People 
Bank ⇒ People 

Thailand Bank ⇒ Farmer’s Club⇒ People 
Srilanka Bank ⇒ CCF⇒ People 

Bank ⇒ GPU⇒ People 
India Banks ⇒  People  

Banks ⇒  NGO ⇒ SHG ⇒ People 
Banks ⇒  SHG ⇒  People 
Bank ⇒ Bank ⇒ SHG⇒ People 
      ↓ 
NABARD 

Nepal Bank ⇒ SFO ⇒ People 
Bank ⇒ Project Office ⇒ Cooperatives ⇒  People 
Bank ⇒ Project Office ⇒ Village Committee ⇒ People 
Govt. ⇒ Group ⇒ People 

Vietnam Bank ⇒ JLG ⇒ People 
Source: Linkage Strategy between Formal and Informal Sector, Saha & Adhikary, 1999 

 

Banks of these countries are successfully identifying the areas of appropriate linkage in 

collaboration with NGO-MFIs for extension of credit facilities. As the pioneer of microcredit, 

for Bangladesh what is more important now is to adopt appropriate form of linkage strategies 

to bring institutional maturity and to develop meaningful partnership with the formal market. 
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