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1 EXECUTIVE SUMMARY

The level of access to financial services in the Lao PDR is low, especially for the poor, as is the general level of
development of the financial sector and refated infrastructure of the country. Only 25% of households have
access to formal and semi-formal suppliers of finance, while the vast majority of Laotians relies on self-
generated wealth, informal market funding, or limited traditional micro-finance activities for financing. The
formal financial sector engages primarily in large volume transactions catering to the needs of a handful of
entrepreneurs in major urban centres; the penetration of formal bank branch networks is amongst the
lowest in the world. Access is also constrained by the relatively small number of FSPs licensed to offer the
full range of financial services to poor households and micro-entrepreneurs as a result of the under-
developed capacity of many F5Ps that serve poor households and micro-entrepreneurs.

Achievement of MDGs generally and improving opportunities for current and future generations is critically
dependant on significantly increasing people’s access to finance. Increasing access and thereby improving
opportunities for the majority and not the few wili require a sector based approach to transform the ability
of financial markets to respond to demands for financial services for those denied access.

This programme of UNCDF, nationally implemented by the Bank of the Lao PDR (BOL) on behalf of the
Government of the Lac PDR {GOL), will contribute to improved and equitable access to land, markets and
social and economic services, as well as to an enabled environment for growth with equity. it will specificalty
seek to increase access to financial services by low-income households and micro-entrepreneurs on a
sustainable basis to an additional 408,000 active users of financial services by end 2017, with a minimum of
300,000 additional active users. To achieve this, the programme will adopt a sector based approach to
deliver change at the macro, meso and micro levels through three mutually reinforcing programme outputs
including:

a. Macro-fevel Quiput: Policy makers more able to improve the policy and regulatory environment in
line with operational realities of financial service providers nationally and accepted good practice
internationally.

b. Meso-level Qutput: The financial sector development infrastructure more capable to meet the needs
of financial service providers.

c. Micro-level Qutput: Financial service providers more responsive to the financial service needs of
poor households and micro-entreprenegurs.

This programme will give practical expression to the Vientiane and Paris Declaration by establishing a pooled
funding mechanism to facilitate donor coordination, provide a framework for more coherent programming,
which will provide strategic capital and technical assistance to:

a. BOL to strengthen its capacity to act as a channel for consolidating sector recommendations and
facifitating dialogue among regulators and multiple stakeholders.

b. Financial institutions and business support service providers in order to help scale-up delivery of
sustainable credit and non-credit products to poor households and micro-entrepreneurs.

¢.  Microfinance working group to transform it into a formal association for microfinance providers,
enahling retailers to make a positive contribution to the overall development of the sector.



2 SITUATION ANALYSIS

2.1 Country Context

A small, ethnically diverse and sparsely populated country..The Lao PDR is a landlocked country in South
East Asia. It shares its borders with China, Myanmar, Thailand, Cambodia and Vietnam, and it is one of the
countries through which the great Mekong River flows. it is one of the most ethnically diverse countries in
the world, comprising of 49 official ethnic groups and over 200 sub groups.

It has a smail population of 6.3 million (2009), growing at only 1.6% a year. Only 27% of its 1.1 million
households live in urban areas. Overall, the country is sparsely populated, with only 27 persons/sq km,
compared to 256 persons/sq km in Vietnam. The population is very young, with 39% aged below 15 years
and more than 62% befow 25 years of age?,

..with sustained high levels of economic growth to reduce poverty... The economy of the Lao PDR has heen
steadily growing since 1990, prompted by the so-called “New Economic Mechanism”, adopted by the Lao
Pecple’s Revolutionary Party at its 6th National Congress in 1986, which triggered the country's transition
from a centrally-planned economy to a2 market-oriented one.

The Lao PDR economy continues to expand strongly. Real economic growth reached 8.4% in 2006, 7.5% in
2007 and 7.2% in 2008. Real economic growth has slowed down little in 2009 to 6.7% despite a global
financial crisis, which is expected to improve further in the coming years. The Lao PDR’ membership of the
Association of South East Asian countries and its imminent membership of World Trade Organization are
likely to further boost the country’s economic prospects. The development of the Lao PDR economy has led
to significant reductions in head-count poverty — from 39% in 1997 to 27% in 20072,

«but not sufficiently because of narrow-base for the growth resulting in uneven development..Despite
robust growth from 2006 to 2008, much of this has come from mining and power, followed closely by
manufacturing and services. industry and services accounted for 80% of economic growth in 2007, compared
with about 50% of growth in 2000,

Agriculture has received less investment and support in spite of the fact that more than 80% of the total
workforce relies on the sector for their livelihoods and who by default have found it difficult to participate
from the benefits economic growth. Significant majority of the agriculture workforce are subsistence
farmers growing rice, vegetables and raising livestock. There is also a large, concentrated micro enterprise
sector in agriculture, which accounts for a significant share of employment and businesses in the country.
However, both subsistence farmers and micro enterprises have limited access to finance to participate in
markets and maximize on the benefits of growth.

Poverty disparity in The Lao PDR is disproportionate where the South is far more affected than the Northern
and Central parts of the country, determined iargely by the proximity to Mekong and other rivers: the
poorest districts are those away from the Mekong, Ranking 130 of 177 in the United Nations {UN} Human
Development Index {2007)%, the Lao PDR faces an uphit! task of alleviating poverty and promoting inclusive

1 EIU: Country Report, The Lao PDR

2 »Impact of the Global Economic Slowdown on Poverty and Sustainable Development
in Lao PDR*, paper by H.E.Dr. Bounthavy SISOUPHANTHONG, Vice-Minister, Ministry
of Planning and Investment of the Lao PDR (Hanoi, Vietnam September 2009)

3 UNDPF: Human Development Report 2003
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growth. The Lao PDR ranked 164 out of 178 economies researched by the World Bank and IFC in 2008 on a
scale measuring “Ease of doing business”.

..suggesting need for other mitigating strategies to make economic growth more inclusive..Given the
structure of economic growth, large numbers of households will likely fail to directly participate in the high
growth parts of the economy and they wiil require active intervention to facilitate their access to markets
and their ability to maximize the benefits from economic growth. Access to finance will be one of the maost
important strategies make economic growth and its benefits more inclusive.

~.supported by consistently improving macro-economic and policy context...Despite double digit inflation
rates in the 1990s and early part of new millennium decade, early 2000's, inflation has been kept below 5%
since then and by 2008 it was 0%. Other macroeconomic indicators {such as the public debt—gross domestic
product {GDP) ratio) continue to improve. These general improvements in macro-economic performance is
reflected in the growing trust in the Lao national currency, the Kip (LAK), with the growing volume of LAK
genominated deposits and improvements in the exchange rates against major currencies like the USD and
the EUROQ.

The Lao PDR’s National Growth and Poverty Eradication Strategy (NGPES) has determined that the
improvement of financial services to the rural areas is of special concern. Major objectives of the strategy
and action plan for the future of rural and micro-finance include

e support for market-oriented reforms,

creating a legal environment for a variety of sustainable micro-finance institutions {MFls),

ensuring autonomy for MFIs in setting interest rates and making other business decisions,

formalising a Microfinance {MF) Forum based on the informal Microfinance Association, and
restructuring the Agricultural Promotion Bank (APB} into a financially self-sustainable rural finance
institution.

. # »

In the meantime most of the mentioned objectives have been achieved under the Rural Finance Sector
Development program {RFSDP), jointly implemented by GOL and the BOLY, funded by the Asian
Development Bank (ADB)®.

2.2 Financial Sector in the Lao PDR

The level of cutreach and depth of an individual country’s financial sector correlates strongly with the level
of development of the financial and institutional infrastructure, as seen across countries. Studies have
shown that better access 1o finance not only increases economic growth, but helps fight poverty and reduces
income gaps between rich and poor people.®

At the end of the 3™ quarter of 20089, the Lao PDR banking sector comprised three State Owned Commercial
Banks {SOCBs), one State Owned Policy Bank, two state joint-venture banks, six private commercial banks
incorporated in the Lao PDR, seven foreign bank branches and one representative branch of a foreign bank,
all monitored and regulated by a central bank, BOL. The formal financial sector further comprised of Non
Bank Financial Institutions {NBFI); next to five licensed private insurance companies, there is a small social

4 The central BOL

5 All but the creation of a MF Forum. APB still receives ongoing technical

support.

8 See Finance for AllI? Palicles and Pitfalls In Expandlng Access, World Bank, 2007, hitp:/ fwww.worldbank.org/financeforall and Beck, Thorsten, Ash
Demirguc-Kunt & Maria Soledad Martlnez Perla, "Reaching out: Access to and use of banking services across countries," World 8ank, September
2005.



security system, 28 pawn shops, seven licensed Deposit Taking MFIs, 11 licensed Saving and Credit Unions’
and one leasing company with a temporary license.

The banking sector is dominated by the three SOCBs, which account for about 59% of total banking sector
assets. Since 2007, private sector presence in the banking sector has increased, with the establishment of
the Phongsavanh Bank {2007), ANZ’s purchase of the Vientiane Commercial Bank {2007), the establishment
of Indochina Bank (2008}, ACLEDA Bank Lao Ltd. (2008), IC Bank (2008} Sacom Bank (2008) and ST Bank
{2009}%. The number of microfinance institutions is increasing, although they account for only about 1.5% of
totat financial sector assets. The Nayoby Bank {a nonprofit, “policy bank”) was created from the Agriculture
Promotion Bank (APB) to provide loans for trade, production, and agriculture to people in 47 poor districts. It
is funded by bonds and capital, not by deposits.

With broad money supply {M2) equivalent to 24.75% of GDP in 2007, averall financial sector depth is shallow
compared with that in neighboring countries—in Viet Nam the corresponding figure is 70% and in Thaifand it
is 105%. There has been only modest financial deepening over the last 5 years. Almost all financial assets are
hank deposits, of which about 64% deposits are denominated in foreign currencies.

Domestic credit to the private sector is also relatively low compared with that in neighboring countries,
although the delivery of credit has picked up very strongly since December 2007, with a total outstanding
loan portfolio within the Lao PDR banking sector at the end of the 3™ quarter of 2009 that is more than twice
as large as it was at the end of 2007. Explanations for the Lao PDR'’s relatively shallow financial sector include
the predominantly rural nature of the economy (80% of the population iives in rural areas), its stage of
economic development {annual per capita income is about USD 859, as per the year 2008), high transaction
costs for financiai intermediation because of the underdeveloped payments system, low creditor confidence,
the slow pace of reforms of SOCBs and NBFIs, and the slow development of infrastructure to support the
development and growth of the NBFis. Operating efficiency is relatively low when compared with countries
using best practices {e.g., Repubiic of Korea, Malaysia, and Singapore) as well as with neighboring countries
such as Cambodia. One measure of operating inefficiency is the spread between lending and deposit rates.
In the Lao PDR, the spread is in the range of 8-9 percentage points,®> compared with an average of 3.1
percentage points in best-practice countries mentioned above (or benchmark countries). There is therefore
a clear opportunity to increase the ievel of financial intermediation in the economy and the depth of the
financial sector by mobilizing more savings.

Table 1: Number and Type of Financial Institutions™®

2006 2007 2008 30 Sept 2009
Number of Banks 13 15 19 20
Fareign Owned Banks 7 8 11 11
Private/ioint Venture Banks 3 4 5
State-Owned Commercial Banks 2
Policy Banks 1
Number of Bank Branches 50 50 60 63
Number of Bank Sub-Service Units 23 72 116 141

7 A member based type MF service provider

8 Data: BOL, September 2009

% The interest spread between BCEL's kip deposits and kip overdraft rate can be as high as 17 percentage points. See IMF, 2007, Country Report. Lao
Peoples’ Democratic Republic: Selected Issues and Statistical Appendix. IMF Country Report No. 07/395; Washington, DC.
®Yhata: BOL, vear end unless indicated otherwise
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Number of ATMs 22 44 111 134

Number of registered Non-Deposit Taking MFls 3 3 5 8
Number of licensed Deposit Taking MFls 2 3 3 5
Number of licensed Saving & Credit Union 5 5 9 11
Number of Leasing Companies NA NA NA NA

The financial sector is highly liquid, since the total outstanding loan amount absorbs only about two-thirds of
the total amount deposited at banks. At the same time, physical penetration of hank branches is very low,
among the lowest in the world. With 1.0 branches per 100,000 people, Lao PDR ranks alongside Ethiopia,
Uganda, Tanzania, Madagascar and Honduras in terms of branch penetration. In the banking sector, SOCB
are still dominant, with a rapidly increasing number of new Foreign Owned Banks as competitors. While the
financial indicators of the SOCBs are improving, they remain vulnerable to shocks to the economy and the
banking sector. Institutional constraints include the absence of a large private sector to monitor the
performance of the banking sector properiy {e.g., rating companies). There is a weak legal framewaork for the
development of the insurance industry, leasing industry, and other NBFls.

The farmal financial sector engages primarily in large volume transactions catering to the needs of only a
handful number of entregreneurs in major urban areas. Majority of the Lao people rely on self-generated
wealth, informal market funding (family, friends and money lenders) or to a limited extent, on traditional
microfinance activities. The NBFI combined, hold only 3% share of the total assets in the financial sector.

The fact that the Laa PDR'’s financial sector is largely nascent can he partly attributed to the fact that the
country’s transition from a planned to a market economy started only recently, with the first main efforts to
restructure the financial sector being instigated in the 1990s. Its institutions and the capacity to support
them are still evolving and developing. Other key impediments include the fact that BOL is not independent
from the executive arm of Government. Best international practice shows that central hank independence is
an important prerequisite for effective bank supervision and monetary policy management.* Supervisory
capacity at the BOL is currently weak and its effectiveness is further undermined by the conflict of interest
inherent in its roles as owner'? and regutator of the SOCBs, which as mentioned currently dominate the
banking sector.

However, GOL has successfully maintained macro-econemic stability and continued economic growth even
after the Asian Crisis, supported by the International Monetary Fund (IMF), the World Bank (WB) and ADB.
Together with assistance from these multilateral institutions, GOL has made investments in the supervisory
capacity of the BOL and towards creating a more enabling environment for banks and financial services
providers to scale-up and service larger segments of the population. The ADB funded “Banking Sector
Reform Program” (BSRP), which ran from 2003 and is currently nearing completion, has addressed the
following main issues:

» Bank restructuring. It has helped improve the legal framework for the commercial banking sector,
including the creation of a fair business environment for SOCBs and private banks. It has helped to
improve the governance structure in the two SOCBs™ through the adoption of Governance Agreements
by two SOCBs, the Ministry of Finance {MOF), and BOL; it has resolved the issue of large amounts of
nonperforming loans (NPLs) at the SOCBs and it has recapitalized the SOCB8s.

" The management of money supply is limited in the Lao PDR due to the presence of multiple currencies (kip, baht, and US dollars) in circulation.
2 This remains true even though the Ministry of Finance acts as administrator of
the SCOBs

¥ Bangue pour le Commerce Exterieur Lao (BCEL), Lao Development Bank (LDB})
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* Strengthening of the enabling legal environment and judicial oversight. The BSRP has strengthened the
commercial Jegal environment by establishing a commercial chamber in the Peoples’ Supreme Court,
provides training to commercial judges, and creates an anti-money-laundering regime.

e Focilitating private sector access to finance. It has worked on amending and implementing the Law on
Secured Transactions and on the establishment of a registry for notifying security over assets, and has
worked on the issuance of a new decree on lease financing to improve access to finance, especially for
small and medium-sized enterprises {SMEs). Unfortunately, until now the efforts have not led 1o
impiementation of either.

* Rural and microfinance. Under another ADB funded programme, the “Rural Finance Sector
Development Programme {RFSDP)”, APB has been restructured. The RFSDP has worked on restructuring
APB into a bank working on market principles. Existing policy loans have been transferred from APBE to
a newly created Policy Bank. As a consequence of the restructuring process, APB has been profitable
over the last 2 years after many years of loss making. Recently APB’s Capital Adequacy Ratio has turned
positive as GOL’s has re-capitalized APB with government bonds and cash.

2.3 Microfinance Development in the Lac PDR

Less than 25% of the people living in the Lao PDR have access to formal financial services — in developed
countries, the percentage is 90% or more. The Rural and Microfinance survey conducted in 2004 indicate
that of the 40% households which had borrowed, clase to 80% sourced these from informal sources (family,
friends, and moneylenders} and the remaining 20% from either & formal supplier {APB) or a semi-formal
supplier. The semi~formal suppliers censist of Village Savings and Credit Groups (VSCG), which’ funding is
based on savings by member villagers, and Village Revolving Funds (VRF}, which’ funding is based on funds
provided by externaf sources, mainly international development organizations.

The average debt to cash ratio of the households surveyed was only 28%. Cash savings remain prevalent
with 90% having cash rather than bank accounts. In addition, non-cash savings, mainly livestock but also
jewellery, precious metais, and housing materials accounted for almost 73.3% of total savings. Only 5% of
the rural households have a savings account in a bank, while 6% utilize informal savings mechanisms. The
survey revealed that almost 30% of households stated their first preference would be to save in the APB or
other banks, suggesting that banks could tap into large unmet demand if they expanded and improved
services.

One of the most serious constraints in starting and expanding a business in The Lao PDR is limited access to
financing. Many businesses are facing commaon problems such as limited capacity to prepare the financial
statements needed for making a loan application or lack of collateral, which make it difficult for banks to
assess borrowers’ capacity and willingness to repay. A baseline survey done by GIZ in 2006 indicates that
access to finance is easier for larger companies and more difficult for micro-companies. Of all survey
participants, 48.8% reported having access to finance of some kind. Of these 51.9% received supplier credit
and only 7.5% have received financing through banks. Against the brief analysis on unmet demand, the
Government of Lao PDR has made the following noteworthy progress towards buitding an inclusive financial
sector:

14 Brett E. Coleman and Jon Wynne-Williams, “Rural Finance in the Laoc People’s
Democratic Republic: Demand, Supply, and Sustainability (Results of Household
and Supplier Surveys),” ADB and FIRST, 2006.

" rEnterprise Baseline Survey: Volume 1, Main Report”, Lao-German Programme on
Human Rescurce Development for Market Econcmy, GIZ. Vientiane Ma Baseline Survey
2006.
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The Rural and Micrefinance Committee {(RMFC), 2003. Based on the NGPES, as mentioned previously, the
RMFC was created on instigation: of the Prime Minister’'s Office (PMO) to make a clear policy statement on
the development of the rural and microfinance, and, based on the policy statement, develop a strategy and
action plan to give direction to implementation. In the RMFC, representatives of all relevant ministries and
departments were assembled. Together with the BOL, the RMFC created the policy statement, further laying
the political foundation for the goals as set in the NGPES. The committee later was dissolved and since then
coordination within GOL on Rural and MF has been taking place in MF stakehoider workshops, organized
under the authority of BOL What was left of the idea of the RMFC, has been renamed the Rural
Development and Poverty Eradication Committee.

The Policy Statement for Sustainable and Rural and Micrgfinance Sector, 2063. The policy statement on rural
and MF laid the political foundation for the RFSDP {see below) and was at the same time of the
requirements of the release of the first tranche of the ADB loan that funded it. It identified constraints and
opportunities in the rural and MF sector and made a clear policy choice for creating an enabling
environment based on principies of sustainability and market orientation.

Rural Finance Sector Development Program (RFSDP) 2006-2010. The RFSDP is the basis for an important part
of the enabling environment for rural and microfinance (RMF). It is funded by an ADB loan, the release of the
tranches of which is dependent upon the fulfillment of the conditions stated in the loan agreement between
ADB and the Lao PDR. The RFSDP was the basis for restructuring of the APB %into a full commercially viable
market oriented bank and for creating a division in the Bank and Financial Institution Supervision
Department (BFSD) within BOL with the specific mandate and responsibility to monitor the microfinance
sector in the Lao PDR. This Microfinance Division could benefit from resources for further capacity
development. . RFSDP supported the creation and issuance of MF regulations by BOL and instigated the
creation of three independent member-owned MF prroviders, licensed and monitored by BOL.

Microfinance Association (MFA) for the Loo PDR, May 2007: The Lso PDR Microfinance Associations [MFA)
was established in May 2007 by a diverse group of microfinance practitioners interested in sharing
experiences and working together 1o promote a coardinated approach to sustainable microfinance that
works towards international good practice principles in the Lao PDR, and in so doing, enhancing the impact
of microfinance on poverty alleviation.

Micro Finance requlations siqgned and issued by the BOL, June 2008. New microfinance regulations were
issued hy the BOL, encompassing all already existing ones. There now are three reguiations, one for Deposit
Taking MFI, one for SCUs and one for so-called Non Deposit Taking MFIs. The latter obliges all existing
informal and semi-formal groups or organizations employing MF activities in the Lao PDR without a ficense,
to register with BOL. The upgrading of these regulations are already under way with support from GIZ,

2.3.1 Supply of microcredit and other services’

Licensed MF: Deposit Taking MFis (DT MFis). Deposit Taking MFIs are shareholder based, limited liability
companies with a for profit orientation with a minimum capital of one Billion LAK {or some USD 115,000). So

' A state-owned bank with a special mandate for supplying subsidized loan
products to the rural areas. The portfolioc of the subsidized loans and a specific
GOL mandate were put into the policy bank or Nayoby Bank. The mandate has since
changed from being aimed at rural areas to the 47 poorest districts as mentioned
previocusly in the this document.

7 Starting year and total number of all MF providers currently licensed by BOL,
Data BOL, March 2010: Deposit Taking MFIs, licensing: 2000 (1), 2006 (1), 2007
(2}, 2009 (1}; 2010 (2}; Savings and Credit Unions: 1996 (1), 2001 (1), 2004 (3)
, 2008 (4}, 2009 (2). Of all semi-formal providers, 8 have so far registered with
BOL.



far, seven DT MFIs have received a license and fall under BOL's regulatory and maonitoring authority. All
existing DT MFls so far have only been involved in serving urban and semi urban areas, with the exception of
the Savings institute of the Lao Postal Service.

* The Lao Postal Savings Institute has been established and licensed based on an individual decision,'
before the MF regulations had been issued. It almaost exclusively serves civil servants and supplies loans
based on a percentage (maximum 70%) of a year’s salary with a salary guarantee, It provides national
money transfers through its 120 outlets and it is a major provider for this service. It has some 18,000
accounts®® with both total depaosits and total outstanding loan portfolio at around USD 4.4 million,

* Four other deposit-taking MFls that have been licensed based on the MF regulations, together serve
10,000 clients, with a total outstanding loan portfolio of 1.2 million USD and total deposits worth 1.4
million USD!.

Licensed MF: Savings and Credit Unions {SCUs). SCUs are involved in the urbar, semi-rural and even rural
areas, but only in those areas that have some density in population and infrastructure. At present, there are
11 licensed SCUs. All SCUs together have some 8,000 members and a total ouistanding loan portfolio of
some 1.2 million USD, Lending is almost exclusively based on internaily generated savings. Due to its low
capital requirement and low cost of service delivery, it is quite adept to deliver financial services in the
country. Due to an institutional push {the Non-Deposit Taking MFI regulation}, its low ¢ost structure, the
proximity of the SCU model to the structure of the many VSCGs already existing in the Lao PDR and in
general because of "member” based structure of villages, as well as because of demand by donors for a
vehicte to put their donor money into good use, the SCU model is expected to grow in importance in the
landscape of MF sector in the Lao PDR.

Registered Microfingnce: Non Deposit Taking MFis (NDT MFis}. Roughly 50% of all 10,552 villages in the Lao
PDR have a community based loan funds {CMLF). Though, a large number of them are unsustainable and
expected to collapse because they were set up without any technical assistance or savings component.
Another number of them, set up with a strong savings component and long term technical assistance, have a
chance of becoming a part of a more permanent structure, delivering financial services to the poor in rural
Lao PDR. All of them, as well as informal money lenders, since June 2008 are obliged to register with BOL as
“Non Depaosit Taking MFI” and are only allowed to take voluntary deposits of up to 200 million LAK, {some
USD 23,000). The NDT MFIs can be funded with grants and/or external borrowing and have very few
requirements to their organizational structure and with regard to reporting.

Table 2: Activity and outreach of the MF sector by type of MFi

Types of Institutions Loan Porfolio (LAK) | Deposits {LAK) No. loan clients No. savings clients
DTMFI

2010 20,218,142,046 18,562,866,784 6,971 14,082

2011 35,039,166,187 32,500,564,002 9,974 23,934

30-06-12 45,109,178,920 40,842,618,824 11,065 32,307
NDTMFI

2010 11,704,309,051 5,670,749,469 9,592 17,573

2011 15,510,224,292 7,485,187,402 7,019 15,632

¥ gum of the number of all savings accounts and all loan accounts.

' Four, with the Lac Postal Service Savings Institute making a total of five. On
two other DT MFIs that have been licensed only very recently not data have been

collected.
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30-06-12 NA NA NA NA
5CU

2010 17,287,012,192 4,836,693,105 2,395 5,873

2011 15,932,170,309 9,591,317,268 3,077 9,576

30-06-12 15,936,619,381 11,983,772,771 4,146 11,045
TOTAL

2010 4%,209,463,28% 29,070,309,358 18,958 49,142

2011 66,481,561,418 49,577,068,672 20,070 43,352

30-06-12 65,045,798,301 52,826,391,599 15,211 5,873
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3 STRATEGY
3.1 Background and Context

For over two billion peopie in the world who live on less than USD 2 per day,?® access to financial products
and services can directly provide the tools to protect, diversify and increase their sources of income, The
gender dimensions of microfinance are particularly important as most microfinance programmes work
primarily with women. Numerous impact studies document that the ability to borrow, save, and earn
income enhances poor women’s confidence, enabling them to better confront systemic gender inequities.
Additionally, the use of financial services by poor women provide a direct and positive impact on their
families, as a majority of the additional income earned is invested in family health, education and nutrition,

Within the paradigm of building inclusive financial services for the poor, savings are viewed as being
especially important and critical to the sustainability of access to finance. The number of saving accounts
opened by poor peopie often exceed the number of loans taken, indicating the instrumental need for
savings opportunities by microfinance cliants. The problem is that depaosit-taking financial institutiens do not
always have the ability or incentive to provide those types of services.?

with less than 25% of the people living in the Lao PDR having access to formal financial services (either
credit or savings), the prospects for the remaining 75% remain muted. Achievement of MDGs generally and
improving opportunities for current and future generations is critically dependent on significantly increasing
people’s access to finance.

The scale of the task will require a sector based approach to transform the ability of financiat markets to
respond to demands for financial services for those denied access. This approach has been highlighted at
the World Summit, which endorsed the Monterrey Consensus’ emphasis on strengthening domestic financial
sectors to include underserved markets;

“This is about developing local financial markets that serve the mojority of their citizens, developing
intermediation capucity between savers and borrowers and not just transferring money for loan
portfolios,” ...most poor households are net savers seeking convenient and safe deposits, which can
ultimately fund microcredit activities”.?? “The endgame, of course, is for microfinance to principally
fund itself--as most retail banks do--through focal deposits. Local funding is more stable and carries
no foreign-currency risk, Moreover, secure deposit services are highly valued by poor people, some

say far more than loans”.#

3.2 Gap Analysis of Laotian Microfinance Sector and Lessons Learnt

20 World Bank data {2004a) estimates that 2.8 billion people in the world live on
less than $2/day. [data used in the MDG indicators)

21 Portfolio 12/2007 »SAVINGS Available online at htip://cgap.org/portal/site/portfolio/Dec2007/ Savings for Poor People: Good for clients, good for
business?

22 The Big Business of Small Loans, Emerging Markets.
http://cgap.org/press/press_coverage8l.pdf

23 Elizabeth Littlefield, CEQ CGAP as guoted 1in *The Changing Face Of
Microfinance Funding?, 20 December, 2007, © Copyright 2007, FORBES.com, All
Rights Reserved. http://cgap.org/press/press_coverage83 . php
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Integrating microfinance fully into the formal financial system requires working at all three levels of the
financial system: micro, meso, and macro, While retail institutions (the micro ievel) are the backbeone of the
financial system, microfinance providers also require support services (the meso level) to train their staff,
improve their systems, and became more transparent. Institutions evolve well in a conducive environment
{the macro level) when policies, regulations, and supervision set appropriate rules of the game and create
incentives. UNCDF has adopted a financial systems approach that takes all three levels into consideration.

Historicalty, donors in The Lao PDR have concentrated their support at the micro and macro tevels. The meso
level, however, will assume an increasingly important role as the financial system matures. UNCDF
conducted a gap analysis to identify the most pressing needs at all three levels which identify the main gaps
at each level of the financial system that require further donor support (See Annex 1 for details).

3.2.1 Macro-Level Analysis

The Lao PDR is one of the few countries in Asia that has developed & progressive forward looking
microfinance strategy that encapsulates a comprehensive vision of its microfinance sector. In 2003, GOL
approved a policy statement, strategy and action plan aimed to extend financial services on a sustainable
hasis to the rural and micro-finance market in an attempt to increase financial access for the rural
population that otherwise would have 1o rely on the informal sector. The government’s strategy could
further boost the sector’'s development if greater attention would be paid to the actual dissemination of the
Prime Minister's Policy statement and the Good Practice principles on which it is based within GOL circles,
both at the central and de-central level. Next to dissemination of both the Policy statement and Good
Practice principles, explanation should be given of the “why” and “how” of GOL's policy, as weil as
explanation on the benefits. Showcase examples shouid be given and mass media {TV, radio} should be used.

BOL has introduced a facilitating regulatory environment, enabling the provision of microfinance as a
regulated and supervised financial service through specialized MF institutions. The regulations issued by BOL
on deposit-taking MFls, non-deposit-taking MFls and SCUs are planned to be submitted to become a Prime
Minister Decree, enhancing the iegal and political stature. BOL has also demonstrated its commitment to
the development of the MF sector by requesting its MF Division to be upgraded to become & Department,
giving it more budget, human resources and, last but not least, a stronger political and legat position to
regulate and manitor the microfinance operations in the Lac PDR. Over the last few years, BOL has already
issued licenses to several microfinance instituticns and private banks, both Lao and foreign owned.

Getting regulation and supervision right will protect the financial soundness of institutions, which will help
protect client deposits and ensure the integrity of the financial system. The regulatory and supervisory
framework for microfinance in the Lao PDR has been making strides in the right direction and offers an
increasingly viable structure for the emerging microfinance industry. However, a few gaps remain that need
to be addressed.

The following are the key macro-tevel gaps identified in the Lao PDR microfinance sector:

¢ Under-developed regulation and supervision capacity: Although BOL has introduced a comprehensive set
of regulations to license and supervise microfinance institutions, its execution is limited by the level of
skill, knowledge and experience of regulating and supervising growing microfinance institutions, in
particular in the light of the strongly increasing workioad as a consequence of the rapid growth of the MF
sector.

* Under-developed prudential standards: The banking regulator’s primary mandate is to protect public
deposits and the payment system. industry expansion, especially of savings-led institutions, will require
BOL tc develop, monitor and enforce sector-wide acceptable prudential standards.




s Undeveloped policy on branchless banking to facilitate the development of new low-cost approaches to
providing poor families and entrepreneurs with financial access.

o Under-developed systems for monitoring social impacts.

3.2.2 Meso-Level Analysis

The guality of the infrastructure supporting the financial sector at the meso level is critical to the successful
consclidation and expansion of retail providers as well as to the promotion of transparency in the
microfinance industry. Interventions at this level are vital for promating a sound inclusive financial sector in
Lao. The following are the broad meso-level gaps identified in the Lao PDR microfinance sector:

e lack of industry-wide technical service providers. The supply of private-sector, fee-based support services
(training, education, consulting} for the financial system is limited. Grant based technical assistance
provided by donors to individual financial institutions is available but not sufficient to cover the entire
industry. Apart from the Microfinance Center with its accreditation by MicroBanker, no local firm has
specialized in designing or technically supporting a Management Information System {MIS) for MF
providers. As it is not vet clear that the market will become large enough to support one, no new
organizations are entering the market to supply MIS support services, leaving most institutions to
struggle individually to find information management solutions.

»  Accounting standards need to be improved: In addition, very few firms in the Lao PDR are able 1o deliver
quality accounting and auditing services, limiting the ability for MFIs to improve transparency and
internal control systems. The lack of audit and accounting standards and capacity also deprives BOL and
other stakeholders of a necessary tool to maintain the transparency and discipline of the financial
institutions. Without transparency, it is difficult to protect clients, attract investors/donors, or imgrove
performance.

e Coardination among the different stakeholders is lacking: A donor driven Microfinance Association (MFA)

exists in the Lac PDR, but lacks in human rescurces and structure. Microfinance practitioners need to
have a recognized, formal forum to present and promote their interests, Lack of such association
deprives MF providers of a means to formaily exchange information, access cheaper services, and
advocate with donors and the public sector as a unified voice.

e ngdeguate funding mechanisms: Donor funding to MFIs is quite abundantly availahle in the Lao PDR
context, while currently there is no market for commercial funding. The ADB has established a fund at
the BOL to provide matching grants to MF providers, but the requirements for eligible MF providers
{transparency, formalization in the form of a BOL license, a good guality business plan, a low portfolio at
risk percentage etc) have shown to be difficult to meet in the Lao context, due to the low general level of
professionalism of management and staff of MFis. A recent AD8 study has concluded that a wholesale
financing mechanism would not be heneficial at this stage of the sector. As the well functioning, licensed
FSPs (banks, DT MFIs and SCUs} are liquid (have enough deposits) currently there is little need for
additionaf funding anyway. For the future, and currently for the model of the NDT MFls, all MFls
however couid benefit from commercial funding replacing donor funding, because of the discipline
commercial creditors would bring. However, the absence of a transparent process in which commercial
finance can have confidence is a key gaps that the programme can help to address.

* Lack of debtor information exchange between financiol institutions: No formal mechanism exists for MF
providers to exchange infermation on borrowers. Such information would be particutarly useful in the
Lao PDR because clients borrowing from more than one FSP at the same time form a real risk for the
financial institutions. MF providers are thus deprived of valuable information that could help them
identify bad clients and compensate for the difficulties and cost of non-collateral based lending. IFC as
well as a joint ADB/European Union initiative are currently supporting the existing Credit Information
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Bureau (CIB) in BOL and are looking at the possibilities of including MF providers in the credit
information exchange. UNDP/UNCDF will support inclusion of MF providers in this information exchange
mechanism.

s The lack of access for deposit-taking MFis and SCUs to the Depositor Protection Fund (DPF): The DPF isin
the process of improving its current capacity and in the meantime all banks have entered the DFF, as
required by the Law on Commaercial Banks. For licensed MF providers the obligation also exists based on
BOL's MF regulations. So far however, the DPF has not been able to allow deposit-taking MFls and SCUs
1o enter the Fund, while demand for savings facilities by poor households and micro-entrepreneurs is
high and for micro-savers protection of their deposits is crucial. Moreover, deposit-taking MFls and SCUs
highly depend of deposits as source of funding for their lending.

3.2.3 Micro-Level Analysis

The lack of strong retail pro-poor financial institutions constitutes a significant challenge to the process of
poverty eradication in the Lao PDR. Retail institutions indifferent o financial sustainability could potentially
create unhealthy competition and market distortion by undercutting sustainable retailers. However, well-
managed growth and improved management capacity of emerging institutions will strengthen competition
and provide clients with better choices. The following are the broad micro-level gaps identified in the Lao
PDR microfinance sector:

e [nsufficient technical capacity for growth. Most microfinance providers lack the full range of skills

required 1o meet the increasingly sophisticated challenges of @ growing market. The principal areas in
which institutions need ongoing support are foan assessment, credit poticy, delinquency management,
business planning, human resource development, information technology {(IT), management information
systems {MIS), internal control systems, corporate governance, product innovation, and organizational
structure.

s Undeveloped sources of commercial funding. Microfinance providers need funding, before they can start
fending. The typical domestic funding markets for financial institutions are undeveloped in Lao PDR.

Domestic savings is an emerging market for MFIs and national markets for issuing commercial paper,
bonds, and eguity do not yet exist and equity investments even from socially oriented foreign investors
is prohibited. Apart from Phongsavanh Bank, commercial banks have not yet shown an interest in
funding MF providers and commercial banks are restricted in their ability to down-scale services to
extend financial services the poor in the Lac PDR.

» {ntested governance and ownership structure. Strong governance is crucial to attract equity and capital.
Majority of MF providers in the Lac PDR have a weakly developed corporate governance structure, with
a blurred line between the Board and management functions. Internal control and internal audit
functions also need improvement.

* tack of infrastructure and refated poor service delivery in remote aregs. Few microfinance providers have
successfully extended their services to remote areas. Aithough foreign donors have supported
Community Managed Loan Funds (CMLFS) to be delivered to the remote areas,little is known about how
to successfully meet existing demand for financial services especially for savings and other non-credit
services (for which the need is highest) in the remote rural areas.

e Supply of financial services is not enough demand and client oriented®: MF services can help poor people

deal with social economic shock in their lives or enable engagement in profitable economic

% Brett E. Coleman and Jon Wynne-Williams, “Rural Finance in the Llaoc Pecple‘s
Democratic Republic: Demand, Supply, and Sustainability (Results of Household
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opportunities. The large demand by the poor for monetary savings opportunities and for emergency
loans, rather than productive loans, indicates the relevance of the first motive mentioned. Poor people
have little leverage in both income and in their wealth base and they know this very well, Still there is
large unmet demand for loans used to build wealth or fund productive activities. To meet unmet
demand for lending, FSPs should take into account the various motives for borrowing and should be
flexible in the way of delivery. In the practice of credit delivery in the Lao PDR microfinance sector, the
level of interest rate has been the dominant been focus of attention. Lao people however value
sustained and easy access 1o a RMF provider, including the “certainty that a loan will be made”, over the
level of the interest rate. The flexibility of money lenders, with low transaction costs, is a main reason
why they are still in demand despite —sometimes extremely- high interest rates.

3.2.4 Prior and Ongoing Donor Assistance to the Microfinance Sector

In recent years a number of donors and International Financial Institutions {IFls) have assisted GOL to
promote financial services for the poor in the Lao PDR. Annex | contains a detailed gap analysis of current
constraints, donor support to address those constraints, and remaining gaps to be filled.

3.3 Proposed Programme

3.3.1 Rationale for the Programme and Overall Role of UNCDF

Access to finance is also recognized by the GOL is a key instrument to eradicate poverty in The Lao PDR, and
it has been put into policy through its policy statement (adopted in November 2003), which states
“Sustainable rural and micro finance can be effective tools for poverty reduction. The GOL reform program in
rural and micro finance will enable the sector to expand significantly, with diversity, security and future
sustainability”. This has been further reinforced by the Decree on the Promotion and Development of Small
and Medium Sized Enterprises {N0.042, adopted 20/04/2004), which specifically prioritises the need to
“improve access to finance” and to “enhance entrepreneurial attitudes and choracteristic within the society”.

These priorities are reflected in the United Nations Development Assistance Framework (UNDAF} in The Lao
PDR to which GOL, UNCDF and UNDP are signatories, which seeks to enhance “..the livelihoods of poor,
vulnerable and food insecure populations” through “..improved and diversified incomes of rural households,
with a focus on increosed market accessibility”. Access 1o finance will be a major vehicle for delivering
UNDAF’s stated intent.

Making Access to Finance More Inclusive for Poor People (MAFIPP} is a seven year {2010 to 2017),
responding to the above mentioned gaps in the financial sector with activities targeting three sectors.
MAFIPP has been developed to support the execution of GOL’s policy commitments and the priorities of
UNDAF. It is a programme between the Government of Lao PDR and UNCDF, along with other participating
donor agencies who wish to contribute towards the development of an inclusive financial sector in Lac PDR.

At the Macro level, the programme works with the BOL to build capacity of the regulator to improve the
supervisory process; at the Meso Jevel support is targeted toward services providing financial infrastructure
to the sector including formalizing the Microfinance Association into an assaciation, supporting independent
auditors and other business service providers.

MAFIPP was designed as a joint UNCDF-UNDP programme for a duration of four year from June 2010 to Dec
2014, UNCDF provided USD 100,000 te the programme during the initial phase. The project ceased to be a

and Supplier Surveys).,” ADB and FIRST, 2006
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joint programime from July 201325, This documaent reflects changes in the Lao financial sector through
madifications to the programme design, to achieve the desired objectives.

3.3.1.1 Role of UNCDF

The role of UNCDF — both as a specialized agency recognized for its expertise and experience in
microfinance® and in its role as the technical policy advisor to UNDP in microfinance programming?’ — will
be to provide catalytic capital and technical assistance through in-country presence and regional
hackstopping. It will operationalise the key principles of the 2006 Vientiane Declaration and the the Paris
Declaration on Aid Effectiveness by adopting a sector development approach for building inclusive financial
sectors. The outcomes of a sector-based approach are characterised by®: ’

= Access by all bankable households and enterprises to a full range of financial services at a reasonable
cost, including savings, short and long-term credit, mortgages, insurance, pensions, payments, local
money transfers, international remittances, leasing and factoring;

=  Soundness of institutions, which is maintained through performance monitoring by stakeholders and
where required, sound prudentiai regulation;

* Financial and institutional sustainability as a means of providing access to financial services over time;

=  Multiple providers of financial services, wherever feasible, to bring cost-effective alternatives to
customers, including sound private, non-profit and pubiic providers.

UNCDF will also actively engage with other donor agencies interested in supporting this programme,
3.3.2 Stakeholders, Target Groups, Ultimate Beneficiaries

3.3.2.1 Stakeholders

a) The GOL, principally the Bank of Lao PDR’s Financial Institutions Supervision Department,
Other key governmental agencies participating in the financial sector policy development process,
including the Ministry of Planning and Investment (MP1), MOF and local governmental departments
overseeing the delivery of rural, urban, micro- or commercial financial services in the Lao PDR.

BOL will serve as chair to the PMC (see Annex 2) to coordinate and synergize funding of financial services
providers, facilitating the integration of microfinance into tha formai financial sector.

The BOL's primary role is to:

s Ensure that the programme is working in a manner consistent with Government’s policy.

* Create an enabling policy environment.

* Mohilize additional strategic funders to contribute to the pooled ‘Fund for Inclusive Finance’
vehicle to support the sector-based approach.

% See minutes of 12th PMC on 13 August 2013: "UNDP Withdrawal as joint-partner
under MAFIPP according to its letter dated 3 July 20137, with comment
*Acknowledged and endorsed by PMCY.

% gSee "Smarthid 2009¢ {(CGAP, 2008).
%7 zge http://www.uncdf.oru/english/microfinance/UNDP_MFpolicy.php for the “imm

x3 rnll ! ANETOViEd 1HLL I pa Fma s Ll T 11 CTT y

s See

htep: //www.uncdf .org/english/microfinance/uploads/thematic/Building Inclusive_Fin
ancial_Sectors_The_Blue_ Book.pdf



b) Development partners and donor agencies supporting the development of the financial sector at large,
and/or funding provision of financial services directly or through international or national NGQs, projects
or programmes. Donors will be invited to join an (informal) Coordination Group for Inclusive Finance to
align and coordinate support to the sector. The key donor agencies include but are not limited to ADB,
WB, International Finance Corporation {IFC), European Union (EU), Kreditanstalt fOr Wiederaufbau
{KfW), German International Cooperation {GIZ), International Labour Organisation {ILO}, Savings Bank for
International Cooperation {SBFIC), UNDP, and UNCDF.

¢} Professional and sector networks and associations of the financial sector.

d) Financial services providers {FSPs) in the Lao PDR, including commercial banks, non-bank financial
institutions, international NGO partners and other NGO members, credit cooperatives, Self-Help Group
{SHG) promoters and prajects delivering or supporting the provision of financial services.

e) Providers of business support services to the financial sector, including public and private training and
consulting companies and institutes, chartered accountants, auditors, MIS, IT and ICT service providers
etc.

3.3.2.2 Target Groups

a} BOL’s FISD wilt be supported with training, capacity building and technical assistance as needed to
facilitate the accomplishment of an enabling environment for building an inclusive financial sector. BOL
will be supported with flexible funding to draft, review and consult new legislation for the sector as
needed, to create a strategy plan to make the sector more inclusive, as well as to successfully
operationalise and implement this pian. This funding will focus on filling gaps not covered by other
actors (GIZ, ADB),

b} Existing FSPs in Lao PDR will have equitable access to a broad range of funding through the Fund for
Inclusive Finance (FIF}. Applications will be selected competitively, based on sound business plans and
agreed performance targets by PMC.

c) Professional networks and associations, as well as providers of business support services to the
financiat sector will have equitable access to temporary and declining funding through a special window
of the FIF. Applications wili be selected competitively, based on sound business plans and agreed
performance targets by PMC.

3.3.2.3 Beneficigries

a) Poor households and micro-enterprises

3.3.3 Key Principles of Programme Design and Implementation

Donar Coordination: The program will be designed to assist GOL to address areas that are not being covered
by other donors and to promote coordination amongst interested donars in line with the Vientiane?® and
Paris Declarations on Aid Effectiveness®®.

Based on a donor mapping and gap analysis, UNCDF will focus on covering the areas proposed in this
programme. The programme will also build on the body of knowledge, experience and training material
accumulated in the ADB funded programme cafled “Catalyzing MF for the Poor” {CMP), which is managed in

2 yrrw . xEm. ory. la/documents/VientlianeDeclaration _ feb07. doe

% paris Declaration on aid Effectiveness, Ownership, Harmonization, Alignment,
Results and Mutual Accountability, QECD-DAC, March 2, 2005
htep: / fwww, cecd.org/datacecd/11 /41 /344238351 . pdf
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the Microfinance Fund Management Unit in BOL, to allow it to serve as a multi-donor facility that could
coordinate assistance to the sector. Experience in other countries (e.g., Bosnia, Afghanistan, Sierra Leone,
etc.} has shown that, if properly structured, the creation of microfinance technical assistance funds can play
a cruciai role in donor coordination. From the very beginning a multi stakeholder team will be formed and
will be involved in the design of the programme.

Sustginability: Sustainability will be the underlying principle in the design of any component foliowing
international best practices. With respect to the FIF, the programme will strengthen FSPs technical skills to
improve their financial performance, to create a market for business development services and to link credit
and savings groups to long lasting private financial institutions that provide themn with financial services on a
sustainable basis.

Monijtoring _and _Evaluation: Every component will have a robust framework for the M&E of
outcomes/results, which will be confirmed in partnership with the government, designated implementing
agencies, and other key stakeholders. The M&E will be DCED compliant and based on standard UNCDF
reporting, every FSP that will bid for capacity building/TA will have to report on selected guantitative
indicators as per UNCDF standard performance based agreements, which will have to demonstrate improved
performance. Such indicators will be monitored on a quarterly basis. UNCDF will make available its standard
reporting tools.

3.3.4 Programme Qutcome and Outputs

The programme will contribute to achieving key UNDAF outcomes for The Lao PDR, including:

= |mproved and equitable access to land, markets and social and econornic services, and
» Enabled environment for growth with equity.

This wiil be achieved through the programme specific outcome, which is:

s Increased access to financial services by low-income households and micro-entrepreneurs on a
sustzinable basis to 408,000 additional active users of financial services in 2017% with a minimum of
300,000 additional active users.

The programme specific outcome will be delivered through three mutually reinforcing programme outputs
include:

d. Qutput 1: Policy makers more able to improve the policy and regulatory environment in line with
operational realities of financial service providers nationally and accepted good practice
internationally.

e, Qutput 2: The financial sector development infrastructure more capable to meet the needs of
financial service providers.

¥ @iven the unreliability of current statistics in defining a baseline of the
number of active clients, the programme has sought to define the target only by
the end of the programme. The target of 140,000 active savings clients and
70,000 active loan clients in 2014 is based on a proxy of USD 50 per savings
client acqguisition. This proxy 1is not based on any objective measure of cost of
client acquisition in the Lao PDR (given the difficulties of unreliable and
partial statistics), but it based on the experience of UNCDF operating in other
countries in Africa and Asia with similarxr population patterns and capacity of
FSPs, and also based on a judgment of what might be a tolerable level of average
client acquisition cost.



f.  Qutput 3: Financial service providers more responsive to the financial service needs of poor
households and micro-entrepreneurs.

3.3.5 Programme Approach

The proposed programme will adopt a comprehensive sector-based approach working on ail three tevels:
macro, meso and micro. Since the biggest constraint is sustainable retail capability, the majority of funds will
focus on expanding retail capability to directly serve poor and low income clients, While it will work at policy
and maeso levels, it will carefully choose interventions that complement and not duplicate the other donors’
efforts. For its support at retail level, the programme will create a Fund for Inclusive Finance (FIF), 8 meso
level fund based at the BOL,

3.3.5.1 Approach at the Policy Level (Macro)

The programme will support BOL to strengthen its abllity to improve the policy and regulatory
environment in line with operational realities of financiol service providers nationally and accepted
good practice internationally.

Opportunities to do so include:

e Commitment of GOL to create a supportive environment for the development of variety of microfinance
institutions based on a commercial, market-oriented approach driven largely by the private sector within
an enabling policy and regulatory framework;

e Existing BOL microfinance regulations, which permit establishing deposit-taking and non-deposit taking
microfinance institutions as well as savings and credit unions;

e BOL issuing licenses to microfinance institutions permitting them to accept deposits. Similarly, several
private banks, both Lao and foreign owned banks have been granted licenses to operate in the Lac PDR.

To support the operationatization of the commitments and policies, as well as to respond practically to the
diverse institutional landscape of financial service providers who may be able to do more but for specific
policy constraints, UNCDF has identified the following interventions to support BOL's ability to improve the
policy and regulatory envirenment in line with operational realities of financial service providers nationally
and accepted good practice internationally.

Activities

a) Provide flexible funding for BOL to build capacity for effective supervision of the microfinance
institutions, support policy studies and train BOL staff in the Lac PDR and abroad. This support will focus
on filling gaps in areas not covered by GIZ and ADB support, or by any other stakehoiders for that
matter.

b) Provide flexible funding to support coordination and o dialogue with international and national
stakeholders on the specific needs for the successful development of an inclusive financial sector in the
Lao PDR, more in particular the need to follow, help disseminate, explain and implement good practice,
adhere to the Lao PDR Policy Statement, buiid permanent capacity, and provide technical assistance.

C) Support policy studies and organize policy conclaves 1o better understand the sustainable models of
microfinance in the Lao PDR, documenting what is currently sustainable, is on track to become

sustainable, or by design, could not become sustainable. Organize a conference of policy-makers and
practitioners to discuss the findings.

d) Transiate and publish the best-practice briefs from the Consuftative Group to Assist the Poor {CGAP), the
U.N. Advisors Group on_Financial Inclusion and other sources. Organize local fanguage essay
competitions on how the microfinance pelicy should be evolved and refined to develop the microfinance
sector.
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e) In_conjunction with_other donors, organize international exchange visits between policy makers,
government officials, FSPs, and other stakeholders within the South East Asia region and beyond to
encourage cross-learning and deeper Scuth-Scuth cooperation. Encourage BOL to take lead on this
initiative together with the MFA. The proposed exchange visits will address major policy issues as well as
constraints faced at the meso and micre level within South East Asia, and assist in addressing Lao
financial sector challenges through collaborative and meaningful exchange of best practices. An effort
will be made to invite the microfinance ‘champions’ in the global microfinance industry.

f) Arrange training and exposure visits specifically for the Laotian officials to see successful inclusive
financial sectors in the ather countries in Asia.

g) Based on constraints identified by retait FSPs from time to time, work with BOL and other stakeholders
to develop practical solutions to remove those constraints, document those solutions and disseminate
theam.

h)

i} MAP — Making Access to Financig! Services Possible: Defining the financial inclusion agenda in the Lao
PDR based on o rigorous evidence-based diagnostic exercise, concluded by intense stukeholder dialogue
and decision making in o process steered by the government.

“Making Access to Financial Services Possible”, in short MAP, has been developed by UNCDF as a global
initiative to enhance financial inclusion with the stated objective of completing MAP exercises in 22
countries in Africa and Asia over the coming six years. In the meantime MAP is being implemented in seven
countries in Africa. In Asia MAP has been completed in Thailand and is in final stages of implementation in
Myanmar. In the Lao PDR, the government and UNCDF have agreed to also do a full MAP exercise as one of
the key, prioritized activities of MAFIPP. In order to realize this agreement, MAP has been embedded in the
MAFIPP Annual Workplan for 2013 and in the meantime preparation and implementation of MAP has been
initiated.

MAP is 2 diagnostic and programmatic framework to support expanding access to financial services for
individuals and micro and small businesses. The MAP framework creates the space to convene a wide range
of stakeholders around evidence-based country diagnostic and dialogue and leads to the development of
national financizl inclusion roadmaps, in which key drivers of financial inclusion are identified, and includes
specific actions that contribute to greater financial inclusion.

MAP as a Diagnostic Toal

The basis of MAP is constituted by evidence-based country diagnostics; comprehensive and in-depth
analyses of demand, supply and the regulatory environment which put the ultimately intended beneficiary
of enhanced financial inclusion, low-income people and micro and small enterprises, at the heart of the
analyses.

As a technical instrument, the MAP diagnostic provides an in-depth analysis using qualitative and
quantitative methods in the following areas:

. On the demand side, applying FinScope methodology, the tool analyzes the existing take-up/usage
of financial services, the needs and the financial behaviors of existing and potential clients, as well as a
preliminary assessment of market segmentation. The demand side uses quantitative as well as qualitative
approaches, white building on existing data. FinScope also developed a methodology tailored to the

analysis and promotion of SMEs.

# A document on aspects of management and implementation specific to MAP in the
Laoc PDR as an activity of the MAFIPP programme has been attached as Annex 6 to
the pregramme document in hand.
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. On the supply side, the tool analyzes the spectrum of financial services providers including banks,
microfinance institutions, financial cooperatives, insurers and payment services providers. It also includes
telecommunications and retail services providers as well as related delivery channels that could play a role in
the distribution of financial services to remote rural areas and to vulnerable populations, such as women,
youth, and the disabled. The tool provides a prospective analysis of what could become new distribution
channels {value chains, agent banking models, mobile phone networks) and new aggregators of financial
services based on partnerships between financial service providers and non- financial service providers as
agents.

. On the policy, legal, regulatory and supervisory front, the tooi facilitates an extensive analysis of the
environments that impact financial inclusion. In addition tc the prudential and non-prudential regulations,
the tool also assesses other regulatory frameworks that could have an impact on financial inclusion {i.e.,
regulations on cooperatives, on telecormmunications, etc.).

. On financial infrastructure, the tool assesses how the general infrastructure (internet, telecoms,
postal services) as well as financial sector infrastructure {(credit bureaus, rating agencies, technical service
providers, research and academia, national associations, etc.) may be leveraged or strengthened in order

to help further expand financial access.

. On the client capability and protection front, the tool emphasizes client financial literacy and
capabilities, as well as ways in which the principles of client protection and financial capability ¢an be tightly
anchored within the agenda of promoting greater financial access.

Through the diagnostics, MAP provides & framework to understand, in a given country context, the key
drivers of financial inclusion, and act upon them. In doing so, it also offers a solid basis on which to carry out
further detailed analysis on specific issues as required, either incorporated inte the MAP process or
conducted separately. Some examples of which could he SME finance {through the FinScope small business
survey), insurance (through the Access to Insurance Country Diagnostic), or branchless banking {through the
Global Mobile Morey for the Poor programme).

AP as a Process

Next to a diagnostic tool MAP is a dialogue enabler that will be adapted to different country contexts and
builds upon and leverage existing or planned in-country processes. MAP is different from previous methods
in that it offers a holistic approach that goes beyond the diagnostic to map a process, sets it up for
implementation, and provides mechanisms for financing it. The process is as follows:

1. Expression of interest in undertaking MAP process by government (generally central bank);
2. Preliminary discussions with government to confirm interest and buy-in on the basis of a short country-
specific concept note;
3. Technical warkshop to build stakeholder engagement and define country-specific process, roles and
expectations;
4. Country diagnostic conducted;
5. Draft technical report with baseline of financial access, analysis and preliminary findings;
6. National stakeholder workshop(s}/consultations to validate analysis and discuss recommendations;
7. First draft of national financial inclusion roadmap developed by key stakeholders;
8. Final roadmap, including diagnostic analytical report, to be proposed respectively send to the
government,

MAP Roadmap
The MAP roadmap is intended to serve as a point of reference to pian, coordinate, and assess progress on
financial inclusion agenda with the full range of stakeholders {government, private sector players, and
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donors). It is not intended to be a static document, as refreshing the diagnostic work and revisiting and
updating the key actions and commitments are foreseen at two-year intervals. If the roadmap is indeed
enacted upon in that fashion, a styled process would like this:

Figure 1: MAP - Diagnostic & Programming Framework for Financial Inclusion
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3.3.5.2 Fund for Inclusive Finance {output 2.1)

As mentioned earlier, this programme is envisaged to be a multi-donor facility, with a lifetime extending
beyond the initial planned period, aimed at improving the landscape for inclusive finance in Lao PDR. UNCDF
proposes to implement this through the Fund for Inclusive Finance {FIF), a multi-donor facility which will be
established under the leadership of UNCDF and the Government of Lao PDR through the Bank of Lao PDR to
coordinate donor activity for the sector and jointly promote growth of an inclusive finance sector.

The FIF will provide a coordinated donor-funding mechanism for grants and loan capital to financial service
providers (FSPs), networks and business service providers, based on agreed Good Practice principles, in ways
that increase outreach, market responsiveness and sustainability. Funders will be encouraged to pool their
resources to create efficiencies and better adherence to good practices, resulting in greater return in terms
of outreach and institutional development impact per dollar invested towards overall reduction of poverty
by half as per the Millennium Development Goals (MDGs). This approach is consistent with UNCDF country
sector programming for Inclusive Finance and UNCDF has similar vehicles in the process of formation also in
Liberia, Democratic Republic of Congo and Sierra Leone. While UNCDF does not apply a standard structure to
these entities, the concept is consistent with the FIF model which will be used in Laos. Similar to an apex
organization, the FIF will provide loans and grants to MFIs, however, it will also provide substantial support
to the macro and meso-level of the sector, with specific modalities explained herein, While capacity-building
grants represent a minor share of the disbursements of apex institutions globally, it is anticipated that
grants, including those related to development of Maobile Money and Branchless Banking will comprise a
much targer pertion of FIF's business than a traditional apex organization.

FIF will be the vehicle for implementing the initiatives contained in this document, with the exception of the
MAP diagnostic and the direct support to policy makers, which shall be managed directly by UNCDF.
Furthermore, FIF will allow investments in additional opportunities as they arise which may not be included
in this document.
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Per UNCDF’s assessment, the opportunities for support to finandial inclusion in Lao PDR to be funded by the
FIF and include the following:

e Support to the micro sector with an allocation of funds for loans and grants to strengthen MFIs,
especially in the rural areas. This support includes loan capital, support for expansion and capital
expenditures to broaden their outreach,

e Support to the Lao Postal Savings Institute to develop and refine their savings products, improve their
cash transfer services and enhance their role as a conduit for the distribution of other financial products
to the rural poor.

s The FIF would also support UNCDF's work around development of Branchless Banking, including Mobile
Banking opportunities to further enhance access to financial services for the rural poor in Lao PDR.

* At the mesc-level, FIF will support the Microfinance Association as well as other providers of business
support services to the sector, including auditors, focal consultants and other experts as well as
development of standardized toois for measuring MFI performance and enhancing reporting standards
for improved transparency.

* FIF will support the Lao Banking Institute and its development of educational pregramming specializing
in Microfinance. All of the funding for the outputs proposed herein will also be channelled through the
FIF.

Doner contributions to the FIF will be managed and overseen through a transparent governance process to
evaluate and provide funding support for specific individual projects. Harmonization of funding will be
achieved via “poocled funding” and UNCDF will act as the Managing Agent for the funds. Other donors are
encouraged to cost-share through this Programme’s Financial Inclusion Fund in order to i} minimize
disbursement pressure; i) harmonize reporting; iii} reduce administrative costs; and iv) expedite payments
and implementation. The FIF is still in its formation stage with formalization anticipated for later this year.
Given its formation stage, donors in the FIF will have the opportunity to participate in the governance
process.

The FIF will be governed by a Programme Management Committee (PMC) consisting of representatives of
UNCDF and the Bank of Lao PDR (BOL). The PMC would retain responsibility for approving budgets, funding
agreements, annual workplans, and partnerships. The Investment Committee (IC) will assess and
recommend funding proposals to the PMC while helping to set strategy for the FiF. The PMC will consist of
the BOL FISD Director General (Chair), UNCDF Regional Technical Advisor {member), BOL representative (ex-
officio member with delegated authority of the DG to provide regular guidance to Programme
Implementation Team) and UNCDF Country Technical Advisor (ex-officic member secretary as lead manager
of the Programme Implementation Team). The PMC will meet on & guarterly basis 1o review proposals,
monitor progress, and take actions as needed. UNCDF will consult in advance with denors on potential
interest in funding proposals and will draft the agenda and minutes of all #MC meetings.

To ensure that information is widely disseminated among all stakeholders, and consistent with giobal good
practice, FIF will support creation of an Inclusive Finance Coordination Group, While creation of the
Coordination Group remains subject to final Government approval, it is envisaged that the Group wiil be led
by Government (Bank of Lao] with support from UNCDF and comprise among its membership
representatives from key donors, other relevant Government Ministries and agencies, representatives from
MFIs {from a variety of institutions including those working outside the capital), meso-fevel organizations
and other stakeholders such as NGOs and others working in microfinance. This is modelled after the Sector
Working Groups which comprise the Round Tahle Meeting process in Lao PDR under the leadership of the
Government of Laos Department of International Coordination (DIC) and UNDP. The Coordination Group wiit
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meet semi-annually to present and discuss the state of the sector in Inclusive Finance in Laos, while
promoting aid effectiveness and enhancing the impact of Inclusive Finance activities in Laos in reducing
poverty, increasing growth, building the capacity of human resources and institutions and accelerating the
achievement of the MDGs. Distinct from the PMC or IC, the Coocrdination Group will focus more on trends
and sector environment. It coutd also be envisaged that the Coordination Group could in time be added as a
sub group within one of the Sector Working Groups of the Round Tahle process, e.g. Trade and Private
Sector Developmant, providing greater visibility to the Group, however, this is a lengthy process requiring
consensus at several levels. As a result, it is recommended to establish the Coordination Group
independently with transition into the Sector Working Groups as a long term goal.

a. FIF: Approach at the Meso Level

The programme will support financial sector development infrastructure to meet the needs of
financial service providers.,

Opportunities to do so include:

¢  Willingness of donors to support the development of the financial sector including the technical
infrastructure needed to support the FSPs.

¢ In the recent years the Lao PDR has made significant progress toward providing telecommunications
services to its population and building a modern telecommunications infrastructure, which can be used
to support financial services delivery channels.

= The Microfinance Centre Lao {MFC} and the consultancy company “Economics, Business and ICT” (EBIT)
provide basic training to all type of actors invelved in delivering microfinance services. The National
Economic Research Institute {NERI} used to conduct regular research on the Lao PDR microfinance sector
and used to organize National MF conferences. The MFA plays a role in information dissemination,
advocacy, and donor coordination.

FIF support to the Meso sector will include support for local businesses providing services to the
microfinance sector including audit firms, consultants and others, the Lao Banking Institute and the
Microfinance Association (MFA). In addition, FIF will support a sector assessment and launch of branchless
banking products including mobile money using mobile phone technology. These interventions have heen
described in more detail below.

Activities
i, Promotion of standardized tools

FIF will support the promotion of standardized tools to improve accountability and transparency of
financial service providers, including the promaotion of reporting formats {accounting and portfolio)
and performance benchmarks, development of reporting formats for measuring and reporting social
impacts, supporting the information clearing houses to track and provide data on the Laotian
microfinance market, facilitating reporting on MIX-market, advocating for the participation of
microfinance institutions in the Credit Information Bureau (CIB} and support to the BOL Deposit
Protection Fund (DPF} to develop tailored provisions for licensed MFIs recognising their differences
with standard commercial banks.

Some of the monitoring and reporting formats are being developed by BOL with support from GIZ,
while opportunities also exist for MFA to also provide access to member data.

if, Increase the pool of trained financial sector professionals and strengthen the 81

s FIF will support training of Laotian Financial Sector Professionals to increase the pool of trained
and competent financial sector professionals in the Lao PDR as well as developing savings/other
product training curriculums. UNCDF, under license to ADB and WB, is aiready supporting the



ifi.

iv,

extension of the UNCDF Distance Learning Microfinance Course for Laotians. Developing training
products specific to the Lao PDR market and delivering those products in both the Lao language
and the E_nglish language is critical to the adoption of best practices in the country.

e FIF will also support the Lao Banking Institute (Bl) and its development of educational
programming specializing in Microfinance. This will include development of curriculum, training
and certification of trainers, and sponsaring exposure trips for instructors in the other countries
of the region. Coordination will be sought with Lux-Development, the Luxemburg based
development organization, which is currently technically supporting the Bl From preliminary
contacts of SBFIC advisors with Bl and Lux-Development, it was made clear that curriculum
development specifically aimed at the MF sector is currently not being undertaken but could be
(See Annex 4 for detailed Terms of Reference for External Consultant towards the above
activities).

Strengthen institutional capacity

FIF will provide technical assistance to strengthen institutional capability to mobilize savings and
deposits. The assistance could be in the form of training, mentoring and coaching of Laotian staff.
In addition to the country programme resources available under this programme, UNCDF would
make available from global and regional resources additional funding to achieve country programme
objectives. Technical assistance to selected institutions will strengthen the productisation and
implementation of microfinance best practices in the country and will help the Lao PDR to develop
an inclusive, multi-product delivery channels. Signature of this programme document followed by a
review and endorsement of applications by the PMC will serve as authorization for UNCDF to sigh
performance based agreements [PBAs) with those institutions and release funding from global
MicroLead resources based on FSPs meeting performance targets.

Microfinance Association

The Microfinance Association is currently the sole membership organization representing the sector
in Laos, providing training, research, knowledge management and advocacy for the sector, The MFA
has facilitated training for members on a variety of topics, given guidance 1o MFIs on posting their
data to the MIX Market and recently developed a rating tool and benchmarking report for MFIs in
Laos. Given the fimited resources of its membership the MFA will require ongoing donor
contributions {both FIF and others} to sustain its activities. Because of the nascent state of the sector
in Lao PDR, the MFA serves a vital function as & source of learning and information and as a voice for
the microfinance sector with regulatory and supervisory hodies. MAFIPP has provided limited
funding support for the organization but more resources are needed to fulfil their mandate as a
voice for the sector. This inctudes conducting training, gathering and posting sector financial data,
maintaining & bi-lingual website as a source of knowledge and information for focal MFIs and for
hosting events which support microfinance in Lao PDR. FIF may also support the cost of additional
staff to implement the MFA's initiatives 10 serve its membership community.

Targets for the MFA over the life of the project will include expanding the number of FSPs
contributing membership fees and senior management time to the MFA to 80% of FSPs with more
than LAK 800min in outstanding loan portfolio. In addition, the MFA will be recognized as the ‘go-to’
organization for policy makers, donors, investors and lenders.

Launch of mobile financial services including mobile banking

Mobile financial services offer enormous potential to expand Inclusive Finance and extend cutreach
to very large numbers of people, including the unbanked and rural poor. Mobile financial services
encompass a range of products that include card-based or maobile phone-based solutions .

These solutions usually include a bank which invests in technology and forms partnerships with
merchants and other physical networks to offer their clients greater access to cash through bank
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merchants, bank agents (usually equipped with POS devices), and ATMs. Such card-based solutions
are available on a limited scale in Lao PDR at present led by ACLEDA and BCEL. Globally, mobife
financial services have been the fastest growing technological means to reach the unbanked. The
primary use of mobile financial services is for money transfer, providing a secure means to move
money usually at a lower cost than other alternatives. It can also act as an entry point for the
unbanked to gain access to savings, insurance and other services and can assist institutions providing
other services {e.g. credit, electricity, health, water) a means to collect payments from clients.

Lac PDR currently has no deployment of mobile firancial services making it an exception in the LDCs.
At the same time, there is an gppartunity to assist the government, mobile network operators,
hanks and others 1o develop a strategy and process for creating a robust e-money eco-system,

Table 3: Opportunities and Barriers for Mobile Financial Services

Opportunities Barriers
s Strong economic growth + Relatively small and rural population
» Rapidly growing, young population e Lack of legal framework to support mobile
¢ Increasing urbanization and branchless banking
e Increasing domestic transfers {urban and | ® No clear guidelines for non-bank e-money
rural) and international remittances issuers or on use of agents
» Increasing commercialization of agricuiture ¢ Fziled M-Money pilot of Lao Telecom
¢ Competitive MNO market e Financial and telecom sector primarily state-
¢ Reported 3.5 million SIMs, probably 2.5 owned

million active voice subscribers or 60% of | = Relatively poor business environment
population over 15

e Nearly 100% geographic coverage by MNOs

e Mix of financial institutions, commercial and
non profit

s National ID system with acceptable KYC
requirements

Mobile financial services require one or more mobile network operators {MNQ} and banks to work
together.

Branchiess banking encompasses a range of technology (ATMs, POS, phone (voice) and most
recently makile phone) in which clients access their individual account electronically or through use
of a non-bank agent, such as a retail store, post office, etc. In “bank-led” operations, the MNQs
provide the necessary communications link.

Mobile money is led by mobile network operators which develop, brand and manage the mobile
phone-based services that provide clients with “e-money” accounts. In MNO-led operations, banks
provide banking arrangements for the MNOs, usually in the form of a trust account or otherwise
restricted account to hold clients’ funds. The fastest growing operations have been “MNO-led” due
to their large client base, sales and marketing expertise and risk appetite. Banks can offer a “deeper”
relationship with clients because of their ATM and POS networks but often lack the risk appetite and
experience to reach the unbanked. Increasingly MNQs and banks have been forming closer
partnerships their mutual advantage as the distinction between "mobile money” and “branchiess
banking” has begun to blur.

Based on the population size, the market potential will depend on the quality of the launch of
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products. Experience has shown that successful mobile money deployments may take 3-5 years to
get to scale. There are also numerous stalled deployments globally that are growing significantly
after two vears of operation. Based upon the assessment and FIF support, we believe UNCDF can
lead a pitot and in turn implement the lgunch of a mobile banking/mobile money product with
substantial outreach across Lac PDR. A conservative estimate is that mobile financiai services would
reach 250,000 users after four years. A further in depth analysis was conducted by UNCDF during the
scoping exercise in July 2012,

UNCDF recommends a mixture of support,

e The primary support will be through grants and/or technical assistance to mobkile financial
service providers, agent network managers, or other potential partners in providing the service.
This might also include governments or other “bulk payment” providers {e.g. salaries or social
welfare payments) that require assistance in converting to a mobile payments platform.

s The second form of support will be for client and product research as well as studies on client
impact and use.

s UNCDF will also provide support to regulators, in partnership with the Aitiance for Financial
Inclusio and CGAP, to assist them in gaining the exposure and building the capacity to oversee
the implementation and growth of these services. This may aiso include direct support to
develop or amend regulations.

UNCDF will conduct a review of the Mobile Money initiative within approximately 2 years after
implementation to determine if the active user uptake is materializing. This will provide an opportunity
UNCDF to assess progress and if necessary, to shift the effort toward Branchless Banking solutions.

b. FIF: Approach at the Retail Level (Micro)

The programme will support financial service providers to be more responsive to the financial service
needs of poor households and micro-entrepreneurs.

The core activity at the retall level will be to_Channet for funds to fund capacity building.

FIF will channel funds in such 3 way that funds will be used for capacity building, training, product
development, development of delivery methodologies for FSPs.

The funding should enable the institutionalization, availability and dissemination of developed training
material, results of research and solutions. Funding through the FIF will create economies of scale and other
cost savings for danors to develop microfinance sector in the Lazo PDR.

Building on the experience of the BOL/ADB ‘Catalyzing microfinance for the Poor’ programme, and
contributing UNCDF’s global experience in establishing FIF, UNCDF will help FIF to develop efficient
procedures for FSP selection, monitoring, disbursement and repayment of funds. The programme will also
assist the Fund management to develop transparent and relevant selection criteria and performance
monitoring targets for participating FSPs that take account of the unigue characteristics of microfinance in
the Lao PDR.

The FIF will specificalty support the following activities in the Micro Sector:
i.  Capacity Building of participating FSPs

¢ Help build the capacity of FSPs. Make technical assistance available for feasibility studies,
product development, business planning, operations, and pilot roll-outs. Offer training {o use
tocls such as Microfin {for planning) FRAME (Financial reporting and management evaluation),
and CGAP assessment tool for FSPs.

Pagse 31 /102



¢ |dentify and help develop alternative delivery channets that will allow Laotian FSPs to reach
scale, efficiency, and sustainability. Help broker partnerships with other intermediaries,
including retail stores, cell phone networks and associations in the informal sector. Support FSPs
to offer new products, such as micro leasing, micro insurance, or remittances to provide greater
value for clients. Such activities will be supplemented by macro-level work on creating an
enabling policy environment where such alternative channels can be tested and supported to go
to scale.

»  Carefully facilitate the entry of new FSPs to offer sustainable financial services 1o lower income
markets to increase competition and variety of FSPs and increase their outreach to smaller
businesses, poor households and women horrowers.

¢ FSPs qualified and approved for technical assistance will be rated by an internationally
recognized microfinance rating agency, which will set the institutions’ baseline in terms of
governance, outreach, portfolio quality, profitability/sustainability, etc. In addition, the rating
will ideniify the major operational shortcomings and make recornmendations to improve them.
In the case of non-mature FSPs, rating will be reptaced by independent assessments. These
assessments will form the basis for support for the selected institutions from the FIF and the
technical assistance providers. Performance based agreements will outline the minimum targets
that have to be achieved during programme implementation. If the financizal institution fails to
meet the agreed targets for two quarters, technical assistance may be suspended or terminated.
Under this sub-component both services and goods will be procured.

UNCDF may complement programme resources by utilizing additional funds from its regional
and global programmes to support the cross-fertilization of experiences in savings mobilization
through capacity building using recognized leading FSPs from the Asia region who have
demonstrated a track record for success, have reached a critical scale of outreach and
sustainability, whose success can be independently and transparently verified through the MIX
Market, and who offer good value for money in their capacity building plan. Over USD 1.6m is
available for this and the PMC can secure the funding in its first meeting by endorsing the
criteria and section of the leading international technical service provider.

Market Development for Financial Services to the Poor

FIF will provide a range of non-financial services to develop the market for financial services to the
paor through, for example, advocacy, information dissemination, and capacity building for FSPs.

Through its various activities, FIF will seek to contribute to a change in the perception of the micro
enterprise sector and will bring the sector closer to formal financial markets, in order for products
and distribution methodologies to meet characteristics of the shape and form of existing demand. it
will also help to further the agenda for reform of reguiations and supervisory norms to create an
enabling environment for microfinance in the Lao PDR.

The FIF will also create a market for microfinance business development services by establishing a
roster of providers and promoting commercial transactions between these providers and
microfinance institutions. When short-term, specialized international technical assistance is needed
for specific capacity building needs, the FIF will partner international business development service
providers with local providers. The FIF will also work to enhance the capacity of private business
development services providers to the microfinance industry, for example auditors, [T providers, etc.
through speciafized trainings.



The Fund will improve financial literacy amongst the Laotian public through, for example,
introducing basic concepts on family and household firance to various target groups and actively
engaging people through the use of popular media such as web-based technology and essay
competitions on topics related to banking and financial inclusion.

fi.  Support to Loo Postal Savings Institute (LPSI)

e FIF will further support the Micro sector with a range of technical assistance to the Lao Postal
Savings Institute (LPSI). The Lao Postal Savings Institute started operations in 2000 and is under
the supervision of the BOL. UNCDF will contract an assessment of the institution, review its
strengths and weaknesses and the legal and regulatory environment in which it operates. From
this information the technical service provider in collaboration with UNCDF would introduce and
implement a series of innovative, demand driven products for LPSI, beginning with a focus on
savings and then gravitating toward products with a higher technology component. This will
revolve around money transfers and remittances as well as other products, such as insurance,
that could be marketed through the Lao Postal distribution network. To gain greater efficiencies
and leverage, the product development work with LPS! will be combined with emerging
technology platforms such as mobile telephony, ATMs, and point-of-sale devices and smart
cards. This will benefit from the knowledge and technical capability of UNCDF's global project
Mobile Money for the Poor.

s As asavings provider the LPSI serves rural populations with small balance savings accounts and
funds transfer facilities, transacting approximately 1000 transfers per day. The LPSI and the APB
together serve most of the market for domestic funds transfers in Lao PDR. In addition to savings
ard transfers, it has a small loan portfolio extended largely to government employees, The LPS!
has 18 branches across 17 provinces and approximately 135 postal cutlets. Because of its
cutreach and the nature of the business, LPSI has the potential to be a savings leader in Lao PDR
and te expand into a wider range of services beyond simple savings products,

3.3.6 Gender Mainstreaming

Numercus impact studies document that the ability to borrow, save, and earn income enhances poor
women's confidence, enabling them to better confront systemic gender inequities. This programme will
ensure equal participation of both female and maie in all activities by the standard UNCDF requirement that
at least 50% of clients are women. These targets will be reflected in all performance based grant
agreements with FSPs. Gender disaggregated data wiil be collected to monitor the programme progress at
the micro and meso level.

3.3.7 Sustainability of Results

The sector based approach to improving the microfinance secter through interventions at the policy, meso
and micro levels are expected to leave behind, at the end of the programme, a more responsive pelicy and
regulatory environment based on golicy makers more able to respond to FSPs and international good
practice, a stronger financial sector development infrastructure offering products and services that FSPs will
be willing to buy to imprave their performance, established set of tried and tested financial products and
delivery mechanisms that both meet the financial service needs of poor households and micre
entrepreneurs as well as the needs of FSPs to generate sufficient income to sustain and grow their services,
and a challenge fund mechanism, in the form of FIF, with established systems to fund the development of
FSP market leaders. All but the FIF will sustain and produce results well beyond the life time of the
programme. [n case of the FIF, future institutional options will be assessed as part of the mid-term
evaluation of the programme in the 3" year.

Page 33 /102



4 RESULTS FRAMEWORK

The MAFIPP programme will comply with the Donor Committee for Enterprise Development Standards
{DCED) for measuring achievements in private sector development. This standard outlines eight areas of
compliance:

A) Articulating the result chain {4.1)

B) Defining Indicators of Change (7.1)

C) Measuring Changes of indicators {7.2)

D} Estimating Attributable change (7.2)

E) Capturing Wider changes in the system of market (7.2.2)
F) Tracking Programme Costs {7.3)

G) Reporting Results and (7.3)

H) Managing the System for Result measurement (7.3)

The centrof points and compliance criteria are discussed in the text below. These will be further refined®¥in
response to new insights from the Making Access Possible (MAP) financial inclusion diagnostic and to re-
align with the Financial Inclusion Roadmap that will result from the MAP process.

4.1 A2F result chain

The overall result chain for Access to Finance sub — component hypothesizes that improved willingness and
technical “know —how” of financial institutions supplemented by enabling environment will lead to better
and greater offering of financial products and services for low-income households and micro-entreprensurs,
and to an extended outreach in rural areas.

UNCDF theory of change is based on the following previous evidence and research:

¢ Empirical evidence suggests that improved access to finance is not only pro — growth but also pro -
poor reducing income inequality and poverty®* . Further high level of financial development (credit
extended by firancial institutions to households and businesses} may well be a result of wealth, but
it is also a powerful driver of poverty reduction?®;

e Studies suggest that financial sector development positively affects growth, for example Levine,
Loayza & Beck (2000)%¢ study shows that financial sector development has positive effects on
economic growth;

% prawing on advice from BOL and UNCDF Evaluation Units.

M QECD {2006} . Promoting Pro Poor Growth. Private Sector Development.
hetp: / /www . cecd. org/dac/povertyreduction/36427804. paf

¥ Thorsten Beck, Asll Demirglig-Kunt, and Ross Levine (2004). Finance, Inecquality
and Poverty. World Rank.

aidliz i | dhenk . orafentermmal fdefaalr e e e ® G va S ATy PP g i
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¥ Levine, Loayza & Beck; 2000, “Financial Intermediation and Growth: Causality
and Causes”, Journal of Monetary Ecconomics, 46, pp.31-77



¢ Enabling environment also has an important role to play in terms of access to finance, for example it
can support innovations in the financial market while safeguarding consumers from over —
indebtedness and predatory lending;

* Recent study® on smallholder households (2013) suggests that smallholder househoids are not a
uniform group and that their needs vary and can be met only with a diversified range of financial
products and services;

s Evidence suggests that making good financial decisions is critical for financial well — being however in
developing and developed countries® populations are largely unprepared to make good financiat
decisions. While evidence on the impact of financial literacy is mixed, some studies suggest that
exposure to financial literacy improves business practices and outcomes. Further studies suggest
that greater familiarity with financial terms and products leads to greater utilization of financial
products?;

¢ Corresponds to nationafly agreed objectives that the expansion of financial services in Laosis a
priority to improve livelihoods.
The result chain framework is based on the following assumptions:

*  Political commitment to inclusive growth and financial inclusion maintained at national level and to
turn it into operational policies;

¢ FSPs sees the henefit of a single industry representative body and invest time and resources;

» Commercial operators {banks, telcos) realize the potential of serving the rural market of financial
Services.

See the overall MAFIPP Result Chain on the next page.

%7 Robert Peck Christen and Jamie andreson (2013). Segmentation of
Smallholder Households: Meeting the Range of Financial Needs in

Agricultural Families. http: / /www. cgap. org/sites/default/files/Focus-Note~Segmentation-of-
smallholder-Households-April-2013_0.pdE

B plejandro Drexler, Greg Fischer, and Antoinette Schoar (2011), Keeping it
Simple - Financial Literacy and Rules of Thumb,

hetpi phi it edu/~asshoac /RISHIDOFS¥20Jans011 . pdd

3 UMODE (2009), Financial Capability, Financial Competence and Wellbeing in Rural
Fijian households http://anz.com.au/resources/0/3/03£1£40042476300ae26 fFb283c86052 /CR-UN-
Report-Fijian-Households. pdf ?2CACHEID=03£1£40042476300ae26£{b283c86¢53
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4.2 Results framework

un i-|=
s:triiann E Resource Allocation and Indicative Time Frame [US5)
E —_—
| T
Programme Outputs comonate |2 ndicative Activities for Each Qutput o] 2012 3013 ot o ore o T Towal | Toml
prigrity |5 actwal | aawal | actal 1 2014-37 | 2010-17
et L T
Du'lch‘lil. Puiu_:yllevel output ] ) 1.1 MaP - Techmical assistance for demand-sidée Finscope” scoping 1 1
Objective: Policy m'c-ke.'s mO{e cjbie tt? rmpmve_the PO.ficy_' mission, appointment of research house, trarming workshops and pilot o 314,100 : 314,100: 314,100
and regu{atory e_nwranm_enr in line with operotional reciities study. Execution of Finscope. | i
of finoncial service providers notfonolly and occepted good i ¥
practice internationglly. 1.2 AP - Execution of supply-side and policy surveys. Synthesis I [
Dutouts: _ _ PRy pofiey suneys. v 19,4541 190,546 | 190546 210,000
utputs: diagnosticrepon. I 1
1.1An in-depth and strategic diagnostic on the state of — i
financial inclusion, analysing demand, supply and 1.3 MAP = Workshops and document production for the establishment of 1 1
regulatory issues \he rqadeeh o] 96000 : ‘36,000: 96,000
1.2 Anational financial indusion roadmap, defining } }
critfcal steps to accelerate finandal indusion and 1.4 MAP - Onling resource for presentation of Financal Inclusion data In 1 |
enabling a programming framework that supporis the Lao FDR. Programme management o 30,000 : 30.000{ 30,000
alignment of donor and investor support theowgh a ! '
mu!tl-stakeholderdial'ogue arfd in the spirit of the UNCRF LS MMAP - Duprofa branchiess banking policy and strategy 33,158 36,842 40,060 1] | ?5}342' 110,008
Paris Declaration on Aig Effectiveness. support 1 1
1.3 An anling resource for presentation of finandal . S ! H
to 1.6 Assist BOL to access training & exposure in microfinance best 1 1
inclusion data in Laos that contributes to a database | S20° gol| °7 . &S e ! s200| 11,180| s7.682] 70,000 35000 | 1050001 180,062
positive praciices {e.g. Turin-Boulder), peer exchanges {possibly through AF1} I I
available to the Lao and glebal finandal inclusion policy H N
stakeholder cornmunities. change 1.7 Support establishment and build the capacity of BOL FISD & I \
international Relations Opt. Subjecis: Accounting, Internal Control, 64,540 40,242 6,058 o 1] | ol  ti0.841
Indicators for Cuiput 1: reporting, governance, English proficiency. : I
il.1- Number of active F5Ps licensed under 75 th v of BOL FISD and oth cehold — (
microfinance regulation. (NIBS ::,F:Ej h h;:;zf:::vfondin ) and atherstakeholders 5,253| 54,783 30,954 I 39,964l 100,000
i1.2- Openness and responsiveness of the policy g u E : =
seiting hodies to environmentissues and demands 18 Support policy studies and organise pelicy condlaves to improve { i
frarm the finandal sector regarding finandal inclusion. understanding of sustainable madels of finandal sendces in the Lao 1 1
il.3 - Demonstration of clear process to assess the FOR 49,542 30,508 5991 : 0: 86,042
need fora policy on branchiess banking and a policy Includes stokeholders consultation vierkshop {annually) 1 1
where the need is found to be compelling. — }
14 - - i 1.9 Dis inati f Regulations, best practi i I |
i14-BOLexposedtolessans I_earntand experiences 1 semlnatlo_n Q EEU‘ " P_ ices and guidance o 12,519 o o 0 | of 12,519
shared by feilow central bankers in devefoping documenis pertaining to Financial Inclusion in-country I |
countres. | . 1 1
115 - swailability of relisble sector-wide monitoring .10 Performance Appraisal {Semi-annual basich 3,100( 9847|5061 6000] 6000 6000 60001 24,000] 42,008
Sub-tatal Output 1 123,382 109,550 182,186| 783.453| s1,000] 6000] 60001 276453 1291571

Budget lines under Direct Implementation Modualities (DiM) are shaded in hlue.
Budget lines related to MAP are represented in green color, those related to Mobife Financial Services (MMA4P} in purple.
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1 T
Output 2: Meso-lavel Quiput 2.1 FIF - Establish Fund for Indusive Finance to support Retail and Meso I |
The financial sector development infrastructure more level activities. 0 1,500 24,829] S0,000| 60,000 I 10000 136329
capable to meetthe needs of finandal senice UNCDF TA to FIF to improve its pracesses and systems I I
providers. support . . . 1 1
2 F1 : | cii f
leads to 2 2 FIF opersting axpenses: requests far prc;?csa 5, sanction o 0 0 o| soooo| asooo| 30000 15000 1400000 140,000
) investment requests and execution, monitoring and repering | I
Indicators for Output 2: increased 1 I
i2.1- FIF attracting additional funding with term institution 2.3 Increased capacity of Lao Banking Institute with productization of 0 ol 1zs01l 130.000] 100,000 | 2300000 248,501
extending beyond end of MAFIPP, al capacity bestpractices (administered through FIF) ’ ' I [
i2.2 - Growth in the numbers of finance professionals BOU 2.4 Training for meso-level professionals and F$50s (e.g. auditors), also I } as
sensitized to the down-scaling of finanda! sendces. |UNCDF support existing jong-distance leaming courses offered outside Bl to o 16379 o I o 16579 %
12.3 - Numbers of FSPs disclosing audited finandal knowledge develop a pool of training microfinance professionals (administerad ’ 1 |
statements on MIX-Market or on their website to products through FIF) ! !
I i
demonstrate thelr commitment to transparency. meet 2.5 MMAP - Research on chient/product, impact studies o o]  4a11] 215589 125000 0 [ 3405891 345,000
i2.4 - Growing numbers of FSPs contribute membership |increasing — } &
fees and senior management time to the MFWG. demand 2.6 Assist MFA and i1s training activities 7.600 5,006 o] 70,0001 50,000 : 120,000: 132,506
iP,S-_ Exle_nd ru_ral ﬁna_nl:ial indusion through use of 2.7 Sirengthening monitoring, evaluation and communiction for the 0 0 a 5,000 3s.000| 20000 | 50,0000 §0,000
Mobile Finandal Services programme I 1
Sub-tatal Qutput 2 7,600| 22,885 47,741) S520,588| 415000 50,000 15,000" 1,000,589' 1,078,815
1 1

Budget lines under Direct implementation Modalities (DIM) are shaded in ble.
Budget lines related to MAP are represented in green color, those related to Mobile Financigl Services (MMA4P) in purple
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quality and growth of their portfolio outpacing the MF [additional | BOL 355 FIF - Tafgrants floans for additional 40K vsers currently unfunded 0 a ¢ 300,000 ?50,000! 1,650,000! 1,650,000 259
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performance of F5P that have received support from FIF[funding acrpss Lao PDR {ailministered through FIF) ! !
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funding. - I 1
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Postal Savings Institution. 3.9 Backstopping technical support from UNCDF Senior Regional 1 I
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Total Programme and Indirect Support Cost 615,030| 963,622|1,275,367)4,191,1922,464,659[1,533,383| 709,202 8,898,435! 11,752,454
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UNCDF -Core Funding 350,000] 400,000 443,582] 250,000 - 1 250,000] 1,443,982|12%
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u 2 47 H . i
+ :
UNCDF -Mabiie Money for the Poor {MM4P) [DIM] 24,357 82,500 1 0] 166,857 1%
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Budget lines under Direct Implementation Modaiities (DIM) are shaded in tilu=.
Budget lines related to MAP gre represented in green color, those related to Mobile Financial Services (MMA4R) in purple,
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5.

MANAGEMENT AND COORDINATION ARRANGEMENTS

1 Proposed Management Structure

Figure 3: Programme management structure
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5.2 Roles and Responsibilities of Programme Partners

5.2.1 Role of the Bank of the Lao PDR (Bol)

BOL is the Implementing Partner (IP) and therefore the entity responsible and accountable for managing the
programme, including the monitoring and evaluation of programme interventions, achieving programme

outputs, and for the effective use of UNCDF resources.

{(FIF).

5.2.2 Role of the Programme Management Committee (PMC)

The PMC will act as a management committee for the overall programme and the Fund for inclusive Finance
It will coordinate funding to FSPs serving poor households and micro entrepreneurs, networks, and
business service providers in order to make efficient use of public resources, avoiding duplication and over-
subscription. In line with the Paris Declaration on Aid Effectiveness, funding from other donors will be
harmonised through the FIF; UNCDF will coordinate and represent donor interests, concerns and views by

hetping to convene meetings with donors immediately prior to and after formal meetings of the PMC,




PMC will consist of BOL DG of relevant department {Chair), UNCDF Regional Technical Advisor {member), BOL
representative {ex-officio member with delegated authority of the DG to provide regular guidance to
Programme Implementation Team), and UNCDF Country Technical Advisor (ex-officio member secretary as lead
manager of the Programme Implementation Team).

The overall role of the PMC is to make consensus-based management decisions in approving annual work-plans
{AWPs), revisions and other key decisions needed to achieve the outcomes of the programme. PMC decisions
shouid be made in accordance to standards that shall ensure management for development results, best value
money, fairness, integrity, transparency and effective international competition. Based on the approved annual
work pfan (AWP), the PMC may review and approve programme guarterly plans when required and authorizes
any major deviation from these agreed quarterly plans. PMC is the authority that signs off the completion of
each quarterty plan as well as authorizes the start of the next quarterly plan.

PMC will also approve programme proposals for funding through FIF as well as to approve and modify the fund
management policy and procedures and fund strategy. In suppaort of this key role, PMC will also specifically:

s Approve transparent standards, criteria and processes for eligibitity, selection, perfoermance monitoring and
reporting.

* Receive, assess and shortlist business plans and funding proposals from FSPs and business services
providers, and recommend for direct funding by UNCDF and other participating donors.

e Mobilize additional strategic fundess into the FtF, and its initial structure accordingly be set up with
sufficient flexibility to easily accommodate future entrants and their potential requirements. BOL will make
efforts to align other funding to FIF in line with the principles of aid effectiveness.

See Annex 2 for detailed Terms of Reference for PMC.

5.2.3 Role of the Programme Implementation Manager

Programme Implementation Manager has the autharity to run the programme on a day-to-day basis on behalf
of the Implementing Partner. The Programme Implementation Manager's prime responsibility is to ensure that
the programme produces the results {outputs) specified in the programme document-, to the required standard
of quality and within the specified constraints of time and cost.

5.2.4 Role of the Programme Implementation Support Team

The Programme Implementation Support Team will provide programme administration, management and
technical support to the Programme Implementation Manager as required by the needs of the programme.

The Programme Implementation Support Team will act as the implementation and technical assistance
secretariat of the FIF to secure the fund’s sustainabie development. It will alse be responsible for managing the
fund and scrutinizing the proposals as well as provisicn of technical assistance to applicants when relevant, as
well as for short-listing and presenting recommended proposals to the PMC,

An internationally recruited UNCDF Country Technical Advisor {CTA) will be technically leading this team (see
annex 3 for ToR of the CTA). The CTA will report to and be supported by the UNCDF Senior Technical Advisor
based in Bangkok for the technical aspects of the programme and for setting annual performance objectives
(together with the BOL Programme Implementation Manager). The CTA will report to the BOL Programme
Implementation Manager for all administrative matters; the BOL Programme Imgplementation Manager will
provide day-to-day management support to the CTAs to deliver his/her annual performance objectives.

The CTA will be supported by nationally recruited staffs who will be primarily responsible for the preparation
and manage the programme’s financial transactions and reporting on behalf of BOL and in accordance with the
UNCDF financial and procurement policies as outlined in the Operations Manual of the respective organizations.
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The Programme Implementation Support Team will alsc make use of short-term international and national
experts (on a need basis) on financial sector development in general and microfinance in particular and
resource persons from stakeholders that can be contacted by the task force to provide expertise and other
support.

5.2.5 Role of Programme Assurance

Programme assurance is the responsibility of each PMC member; however the role can be delegated. The
programme assurance role supports the PMC by carrying out ohjective and independent programme oversight
and monitoring functions. This role ensures appropriate programme management milestones are managed and
completed. UNCDF will assign a national Programme Officer to provide support to carry out the assurance
function.
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& FUND MANAGEMENT ARRANGEMENTS

DFAT is committing a total of USD 6,191,467; UNDP has committed a total of USD 100,000; UNCDF is committing
USD 1,443,982 from its core budget. There is a funding gap in the amount of around USD 2,048,672, which will
need to be mobilized through the life of the programme.

In addition, funding will be provided in parallel from two global UNCDF projects: Mierolead (USS 1,832,610) and
MM4P (USD 166,857) which will be implemented directly by UNCDF in a coherent approach with programme
activities from the Nationally mplemented MAFIPP Programme. These amounts are indicative, with actual
allocations based on recipients meeting the targets of their financing agreements, or additionat opportunities
emerging.

The administration of this Programme shall be governed by UNCDF’s rules and regulations, as defined in the
UNCDF’s Operations Manual and the UNDP Programme and Operations Policies and Procedures {PoPP) within
the policy context defined by the Executive Board. A Letter of Agreement (LoA) will be signed between
government and UNCDF under National Implementation and annexed to this Programme Document.

6.1 Transfer of cash to Implementing Partner

BOL is the Implementing Partner for the Programme and it is responsible for the overall delivery of the
programme outcome and specific outputs.

6.1.1 UNCDF as Responsible Party for Financial and Procurement Administration

Given BOL' role as a policy maker, regulator and supervisor and therefore the need to avoid potential conflict of
interests, BOL requests and UNCDF accepts the role of the Respaonsible Party for the provision of the following
services:

a} Signing Performance Based Agreements (PBAs) with FSPs, providers of business support services, and
networks and assodiations, making ail payments, monitoring closely the perfermance, releasing payments as
per terms of PBAS, preparing financial reperts, submitting financiai reports to BOL, which retains the overall
obligation for the implementation programme and therefore the responsibility to circulate and share
reporting to all other parties as necessary. This will refieve some of the administrative burden from 8ol and
help it to focus on its core role in moenitoring and evaluation, leadership support and policy and regulation.

b) Hiring and payment of international consultants and programme staff as needed, which will be managed
through the UNCDF Asia Regional Office operations and procurement systems in Bangkok?©.

c} Making payments for operational expenditure incurred as a result of day-to-day implementation of other
activities, UNCDF will open one Designated Account in Vientiane where funds will be transferred quarterly
to on the basis of approved quarterly work-plans.

Given BOL's role as the Implementing Partner, all payments and transactions made by UNCDF will be on the
basis of approved minutes of the PMC and/or requests from the Chairman of the PMC and Project Manager to
carry out activities under approved work-plans.

6.1.2 Audit Arrangements

Audit will be conducted in accordance with the UNDP NIM Audit policies and procedures, and based on UN
Harmonised Approach to Cash Transfer (HACT) poticy framework As with regard to parallel funding provided

¥ UNDP Laos is being considered to handle the procurement of international
consultants not already on the UNCDF roster.
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from Microlead and MM4P (DIM}, these activities will be audited through UNDPs external {UN Board of
Auditors) and/or internat auditors (UNDP Office of Audit and Investigations).

6.1.3 Agreement on intellectual property rights and use of logo on the programme’s deliverables

These will be retrained by the employing organisation of the personnel who develops intellectual products,
either Government or UNCDF in accordance with respectively national and UNCDF golicies and procedures.
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7 MONITORING, EVALUATION AND REPORTING

7.1

Indicators of Cha nge: Programme Monitoring Framework

UNCDF has defined relevant indicators for each step of the result chain. These indicators are articulated in the UNCDF's Logical Framework.

Expected Results Indicators Means of Collection Methods Responsi Risks & Assumptions
Verification bilities
Programme Outcame: Indicator iP: Numbers of low-income 1. FIF 1. Quarterly report submitted by FSPs as part of UNCDF | Risk:
Increased access to househoids and micro-entrepreneurs with monitoring established monitoring system, Client acquisition cost under-estimated, particularly
financial services by low- access to financial services report, 2. Data to be submitted by all FSPs to 80L - on mobile money services where uptake and regular
income households and 2. BOL sector- maonitoring system to be developed under the usage can be much slower than forecast.
micro-entreprensgurs. Stock-take 2011: 68,000 cilents?!. wide monitoring | programme,
Target: 408,000 additional active users report. Risk mitigation strotegy:
{minimum +300,000) of a variety of 3. Report from FIF established to receive funding beyond
financiol preducts aimed at fow-income Mabile Financial programme,
households and micro-entrepreneurs by Services Diversity of retail approaches to identify the most
2017 providers. effective onels). Flexibility of the activities to
indicative spiit; 208,000 additionai users of reorient i needed on the scaling-up of the effective
o savings/credit/insurance product {iP.1), approaches.
200,000 users of mobile financial services
{ir.2).
Indicator i1.1: number of active F5Ps 1. BOL report. 1. BOL statisticat report available to the public UNCDF | Risk:
licensed under microfinance regulation. annually. Oversupply/Crowding in of donors working on very
similar issues.
Boseline: 28 licensed institutions (Dec2010). Risk mitigation strotegy:
Target: 60 licensed institutions. identify overlap and develop & mechanism for
Indicator i1.2: Openness and 1. A successfully | 1. Formal government decision to undertake MAP | UNCDF | regular coordination to reduce duplication and to

Output 1: Policy makers
more able to improve the
policy and regulatory
environment in line with

responsiveness of the policy-setting bodies
1o environment issues and demands from
the financial sector regarding financial

completed MAP
exercise with
Gol endorsing

in the Lao PDR
2. MAP Steering Committee Minutes
3. MAP specific outputs, accepted by MAP Steering

maximize resources.

Assumptions:

) o inclusion, MAF's proposed | Committee and disseminated as Public Goods: BOL goes beyond its strict supervisory role and
operational realities of e "
financial service providers Roadmap and a)  FinScope survey; positions itself more as an “gnabler”,
. Baseline: Mo indicotion of responsiveness Action Plan b} Supply and Regulatory assessment; GOL’s invelvement in the MAP process extends
nationally and accepted ) . . L s
00d practice identified, 2. MFA report. ¢} Synthesis report and recommendations; beyond the participation of BOL.
ign ternationall Target: Moderote to highly responsive. 3. Bankers d) Roadmap and Action Plan drafted and BOL open to a quality assessment of its FINA
¥ Association proposed to the government; reporting system.
report. e] Interactive Webplatform on financial
inclusion data Risk:
4. Formal government endorsement of the Nationa Legal or regulatory constraints that might restrict
Financial Inclusion Roadmap and Action plan. implementation of mobile and branchless banking
5. Biannual stakeholder perception surveys. services
41 Source: Microfinance in the Lao PDR 2012, BoL/NERI. Table 1: Number of MFIs by Region.
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Expected Results Indicators Means of Collection Methods Responsi Risks & Assumptions
Verification bilities
Indicator i1.3: Demonstratton of clear 1. A successfully | 1. Check of status of realization of existing UNCDF | Risk mitigation strategy:

process to assess the need for a policy on
branchless banking and a policy where the
need is found to be compelling.

Baseline: No process exists.

campleted MAP
exercise with
Gol endorsing
MAP's proposed
Roadmap and

recommendations made on branchless banking by

development organizations and private
organizations.

2. Formal government decision to undertake MAP

in the Lao PDR

The attitude and capability of the regulator, usually
the central bank, is essential.

The “good practice” in mobite and branchless
services is 10 take a “watch and learn” approach with
minimal policies to address the key risks during the

Target: Policy process completed ond Action Plan. 3. Rezlization of MAP implementation according to pilot/launch phase: more comprehensive regulation
results gre acted on. 2. Farmal MAP activity document [Annex 4) as reported by is later developed from the experience of that initial
decision to MAP activity management’s regutar feedback and phase,
implement Steering Commitiee Minutes UMNCDF can help by (i) assisting the regulators to
MM4P in Laos. | 4. MAP specific outputs, accepted by MAP Steering firm-up their legitimacy to oversee these new
4. Strong Committee and disseminated as Public Goods (see services, (i) building regulators’ capacity and a
cooperation supra) strategy for oversight.
with and 5. Official Report from Gol covering branchless-
support to banking, showing inter-agency coordination or UNCDF will work closely with the groups of
drafting a division of labour. operators authorized by the regulator, but notes that
MM4AP any exclusion of non-banks (i.e. telecoms) by the
implementation regulator would delay the pracess and may limit the
Strategy. outreach of these mobile services.
Indicator i1.4; BOL exposed to lessons 1. Number visits | 1. Records from int’| Relations Dpt of Bol UNCDF
learnt and experiences shared by fellow /study tours 2. Desk-review of AFI reports + key stakeholder Risk: BoL not interested by AFI participation.
central bankers in developing countries. abroad of BoL interviews among AF! staff. Risk mitigation strategy:
staff. 2. Commissioned report on comparative regulatory Participate to AFl as an observer. Use ASEAN links for
Baseline: To be estoblished 2014. 2. AFl report. policies every 2 years. Scope of benchmark: subset peer exchanges.
Targetl: Moderate to high. 3. Biannual of Asian countries with background relevant to
commissioned Laas, Assumptions:
report. Bol to consider embedding social indicators into the
Indicator i1.5: Availability of reliable sector- | 1. BOL FINA*® 1. Aggregation of FINA data, with data validation UNCDF | mandatory FSPs reporting.
wide monitoring data an financial and database and its | process of FINA to be further refined to allow for MF sector reporting: BoL aims for comprehensive
social impact performance of FSPs. sector-wide comprehensiveness. scope covering also unregulated FSPs, see Bol/NERI
aggregated 2012 stock-take of the MF sector.
Baseline: Patchy and Incomplete. autput reports.
Targel: Comprehensive and highly relioble
with a quick lead-time.
Expected Results Indicators Means of Collection Methods Responsibil Risks & Assumptions
Verification ties

2 Open-source information management system for Bank Supervision Authorities developed by USAID
storeg them in the database and generates reports using very flexible report designer tools.

See:

collects data from banks,

s ] swfed . Firka 2 - et
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Expected Results Indlcators Means of Collection Methods Responsibil Risks & Assumptions
Verification tias
Indicator i2.1: FIF attracting additional 1. FIF balance 1. FIF audited financial statements. UNCDF Assumption:
funding with term extending beyond end of | sheet, FIF attracting external funding beyond MAFIPP
MAFIPP. danors considered an indicator of its
effectiveness and efficiency
Baoseline: None: FIF not yet institutionolized.
Target: gdditional funding with term Risk:
beyond 2017 Funding 1-2 business development service
Indicator i2.2: Growth in the numbers of 1. Report fram | 1. Reparts publically available. providers may create an upwelcome oligopoly
finance professionals sensitized to the BI. with 2-3 players controlling 90%+ of the market,
down-scaling of financial services. 2. Reports from Note that existing oligopolies {e.g. Microbanker
training software for MFIs) haven't spurred abusive
Baseline: 2,500 banking and finance institutes. business practices.
professionals received training at 8Y 3. Annual
without o microfinance module + 40 reports of MFls. Risk mitigation strategy:
trafned on distance learning course. 4. Training Mixed funding for business development
] Target: 2,500 banking and finance maodule and services: directly to the providers to cover their
Qutpat 2: The financial . . I . . - .
professionals receiving troining at Bf with international start-up costs (e.g. curriculum development),
t;ector development rnicrofinonce module of international centification. and indirectly to FSPs for using their services. it
infrastructure more standard + 700 trained on distance fearning puts the purchasing power in the hands of F5Ps.
capable to meet the needs course.
of f‘rr'.uanr.nal service Indicator i2.3: Numbers of FSPs disclosing 1. MiIX market. | 1. Report generated annually from the MIX Market| UNCDF Risk:
providers. their audited financial statements on MIX- 2. FSPs web-site, MFA not perceived as a credible representative
Market or on their website to demonstrate | websites. 2. Quarterly report submitted by FSPs to the MiX of the diverse and somewhat heterogeneous
their commitment to transparency. Market, directly or via MFA. MFls. MFA not institutionalized.
Baseline: in 2010 only 1, Acleda®. Risk mitigation strotegy:
Torget: F5Ps covering coflectively 80% of If MFA cannot be institutionalized, lodge the
the notionaf fow-Income and micro- MFIs forum under the umbrela of an existing
entrepreneurs market. business or NGOs assaciation.
Indicator i2.4: Growing numbers of FSPs 1. MFA anrwal | 1. MFA published report and internal records, UNCDF Sensitize Gol fo the need of identified
contribute membership fees and senior accounts, conduits/fora to conduct a constructive public-
management time to the MFA. 2. MFA meeting private dialogue.
attendance
Baseline: FSPs covering colfectively 58% of | records.

the MF sector end 2011, excluding VRFs.
Torget: FSPs covering collectively 80% of
the natione! fow-Income market.

4 2009 data (i.e.

posted in 2010)

for Lacotian MFIs comprises only Acleda and EMI,

but EMI didn‘t post audited financial

statements. Wote that when an MFI starts to report on the MIX-Market it must provide the data for the previous year.
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Expected Results Indicators Means of Collection Methods Responsibil Risks & Assumptions
Verification ties
Indicator iP.2.2: Extend rural financial 1. Report from 1. Quarterly report submitted by MFSs as part of Risks:
inclusion through use of Mobile Financial Mobile Financial | monitoring system established in FIF. Distrust towards mobile financial services.
Services Services Sparse mobile agent network.
providers.
Baseline: O Risk Mitigation Strategy:
Farget: 2014 -0; 2015 -10,000; 2016 - The highest risk of fraud is internal {employees
150,000; 2017- 250,000. of the providers}: assisiance can be provided to
operators to review the internal control system.
fFor clients, education and awareness is
paramount to assist them in managing basic
fransactions, noting that most are already
familiar with dematerialized services (e.g.
airtime tap-up).
UNCDF will assist policy makers in developing a
public awarenass campaign to ensure that
clients know their rights and can use adequate
complaint management procedures put in place.
UNCDF will advise operators on the proper pace
of development of the network of agents
complementing the mabhile financial services.
Indicator i3.2: FSPs receiving technical FIF manitoring 1. Collation of annual reports from FSPs. LHINCDF
assistance offer diversified and more report. 2. Annual beneficiary satisfaction survey conducteqd Risk:
suitable financial services. These FSPs use by the programme. Limited in-country delivery infrastructure and
additional delivery channels. technology leading to higher operational costs
and thus insufficient operating margin.
Baseline: Highly narrow range products
through a unique delivery channel, Risk mitigotion strategy:
Target: 80% of FSPs have added at least 1 Undertake innovative approaches and tailor
product, 60% of FSPs use on additional programme roll-out in accordance with existing
Output 3: Financial service | deélivery channel. in-country infrastructures.
providers more responsive | Indicator i3.2: FSPs receiving technical 1. FIF 1. Quarterly report submitted by FSPs as part of UNCOF
to the financial service assistance and support are recognized as monitoring monitoring system established in FIF, Risk:
needs of poor households | market leaders as evidenced by the quality | POt 2. Mandatory reporting of FSPs to Bol (FINA Institutional Partners {(MNOs or banks} lack the
2. BOL sector- platfarm) to constitute the control group {all F5Ps

and micro-entrepreneurs.

and growth of their pertfolio outpacing the
MF sector.

Baseline: Mot needed since it is an ongoing
benchmarking exercise.

Target: Aggregated loan portfolio of
supported FSPs grows 1.5 times more than
the controf group (MF sector less FIF
grantees) each year, with PAR30<3%.

wide monitoring
report.

in Laos not receiving support from FIF).

capacity and staff to implement the service.

Risk Mitigation Strategy:

Assistance will be provided, including on-site
support, to build the capacity of local staff on
client acquisition, risk assessment management
and reporting. UNCDF will also facilitate
exchanges with providers in other countries to
learn from their experience.
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Expected Results

Indicators

Means of
Verification

Collection Methods

Responsibil
ties

Risks & Assumptions

Indicator i3.3: Consistent trend in
improvements in the performance of FSP
that have received support from FIF
compared with others that have not. Key
measures to include portfolio at risk, cost
per client, chients to staff ratio, operational
self-sufficiency and ratio refinancing to
Ioan outstanding.

Baseline: None: FIF not yet Institutionalized.
Target: Annual trend constontly 1.5 times
better than control group {MF sector fess
FIF grantees) for 4 indicators out of 5.

Indicator i3.4: FSPs receiving support from
FIF attract additional funding.

Baseline: None: FIF not yet institutionalized.
Target: USD 7min.

Balance sheet of
supported FSPs.

1. Audited financial statements of supported F5Ps.

UNCDF

Indicator 13.5: Bxtended vural financial
inclusion through the Lao Postal Savings
Institution.

Boseline: 17,000 savings clients end 2011
with 100,000 funds transfers annuofly.
No additional product.

Target 2017: 40,000 savings Clients with
350,000 funds transfers annuafly.
Additional product{s) distributed

1. FIF
monitoring
report.

1. Quarteriy report submitted by FSPs as part of
established monitoring system.

UNCDF
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7.2  Measuring changes in indicators and determining attribution

In order to measure the changes in indicators articulated in the logical framework UNCDF will periodically
measure change using good research practices,

Baselines will be determined for ail indicators, as of 2010 whenever possible, All synthetic indicators will be
broken-down into measurable components with guidelines for their combination.

The cases of specific indicators are discussed below.

7.2.1 Outcome indicatars

The programme’s goal to get 408,000 additional active clients encompasses DFAT target of “Number of poor
women and men who increase their access to financial services” to be 300,000 by end 2016, particularly with
the minimal commitment to 300,000 additional active clients.

To guarantee attribution to MAFIPP these 408,000 additional clients will be uniguely comprised of new
accounts or users gained by Financial Service Providers (FSPs) receiving assistance under the Fund for
Inclusive Finance (FIF). By signing a Grant or Loan Agreements with FIF as adopted by the PMC*, they
commit on performance targets relative to outreach and sustainability {most often characterized in terms of
operational/financial performance). The actual performances on outreach of supported FSPs under FIF
support will he monitored on a quarterly basis.

The programme may define in specific cases the results attributable to its support slightly different from the

agreed outreach targets: it will detail the rationzle for the divergence, under review from the PMC.

For instance, supporting the downscaling of a commercial hank does not imply that the programme can
claim ownership of all new clients of the bank over the duration of the agreement. Similarly supporting the
capacity-building of an FSP that would receive funding for expansion from another donoy/investar would be
also subject to review. Conversely, the programme may claim ownership of results beyond the duration of
the agreement if the grant/loan induced the supported FSP to take initiatives that it would not have
considered otherwise (geographic expansion, new delivery channel, new product development...).

7.2.2 Qualitative indicators to measure progresses on policy formulation

MAFIPP M&E system captures the wider changes in the systems or markets as per DCED standard, based on
the perception of their impact by the operators themselves. Measuring progress on policy dialogug on
inclusive finance {indicators i1.2,i1.3 & i1.4} will be tackled threugh evaluation by the FSPs, through the two
forums of the MFA and the Bankers Assaciation, and also through peer review using the feed-back of the
Alliance for Financial Inclusion {AFI). The MAP process will also inform on the responsiveness of Gol agencies
to broader policy changes and their ability to reach consensus around a roadmap and an action plan for
developing forward-locking policies that will greatly enhance financial inclusion.

Lastly BoL needs a comprehensive and accurate reporting system to gauge the outcome of its
regulation/supervision efforts: BoL/FISD has developed an extensive database {FINA system) that it is
feeding on a quarterly basis with the mandatory reports of all licensed operators. The quality of this
reporting system is crucizl, hence the object of indicator i1.5 with the assumgption that Bol welcomes an
external review.

# The Performance Monitoring indicators/baseline will utilize UNCDF standards as
contained in model grant and loan agreements as per the UNCDF PPOM. These are
based on standard financial raticos and gender-disaggregated data recommended by
CGAP.

Page 50 /102



7.2.3 Benchmarking supported FSPs vs, the rest of the sector

Assessing the improvement of the group of FSPs supported through FIF over the rest of the industry entaits
several challenges: FSPs will get support at different points in time and with different durations and also
intensities of support, the rest of the sector will not remain static in the meanwhile.

The FINA system of BoL/FISD will be harnessed to enable the benchmarking of FIF grantees versus the rest of
the industry. The indicators of operationai performance (i3.2 & i3.3) were selected to have all their data
points already tracked through FINA.

In addition to their mandatory reporting requirements to BoL FSPs will post their data on the MIX Market*
facilitating international exposure enabling some global and regional benchmarking,

The MIX Market platform offers the advantage of additional data points on outreach (e.g. differentiating
rural/urban, micro-borrowers/large borrowers): though more relevant these data-points are not embedded
inta the current set of indicators because further work on standardization is needed and benchmarking with
non-supported FSPs is impossible until integrated into BolL/FISD mandatory reporting framework.

7.3 Tracking programme costs

UNCDF will track costs on monthly, quarterly, bi — annual and yearly basis in line with its financial
management procedures. UNCDF, in line with UN standards, utilizes “Atlas” accounting and financial
management system that allows UNCDF to track costs and produce regular reports regarding programme
related expense, by output area and by funding line.

The multi-year budget with an indicative breakdown by year and activity by activity is presented in section
§9 below. It is then revised annually: annual work plan and budget are presented to PMC for approvat at
each start of year and may be revised fater in the year.

7.4  Managing the system for results measurement

The results chain — preseanted in Fgure I — provides the conceptual framework for the M&E system with
assessment of programme performance planned o take place regularly at different levels of the
intervention logic.

As stipulated in previous sections, regular monitoring of the Programme will be conducted through the
framewark of PMC. The monitoring and evaluation activities will be participatory and all stakehoiders will be
are encouraged to be involved in the process.

A central piece of the result measurement system is the reporting system of FIF that will inform on the
attainment of the programme outcome, of the achieved outputs of supported Business Service Providers
and on the qualitative performance of the supported F5Ps.

All FIF-supported FSPs will be required to report quarterly to UNCDF via the MIX Market using a standard
reporting format, inciuding data points on portfolio, savings, outreach, income staiement and batance sheet.
They will additionally report quarterly directly 1o FIF on data points specific to supported activities {i.e.
outreach under new supported access paints or delivery channels or new products) with a narrative report.
Each year FSPs will submit audited financial statements to FIF.

Al FSPs partners are strongly encouraged to endorse the Client Protection Principles of the Smart Campaign
and will report bi - annually to UNCDF on their client protection activities.

 niepps 0w Ehemis ooglendindes honl . UNCDF will estaklish a dash-board under the MIX

mac ket to fa "llltate the entry ¢of new and less experienced FSPs to the MIX.
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The Country Technicat Adviser with the Programme Implementation Support Team will prepare and submit a
quarterly (QPRs) and annual progress reports (APRs), narrative as well as financial, to the PMC with
programme assurance frorm the UNCDF Senior Regional Technical Advisor based in Bangkok. Specifically, the
reports will include information on progress toward intended programme outputs as well as constraints and
opportunities for further developing the sector, policy changes needed to remove the constraints or seize
opportunities, and lessons learnt. APRs will be used for appraising the Annual Work Plan & Budget (AWPB)
for the following year.

The APRs will also detail status guo on risks and other issues highlighted within the Programme. An Issue
Log will be updated by the Programme Implementation Support Team. Based on the initial risk analysis
submitted (See column ‘Risk & Assumptions’ of table of performance indicators in section §7.1 above), a risk
log shall be regularly updated by reviewing the external environment that may affect the programme
implementation to facilitate tracking and resclution of potential problems or requests for change. In
addition, a programme ‘Lesson-learned’ log shall he regularly updated to ensure on-going learning and
adaptation within the organization, and to facilitate the preparation of the Lessons-learned Report at the
end of the programme.

This Programme is subject to an independent evaluations {mid-term and final), managed by the UNCDF
Evaluation Unit, to assess its overall performance, the outputs and ouicomes produced against its initial
targets, the impact it has brought or would likely to bring about with a focus on the progress toward
sustainability of the FS$Ps, its relevance to the national context, and management efficiency. The evaluation
will be forward looking offering lessons learned and recommendations to improve programme performance
or national paolicy for the next phase of the programme.
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8 LEGAL CONTEXT

Consistent with the Asticle Iil of the Standard Basic Assistance Agreement, the responsibility for the safety
and security of the implementing partner and its personnel and property, and of UNCDF’s property in the
implementing partner’s custody, rests with the implementing partner,

The implementing partner shall:
s put in place an appropriate security plan and maintain the security plan, taking into account the
security situation in the country where the programme is being carried;
e« assume all risks and liabilities related to the implementing partner’'s security, and the full
implementation of the security plan.

UNCDF reserves the right to verify whether such a plan is in ptace, and to suggest modifications to the glan
when necessary. Failure to maintain and implement an approgriate security plan as required hereunder shall
be deemed a breach of the Implementing Partner's obligations under this Project Document.

The implementing partner agrees to undertake all reasonable efforts to ensure that none of the UNCDF
funds received pursuant to the Programme Document are used to provide support to individuals or entities
associated with terrorism and that the recipients of any amounts provided by UNCDF hereunder do not
appear on the list maintained by the Security Council Committee established pursuant to resolution 1267
{1999). The list can be accessed via http://www.un.org/Docs/sc/committees/1267/1267ListEng.htm. This
provision must be included in all sub-contracts or sub-agreements entered into under this Programme
Document”.
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9 WORK PLANS AND BUDGETS#

UNDAF Qutcome

CP Qutcome 1.1: Improved and equitable access to tand, markets and social and economic services, environmentally sustainable utilization of natural resources, with

balanced population growth.

CP Outcome 1.5: Enabled environment for growth with equity.

Programme QOutcome; Increased access to financial services by l[ow-income households and micro-entrepreneurs.

Outputs UN Activities Time Frame Implementing Planned Budget
Qrganization Partner
Ql Q2 Q3 Q4 Source | Amount
of
Funds
UNCDF 1.1 Assist BOL to access training & exposure in - - X X BOL UNCDF
microfinance best practices. 25,000
Qutput 1: Palicy-level UNCDF 1.2 Support establishment of BOL microfinance X X BOL UNCDF
Output department & IRD 35,000
UNCDF 1.3 Support policy studies and organise pelicy enclaves to - X BOL UNCDF
Policy makers more able improve understanding of sustainable models of finarcial 10000
to improve the policy and servicesin Lao
regulatory environmentin [~ yNCDF | 1.4 Translate and publish the best-practice briefs from - - X BOL UNCDF
line with operational CGAP, the U.N. Advisors Group on Financial Inclusion and 10000
realities of financial other sources
service providers UNCDF | 1.5 Dissemination of Regulations {Northern, South, and - X BOL UNCDF
nationally E_'nd accepted Central Parts) including perdium, travel expense, 4500
good practice accommeodation
internationally. UNCDF 1.6 Technical workshop specifically for FSPs (including per- - X BOL UNCDF 5000
dium, travel expense, accommaodation..etc).
UNCDF 1.7 Performance Appraisal (Semi-annual basic) - X BOL YUNCDF 3000

4% The work-plan covers the 3¢ and 4% guarter of 2010 in line with the Revised Standard Joint Programme Document guidelines

approved by UNDG on 24 April 2008,
usually at the start-up of the programme,

which states:

*the annual work plans cover not more than a 12-month period.
these may c¢over less than one year”.

However,
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Qutputs UN Activities Time Frame Implementing | Planned Budget
Organisation Partner
Ql Q2 Q3 Q4 Source | Amount
of
Funds
UNCDF 1.8 Stakeholder Consultation workshop (Annually) - - X BOL UNCDF 1500
UNCDF 1.9 Development and publication of brochures on an on- - - X X BOL UNCDF 5000
going basis of microfinance industry monitoring data and
other related info. With the ultimate objective of migrating
the system to MIX Market.
UNCDF 1.10 Facilitate BOL invitation to join API - X BOL UNCDF
Sub-total Output 1 991000
UNCDF 2.1 Establish Fund for Inclusive Finance to support Retail X X BOL UNCDF
and Meso level activities 10,000
Qutput 2: Meso-level - - - -
Output UNCDF 2.2 Increased capacity of Lao Banking Institute with - X BOL UNCDF
productization of best practices and other microfinance 35,060
The financial sector tramlng'products for The Lag PDR microfinance
development professionals.
infrastructure more UNCDF 2.3f?sswt MFA (including office rental, furnishing and - X X BOL UNCDF
capable to meet the staffing) 5,000
needs of financial service UNCDF 2.4 Capacity assessment of all FSPs as part of due- X BOL UNCDF
providers. dilligence far funding and in establishing base-line. 20,000
UNCDF 2.5 Strengthening M&E and communication for - - X X BOL UNCDF
programme 5,000
Sub-total Cutput 2
75,000
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Quipuis UN Activities Time Frame Implementing Planned Budget
QOrganisation Partner
Q1 Q2 Q3 Qa4 Source | Amount
of
Funds
UNCDF 3.1 Recruitment of Country Technical Advisor [CTA] and - X X BOL UNCDF
establishment of FIF 25,500
UNCDF 3.2 UNCDF Naticnal Operations Officer (NPQ) sets up cash - X X BOL UNCDF
management and monitoring system, manages treasuring
function for the programme on behalf of BOL, and 15,000
Output 3: Micro-level prepares reports to BOL and other stakeholders
Output UNCDF 3.3 Assist FSP to access training & exposure in - X BOL UNCDF
microfinance best practices {eg. Cambodia, PLP) 20,000
Financial service providers UNCDF 3.4 CTA helps build the capacity of FSPs. Make technical - X BOL UNCDF
more responsive to the assistance available for product development, business
financial service needs of planning, operations, and pilot roll-outs. Offer training to 30,000
poor households and use tools such as Microfin (for planning)
micro-entrepreneurs.
UNCDF 3.5 Technical assistance to FSPs on savings mobiiisation - - X X BOL UNCDF
o 681,010
UNCDF 3.6 UNDP performs Programme Assurance function - X X BOL UNCDF
10,000
UNCDF 3.7 Backstopping technical support from UNCDF Senior - - X X BOL UNCDF
Regional Technical Advisor 4,500
Sub-total Qutput 3
786,010
Total cost Total programme cost
960,010
Total Indirect Support Cost (5% of pooled commitments) 77199
Total Programme and Indirect Support Cost
1,037,209
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10 ANNEXURE TO PROGRAMME DOCUMENT

Building an Inclusive Financial Sector in Lao PDR

Annex 1 The Lao PDR Microfinance Sector Gap Analysis

Annex 2 Draft Terms of Reference for Programme Management Committee {PMC)

Annex 3 Draft Terms of Reference for Country Technical Advisor (CTA)

Annex 4 Making Access to Finance Possible (MAP): diagnostic and programmatic framework

Annex 5 Support to Financial Inclusion in the Lao PDR through digital financial services

Annex 6 SAMPLE LETTER OF AGREEMENT BETWEEN THE GOVERNMENT AND A UNITEP NATIONS

AGENCY UNDER NATIONAL IMPLEMENTATION
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10.1 Annex 1 - Laotian Microfinance Sector Gap Analysis

Level
Macro

Constraints

« Some policy
makers,
{ocal
authorities
and donors
still lack a
solid
understand-
ing of
sustainable
RMF. The
concept of
RMF is not
fully
dissemin-
ated.

Needs

® Assist the
policy makers,
senior GOL
and BOL
officials to
develop
national
inclusive
financial
sector policies
Disseminate
the best
practice
infarmation to
the policy
makers,
parliamentaria
ns and senior
government
officials
through
awareness
campaigns
and strategic
communi-
cations

Current & Planned Support

* ADB (Project: Catalyzing
Microfinance for the Poor, complete
June 2010): Awareness raising
workshops will be held for
government officials and
organizations that support
microfinance to introduce best
practices.

* GIZ- Access to Finance for the Poor
praject: Financial systems
development approach, i.e.
supporting the development of
financial services at the level of
policies, regulations and supervision
{policy level, BOL, provincial
governments)

Gaps

* Training to GOL
officials to
understand the
role of
microfinance.

o Flexible funding
for BOL to
support policy
studies and
training of BOL
staff

* Aninternational
microfinance
conference
attended by
senicr Laotians
policy makers,
international
donors, and
microfinance
champions.

Proposed UNCDF Support

1.Establish Fund for Inclusive Finance to support meso and
micro level activities

2.Flexftble funding for BOL through Fund for Inclusive Finance
to support policy studies, training and exposure visits for BOL
staff.

3.Microfinance Boulder Training Course in Turin, italy

4.5upport the establishment of @ BOL MF Department

5.Based on constraints identified by retail Financial Service
Providers {FSPs) work with BOL and other stakeholders to
develop practical solutions to remove those constraints.

6.Support policy studies to better understand the sustainable
models of microfinance in the Lag PDR, documenting what is
currently sustainable, is on track to become sustainable, or by
design, could not become sustainable. Organize a conference
of policy-makers and practitioners to discuss the findings.

7.Translate and publish in Lao the hest-practice briefs from
CGAP and the other sources. Organize local language essay
competitions on how the microfinance policy should be
evolved and refined to develop the microfinance sector.

8.In conjunction with other donors, organize stakeholders’
roundtables and a major Microfinance conference attended
by donors, global and regional lead FSPs, poticy makers, local
government officials, FSPs, and other stakeholders together
for exchanging perspectives. Encourage the BOL to take lead
on this initiative together with the MFA. The meeting wiil
address major policy issues as well as constraints faced at the
meso and micro level. An effort will be made to invite global
microfinance ‘champions’ in the global microfinance industry.

9.5upport dissemination of Policies, regulations, Good Practice
and other relevant information through Conference, Policy
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Meso

* Coordinatio
namong
different
stakeholders
is
inadequate

= Accournting
standards
need to be
impraved.

s Training and
Consulting.
There are a
limited
number of
training and
consulting
facilities
available to
serve the
sector,

s Credit
Information
System need
to be
introduced.

e Achattel
registry should
be introduced.

= Coordination
among the
different
stakeholders
needs to be
strengthened
through a
permanent
organization
{(Microfinance
Association}

s Training and
consulting
facilities for
F5Ps
inadequate).

» |nternational
Financial

s |LO: Emphasis on capacity building of
its village banks through an
independent, specialized technical
assistance provider, which in the
process is being strengthened as
well,

* CODI and FIAM, in joint cooperation
with the Lag Women’s Union, also
support the VSCGs they set up
through an independent, specialized
technical assistance provider, and on
top of that builds support networks
of VSCGs.

¢ World Bank/EC: Plan to support MOF
to develop hest practice accounting
and audit standards, and introduce
International Financial reporting
Standards (IFRS).

ADB (Project: Catalyzing MF for the
Poor, complete June 2010) Creation
of a Microfinance Fund (MFF)
Establishment of a Microfinance
Fund Management Unit {MFFMU)
within BOL for the duration of the
project. Capacity building of the BOL
microfinance unit. Training will be

» Microfinance

Association to
represent the
industry in Lao.
CGAP Accounting
and Financial
Analysis courses
shouid be
introduced
(through TOT at
the training
institutes).
Funding
($800,000) is
insufficient for
needs of sector
and prevents
funding business
plans over a
period to reach
sustainability

Conciaves and the use of mass media (TV, radio, newspaper)
10.Arrange visits for the Laotian officials to see the successful
inclusive financial sectors in the other countries in Asia.
11.Development and publication of microfinance industry
monitoring data and other related info.

12.Development of training material on, governance ,
management, internal control, credit procedures and
policies

13.Performance appraisal

1.Assist BOL to coordinate sector development through a Fund

for Inclusive Finance

2.Promote transparency in the Lao microfinance sector by

developing reporting formats (accounting, portfolio and social
impact) and performance benchmarks appropriate for
different business models and products.

3.Afong with the other donars, support market research to

explore demand for a range of financial services. This can be
delegated to the MFA.
4. Provide support to the information clearing houses that
track and provide data on the Laotian microfinance market.
Additionally, facilitate reporting on MIX-market. Invite MIX
representatives to promote MIX reporting in Lao,
Additionally, facilitate reporting on MIX-market.
5.5trengthen the training institutes through TOTs. Support
introduction of a comprehensive university level Microfinance
course at a local business school. Arrange internships for the
students either directly or (preferably) through the proposed
MF association.

6.Adapt and translate CGAP one-week courses to offer at the
Lzatian microfinance training institutes.

7.5upport the training, mentoring and coaching of Laotian staff
under the UNCDF LDC Fund for Savings Led Market Leaders.

8.External Consultant for strengthening the capacity of BOL's
Banking institute.

9. Additional External Consultants as needed.
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Micro

¢ Managemen
t capacity of
microfinanc
e initiatives
is [imited.

¢ The majority
of FSPs in
Lao PDR are
not
sustainable

Reporting
Standards
need to ba
adopted for
the financial
institutions

® Increase
funding for
sustainable
microfinance
and reduce
funding to
non-
sustainable
models.

¢ Training,
mentoring and
coaching of
the
management
and staff of
FSPs.

s Exposure of
FSP to other
FSP’s {locally
and in region)

e Significant

provided to BOL staff to enable them
to support FSPs and manage the
grant Program.

GIZ: Building {capacity in}
associations of VSCGs, which should
technically support the associated
V5CGs

IFC: support for Credit Information
Bureau, Secured Transactions Law
and Registries

ADB/EU: support Credit Information
Bureau

SBFIC: supports the development of
MFC, in a partnership with CARD MRI

ADB: Training for MFI and SCU
managers and staff. Training
workshops will cover topics such as
MFI management, financial and
operational management, accounting
and Management information
systems and governance. On-site
follow-up support will be provided to
MFIs and SCUs to help them improve
their operations. A matching grant
program for MFIs and SCUs. Grants
can be used for seed capital,
equipment, and capacity building. A
total of USS800,000 has been made
available for grants under the
program,

SBFIC: supports the development of
EMI DT MFI, in a partnership with
CARD MRI; next to that, it has a
partnership with the Lao Women's
Union to set up a DT MFI based on

s One-stop funding

that pools donor
resources and can
make long-term
funding based on
business
planning.
Learning from the
success
experience of
other FSPs in the
region,

Training in
Strategic
planning,
governance and
transformation
Financial
transparency,
rating and
assessments of

10.Assistance to MFA
11.Training and certification for local auditors
12.Annual audits and capacity assessment of FSPs

1.Establish a Fund for Inclusive Finance under BOL leadership
with funding based on sustainability and performance.

2.Carefully facilitate the expansion of existing and entry of new
FSPs to offer sustainable financial services to lower income
markets to increase competition and variety of FSPs,

3.Support F5Ps to offer new products, such as micro leasing,
microinsurance, or remittances to provide greater value for
clients.

4.1dentify and help develop alternative delivery channels that
will allow Laotian F5Ps to reach scale, efficiency, and
sustainability. Besides F5SPs, help broker partnerships with
other intermediaries, including retail stores, cell phone
networks, and assaciations in the informal sector.

5.Help build the capacity of MF institutions. Make technical
assistance available for feasibility studies, product
developrent, business planning, operations, and pilot roll-
outs. Offer training to use tools such as Microfin {for planning)
FRAME {Financial reporting and management evaluation), and
CGAP assessment tool for FSPs.

6.Provide MIS package like Micro-bankers compiemented by
training on cost share bhasis.
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investment in
continuous
training
Board
members of
the various
institutions
should receive
training in
corporate
governance
and the
program will
help deliver
this training.

slightly adapted Grameen Banking

Methodology

s ADB {in various programs), ILD,
World Vision, GIZ, Lux-
Development, IFAD, ACCU, FIAM,
CODI, various hydropower and
mining companies, and same other
organizations are all setting up or
supporting CMLFs and/or village

banks

» WEC is supporting the creation of a
multi-village based SCU

the microfinance
institutions.

7.5upport “Mini” assessments of the FSPs through international
rating agencies.
8. Assist FSP to access training & exposure in microfinance best
practices
9.Technical assistance and advisory services: the Chief Technical
Advisor {CTA) helps build the capacity of FSPs. Make technical
assistance available for product development, business
planning, operations, and pilot roll-outs. Offer training to use
1ools such as Microfin (for planning).
10.CTA issues request for applications, technically scores
according to agreed criteria, presents to Management
Committee and prepares performance based agreements
[PBAs] based on approvals
11.SMART-subsidies to FSPs
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10.2 Annex 2 — Draft Terms of Reference for PMC

A. Rationale far the Fund for Inclusive Finance

The Fund for Inclusive Finance (FIF) is a Fund initiated by the GOL and UNCDF and supported by key
donors and other stakeholders in the financial sector of Lao PDR. The overall aim of FIF is 1o provide
financial access to the poor and low-income population and to jointly promote the development of
an inclusive financiat sector through comptimentary and coordinated focus.

An inclusive financial sector can be characterized by’

s Access by all bankable households, including women, and enterprises to a full range of financial
services at a reasonable cost, including savings, short and long-term credit, mortgages,
insurance, pensions, payments, local money transfers, international remittances, leasing and
factoring;

s  Soundness of institutions, which is maintained through performance monitoring by stakeholders
and, where required, sound prudential regulation;

s Financial and institutional sustainability as a means of groviding access to financial services over
time;

*  Mulitiple providers of financial services, wherever feasible, to bring cost-effective alternatives to
customers, including sound private, non-profit and public providers.

The FiF provides a coordinated donor-funding mechanism for grants and loan capital to financial
service providers (F$Ps), based on agreed Good Practice principles, in ways that would increase
outreach, market responsiveness and sustainability.

In order to coordinate funding of FSPs serving in particular the lower-income segments of the
financial sector, funders will be encouraged to pool their resources to create efficiencies and better
adherence to good practices, resulting in greater return in terms of outreach and institutional
development impact per dollar invested towards overall reduction of poverty by half as per the
MDGs.

B. Management Structure

In line with the Paris Declaration on Aid Effectiveness, funding from other denors will be harmonised
through the FIF; UNCDF will coordinate and represent donor interests, concerns and views by
helping to convene meetings with donors immediately prior to and after formal meetings of the
PMC.

This Committee will consist of B0L DG of relevant department (Chair), UNCDF Regional Technical
Advisor {member]), BOL representative (ex-officio member with delegated authority of the DG to
provide regular guidance to Programme Implementation Team), and UNCDF Country Technical
Advisor (ex-officio member secretary as lead manager of the Prograrmmme Implementation Team).

C. Role & Functions

* Main role is to make joint decisions and approve strategic grant funding for buiiding inclusive
financial sectors in Lao PDR;

* Endorses scoring criteria and weights for approvals of PMC managed funds;

Y htep://www,uncdf . org/english/microfinance/pubs/bluebook/

&2



* Takes joint funding decisions based on agreed criteria {see ‘Guiding Principles for Funding’
below), in response to applications received and appraised by the Programme Impiementation
Team;

* Approves payments to F5Ps and support infrastructure, as well as for specific technical
consultancies or training workshops that may be required for the sector;

* The functions are related to management/approvals including approving the work plan and
funding annuaily and as required when any changes are suggested to the approved work plan by
the Programme Implementation Team;

» Agrees on scoring/selection criteria for applications.

This arrangement will increase the cost-effectiveness of donor investments in the sector, while also
minimizing fransaction costs to FSPs seeking funding, and their Technical Partners.

D. Meetings — Frequency & Protocols

* Meets on a quarterly basis to review proposals, monitor progress, and take actions as needed;

e The Programme Implementation Team will circulate all proposals and the institutional appraisals
to all PMC members at least two weeks in advance of meetings. UNCDF will consult in advance
with donors/ on potential interest in funding a proposal, and will draft the agenda and minutes
of the meetings;

s The agenda will be compiled after consultations with members of the PMC at least one week in
advance of the scheduled meeting;

s The draft minutes of meetings will be distributed by the Programme Impiementation team not
later than 7 days after each meeting.

E. Guiding Principles for Funding:

Decisions to provide funding will be made on merit, and will not be subject to political or
disbursement pressures;

¢ Decisions will be made by consensus to the greatest extent possible;

s If Proposals are deemed to be in violation of the Government’s policy as advised by the BOL,
applicants wit} be reguested to provide amended proposals;

s Proposals may be approved on a multi-year basis if the PMC determines that the business plan is
adequate. For multi-year approvals, the performance agreements will note annual targets and
the tranche of funding to be released. If the targets are met, the FSP need not reapply in future
years;

¢ PMC agree to utilize uniform performance based agreements And UNCDF's PBAs will serve as
the benchmar;

+ Reporting reguirements, using standard terms and definitions as developed by the Consultative
Group to Assist the Poor {(CGAP} and as agreed by members of PMC,

The Programme Implementation Team will monitor performance of FSPs against the agreed
indicators and targets, and will advise the PMC, if a FSP appears non-compliant. Funders will have
the right to cease support to an FSP, programme component or the programme if deemed necessary
{(non-fulfillment of perfermance criteria, misappropriaticn of funds). The decision should be
discussed in the Programme Managament Committee, and with other funders contributing to
funding of respective FSPs.

F. Qutline of Fund Operations

The Fund will have two windows through which funds can be channeled to recipients as grants or

foans:

¢ Support to individual FSPs (NGO-MFIs, Commercial Banks, Non-Bank Financial Institutions, Credit
Unions, Viliage Credit Cooperatives, etc.)




= Support to networks and business service providers for FSPs {training/TA providers, auditors,
raters, credit reference bureau, ICT, eic.}

G. Criteria for Applications from FSPs

Proposals may be made from start-ups, or institutions currently operating In the country. In order to

assess the scope of potential investments, the PMC applies a set of progressively strict eligibility

criteria for the loan and grant products made available, and disseminates information on these to

the sector at large via the Programme tmplementation Team, The criteria are based on CGAP Good

Practices, and include:

¢ Firm and demonstrated commitment to full financial sustainability, flexible product
development, cost effectiveness and transparency;

e Disciplined management;

» Transparency, with donors, government, clients and the public having the right to know status;

® Reporting and accountahility, with regular operational, financial and audit reports;

¢ Gender considerations, enabling the participation of women;

* Governance, sound structures suitable to the institutional type, and largely free from
government and political interference;

*  Contribution to the expansion of the low-income client base.

To establish an initial baseline of the potential return on strategic donor capital to respective funders
in the Lao PDR market, a time-specific first Request for Applications from FSPs will be made when
the Fund is operational.

H. Appraisal and Approval of Strategic Funding to FSPs

A time-specific first Request for Apptications from FSPs will be announced through the Programme

Implementation Team to potential applicants. Proposals received will be scored according 1o the

following criteria:

s Qutreach: change in number of active clients (borrowers/savers), both male and female;

* Profitability: Trend in Adjusted Return on Assets, Financial Self-Sufficiency;

e Portfolic Quality: Trend in Portfolio at Risk (PAR at 30 days);

s Leverage: Amount of funding from other sources (donor grants, savings, toans, equity}/funding
requested and change in value of loans outstanding/funding requested;

s  Track record of applicant in producing stated results for requested funds in similar situations;

*  Management, including staffing and institutional form;

e Financial Frontiers: rural sub-districts served and/or new products/services.

NGO-MFIs applying should indicate in their proposals if they have a technical partner supporting the
proposal, and the funds dedicated to cover the costs of this technical assistance. Technical partners
are encouraged to jointly sign proposals with their partner FSPs to indicate mutual commitment to
meeting proposed targets.

For proposals that are deemed tc meet the selection criteria, the Programme Implementation
Teamwill provide an appraisal/analysis with a recommendation to the PMC prior to the Committee’s
formal review of the funding proposals. Before the first request for the application is issued, the
PMC may hire short-term technical consultants to provide the institutional scoring and appraisals,
shouid the UNCDF CTA not yet be in place at the Programme Implementation Team.

I. Criteria for Applications from Business Support Service Providers

Proposals may be made from providers of technical assistance, training, and other business services
to FSPs (e.g. audit, ratings, credit reference bureau, Cash-In-Transit service providers, Internet
Communications Technology (ICT), etc), including private companies, private, public and



professional institutes, universities, consultants and professional associations of FSPs currently
operating in the country, or those which are outside of the country but wishing to start-up
operations.

In order to assess the scope of potential funding to the level of intervention {meso), the PMC applies
a set of eligibility criteria for the grants made available, and disseminates infarmation on these to
the sector at large via the Programme Implementation Team. The criteria are based on Good
Practices, and include:

*  Financia! Transparency: contribute to the transparency of financial information to facilitate commercial
investment;

s Sustainability: encourage the long-term sustainability of the services market to gradually remove the
dependence on subsidies. The FIF will therefore usually require co-investment by the provider, often as
rmatching grants;

*  Competitiveness: E&ncourage the entrance of a range of providers to ensure that services offered are
competitively priced, and customer responsive;

¢ Specialization, Diversity and Innovation: Encouraging innovations that reduce transaction cests, provide
specialization, and promote product diversity; .

= Business transactions: Promoting business transactions hetween the provider and recipient of services,
thus grants will often be placed on the demand-side of the equation, enabling recipients of services to pay
providers directly.

). Appraisal and Approval of Strategic Funding to Business Service Providers

As the nature and size of funding in the husiness services infrastructure will vary greatly, the

patential return on grant funding in the Lao PDR market will be assessed on an individual basis, but

the PMC can consider issuing a time-specific first Request for Applications from providers when the

Programme Implementation Team is operational. Upon receipt, in addition to the above noted

criteria, proposals will be screened according to the following:

* Firm and demonstrated commitment to commercial viability, flexible product development, market
rasponsiveness and cost effectiveness.

s Legal identity and experience;

s Relevance of and demand for proposed service to FSPs {additionality);

* Market outreach and competitiveness {market share and customer composition, current
product range, current level of operation, research and development capacity);

¢ Quality of the governance structure and organizational set up (commitment of the leadership,
capacity for planning and management);

e Credibility and stability of management {motivation and capacity of staff/management,
experience and capacity to overcome constraints);

s Management information systems and internal controls in place;

* Financial performance and guality of programmeed financial plan.

Business services providers should indicate in their proposals if they have a technical working
refationship with FSPs supporting the proposal, and whether funds from different sources are
secured for parts of the proposal. Technical partners are encouraged to jointly sign proposals with
their service providers to indicate mutual commitment to meeting proposed targets.

For proposals that are deemed to meet the selection criteria, the Programme Implementation Team
will provide an appraisal/analysis with a recommendation to the PMC prior to the Committee’s
formal review of the funding proposals.

K. Execution/Implementation Arrangement
Funders will ensure that either: i) funds approved by the PMC can be disbursed within two weeks of
approval; or ii) 8 certain percentage of committed funds is kept in the main programme account




established by UNCDF in order to coardinate its disbursement after approval by PMC. It will be
replenished upon proof that the previous tranche will be adequately used. Donor funds will be
expended annually approximating the percentage of funds placed under the FIF's management in
accord with PMC's approvals.

If needed, the PMC will review these Terms of Reference to adjust them to changing realities and to
ensure smooth implementation arrangements. This may include registering the FIF as a separate
legai entity consistent with the functions noted in these terms of reference.

L. Reporting to Government

The Programme Implementation Team, as directed by the PMC, will provide reporting on a semi-

annual basis to the Government of Lao PDR and stakeholders on:

s Strategic grant funding disbursed;

¢ Results achieved by F$Ps and Business Service Providers based on standard performance and
financial indicators;

¢ Constraints and opportunities for further developing the sector;

* Recommended policy changes needed to remave the constraints or seize opportunities,
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10.3 Annex 3 — Draft Terms of Reference for UNCDF Country Technical Advisor (CTA)

A. Responsibilities of the Country Technical Advisor {CTA)
The objective s to set-up FIF with qualified staff to carry out implementation of the Programme
effectively and in accordance with UNDP/UNCDF guidelines. Specifically, the CTA will:

Provide support to the available interim staff to set-up FIF and conduct its operations. Support
staff and other field/monitoring staff would be hired by the CTA as appropriate;

Implement a training and on-the-job mentoring program for all FIF staff positions, inctuding
management;

Carry out all activities related to the programme necessary for the successful implementation of
the Programme;

Follow the Programme Documents {Programme Agreement etc.) as its mandate for the design,
preparation and implementation of its work plans;

Prepare an operational manuai and establish procedures and criteria for monitoring and
evaluation of the programme and of the participating institutions;

Be responsible for the procurement, accounting and disbursement processes and administrative
services related to planning, organizing, coordinating, impiementing and monitoring of all
aspects of the Programme;

Set-up an accounting and financial management system and prepare quarterly reports, as
required, by GOL, BOL, UNCDF and other donors;

Ensure on time FSP quarterly and annual reporting based on UNCDF standard reguirerments in
FSP Performance Based Agreements {PBAs),

Build capacity in FSPs to provide on-time, high quality reporting for those that lack this capacity
at programme inception;

Ensure all FSPs have annually audited financial statements at CGAP standards for audits;

Provide the quarterly progress reports to BOL for consolidation of overall programme
implementation reparting;

Utilize programme management tools to document and maintain the status of the Programme
and monitor progress in Programme implementation, including the impact of activities in each
component;

Facilitate any external evaluation, impact assessment required of the Programme, including
financial audits;

Prepare operations policies and principles for FIF future operations.

B. Technical Support to Institutions Receiving Funds from the FIF

Building on institutional weaknesses identified as part of the application appraisal process and
during execution of investments, provide technical assistance as needed to funded FSPs and
business services providers based on their progress against targets to be met in the funding
Arrangements. This could include:

Direct technical assistance to participating FSPs in areas of personal expertise;

Helping recipients to identify appropriate (international, regional, local) technical assistance
providers for areas outside of areas of personal expertise;

Advising on the strengthening of FSPs or boards of directors and options for
institutional /transformation mergers;

Assisting in the organization of information exchange events nationally in cenjunction with FSP
netwarks, and/or regionally between participating FSPs and lead FSPs in other countries.

C. Reporting, Accounting, and Auditing
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The CTA will prepare quarterly progress reports on the overall programme implementation for
review by BOL, UNCOF and other denors;

At the end of the Programme Phase |, the CTA will prepare a comprehensive programme
completion report {supported by data) which would include programme implementation
experience, impact on institutions and clients.

D. Impact of Results:

» Timely programme outputs and good human and financial resources management directed at
achieving the intended results of the programme;

s At retail level: the extent to which potentiat leaders of the microfinance industry have received
assistance to address key weaknesses (products and services including MIS, internal controls,
governance) so they have a solid foundation in order to reach sustainability and considerably
increased their outreach within a competitive environment;

« At meso level: the quality and quantity of strategic partrerships built with other donors, equity
investors and commercial banks in joint support of an inclusive financial sector;

»  FSP support in helping them design and implement financial products as well as use new delivery
channels and new institutional models to serve low income and rural clients;

s Constraints removed at macro, meso and retail levels through the provision of well-targeted
policy advice and technical assistance: the policy should ensure that sound microfinance
principles are disseminated and adopted;

+ Strengthen commitment by donor, FSPs, NGOs and other regional and national partners to
adopt best practices for grants and loans in order to create inclusive financial sectors.

COMPETENCY

E. Corporate Responsibility and Teamwork:

+ Serves and promates the vision, mission, values, and strategic goals of the Programme;

e Plans, prioritizes, and delivers tasks on time;

* Participates effectively in a team-based, information-sharing environment, collaborating and
cooperating with others;

» Responds flexibly & positively to change through active involvement;

e Establishes ciear performance goals, standards, & responsibilities; manages them
accordingly;

+ Promotes a learning environment; facilitates the development of individual and team
competencies.

F. Results-Orientation:

s Plans and produces quality results to meet established goals;
¢ Generates innovative, practical solutions to challenging situations.

G. Partnering and Networking:

s Seeks and applies knowledge, information, and best practices from within and outside the
Programme;

e Strong networking capabitities and ability to associate him/herself with a range of actors
with a view to building relations and facilitating links.

H. Innovation and Judgment:

« Conceptualizes and analyses problems to identify key issues, underlying problems and how
they relate;

« Contributes creative, practical ideas and demonstrates sense of entrepreneurial initiative to
deal with challenging situation;



« Strives for quality client-centered services (internal/external} when making decisions and
taking action.

Communication:
+ Demonstrates effective written and aral communication skills.

Job Knowledge & Expertise:

+ Demonstrates substantive and technical knowledge to meet responsibilities and post
requirements with excelience;

» Uses ICT and web-based management systems effectively as a tool and resource;

s |s motivated & demonstrates a capatcity to pursue perscenal development & learn.

Nature of Interactions:

s s motivated & demonstrates a capacity to pursue personal development & learn;

* Active and continuous engagement with FSPs 1o generate viable pro-poor financlal services
projects which can be supported by the programme;

+  Frequent travel to countries to meet with policy makers, regulators and industry actors to
promote the programme, identify partnerships and programme support opportunities and
to conduct monitoring of projects supported by the programme.;

s Build strong working relationships, supported by an effective communications strategy, with
members of the donors contributing to the FIF who are a#lso members of the informal Donor
Investment Coordination Group,

s High level substantive engagement with policymakers and regulators, FSPs and
Telecommunication companies to identify policy advice and technical assistance needs to
address specific constraints and to capitalize on opportunities;

s Build strong networks with international regional and national instituticns and programmes
invalved in financial services research, advocacy and development.

REQUIRED SKILLS & EXPERIENCE

L.

M.

Education:
s The CTA/TSP will hold a Master’s degree from a reputakle institution in finance or
economics.

Experience:

« Have a minimum of 10 years relevant, practical working experience within the financial
sector and/or microfinance, preferably in least developed countries (LDCs) with at least 3
years demonstrated experience in managing a development programme in the field of
microfinance;

» Demonstrated experience with FSP institutional development {product development,
internal controls, financial, credit, and human resources management, MIS etc.);

» Documented deep technical knowledge and experience in {(Micro) finance good practices for
industry building, and development of inclusive financial systems and products in emerging
markets;

»  FSPI management, preferably in an emerging market;

» Strong financial analysis and business project appraisal skills;

e Familiarity with UN/UNCDF rules and grocedures is an advantage;

¢ Excellent organizational, inter-personal, communication and administrative skilis, including
solid experience in financial management.




10.4 Annex 4 - Key Benefits of MAP for Laos

Summary of benefits of

Making Access to Finance Possible -MAP-
for the

Lao People’s Democratic Republic



10.4 Annex 4 - MAP Laos

UN CAPITAL DEVELOPMENT FUND

Annex 4 to MAFIPP programme document on MAP Activity : m

SUPPORT to FINANCIAL INCLUSION in the LAO PDR 2013-2014 ] S

through the “MAKING ACCESS TO FINANCE POSSIBLE” (MAP) DIAGNOSTIC and PROGRAMMING
FRAMEWORK

Region: Asia

MAP contribution to MAFIPP Programme Qutcome:

“Making Access to Financial Services Possible” {MAP} is a key, primary activity of the MAFIPP programme
that will contribute to the achievement of the MAFIPP Programme Cutcome; increased access to financial
services for low-income households and micro entrepreneurs in the Lao PDR. MAP’s contribution will be
realized by supporting the development of a strong financial sector in the Lao People’s Democratic
Republic (Lac PDR}, inclusive for low-income households and (their) micro and small enterprises.

MAP-specific outcome:

Specifically, MAP contributes to achieving the MAFIPP Programme QOutcome by defining the financial
inclusion agenda in the Lao PDR and align resources with key priorities, based on a rigorous evidence-
ased diagnostic exercise, concluded by intense stakeholder dialogue and decision making in a process
steered by the government.

MAP contribution to MAFIPP Programme OQutputs:

MAP’s main entry point is at the Policy or Macro level. MAP-specific cutputs will particularly contribute
to enabling policy makers to further improve the strategic, policy and regulatory financial sector
environment in line with operational realities of financial service providers nationally and accepted good
practice internationally, aimed at enhancing financial inclusion of low-inceme households and micro
enterprises.*® MAP-specific outputs however also engage and inform the financial sector infrastructure,
financial service providers and both infrastructure and distribution channels that traditionally have not
been included in assessments of financial inclusion yet determine it. This way, MAP-specific outputs also
contribute to realization of MAFIPP Programme QOutputs at both meso and micro level. MAP-specific
outputs are:

¥ MAFIPP Programme expected Qutput at Policy Level, “Policy more able to improve
the policy and regulatory environment in line with operatiocnal realities of
financial service providers nationally and accepted good practice
internationally”, MAFIPP Programme document page 1.
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MAP-specific outputs:

1.

D

Qutput 1: A detailed quantitative, nationally representative demand-side analysis in
the form of the FinScope survey;

. Qutput 2: A detailed supply-side, policy and regulatory analysis;

QOutput 3: A synthesis diagnostic report integrating findings of demand-side, supply-
side, and of policy and regulatory analyses;

Output 4: A national Roadmap and Action Plan that defines key triggers for the
enhancement of financial inclusion in the Lao PDR and can serve to enable a
programming framework for catalysing and aligning donor and investor support.

Quiput 5: An efficiently managed programme with top talent and expertise, meeting or
exceeding all targets.

uration and Funding

Expected Activity Duration: Total estimated budget: UsSD 650,100
1year Qut of which:

Start/end dates: September 1. Funded Budget: UsD 650,100
2013 - December 2014 2. Unfunded budget:  USS-

Sources of funded budget:

. Government
. UNCDF
. AusAlD USD 650,100

. NGO...
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1 INTRCGDUCTION

The UN Capital Development Fund {UNCDF) and the Bank of the Lao PDR {BOL) have jointly
engaged in a programme to enhance financial inclusion named “Making Access to Financial
Services more Inclusive for Pecple” (MAFIPP). MAFIPP has been running since July 2010,
managed and implemented collaboratively by UNCDF and BOL. Among other issues, MAFIPP
called for technical assistance to BOL to strengthen its capacity to act as a channel for
consolidating sector recommendations and for facilitating dialogue between regulators and
mulfiple stakeholders.# In response to that call, BOL and UNCDF have decided to apply UNCDF's
diagnostic and programming framework “Making Access to Financial Services Possible” (MAP)
to Laos, complete funding for which was secured in May 2013 through AusAid.

MAP has been designated as a key priority in the MAFIPP Annual Workplan (AWP) for 2013.
With the AWP approved by BOL there is an urgent need for a document detailing relevant
elements regarding management and planning of MAP. This document has specifically been
designed for this purpose and is intended to serve as a basis for approval by the MAFIPP
Programme Management Committee.

MARP is based on a set of comprehensive and detailed diagnostics of the financial services sector
with a central focus on actual demand and needs within the Lao population. Following the
diagnostics, MAP enables to convene a broad range of stakeholders in a dialogue around the
resuits of the analyses for the objective of developing a national financial inclusion roadmap and
action plan. The roadmap will identify key drivers of financial inclusion and will define specific
actions {o be taken to be embedded in a relaied action plar, The roadmap and action pian will
contribuie to enhanced financial inclusion and is intended {o serve as the point of reference to
plan, coordinate, and assess progress on financial inclusion agenda with the full range of
stakeholders; government, private sector actors, and donors.se

UNCDF has developed the diagnostic and programmatic framework of MAP in partnership with
two specialized crganisations, the FinMark Trust {(FMT) and the Centre for Financial Regulation
and {nclusion (Cenfri).5! The partnership has been agreed with the target of implementing MAP in

% The signed MAFIPP Programme document page 6.

®® A roadmap can also be considered a national strategy. The term roadmap is
used to focus on its action orientaticn and to facilitate regular review and
updating that is more difficult with a strategy that may need to go through
lengthy review, revision, and approval processes.

3 UNCDF is the UN’'s capital investment agency for the world’s 48 least developed
countries. It creates new opportunities for poor people and their communities
by increasing access to microfinance and investment capital. UNCDF programmes
help to empower women, and are designed to catalyse larger capital flows from
the private sector, national governments and development partners, for maximum
impact toward the MDGs. (www.uncdf.org). FinMark Trust is an independent trust
whose purpose is making financial markets work for the poor, by promoting
financial inclusion and regional financial integration in Africa. It conducts
research to identify systemic constraints and advocates for change on the basis
of research findings. (www.finmark.org.za). Centre for Financial Regulation
and Inclusion {(Cenfri) is a2 non-profit think tank that supports financial sector




22 countries over the next six years. Overall cbjective of the collaboration is to support the
expansion of the provision of a portfelio of appropriate financial services to the excluded and
underserved segment of the population in order {o improve their welfare, and to enhance financial
intermediation and financial sector development.

This objective guides the design and implementation of MAP in Laos and will be the yardstick for
its success. Main elements of MAP have already heen implemented in over 15 countries on the
African continent over the period of a decade. Since the full partnership with Cenfri and FMT in
MAP was developed, implementation has started in eight African countries. In Asia MAP has
almost been completed in Thailand and in Myanmar is in its final stages

development and financial inclusion by facilitating better regulation and market
provision of financial services. Cenfri has spun off FinMark Trust as a separate
and independent organisation yet both organisations have maintained close
working relations. Cenfri conducts research, provides advice and bullds capacity
of regulators and markelt players {www.cenfri.org).

52 The final workshop of MAP in Myanmar is expected early 2014.
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2  BACKGROUND AND CONTEXT

As detailed in the MAFIPP Programme Document (ProDoc), MAFIPP was sgreed to enhance access to
financial services for the poor and low-income part of the Lao population and for micro and small
enterprises, because lacking access to finance has been identified as a key factor for the achievement of
the MOGs, for enhancing income and employment of the low-income part of the population and generally
for socio-economic development of the Lac PDR. %% As identified in the Lao government’s Policy Statement
for the Development of a Sustainable Rural and Micrafinance Sector and confirmed in recent financial
sector assessments by main development organizations (ADB in 2012; GIZ in 2010) there are a few related
key challenges for the successful enhancement of financial inclusion:*

» Challenge of building a long-term coherent vision and strategy for enhancement of financial
inclusion, understood and shaved by a critical mass of key stakeholders,

e Challenge of alignment and mutual reinforcement of development efforts of a broad range
of stakeholders.

o Challenge of finding reliable information and dala as a basis for informed decision making.

5% Executive Summary, MAFIPP Programme Document page 6: “The level of access to
financial services Iin the Lao PDR is low, especially for the poor, as is the
general level of development of the financial sector and related infrastructure
of the country. Only 25% of households have access te formael and semi-formal
suppliers of finance, while the vast majority of Lac people relies on self-
generated wealth, informal market funding, or limited traditional micro-finance
activities for financing. This 1s partly because the formal financial sector
epgages primarily in large volume transactions catering to the needs of a
handful of entrepreneurs in major urban centres; the penetraticon of formal bank
branch networks is amongst the lowest In the worid. Limited access is also due
to limited capacity and legal recognition of microfinance institutions, which
limits their ability to provide a range of financial services demanded by those
excluded. Achievement of MDGs generally and improving opportunities for current
and fufure generations 1is critically dependant on significantly increasing
pecple’s access to finance. Increasing access and thereby improving
opportunities for the majority and not the few will reguire a full sector based
approach to transform the ability of financial markets to respond to demands
Ffor financial services for those denied access.”

5 Policy Statement for the Development of a Sustainable Rural and Microfinance
Sector”, drafted by the ad hoc Inter Ministerial RMF Committee and BOL, endorsed
by the government in 1760/PMO, 17/12/2003 and updated 2008; Financial Sector
Assessment

Consultant’s Final Report: TA 7500-Lac PDR Enhancing Financial Sector
Supervision Component 2 (Project Number: 42224}, Asian Development Bank 2012;
Access to Finance Regulation and Supervision Diagnostic by Mark Flaming of
Frontier Ventures for GIZ “Microfinance in Rural Areas — Access to Finance for
the Poor®, 2010,



As a consequence there is a need for the detailed and nationally representative data on intended
clients, on financial service providers and on the overall setting of the financial sector, for the
purpose of identifying a critical path guiding the decision making process towards financial
inclusion and for overall coordination and alignment of development efforts by stakeholders, led
by the Lao authorities. MAP, as key deliverable of MAFIPP, is based on these critical
development needs for enhancing financial inclusion.
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32 MAP-SPECIFIC BENEFITS, OUTPUTS AND ACTIVITIES

The overall outcome of MAP will be a defined financial-inclusion agenda and activity plan to be proposed
to the government. The agenda will be based an intense stakeholder dialogue around evidence-based
diagnostics of demand, supply and regulation related to financial inclusion concluded by consultative
multi-stakehotder decision-making led by the government.

The key benefits of MAP for Laos are crucially related to the main challenges described in the previous
chapter. MAP will produce a long-term coherent vision and strategy to enhance financial inclusion that
will be both understood and supported by a critical mass of key stakeholders, based on a decision making
process that was informed by reliable data, The vision and strategy embedded in the roadmap and the
broad stakeholder involvement in the elaboration of the roadmap will ensure maximum opportunity for
alignment and mutual reinforcement of development efforts. Ultimately this will contribute to the
achievement of the MDGs and to targets set in the 7th National Socio-Economic Development Plan (2011-
2015).55 The overall outcome and benefits for Laos will be achieved by the following MAP specific outputs:

Output 1: A detailed quantitative, nationally representative demand-side analysis
in the form of the FinScope survey;

1. Demand-side landscape:. understanding the level of financial inclusion and the nature of
demand is fundamentat to the overall MAP diagnostics. The specific financial-service needs
of poor and low-income people and micro enterprises are at the heart of the MAP endeavour.
Demand will be measured using the FinScope survey methodology to be subcontracted to a
local research agency technically managed and assisted by FinMark Trust.® FinScope will
investigate demand patterns for all types of financial services providers {including but not
limited to MFls, village-managed loan funds, banks, the postal finangial institution) and all
types of financial services, insurance, remittances from abroad and payments made within
the Lac PDR, savings and credit, by considering the alternative informal options used by
respondents and the cost thereof, thereby assessing pre-conditions for financial inclusion and
product sustainability.

Output 2: Detailed supply-side, policy and regulatory analyses;

% In earlier communication on MAP with BOL a separate overview of detailed
concrete benefits for Laos was submitted to BOL as part of the process of
getting BOL endorsement. The overview has been added te this document as
Appendix I1.

% FinScope is a nationally representative £financial services usage survey

developed by the FinMark Trust. The process of selecting the lecal survey team
will be one of the first activities of MAP that will be implemented. FinScope
will closely inveolve the Lao Statistics Bureau of the Ministry of Planning and
Investment, which depending on discussions about the best form of collaboration,
could either bhe invelved in sampling and listing, and perhaps also in
implementing the fieldwork.



2. Context: the country economic and historical context will have a significant impact on the
nature and development of the financial sector and will be described and incorporated.
1

3. Supply-side landscape: the study will scope the financial sector landscape, across a variety
of stakeholders (formal and informal) in a number of product areas. It will importantly also
consider the distribution of such products and the emerging distribution channel convergence
of the different products; the role of traditionat financial institutions such as banks, MFls, the
postal financial Institution and village-managed loan funds, and possibilities for interactions
among these and other instifutions to provide value-adding services to the excluded
population. The analysis will involve possible future important distripution channels of financial
services outside the financial sector, such as for example agent networks of
telecommunicaiion providers and insurance companies.

2.

4. Policy and regulatory fandscape: The diagnoestic will consider the policy, regulatory and
supervisory landscape relevant for financial inclusion. Centrally impertant will be BOL but also
other government stakeholders determining the financial inclusion landscape, such as the
Government Office and the ministries and departments of finance, agriculture and forestry,
telecommunication, industry and commerce, labour and sccial welfare, and the mass
organizations, will be considerad. The policy landscape study will include, among others, a
review of the existing legal and regulatory provisions for the various financial services
providers, inter-linkages, gaps and opportunities for streamlining them.

3

5. Financial infrastructure: the diagnostic assesses if, and if so how, the general infrastructure
(internet, telecoms, postal services) as well as financial sector infrastruciure (APEX or some
variation of a wholesaling financing vehicle, credit bureaus, rating agencies, fechnical service
providers, research and academia, national associations, etc.) may be created, leveraged or
strengthened in order to help further expand financial access.

6. Client capability and protection front: the diagnostic will give consideration to financial fiteracy
and capabilities from a client perspective, as well as ways in which the principles of client
protection and financial education can be tightly anchored within the agenda of promoting
greater financiat access.

Output 3: A synthesis diagnostic report integrating findings of demand-side,
supply-side, and of policy and regulatory analyses;

7. Syntheses: The synthesis of the varicus diagnostic studies ensures a holistic look at the
financial sector and a central position of the intended target group of low-income households,
and micro and small enterprises. The results of the synthesis will be embedded in a Synthesis
Report, summarizing conclusions, market opportunities, policy imperatives and potential
market and regulatory barriers to maximise on these opportunities, and constraints, and
recommendations. The Synthesis report will ultimately inform the development of road map
and action plan.,
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Output 4: A national financial inclusion Roadmap and Action that defines key triggers for
the enhancement of financial inclusion in the Lao PDR and can serve to cnable a
programming framework for catalysing and aligning donor and investor support.

8.

Overall priorities and key triggers for enhancement of financial inclusion will be determined
in a process of intense communication and consultation around the analysis reports delivered
as MAP Quiputs 1-3 with key stakeholders, which will be embedded in a proposal to the
government for a national financial inclusion roadmap.

In order to realize national financial inclusion priorities and enable key triggers, MAP will
define concrete and immediate next steps to be taken, which wiil be embedded in an action
plan based on the {inancial inclusion rcadmap.

. The identified Roadmap and Action plan will be submifted for endorsement to the government

that could serve as a basis for catalysing and aligning donor and investment funding and
programming. FFor the realization of the latter, post MAP a platform for financial inclusion
programming would need to be initiated which could be incorporated in or collaborating with
the MAFIPP envisioned Fund for Inclusive Finance.

Output 5: An efficienily managed programme with top talent and expertise meeting or
exceeding all targets.

11.

UNCDF will ensure that the team is set up and will work together to ensure that all activities
are undertaken on time and outputs meet and/or exceed targets. Supervision by UNCDF
provided by the Senior Regional Technical Advisor, together with technical expertise from
the UNCDF Global MAP Programme Advisor, management and implementation of and
support to various parts of MAP by a UNCDF MAP Asia consultant for UNDCEF in close
cooperation with the MAFIPP CTA and team. Programme evaluation to be conducted in
conjunction with the Globat MAP Programme Advisor.

. Monitoring, steering and management by UNCDF based on agreements signed with

implementing partners Cenfri, FinMark Trust and MIX with outputs, deliverabies, budgets and
payment schedules embedded therein.



4 IMPLEMENTATION METHODOLOGY

4.1 Flexible to local setting and in line with Lao practice

The MAP process has been designed to have a step-by-step approach calibrated to
specific country conditions and built upon or leveraging existing and planned in-country
processes. MAP is not a linear process but will rather be fine-tuned to the country
setting and tailor to follow rural and microfinance development practice in the Lao PDR.
As has happened in the past, large demand, supply and regulatory assessments will be
done by foreign experts working collaboratively with Lao national surveyors as a basis
for financial inclusion and rural and microfinance strategy development, elaborated in
processes involving broad stakeholder engagement led by the government.

4.2 MAP process description

As a process, MAP will be conducted in four separate yet logically related phases. Its
structure allows for exhaustive information collection and to incorporate broad,
continued participation of stakeholders that are relevant to the objective of greater
financial inclusion. MAP will be implemented under government leadership yet will
catalyse the involvement of a wide range of stakeholders, including non-traditional
players, ranging from policy makers and regulators to market players, intermediaries
and different entities that can represent the market that is currently exciuded. Particular
attention will be given to involving parties that are relevant but are not typically involved
in specific sector discussions (e.g., telecommunications ministries, social protection
ministries involved in or planning for conditional cash transfers, agriculture ministries,
consumer associations, etc.). Below we will outline the main phases in and elements of
MAP implementation process {project phases are bold, the sequential steps are
numbered):

Phase 1: Inception mission

The first phase of the project will include a kick-off workshop where a wide-set of
stakeholders are introduced to the project and methodology. The workshop will be
followed by a set of meetings with key stakeholders. Information gathered during the
kick-off workshop and follow up meetings will shape the focus of the diagnostic and
country engagement. This will be captured in a post-kick off note or inception report. In
addition, the MAP team jointly with the government will form a steering commitiee and
technical working group structure that effectively serves as a sounding board and
guides the research process. Next to the Central Bank or financial secter authority, the
steering committee is generally composed of key stakeholders in the financial services
sector, including but not limited to the Ministry of Finance, National Statistics Office,
Ministry of Planning and Investment, Government Office and key private sector players
and funders.
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1. A technical workshop to build stakeholder engagement and awareness of the initiative
and to test the country-specific game plan;

Phase 2: Country review

The in-country review process for the supply and regulatory assessment will involve individual
meetings with broad set of stakeholders (government, private and donor). The process will
produce a Country Note outlining preliminary findings that emerged from the consultation process.
The FinScope survey exercise will run before, parallel and continue after the in-country visit with
the design of the questionnaire content, franslations, sampling framework and field preparation
for the FinScope survey, including training for the field.

2. The country diagnostic work: data and information collection and analysis;
Phase 3: Reportt writing, survey fieldwork and data analysis

FinScope data will be captured, cleaned and weighted and top fine analysis published
separately to the diagnostic report. The in-country review is followed by extensive
working sessions where the information collected during in-country meetings are
assessed and vetted against available supply-side data, existing demand side data, and
will be confronted in focus group discussions for testing and confirmation of hypotheses
and results of analyses. Key findings from the FinScope results combined with results of
research on the supply/poelicy side will serve as inputs for triangulation and will lead to
synthesis of results.

3. The preparation of the draft analysis and preliminary conclusions;

Phase 4: Stakeholder workshop and formulation of a financial inclusion roadmap
and action plan

The draft diagnostics, including FinScope results, will be presented at a stakeholder
workshop to allow stakeholders the opportunity to comment on the analyses and
generally provide reflection and inputs. The commenis and inputs will be combined with
those from the authorities and funding partners and will be included in the basis on
which the final diagnostics, roadmap and action plan will be founded.

4. A stakeholder workshop (or series of workshops and consultations) to discuss and
debate the draft analysis and preliminary conclusions and their implications for future
action;

Final version of the financial inclusion analytical repori.

The first draft of the national financial inclusion roadmap for comments;

The final version of the national financial inclusion Roadmap and Action plan to submit
to the government for endorsement.

Noaom



4.3 Post MAP

Although this paragraph describes a phase that is beyond MAP’s activities itself, it is
included because of its relevance for achievement of MAP's impact potential. At
completion of MAP, the designed national financial inclusion roadmap and related
action plan will be formally handed over to the government for endorsement and can
constitute a basis for the development of a programmatic framework. The development
of a programmatic framework foliowing completion of MAP has as key function to
operationalize the strategic priorities and concrete actions embedded in roadmap and
action plan, by transiating them into projects and programs and linking those to
necessary and available budgets and investments. The process of developing the
programmatic framework as main implementation instrument is envisioned to be
facilitated by UNDCF which aims to create a piatform in or closely linked to the
envisioned the Fund for Inclusive Finance to manage the programmatic framework and
its effectuation.

8. Post MAP: Government, private sector and donor programming based on the priorities
established in the roadmap and actions defined in the action plan through the
elaboration of a programmatic framework. The pregrammatic framework
accommodates collective and individual programming by different stakeholders based
on key principles such as complementariness, integration and efficient management
of programs, effective targeting of the various segments of the overall lower income
and vulnerable part of the population, results-based management, alignment of
programs of development partners working on financial inclusion with the roadmap
and action plan, and encouragement of subsidiarity and partnership.
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5 MAPACTIVITY MANAGEMENT

MAP is part of MAFIPP and as such approval of MAP will be based on the document in hand, the MAP
activity document as annex to the MAFIPP Programme Document, according to MAFIPP's regular
procedures, by the Programme Management Committee. Following approval MAP's implementers will be
contracted, directly managed and monitored by UNCDF on behalf of the MAFIPP PMC and CTA.

A successful MAP exercise hinges on a broader group of stakeholders constituted by a country specific
group of pariners, such the Laoc government, organisations that co-fund MAFP or are involved
implementation. The agreements reached with those agencies and organisations will be embedded in
formal documents, such as the Terms of Reference for the Steering Committee and Technical Working
Group and in the Terms of Reference embedded in the contracts with the MAP implementing partners,
including FMT, Cenfri, MIX, research house and consultants.

The intended role of the Steering Committee is that as the ultimate body of authority specifically related
to MAP’s implementation and management. As the Steering Committee’s role is functionally focused on
MAP only, its composition, mandate and frequency of meetings are determined by the requirements of
MAP, which diverge significantly of the existing MAFIPP Programme Management Committee. In order to
create adeguate Terms of Reference that meet the requirements of MAP specific issues and of the
government, the Terms of Reference for the MAP Steering Committee will be develaped jointly with the
government and MAFIPP PMC. The Steering Committee will normally consist of representatives of the Lao
authorities relevant for the subject of financial inclusion and funders of MAP. Among other
responsibilities, the Steering Committee wili be the recipient of the MAP technical outputs for formal
endorsement and sign off.

In order to allow for specific technical local input into the MAP process the creation of a Working Group
is envisioned consisting of technical specialists. The position and role of the technical Working Group is
that of a body consisting of a broad group of stakeholders that are directly or indirectly involved in
financial inclusion, financial sector development or which activities have financial service delivery as a
crucial input. Participation in the Warking Group is veluntary and can happen on informal invitation. The
Working Group provides technical feedback to MAP’s implementation team and can vary in terms of its
composition, depending on the nature of the issue on which technical feedback is needed.

The exact design of roles and responsibilities, and the composition of both Steering Committee and
Working Group depends on agreements with the Lao authorities. They will be detailed and elaborated on
as part of MAP’s implementation and consequently embedded in Terms of Reference.

As all MAFIPP's activities, MAP will be closely coordinated and aligned with current and future efforts by
main other stakeholders in enhancement of financial inclusion, and in particular with the GIZ
programme “Access to finance for the Poor — Microfinance in Rural Areas” {AFP). MAP will also be
aligned with and inform UNDP’s efforts in support of the implementation of the 7% Five-Year National
Socio-Economic Development Plan (2011-2015) to achieve the MDGs



& SUMMARY DELIVERABLES AND TIMELINE

The table immediately below outlines key deliverables and associated timelines. The dates are indicative
and subject to change.

Table 1: Summary delivery

Key Deliverables and Milestones | Timing Dependency

Literature review 13t Quarter 2014 Approval MAP document;
contracting implementing
partners

Project kick-off note 18t Quarter 2014 Approval MAP document;

contracting implementing
partners; installation Steering
Committee and Working Group

Sign off FinScope Questionnaire 1* Quarter 2014 Approval MAP document;
contracting implementing
partners; installation Steering
Committee and Working Group

Availability impiementing
Post interview and informaticn 2™ Quarter 2014 partners (Cenfri} and intended
collection country briefing note interviewees.

Draft supply-side and policy and 2% Quarter 2014
regulatory diagnostics

Timely sign off Questionnaire;
3rd Quarter 2014 availability research house and
Lsg

FinScope data set complete

Drafts syntheses documents and | 4" Quarter 2014
FinScope deliverables

Draft roadmap and action plan a4t Quarter 2014

Final diagnaostics, synthesis 4™ Quarter 2014
document, policy and regulatory
analysis, roadmap and action plan
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7 BUDGET AND PAYMENT SCHEDULE

7.1 Budget

MAP LAO PDR BUDGET D

ETAILS

I 014 | pesponsible | Daburse
CTIVITIE ipti b isb {
OUTPUT/ Al 4 & ption l g - Doc | Party zox:l TS | Party 2014 Total
Quitput 1: A detailed guantitative, natlonally representative demand-side analy sis in the form of the FinScope survey
Activity 1.3 Technlcat 4 to and ¢ |Consubants 0 £60.000 $60,000]
of FiScape, which Includes quality eheek, lysks and  [Travel 50 FMT $20,000 FMT 420,000
nalepart and presenlation Suppties
50 $54,100 54,100

Subtatal Atthalty 11 0 $124,100 £134,100
Activity 1.2 Gulseurchg fasaarch House househots Quisaurce T T
survey, sampling and Nisting 50 $180,000 % 186,000
Subtoral Activity 1.3 i0 180,000 5 160,000|
Totad Gutput 1 30 $334,100 5314, 100]
Quiput 2: A detailed st_lppl\r—sidc, palfcy and regulatory analysis

Cansyltants | 546,000 e e 544,000 MAC. 1€ and $40,000)
Aetivity 2.1 Supply and Regulatory Assossment Traval go| McEe 510,000 e 10,000

Supplles 50 32,000 52,000
Sufriolal Activity 2.1 46,000 556,000 5 102,000|
Adtivily 2.2 Qulsgureng populailag products & services
ALK Dutsougee 40 MAG $5,000 HAC §5,000]
Sublowal Activity 2.2 50 35000 $5,000
[Totat Outpwt 2 - 518,000 $61,000 $107,000)
Quiput 3 A synthegis di gstic report integraling Al of d d-side, supply-side, and of policy and r v analyses
Actheity 3,1 Outsourcing Rescarl Hause qualltative $30,000
research $0 . $20.000
Subtotal Activiey 3.1 30 530,000 530,000

Consuhants 30 T O 566,000 C 06,000
Activity 3.2 Synthesls of fulk dlagnostic toal Trave| 40 MJ\E :ﬂF&I{ 37,000 FMH:é ai':‘:::‘é' 7,000

CodltaralPrinting 30 +0 50|

0 573,000 +73,000]

Total Qutput 3 50 $103,000| $103,000
OUTFTC AT A nanenal Roadmap dad ACUSH Pran
that delines kay Wriggers Tor the enhancement
aof fi, ial ins~luei i bha | as DOE and san, = _—
Activlty 4.3, Bie-programmatic consultatbans wikh Censultants 40| ROADMAP 520,000 RIAGMAR 520,000
wechinical eommittee and stakeholters and local profect Copswtant, = | Consultant,
coordination Travel 0| MAC and LC 47,000 MAC and LC §7,000
Sublolal Activity 4.1 30 527,000 FAT.000

Consullans 1] $39,000 35,000
Actevity 4.2, FInalisation of dlagnoslics aod = 3 . RO»’[DMAP - :\O.!\DTJ’\P 5
develgpaieat of read map and action glan Travel $a[Censy (agt ok} Er RS £0 s 50

tdlatialtPrinlng 30 A §30,000)  3Nd HA 1 s30.0
Subtolal Activity 4.2 9 469,000 $69,000)
Total Queput 4 1) 596, 0001 346, 0on]
Gutput 5: Programme Management

Stulf 40 30 $0]
Adtlviey 5.1, UNCOT Global and Rogiowal support LINCDF UHCDF

Trawvel 50 318,000 18,000
Subtotal Activity 5.9 30 318,000 $18.000
Aolvity 5.2, UNCDF Local In-Country support

Staff S0 UncoF $12,000  ucor $12.000

Travel 5 50 30
Sublolal Acthvity 5.2 30| 4.12,00HY 512,000
TOTAL QUTPUT 5 {Excludinn 1% dlrect cost) 0 $30,000 430,000
TOTAL $464000 2G604,100 $650,100

7.2 Payment Schedule

UNCDF has a global grant agreement with its MAP implementing partners, FinMark Trust and Cenfri. As
this grant agreement does not include Laos PDR, an annexure to the Grant Agreement wil! be prepared
for both FinMark Trust and Cenfri to undertake MAP activities in Laos. UNCDF will be responsible for the
contracting agreement between FinMark Trust and Cenfri. As such, the total funds for the MAP project
will be disbursed to UNCDF who will then make the necessary payments are per the deliverables
submitted.
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DETAILED WORK PLAN

ESTABLISHED

o Q42013 | Q12014 [ Q22014 | Q3
Milestones and Activities
MILESTONE 1: LAUNCH MAP PROGRAMME ACTIVITY Q42013 | Q12014 | Q22014 | Q3
1.1 Design and finalize MAP programme activity document, detailed workplan and
hudget.
1.2 Agree in MAFIPP PMC on MAP detailed workplan and budget and approve MAFP
programme activity document as Annex to MAFIPP Prodoc.
1.3 Send confirmation of endorsement of MAP {as part of MAFIPP ProDoc approval),
detailed workplan and budget to UNCDF MAP Global Programme advisor and AusAid
for information.
MILESTONE 2: MAP PROJECT ORGANIZATION, COORDINATION and Q42013 } Q12014 | 02 2014 | Q3
LOGISTICS ARRANGED
2.1 Design ToRs for Cenfi, MAP Asia consultant working on Supply-side and
Regulatory diagnostics management and implementation, and for the MAFIPP team
led by CTA, clarifying respective roles and responsibilities

| 2.2 Contracting of Cenfri, FinMark Trus(, and other consultants.
2.3 Clarify and organize visa arrangements and consullants
2.4 Held initial talks with Lao Bureau of Statislics on involvement in MAP, with
backstopping input from FinMark Trust
2.5 Draft detailed MAP workplan
MILESTONE 3: STEERING COMMITTEE and WORKING GROUP [ Q42013 | Q12014 | Q2 2014 | Q3.

3.1 Make TOR for SC and WG

3.2 Make list of SC and WG members

3.3 Send ToRs and proposed list of members to BOL. and meet to inform, discuss and
agree

3.4 Finalize SC and WG compositions, sign off on TOR, inform and invite members

3.5 Hold SC conslitulional meeting and agree on procedures. Discuss and approve
detailed workplan.
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MILESTONE 4: DEMAND SIDE FinScope DIAGNOSTIC COMPLETED

2432013 [ Q12014

4.1 Publish ToR for FinScope

02 2014

Q3 2014

Q4 2014

Q1 2015

4.2 Review proposals fram research houses

4.3 Develop shortlist and notify preferred research houses

4.4 Appoint and contract research house

4.5 Initial draft questionnaire to research house

4.6 FMT to receive comments from research house

4.7 Send Final Draft questionnaire to SC, WG and research house

4.8 Kick-Off workshop: introduction FinScope and MAP; questionnaire design

4.9 Send revised draft questionnaire to SC, WG and research house

4.10 Receive final sample and maps from research house (3 weeks)

4.11 NSO to prepare data template and training manual

4,12 Send final questionnaire to SC for sign off

4,13 Preparation of training (including logistics), print training questionnaire and
manuai

4.14 Preparation of field work (including logistics), print maps, sample ete

4,15 Training, internal and external pilot

4.16 Data capture templates

4.17 Analysis workshop

4.18 Sign off final questionnaire based on feedback from pilots

4.19 Fieldwork (incl. listing)

4.20 Field visits — quality control

4,21 Data capture and cleaning

4.22 Field and technicai report

4.23 Final weighted data set; send data to Cenfri

4.24 Document writing; analysis, presentations and reports

4,25 Workshop preparatory meetings with Cenfri

4.26 Sending draft deliverables to SC for approval

4.27 Closing workshop: presentation of diagnostics and survey results
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| 4.28 Finalization of FinScope deliverables

[ 4,29 Send final deliverables to SC for approval

MILESTONE 5: SUPPLY-SIDE and REGULATORY DIAGNOSTICs COMPLETED

04 2013

Q12014

Q2 2014

Q3 2014

Q4 2014

Q12015

5.1 Desktop review of background literature

5.2 Preparations Kick-Off meetings

5.3 Kick-Off workshop: introduction MAP and supply-side and regulatory diagnostic;
follow-up meetings with SC, WG and survey partners (FMT)

5.4 Draft post Kick-Off briefing Note and Second version of Desktop review of
literature

5.5 Interviews and gathering of supply-side and ragulatory data and information

5.6 Post Country Interviews Briefing Note

5.7 Report writing of supply side diagnostic, policy and regulation diagnestic

MILESTONE 6: FOCUS GROUP DISCUSSIONS COMPLETED

Q4 2013

Q12014

02 2014

Q3 2014

Q42014

Q1 2015

6.1 Publish TOR for Focus Group Discussion Provider, review proposals and select and
appoint FGD provider

6.2 Working session with research house on focus group design

6.3 Technical input for FGD, coordination and logistical input as preparation for in-
country visit

6.4 Attending FGD

8.5 Waorking sessions with FGD company, processing of collected data and analyses

6.6 FGD final report

MILESTONE 7: SYNTHESES REPORTS COMPLETED

Q42013

Q12014

Q22014

Q32014

04 2014

Qi 2015

7.1 Working sessions with FMT and UNCOF MAP Asia consultant, incorporation
resulis FinScope survey and FGDs

7.2 Report writing of syntheses reports and in finalization of supply side diagnostic,
policy and regulation diagnostic and synthesis documents based on Input gualitative
and quantitative demand-side data

7.3 Workshop preparatory meetings with FMT

7.4 Sending out draft deliverables to SC for approval

7.5 Workshop: presentation diagnostics and survey results

7.6 Finalization of deliverablas and sending to SC for approval

MILESTONE 8: ROADMAP and ACTION PLAN ELABORATED

Q42013

Q12014

Q2 2014

Q3 2014

Q4 2014

Q1 2015

8.1 Arrange focal project coordination and support, and set up the SC and WG
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8.2 Kick-off meeting and stakeholder meetings

8.3 Ongoing coordination and information exchange Cenfri and UNCDF MAP Asia
consultant on findings and emerging themes, hypotheses and analyses.

8.4 Workshop preparatory meetings beiween FMT, Roadmap consultant and MAP
Asia consultant UNCDF

8.5 Presentation at Closing Workshop of Roadmap assumptions, opportunities and
constraints

8.6 Finalization of Syntheses reports, Roadmap and Action Plan based on feedback
workshop

8.7 Handover Roadmap, Action Plan and Programming Framewark to SCand WG

MILESTONE 9: PROGRAMME REALISATION MONITORED

Q42013

Q12014

Q2 2014

Q32014

Q42014

Q12015

9.1 Create ToRs for managements tcams and consultants, clarify roles and
responsibilities and contract

9.2 Monitor progress and realisation of oulputs and deliverables against indicators in
Programme Monitoring Framework and against milestones embedded in Timeling

9.3 Handover of Final Diagnostics, Roadmap and Action Plan to SC and WG for
follow though
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APPENDIX I: ASSUMPTIONS, RISKS AND MITIGATION

Probability = Low

# | Description of A e Impact & Risk Assessment / Countermeasures /
! Assumptions or Risks Probability Management Response
1| Government endorsement | Organisational | Programme cant  start, | MAP has already been formally approved by the government as key
not obtained. and Political hence can’t achieve | prioritized activity of the MAFIPP AWP 2013, The government suppoited
outcamne the submission of the proposal sent to AusAid for funding, which included

MAP. Approval of the adaptation of MAFIPP Programme Document based
on added activities funded by Ausaid is judged to be a formality.

In the preparation of MAP's implemeniation, ample efforts has been made
in series of presentations and delivery of detailed information on MAP's
benefits for the Lao PDR, allowing for understanding of MAP and its
objectives and informed decision making on MAP’s endorsements.

3]

Material government
support 10 MAP

implernentation is slow

Organisational
and Financial

Progress of MAP against
planned timelines will he
delayed.

Probability = Medium

MAP is aimed at good quality, informed strategic development of a
financial sector zimed at enhancing financial inclusion of low-income
people and the long-term equitable sccio-economic development.
Considering the importance of MAP’s ultimate objective and anticipated
Iong-term, durable positive contribution of MAP’'s deliverables, the
possible delay against anticipated timelines is considered of relative
insignificance.

Regular feedback will be provided to funder and other stakeholders on
progress. Planning and delay will be addressed during quarterly MAFIPP
PMC meetings, which Include the government.

g

A lack of endorsement or
participation by a critical
mass of key stakeholders

Organisational
and Strategic

Qutput 4, the National
Financial Inclusion roadmap
will lack support and the exit
strategy or sustainability is
at risk

Engagement for MAP has already been sought by UNCDF with the main
stakeholder involved in finding the right political platform of the Round
Table Meetings in support of the implementation of the National Socio-
Economic Development Plan, which is the highest level political structure
created in the Lao POR for the provision of strategic input in to government
socio-economic development efforts. BOL as counterparts has been amply
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Probobility = Medium

briefed on the need for broad scale stakehoider participation and have
shown strong support for this at workshop held so far on the preparation
of MAP. UNCDF and UNDP have strong networks and leverage with
government and donor community in the Lao PDR and will seek their
leverage if needed.

Inviting stakeholder engagement is part of regular UNCDF processes and its
experience and lessons learned, in particular those in the region will be
buiit on in the Lao PDR,

The Lac Statistics Bureau
lacks capacity to provide
good quality and quantity
data in reasonable time

Strategic

The quality of  the
programme outcome will be
undermined as the evidence
base on which diagnostic
and roadmap are founded is
weak

Probability = Medium

Contract a local, good quality private survey company if available when
necessary.

Delivery of technical and on-the-job assistance by project partner and
FinMark Trust, whe have the experience to deal with this situation and a
track record to back it up.

The capacity base for MAP's
implementation in the Lao
PDR is run too thin because
of a too large portfolio of
running programmes on a
global scale.

Organisational
and Strategic

The delivery of outputs will
be slowed down

Probability = Medium-High

A main bottleneck in making progress against the projected timeline is
expected to be found in local government’s procedures and the time it will
take to secure ample numbers of interviews.

Since MAP is a strategic exercise and involves long-term objectives, the
relative set back of late delivery of a few months has little impact in
achievement of the overall outcome,

UNCDF, Cenfri and FinMark Trust deal with simultaneous implementation
and designing of programmes as a matter of course. Currently Cenfri's
capacity is stretched thin as a consequence of rapid role out of MAP
Globzally small consultants base to begin with, UNCDF management will
closely monitor progress and hire additional resources if and where

Necassans
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Data and survey results are
considerad by the
government as to0
sensitive to publish

Political and

Strategic

Programme can't achieve
outcome

Probabifity =Low - Medium

The nature of the MAP process and its intended benefits will be tharoughly
explained to the government,

In the past the Lao government has always been forthcoming in publishing |
financial inclusion data and assessments, and other socic-economic
information, even the information showed challenges or disapgpointments.

The government will be asked to sign a letier of intent and approval of MAP
in all its aspects confirming commitment at inception.

Lack of follow-up on
diagnostics and roadmap
after completion of MAP

Organisational
and Strategic

Programme will not achieve
intended impact

Probability = Low

During the MAP process ample effort will be made to ensure buy-in and
ownership of government and development partners.

A working group will be formed as part of the MAP process at inception,
which will include all development partners and other stakeholders and
which will be amply informed on survey results, requested for feedback and
involved in design of the rocadmap. A Fund for Inclusive Finance is being set
up by UNCDF to play the role of financial inclusion programming platform.

The MAP-produced roadmap will be based on evidence on the intended
beneficiaries of overall development efforts, the low-income and poor
households, denial of follow-up would undermine the development
community itself, creating strong rationale to participate and support.
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APPENDIX II: KEY BENEFITS OF MAP FOR LAOS

Summary of benefits of

Making Access to Finance Possible -MAP-
for the

Lao People’s Democratic Republic

UIN
CIDIF

Mirofinarce « Capital Develsgmiseg



Abbreviations and acronyms

ADB
APRC
AWP
BOL
BFA
Cenfri
FMT
Lac PDR
LPC
MAP

MAFiPP

MFI
RFSDP
sC
UNCDF
UNDP
WG

Astan Development Bank

Asia Pacific Regional Centre

Annual Work Plan

Bank of Lac PDR

Bankable Frontier Associates

Centre for Financial Regulation and Inciusion
FinMark Trust

Lao People’s Democratic Republic

Local Project Coordination

~ Making Access to finance Possible

{UNCDF Global Programme to enhance financial inclusion)

Making Access to Finance more Inclusive for Poor People

(UNCDF programme for the Lao PDR to enhance financial inclusion)
Microfinance Institution

Rural Finance Sector Development Programme

Steering Committee

United Nations Capital Development Fund

United Nations Development Programme

Working Group
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1. Introduction

This summary will give a brief overview of the benefits of UN Capital Development Fund’s (UNCDF)
Global programme to enhance financial inclusion “Making Access ta Finance Possible” —or “MAP™-
particularly for the Lao People’s Democratic Republic (Lao PDR).

The summary will also detail how MAP has been approved by the government of the Lag PDR in
official documents on UNCDF's “Making Access to Finance more Inclusive for Poor People” (MAFIPP)
programme and was agreed with both UNCDF and UNDP country office for the Lao PDR. Finally, the
summary explains how MAP is embedded in the tradition of rural and microfinance sector
development in the Lac PDR.

The intended audience of this summary is BOL's management officials responsible for financial
inclusion and those responsibie for MAFIPP,*®

2. QOverall Benefits of MAP for the Lao PDR
2.1 OQverall direct benefit

Improved financial service delivery to poor and low-income households
The intended main outcome of MAP is improved quality and outreach of sustainabie financial service
delivery to poor and low-income households as weil as micro and small enterprises in the Lao PDR,
including low to middle-income households acting as entrepreneurs and informal businesses.
Phrased differently, MAP will lead to enhanced financial inclusion.

2.2 Overall resulting benefit

Improved socio-economic situation of poor and low-income households
As a result poor and low-income households will be empowered to deal with socio-economic shock
{for example as a consequence of death or sickness of a breadwinner, hospitalization of a family
member, flooding, crop failure, loss of livestock, strong price fluctuations of agricuttural produce etc)
and non-matching incoming and outgoing cash flows {e.g. due to seasonality of productive activities
such as those related to agriculture, or because of life-cycie events), to build wealth and to make
use of economic opportunities.

Ultimately enhanced financial inclusion will help to raise income and employment of poor and low-
income households, to reduce poverty and to stimulate economic production in the Lao PDR.

3. Specific Benefits of MAP for the Lzo PDR

3.1 Comprehensive and detailed information on demand for financial services by poor and low-
incormne households

Update of available data on demand for microfinance in the Lao PDR
The last time a large scale survey into demand of poor and low-income households for financial
services in the Lao PDR has been done that creates a reliable primary dataset is a decade ago.® %

#® The summary in hand should be understood against the background of an 11-
rage document titled *Making Access to Finance Possible (MAP}: Lao People’s
Democratic Republic® of 1 February 2013, which was shared with BOL in an
earlier stage.
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Currently no reliable primary data are available on the needs for financial services of poor and low-
income households. As a consequence, policy makers have to base their decisions on outdated
infarmation as major changes have occurred in both the socio-economic and the financial sector
setting of the Lao PDR over the last 10 years. MAP would allow for an update and provide most
recent information.

Broadening of scope of available data on demand for microfinance in the Lao PDR
The survey done in 2003 did not inciude data on demand for international remittances, national
payments and insurance, while these types of services are highly relevant for the poor and low-
income segments of Lao’s population. MAP would include demand for those products.®!

Inclusion of qualitative information demand on demand for microfinance in the Lac PDR
There is little information on what poor and low income households look for in financial products
and their delivery, how they make their financial decisions. The information that is available is for
the most over 10 years old. MAP would include qualitative information on demand and fill this gap,
would describe consumer behaviour of poor and low-income households and relate this to demand
for financial services.

Inclusion of a description of the socio-economic life of the Lao population
Little systematic research has been done into what the socic-economic life of poor and low-income
households looks like and haw it relates to needs and demand for financial services. MAP includes
descriptions based on segmentations of groups based on socio-economic parameters and
consequences for demand for financial services, something which has not been dene before.

Information for policy makers and financial service providers
MAP will produce quantitative data on demand for financial services by poor and low-income
households that is nationally representative for the Lao PDR, using scientificaliy-based FinScope
survey methodology with proven results in over 16 countries worldwide. The results of the FinScope

4 “Rural Finance in the Lao PDR: Demand, Supply and Sustainability, results
of househeold and supplier survey’'s” {Aslan Development Bank and FIRST
Initiative) by Brett E. Coleman and Jon Wynne-Williams was based on survey
held in 2003 among almost 1,200 households.

% On payment flows in the Lao PDR, including international remittances and
national money transfers recently (2012} a study has been undertaken. The
study however used a combination of a small selection of the total body of
avallable secondary research and extrapolations based on focus group
discussions in four urban areas with 260 respondents. Various estimations
made in this study differ significantly from regults of other known studies
and primary survey results, including the official Microfinance Statistics
survey done by the National Economic Research Institute of the Ministry of
Planning and Investment of the Lao PDR under the auspices of BOL. As a
consequence, the need for a scientifically-based systematic survey on
international remittance and national money transferg is as pressing as it
was or even more s0 now, in order to prevent the risk of drawing
conclusiong based on flawed data.

51 I1hid. MaP has the added benefit of having one particular scientifically-
based method applied to all different product categories creating primary
data. Apart from making MaP’s results reliable, the use of one particular
and reliable methodology prevents not only differences due to lack of
reliability of a chosen methodology but also those as a result of using
different methodologies for different products.
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survey will be combined with qualitative assessments and will bring the benefits described in the
previous 4 paragraphs.

As the main positive resuit for policy makers, MAP produces information based on the actual state of
affairs of financial inclusion and demand for financial services of poor and low-income peopie in a
way that allows for making well informed decisions on policies, strategies and actions that will
enhance financial inclusion of poor and low-income househoids. In the same manner MAP will
enable financial service providers to develop financial products and distribution methodologies that
Letter meet the needs of poor and low income househoids.

3.2 Comprehensive and detailed information on financial inclusion supply and regulation

Supply-side assessment based on actual demand for financial services

As with most financial sector supply-side assessments found anywhere in the world, also in the
Lao PDR most of the available is of a quantitative nature and given “as such”, without making a
connection to what it is poor and low-income households actually need or demand from financial
services. As a result, the information tells us {ittle on how well we are actuaily doing. MAP relates the
supply-side assessment directly to demand for financial services by poor and low-income
households. MAP will inform how large or successful in terms of outreach supply is refative to
demand, not just in absolute numbers, and also intends to answer the guestion whether or not the
quality of supply of financial services meet the needs of its intended target group.

Broadening of scope of supply-side information on products in the Lao FDR

In the Lao PDR reliable, up-to-date primary quantitative data on supply of savings and credit services
by formal microfinance institutions (MFIs) and semi-formai savings and credit funds is availabie.®?
Reliable primary data of supply of other products is lacking in availability and accuracy. MAP will
focus on supply of all products categories, including international remittances, national money
transfers and various forms of insurance while aiming to stay as close to primary sources data as
possible by directly engaging financial service providers and simultaneously consulting both
authorities and the full bulk of secondary research.

Broadening of scope of supply-side information on providers
As mentioned in the previous paragraph, reliable, up-to-date primary quantitative data on supply of
financial services by MFis and savings and credit funds is available. Supply of financial services to
poor and low-income households by other financial service providers such as banks, the Lao Postal
Financial Institution and pawn shops as well as by non-financial service providers as part of
contractual arrangements in agricultural value chains, is normally left outside of the scope of studies.
MAP will include those important sources of finance for poor and low-income households into focus.

Broadening of scope to non-financial sector players and non-financial sector regulations
MAP will include in its scope and assessment of supply and regulation potential future distribution
methodologies that are currently not engaged in financial service delivery yet have the potential to
dramatically increase outreach and lower costs, such as for example 7/11 or M-Point supermarket
outlets and the agent networks of telecom providers and insurance companigs. In terms of
regulation MAP will also consider non-financial regulation where it impacts access to financial
services, such as for example regulation on ID requiremeants

2 Microfinance in the Lao PDR (2012}, National Economic Research Institute
under the auspices of BOL and GIZ.
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3.3 A vision, roadmap, action plan and funding for programming understood and supported by
all stakehoiders

A shared vision and strategy based on understanding and involvement of all relevant
stakeholders and led by the government at the right political level
As identified in the Policy Statement for the Development of a Sustainable Rural and Microfinance
Sector of the Lac PDR and confirmed in various sector assessments, there is need a shared vision and
strategic direction for the enhancement of financial inclusion. MAP invoives all refevant stakeholders
that together determine financiai inclusion from the beginning of the MAP process in a process led
by the government. As a result, the resulting vision, roadmap, action pian and programming
framework that form the basis for financial-inciusion development funding has the maximum chance
of being understood and supported by crucial stakeholders; various government agencies, donars,
development organizations and financial service providers. All will work in the same direction and
for the same objective.

Proven foreign expertise, combined with knowledge of the Lao setting, led by the government
MAP combines the best of & few worlds fully adapted to and determined by the Lao setting; proven
foreign-based expertise and experience, a method adapted to the Lao setting, involvement of Lao
expertise and knowiedge of the Lao setting and led by the Lao government.

4. MAP is government approved, fully funded and follows Lao rural and microfinance tradition

4,1 MAP has been approved by Lao government and is funded

MAP has been approved as part of MAFIPP Annual Workplan for 2013
The MAFIPP programme document -or ProDoc- was agreed between the government of the Lao
PDR, UNCDF {and the UNDP Lao PDR country office) and was signed by BOL on 5 july 2010.*® MAP
was since embedded in the MAFIPP Annual Workplan that was approved on behalf of the Lao
government by the Director General of the Financial Institution Supervision Department of BOL and
was designated key deliverable.

MAP is fully funded
MAP is fully funded by the Australian government as part of AusAlD’s overall support to MAFIPP in a
total amount of USS 6.1 million for the period 2013-2016, as signed on 20 May 2013.%

4.2 MAP follows rural and microfinance development tradition in the Lao PDR

Survey and assessments
Until as recent as 2012 the Asian Development Bank (ADB) used to be the main development
partner of the government of the Laoc PDR on rural and microfinance sector development and had
been for over two decades. The ADB’s main programme, the Rurat Finance Sector Development

% on behalf on BOL the ProDoc wag signed by Mr Phouthaxay Sivilay, Director
General of the Bank and Financial Instibtution Supervision Department;
signatory for UNCDF was Mr David Morrison, Executive Secretary signed and
for UNDP Lac PDR country office, Mrs Sonam Yangchen-Rana, Resident
Representative.

% MAFIPP Addenduml. UNCDF-AusAID Integrated Rural Livelihcoods Programme
{2012~-16). In Chapter 2 of the Addendum a description of new activities as
part of MAFIPP that were agreed include MAP as first new activity in
paragraph 2.1.
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Programme (RFSDP), started with a large survey under almost 1,200 rural households held in 2003
all over the Lao PDR.5® The survey was led by foreign experts and implemented mainly by Lao
national surveyors. MAP follows in this tradition and also places a survey and assessment at the
basis of its work, lead by foreign specialists in this type of survey and implemented by a Lao experts
in close coordination and under a Steering Committee lead by the Lao government.

Steering Committee, Working Group and stakeholder involvement

At its start, as part of the ADB’s RFSDP, a Committee was formed called the Rural and Microfinance
Committee that consisted of senior officials from wvarious parts of the government with
responsibilities relevant to the Lac rural and microfinance sector. Within BOL a Project Management
Committee for the RFSDP was formed. Jointly, the Rural and Microfinance Committee and BOL drew
up the “Policy Statement for the development of a sustainable rural and microfinance sector {(2003)”
based on an iterative process of engagement and exchange of ideas, in coordination with ADB rural
and microfinance experts. During the RFSDP and over a period of more than four years, stakeholder
workshops were organized bringing together a broad range of stakeholders form within
government, the development community and practitioners.

The process involved in MAP uses similar yet more refined and condensed methodology and also in
this aspect operates in accordance with a known and accepted way of working in the Lao PDR. MAP
involves a Steering Committee lead by the government, involvernent of various stakehalders fraom
within various parts within government, development and practitioners’ community, all with
relevance for financial inclusion, in a dialogue to develop a strategy or roadmap, action plan and for
programming aligned with funding.

55 “Rural Finance in the Lao PDR: Demand, Supply and Sustainability, results
of household and supplier survey’'s” (Asian Development Bank and FIRST
Initiative)} by Brett E. Coleman and Jon Wynne-Williams.
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10.5 Annex 5 - Support to Financial Inclusion in the Lao PDR through digital financial

services
UN CAPITAL DEVELOPMENT FUND
Annex 5 to MAFIPP programme document on BB an MFES Activity
C|D
g s e

l

SUPPORT to FINANCIAL INCLUSION in the LAO PDR 2013-2014
through the “MOBILE MONEY FOR THE POOR"” Programme

Mobile Money for the Poor:

Mobile Mcney for the Poor (MM4P) is a globat initiative supported by UNCDF, Sida and AusalD
designed to demonstrate how the correct mix of technical, financial, and policy support, as well as
research, can assist in scaling up and/or replicating sustainabie mobile financial services that reach
the poor in very low-income countries. The initiative’s outcome of reaching MMA4P is for 4 million
additional individuals and/or small and microenterprises in the LDCs have access to one or mare
appropriate branchless or mobile financial services by the end of 2017, including 1.4 million of which
are active customers®, 1 million that were previously unbanked and 2 million with a second
generation® service.

5 For MM providers, the emerging standard is having transacted in the past 90 days. For banks, the Mix
standard is having used a bank account in the last 265 days.

57 A service other than person-to-persen transfer, air time top up, cash in and cash out.




MMAP contribution to MAFIPP Joint-Programme Qutcome:

Mobile Money for the Poor is one of the primary activities of the MAFIPP programme that will
contribute to the achievement of the MAFIPP Programme Outcome; increased access to financial
services for low-income households and micro entrepreneurs in the Lao PDR.

MMAP-specific outcome:
Laoc PDR at present has no branchless banking {BB) or mobile financial services (MFS) designed to
reach the unbanked and underserved. The outcome of this strategy will be for 400,000 to have
gained access to a financial service via branchless and mobile technologies, of which 250,000 will be
active, including 150,000 will have heen previously unbanked by the end of the MAFIPP programme.

MMA4P’s contribution to MAFIPP Programme Outputs:

Performance Indicators

Level Description

Goal/Impact Improved sustainabie incomes and | Improved rural households incomes
food security’

Purpose Increased access to financial services | Increase in low income households and
by low income households and | Micro entrepreneurs with access to
micro-entrepreneurs financial services {Target: 408,000 active

. clients using a variety of financial
products by 2017"

Qutput 1 Component objective 1: Improved
evidence based decision making and
policy dialogue with the Government
of Laoc in developing financial
markets for the poor.

Qutpur 1.3 Establishment of B8ranchless and | Baseline- -0-

Mobile Financial Services

Targets: 250,000 active customers by
2016

Duration and Funding

4 years

Expected Activity Duration:

Start/end dates: January 2013
— December 2016

Total estimated budget: USD 2,342,624
Out of which:

1. Funded Budget: UsD 2,342,624
2. Unfunded budget:  US%-

Sources

of funded budget:

Government

AuUsAID UsD 2,175,767

UNCDF USD 166,857 (MM4P budget)
NGO...

78




1. BACKGROUND AND CONTEXT

In June 2012 the MMA4P programme was invited by MAFIPP to conduct a scoping exercise to
determine a way forward to develop branchless banking and mobile financial services (BB and MFS)
that would reach low income unbanked and underserved Laotians. The report was shared with key
stakeholders in Lao PDR and a proposal to fund MMAP to provide support to MAFIPP was approved
by AusAlID in early 2013, The MMA4P approach is to support a range of activities to build an
ecosystem favourable to the development and rapid expansion of BB and MFS, These activities
inciude direct financial and technical support to {potential) providers, capacity building and training
for key stakeholders, policy and regulatory support as well as sharing knowledge to build awareness
of best practices. This approach was customized for Lao PDR in the MM4P Lac Country Strategy.

The MM4P plan refers to three phases in the roll-out of mobile financial services: start-up,
expansion, and consolidation. During the start-up phase systems are created, products tested,
clients sensitized and services piloted and launched. Rapid scaling occurs during the expansion
phase. Once critical mass is reached, the industry begins to mature and consolidate, Lao is at the
very beginning of the Start-Up Phase. It is the goal of MMA4P to help the country be in or near the
expansion phase by 2016. In Lag the major focus will be preparing one or more potentizal providers
and the Bank of Lao (Bol) for the launch of the first service as well as laying the groundwark for a
strong agent network.

2. EXPECTED MMAP-SPECIFIC OUTPUTS AND ACTIVITIES

The cutcome of this MM4P’s activities will be for 400,000 customers to have gained access to a
financial service via branchless and mobile technologies, of which 250,000 will be active, including
150,000 wili have been previously unbanked by the end of the MAFIPP grogramme. As the path to
BB and MFS in Lao PDR is still unknown and not one provider has been identified, UNCDF will need
to remain flexible in its pursuit of these targets.

There is no single path to developing BB and MF$ so some of the outputs and the range activities
may need to reviewed and revised from time to time,

MMAP specific autputs to be achieved through MAFIPP are as follows:

MM4P OUTPUTS FOR MAFIPP ACTIVITIES FOR MAF|PP
OQUTPUT
Output 1 * At least two partners launch a | ¢ Provide on-site technical support to 2-3
' BB or MFS service. stakeholders to develop business plans
Scalable and | 4 At jeast one partnership formed | #  Provide grant support to implement plans
replicable for distribution of services. s Engage with LPSI project to find synergies
solutions * UNCDF partners reach at least on domestic transfers.
80,000 unhanked Laotians.
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Cutput 2

Ecosystem
developed

Providers  design  products
specifically designed for e-
channels.

At least one “second
generation” product launched
using BB and MFS.

At least one bulk payment
user (government, NGO,
corporate, MFI} transitions
from cash to electronic
payments linked to
affordable savings accounts.
At least one shared agent
network is assisted to
develop an expanding, well-
managed network of cash-in,
cash-out (CICQO) in which at
least 50% are active,

At least 20 rural agents are
established.

Develop regular schedule of contact with
key stakeholders.

Provide a long-term (18-24 month) expert
presence to work with partners and
identify best partners for technical
support and funding.

Identify a local consuftant to work closely
with MAFIPP and MMA4P on its work to
develop a local source of expertise.

Building on the payment flows work of
IFC, conduct qualitative research on
potential use  cases  ({savings,
borrowing and repaying loans, etc.) to
determine those are the greatest pain
points.

Conduct workshop on results of
research with proposed possible
designs for products specifically for e-
channels.

Initiate the product deveiopment
accelerator to provide targeted on-site
assistance to a few partners to
develop, test and launch a product
through e-channels.

Initiate Agent Network Accelerator
activities: conduct open agent
network training, identify 1-2 partners
to include in full ANA programme.

If permitted, provide performance-
based financial support for agent
expansion to test approaches.

Based on IFC payments study, initiate
conversations with one or more
potential bufk users on coming on to a
BB and MFS system (Electricité du Lao,
Lao Postal Enterprises, money
transfer).

Work with AusAID, UNICEF, World
Food Programme and others about
possible payment streams that could
be converted to electronic.

Cutput 3

Policy,
advocacy

Supported providers received
permission to lzunch services.
BolL issues enabling policy for
BB and MFS

Support the Bol to attend key events
related to regulation of BB ang MFS
{i.e. GSMA Leadership Forum, AFl).
Facilitate AFI membership.




and
coordinated
actions

Bol establishes maonitoring of
key indicators for BB and MFS.

Facilitate dialogue between Bol and
market players to discuss required
policies,

Provide o¢n-site support to Bol to
implement policies, and oversight
mechanisms.

Wark with Bol to develop a limited set
of key indicators to measure progress
on achieving goals.

Qutput 4

Knowledge
generated
and shared

At least five potential providers
are supported to attend events
on BB and MF and/or an
exchange visits to developed
ecosystems relevant to the Lao
PDR.

With IFC conduct national conference
with all key stakeholders to promote
general awareness.

Translate key documents on BB and MFS
into the Lao language

Conduct several smaller workshops that
address most urgent needs: BB and MFS
strategy, business/partnerships models,
agent network development, product
design.

Take most likely potential providers an
exposure visits to successful ecosystems.
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3 IMPLEMENTATION METHODOLOGY

3.1 Country Scoping Country selection

The country scoping exercise is ':Di.lﬂtl"'y' Eﬂﬂﬂiﬂg Mission
conducted by UNCDF and experts to r
determine the current state of the
market at all levels, Using &

combination of off-site data review CDLIHtr? Strateg?‘

and in-country interviews, MMA4P

then presents the information in
standardized report format that
addresses each of the key aspects of

the BB and MFS  ecosystem

development. This document also includes recommendations of important strategies and activities
for MMA4P to suppert and determines the estimate of increased financial inclusion through B8 and
MFS,

Status: The scoping mission was conducted in July 2012 and the report provided the basis for the
country strategy.

3.2 Country Strategy

The Country Strategy is 2 2-3 year strategy document used to plan and initiate a range of activities to
support the development of the eco-system. The document includes the vision and proposed
outcomes for MMA4P’s engagement in the country, the strategies to achieve them and the link to
MMA4P’s global learning agenda. The document is short and fiexible and can be used exclusively for
the benefit of UNCDF or can be done as part of UNCDF’'s country prograrnmes or in partnership with
other funders. When appropriate, the strategy will be shared with the regulator, other funders and
stakeholders to make clear UNCDF's plans in the country.s? In the case where UNCDF has an existing
country sector programme or other engagement, the strategy is meant to complement the
programmes work rather than being a stand-alone document.

Status: In Lao PDR it began testing a new Country Strategy approach in 2013, working with and
through MAFIPP and funded by AusAlD.

3.3 Country implementation

MMA4P will engage in a range of activities highlighted in the country strategy that include ecosystem
support, direct partner support and knowledge generation and sharing. MMA4P has developed an
annual work plan toal to plan and track the activities at the country and partner level and this pian

5 The Malawli Country Strategy drew heavily from the local Mobile Money
Working Group action plan and was shared with its members. The Nepal
country strategy is being used as part of UNCDF’'s overall work with IF with
DANIDA ., In Lao PDR , it was developed as part of the UNCDF country
programme and is now under revision with the participation of IPFC.



can be adapted to suit an existing country sector programme. In these plans specific activities are
detailed, scheduled and budgeted on an annual basis. The planning too! also identified what human

resources are needed (e.g. CTA, on-site expert, specialized support). Some commeon elements across
all countries are described bejow.

The UNCDF country technical advisar {CTA) will play a coordinating role with funders, regulators and

other stakeholders, maintain regular contact and oversight of MMA4P partners, and eventually
manage short-term consultancies,

Technical Support

All scoping missions have identified the tack of access to expertise as a major constraint in the
overall ecosystem development and particularly constraining in dealing with regulators.
Implementing country strategies will require the assistance of a stronger technical support and an

in-country technical presence,

* In most cases, UNCDF will place a full-time on-site expert in country for the medium
term (12-24 months) who works with the CTAs, partners and other stakeholders. The
role of the expert will be to work closely with CTA in implementing the country plan,
provide advice to all key stakeholders and provide partner support.

¢ UNCDF will also support the expert and stakeholders through specialized technical
support {i.e. short-term consultancies) in critical areas such as market research, training
and process development.

e UNCDF will begin establish long-term off-site access to information and advice for CTAs
and partners, backed by a remote technical support service including a “hot line” that
CTAs and partners can contact. This is currently under development. with MicroSave.

e | |
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To the extent possible, MM4P will minimize “fly in, fiy out” or & fa carte technical assistance which
can be costly and, in MMA4P’s opinion, does not lead to the holistic change that is required by
praoviders.

Status: MMA4P has place a full time expert in Lao PDR for a period of four months, supplemented
by several experts which will come on short-term missions. MMA4P will likely continue the on-site

expert once permission to pilot and launch are granted.

Ecosystem Development Activities

The specific range of activities will depend on the findings of the scoping mission and development
of the country strategy. However, MM4P has alse determined a set of activities can be conducted
acrass all of the countries that would be for both partners and other interested actors.

To the extent possible, each country will participate in the Agent Network
Accelerator (ANA). This programme begins as a “public good,” open to all relevant
institutions in the country. Based on performance, a limited number of
participating institutions may be eligible for direct technical support and, in some
cases, performance-based financial support from UNCDF if they are identified as
high potential agents. Several partners will be taken to visit and analyse strong
agent networks in relevant countries. Participants will also be required to bear some
of the cost of their participation.

Simitarly MM4P is implementing a Product Development Programmer, using a
methodology similar to the ANA. It will commence with a review of existing market
research materials followed by a workshop on using market research for BB and
MFS product development. Depending on the need, it may be complemented hy
further market research — particularly related to user experience with BB and MFS.
All relevant institutions may participate and as they progress may be eligible for
direct technical and financiat support. Participants will also be required to bear
some of the cost of their participation.

UNCDF will analyze government and other cash payments and seek opportunities
to encourage transition to electronic payments. Each country plan will include
research an the opportunity and constraints to convert cash payments to electronic,
using a streamlined version of the methodology being developed by for the Better
than Cash Alliance (BTCA). The research is intended to encourage actors to work
toward the shift to electronic payments by highlighting opportunities. In some
cases, it may result in technical or financial support.

In-country coordination and building partnerships and linkages remain will also be
included in each country strategy. This activity will need to be customized to suit
the environment, although MM4P what type of training or other more standardized
support might assist. In some cases it may require small grants to users and/for
providers to augment or improve technology platforms, build back-end linkages,
establish business processes, andfor provide technical assistance for the
implementation.



Status: MMAP has contracted support to review existing product research and develop product
prototypes for the Lao market. MMA4P will also survey the existing payments and identify the
most promising payment streams to convert and the steps needed to do so.

Direct Technical and Financial Support

MM4P will provide direct support to institutions, particularly to providers and their agent network
partners.

Requests for expressions of interest {EQI) will still be used as a means to transparently select
institutions for support; however they will be more focused on specific outcomes and used
later in the overall engagement. This would be in addition to the possible small grants
available through the ANA and product development accelerator selection processes.
Partners may be supported exclusively through technical assistance for specific needs, such
as business planning or partnership developrnent, which can be provided through a
combination of the on-site expert and targeted short-term consultancies.

Policy and Regulatory Support

Support to policy makers and reguiators will depend on their specific needs. MM4P would like to
develop a partnership with regulators to facilitate better data collection and analysis for BB and MFS
to enable both them and UNCDF to track progress on a country level,

Each country plan identifies a discreet set of activities to help provide regulators the
support they need to develop an enabling environment for BB and MFS which will
primarily be implemented by the expert technical assistance combined with CTA
involvement. This will include training of regulator’s staff.

In all cases, UNCDF will work with regulators to set-up or improve the data collection
process on BB and MFS and help them determine the most needed information.

Status: The Bol has identified several areas of desired support. These include:; setting up
and organize the working group on BB and MFS; support in analyzing applications and
giving permission to operate; support in drafting guidelines for branchless banking and
mobile financial services. This will commence in 2014,

Knowledge Bullding and Sharing

MMAP will support stakeholders in its focus countries to be part of global learning and exchange on
BB and MFS. These will include:

provide access to importani materials on BB and MFS

facilitate and subsidize participation in GSMA Mobile Money for the Unbanked Forums, for
both regulators and providers,

spansor annual Digital Financial Services {DFS) dialogues to bring senior managers of
providers together to share experiences on specific challenges.

facilitate exposure visits and exchanges for key stakeholders. This is in addition to the
exposure visits to Kenya and Tanzania that are part of the ANA. These are currently planned
for regulators and providers in several countries.

establish a “hot line” for support to groviders and is in discussions of how best to establish a
community of practice across UNCDF and other funder supported providers. This will also
inciude proactive dissemination of tootkits for BB and MFS.




STATUS: MM4P HAS ALREADY SUPPORTED VISIT BY THE
BOL TO KENYA, CAMBODIA AND THE PHILIPPINES. MM4P’s global learning agenda
IN ADDITION, PROVIDERS WERE SUPPORTED TO consists of four key questions:

VISIT KENYA AND THE PHILIPPINES.
1,Can shared agents networks lead to

“win-win-win” for providers, agents
and clients?

2.Can transactions other than P2P
better drive success in LDCs?

3. Can strong partnerships improve the
chances of success in LDCs?

4. Does MM4P's ecosystem approach
work well in LDCs?
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LEARNING AGENDA

MM4&P overall learning goal is to “prove the case” that LDCs can be sustainable markets for 8B and
MFS and that they require the right mix of support to do so.  In each country strategy, MM4P will
consider the potential for contribution to its knowledge agenda {see box} and identify the learning
agenda from the outset.

The core guestions will be refined for each country and MM4P will determine a set of knowledge
products specific to the country.

In addition, all research conducted in the country will be made publicly available.
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10.5.1 Indicators

MMA4P’s outcome is for four million new customers with BB and MFS across up to 8 countries, of
which 400,000 will be from Lao PDR. For each country MMAP has identified a set of indicators for its
own purposes at the country level as well as a set of indicators for partners that provide direct
support. However, MMaAP will ensure that the targets for the country programme relevant to BB
and MFs are also tracked and reached. The list of indicators is included at the end of this document
including the proposed indicators for Lao POR.

87



MMA4P ACTIVITY MANAGEMENT AND COORDINATION

UNCDF has been actively engaged in the Lao PDR through its MAFIPP programme since July 2010
and has since supported a range of activities to suppoert financial inclusion. Day-to-day management
and implementation is handled by a MAFIPP project team consisting of a UNCDF Chief Technical
Advisor and {currently} four MAFIPP staff, under direct management of a Deputy-Director General of
the Financial Institution Supervision Department {FISD) of BOL. Final management responsibility is
with a Project Management Committee (PMC) consisting of senior representatives of UNCDF, AusAid
and BOL.

As with all MAFIPP’s activities, implementation of MiV4P will be day-to-day managed from the
MAFIPP project office and supported through backstopping and advice by UNCDF Senior Regional
Management and the MM4P team. An expert consuliant will be utilized in the first few years of the
MM4P activities to assist the CTA and be directly responsible for managing the training and technical
assistance. One of more of UNCDF technical consulting partners in MM4P will be in Lao PDR for
MM4AP’s implementation in a number of separate missions.

MAFIPP will be closely coordinated and aligned with current and future efforts by main other
stakeholders in enhancement of financial inclusion, and in particular with the IFC programme which
is assisting the BoL in establishing a national payment system.



MMA4P TARGETS IN LAO PDR

6\b‘ E '3 Mobile Money for the Poor MMAP Global Targets Laos
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Blue highlight indicates that the indicator is a target.
Global indicators
Increase in registered customer accounts
X 1,200,000 400,000
% of femaie registered customer
accounts X 35% 5%
% of rural registered customer accounts X
Increase in number of active customer
accounts X 360,000 250,000
Number of new registered customers
Number of previously unbanked registered
customers X 200,000 GO,000
Regulation indicators
Number of policy or regulatory improvements X 2 1
On agents X
On clients (on-boarding, e.g. KYC) X
On non-banks (e.g. e-money issuers} X 1
On consumer protection X
MNumber of new approvals for services by the
regulator X |
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Mobile Money for the Poor

MIMA4AP Global Targets
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Blue highlight indicates that the indicator is a target.
% UNCDF partners receiving permission to
implement BB and MFS X 100% 1003
% Regulators collecting regularly information
on BB and MFS X 75% 100%
Product development and high volume users
indicators
= o) SRR = «
Number of new services launched with UNCDF
assistance X 6 2
Number of bulk payment services offered
with UNCDF assistance X 2 1
Number of services offered focusing on
woman with UNCDF assistance X 1 0
Product development training for BB and MFS
provided in all countries | X 100% 100%
Number of financial education/ consumer
awareness efforts included in projects X 2 1
Availability of standard services offered X
P2P transfer % |
Cash-in X 1
Cash-out X |
Airtime top up X 1
Availability of bulk payment services offered X
Bill payment X 1
Merchant payment X
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Mobile Money for the Poor MMA4AP Global Targets Laos
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Blue highlight indicates that the indicator is a target.
Salary payment X
Government X
international remittances X
Other X
Availzbility of financial services offered X
Savings X
Loan disbursement X
{oan repayment X
Insurance X
Other X
Agent network development indicators
Number of service points
Branches X
Mini-branches X
Proprietary agents, agencies X
ATM X
PQS X
Non-proprietary agents X
Number of new or improved rural agents with
LUNCDF assistance x 120 20
Number of shared agent networks with
UNCDF assistance X 4
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Mobile Money for the Poor

MMMAP Global Targets

Laos
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Blue highlight indicates that the indicator is a target.
Agent training provided in focus countries X 100% 1003
Number of agent networks report improved
or expanded service with UNCDF assistance Xop 4 1
Partnership development indicators
Number of new or improved partnerships
between stakeholders with UNCDF assistance X
Number of coordinated efforts with other
doners il X 6 ]
Knowledge and Learning
Number of research products created X 6 2
On woman X
On rural X 1
Number of partners supported to attend
learning events X 20 10
Number of women X 3 2|
Number of UNCDF Technical Staff trained and
have engaged in BB and MFS X 10 1
Number of workshops or events sponsored of
co-sponsored by UNCDF X 10 4
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APPENDIX I: ASSUMPTIONS, RISKS AND MITIGATION

# | Description of

Assumptions or Risks

Category

T
Probability

Risk Assessmant / Countermeasures /
Management Responsg

1| Government or PMC does
not endgrse AWP

QOrganisational

and Political

Programme can't start, hence can’t
achieve outcome

Probability = Low

impact = High

MMA4P has afready been formally approved by the government as
key prioritized activity of the MAFIP? AWP 2013. The government
supported the submission of the proposal sent to AusAlD for
funding, which included MMA4P. Approval of the adaptation of
MAFIPP Programme Document based on added activities funded
by AusAlD is judged to be a formality. MM4P activities to date
have been well received by the Bol. However, each year MiM4P
must present a new AWP for approval creating some uncertainly
with the PMC.

2| Policy and
approval to
partners is slow

regulafory
MM4P

Legal
Regulatory

and

Ability to deploy pilots and

implementations Is delayed
Probability = Medium

impact = High

MMAP requires that the Bol allow for pilots and implementations
to take place. As is usual, there is no specific law or regulation to
enable this and some providers have expressed concern that paris
of the BolL do not seem willing to move forward.

MMAP is continuing to crganize a number of events and trips to
help the BoL develop a policy to allow implementation to go
forward and has received verbal confirmation that they will do so.
MMA4P is seeking an explicit statement and will help to develop an
initial policy for the BoL.

3| MM4P fails to identify a
partner willing to move
forward on a pilot

Strategic

Ability to deploy pilots and

implementations is delayed
Probability = Medium

Impact = High

To date no partners has agreed to move forward, in part due to
lack of permission from the Bol and in part due to uncertainties
over the business case. MMA4P is currently working to help
partners build a business and case and through that submit
requests to the Bol te pilot services.
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Pilots fail andfor are
implement paorly

Operational

Ability to reach targets is defayed
Probability = Medium

Impact = Medium

Initial failures are commeon in BB and MFS. For this reason MMA4P
is prepared to provide financial and technical support so that
initial attempts have a better opportunity for success and partners
can learn from the experience. A main concerns is that the
provider will lose Interest and decide not to continue and
therefore damage the reputation of the service.

Key Staff or consultant
become unavailable

Crganisational

The delivery of outputs will be
slowed down

Probability = Medium

Impact = Medium

A main bottleneck to date was the turnover in the CTA position
and resulting delay of four months in the implementation
schedule. This has placed an extra burden on the MMA4P team to
rush deliverables at the end of the year. Slow replacement of the
CTA remains a problem and could impact implantation in Q1 2014.
Fortunately funding is available which makes the procurement of
consultants for assistance possible.
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FOUR YEAR WORK PLAN

January 2013 - December 2017

Milestones and Activities
2012 a1 Qz Q3 Q4 Q1 Q2 Q3 Qs a1 Qz Qa3 [o1.] 2016 | 2017
2013 2013 2013 2013 2014 2014 2014 2014 2015 2015 2015 2015
Scoping and country strategy
Scoping report ‘
Country strategy
Coordination and reporting 7 5 | .

Consultant to coordinate Branchless Banking and Mobile
Financial Services initiatives in Lao

Specialized consultants to support on specific areas [agent
network, product design, processes, etc.)

Knowledge raising and capacity building

Conduct 2 day Mobile Financial Services Conference

Translation of key document in Lao language

Strategy workshop for Branchless Banking

Practitioner field visit to Cambodia to see live deployments

Exposure visit to Philippines for Regulator

Exposure visit to Geneva for Regulator

Fields/2xposure visits for practitioners and regulators

Market research and product development

Conduct market research to identify 3-4 prototypes product
based on World Bank study

Conduct additional market research to idenlify customers
segments and closely examine those segments with the
graatest potential to reach scale of for BB and MFS.
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Organize a market research and product development
workshap based on market research done

Conduct additional workshops on product development

Agent network development

Conduct 2 days agent network development workshop
{including 1/2 day with CEQ)

Conduct agent network accelerator diagnosis

Conduct workshop based on results of ANA diagnosis

Support key stakeholders to participate to “starters” fraining of
Helix Institute

High velume drivers

Survey of Social Protection payments in Laos

Identify the best bulk payment use cases, including discussions
with AusAlD in regard to their planned social protection
payments

Waork with 2-3 potential high volume users to determine their
service neads and develop a draft service specification for
shifting to e-channels.

Financial literacy

Learning agenda

Briefing note on strategy

Briefing note an agent network

hriefing note on product IFC findings (2014)

briefing note on proguct {finding from market research)

briefing note on product {finding on customer segments)
Research on OTC fransactions

Additional knowledge documents (2015-2017)

Regulatory support

Consultant to provide input on draft regulation {Move to

96




Q1/2014)

Provide internal training for 8ank of Lao

Set-up 8ranchless Banking working group

Coordinate Branchless Banking working group

Suppart Bank of Lao to define application process and follow-
up of stakeholders

Support Bank of Lac 1o draft Branchless Banking guidelines

Support Bank of Lac to define daia collection processes and
templates on financial inclusion

Stakeholders support

Support 3-4 stakeholders to realize a business case/market
entry strategy

Support 3-4 stakeholders to submit application to Bank of Lao

Support 3-4 partners to launch pilot projects

ik

Support the development of 1 shared agent nelwork

Support 2-3 high volume drivers o partners with stakeholders
to switch from cash to digital

Engage with LPFSI project to find synergies on domaestic
transfers

Support additional partners [2015-2017)
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BUDGET AND PAYMENT SCHEDULE

Cost items 2012 2013 2014 2015 2016| 2017 MAFIPP
Est

Scoping and country strategy
1|Scoping Mission Presentation
2|Country strategy

BB and MFS technical expertise

In country expert support
Specialized on and off-site suppart
Grants

o

Knowledge raising and capacity building
6|Translation of documents
7|Local Learning Events
8|Global Learning Events

9|Market Research
1Q|Product Development Accelerator

Learning agenda
12|Knowledge Products

Repulatory support
13|Regulatory Support {on and off
site)

Stakeholders support
14{Team Travel, Misc.
15|PMU Support
Evaluation

TOTAL

o8



10.6  Annex 6 : Standard letter of agreement between UNCDF and the government of Lao PDR for
the provision of support services

Dear Dr. Praseuth

1. Reference is made to consultations between officials of the Bank of Lac PDR (hereinafter referred to as “the
Government”) and officials of UNCDF with respect to the provision of support services by UNCOF for nationally
implemented project “Making Access to Finance more Inclusive for Poor People” {MAFIPP). UNCDF and the
Government hereby agree that the UNCDF may provide such suppaort services at the request of the Government
through its institution designated in the relevant project document, as described below.

2. The UNCDF office may provide support services for assistance with reporting requirements and direct
payment. In providing such support services, the UNCDF office shall ensure that the capacity of the Government-
designated institution is strengthened to enable it to carry out such activities directly. The costs incurred by the
UNCDF office in providing such support services shall be recovered from the MAFIPP Project.

3. The UNCDF office may provide, at the request of the designated institution, the following support services
for the activities of the project:

» Signing Performance Based Agreements (PBAs) with FSPs, providers of business support services,
and networks and associations, making all payments, monitoring closely the performance, releasing
payments as per terms of PBAs. UNCDF will be responsible to share all relevant reports submitted by
FSPs with BOL and all other parties as necessary. This will relieve some of the administrative burden
from BoL and help it to focus on its core role in monitoring and evaluation, leadership support and
policy and regulation.

e Hiring and payment of international consultants as well as the national consultants when the total
contractual value exceed $10,000 or Lao Kip equivalent and project staff as needed, which will be
managed through the UNCDF Regional Office in Bangkok.

s Procuring equipment and other materials with value higher than LAK 100,000,000 or US$ equivalent.

s Travel Authorizations, Government clearances, ticketing and travel arrangements for international
travels.

¢ Managing the independent mid-term and final evaluations of the project according to the requirements
of the UNCDF Evaluation Policy.

¢ Backstopping missions.

e Other tasks as required.
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4, The procurement of goods and services and the recruitment of project personnel by the UNCDF office shall
be in accordance with the UNCDF regulations, rules, policies and procedures. Support services described in
paragraph 3 above shall be detailed in an annex to the project document, in the form provided in the Attachment
hereto. If the requirements for support services by the UNCDF office change during the life of project, the annex to
the project document is revised with the mutual agreement of the UNCDF Executive Secretary and the designated
institution,

5. The relevant provisions of the Standard Basic Assistance Agreement {the “SBAA”) dated 10 October 1988,
including the provisions on liability and privileges and immunities, shall apply to the provision of such support
services. The Government shall retain overall responsibility for the naticnally managed project through its
designated institution. The responsibility of the UNCDF office for the provision of the support services described
herein shall be limited to the provision of such support services detailed in the annex to the project document.,

b. Any clagim or dispute arising under or in connection with the provision of support services by the UNCDF
office in accordance with this jetter shall be handled pursuant to the relevant provisions of the SBAA.

7. The manner and method of cost-recovery by the UNCDF office in providing the support services described in
paragraph 3 above shall be specified in the annex to the r project document.

8. The UNCDF office shall submit progress reports on the support services provided and shall report on the
costs reimbursed in providing such services, as may be required.

9, Any modification of the present arrangements shall be effected by mutual written agreement of the parties
hereto.
10. If you are in agreement with the provisions set forth above, please sign and return to this office two signed

copies of this letter. Upon your signature, this letter shall constitute an agreement between your Government and
UNCDF on the terms and conditions for the provision of support services by the UNCDF office for nationally
managed projects.
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DESCRIPTION OF UNCDF OFFICE SUPPORT SERVICES

1. Reference is made to consuftations between the Bank of Lao PDR, the institution designated by
the Government of Lao PDR and officials of UNCDF with respect to the provision of support services by the
UNCDF office for the nationally managed project: Making Access to Finance more Inclusive for Poor People

Project (MAFIPP).

2. In accordance with the provisions of the letter of agreement and the project document], the
UNCDF office shall provide support services for the Project as described helow.

3. Support services to be provided:;
Support services Schedule for the provision | Cost to UNCDF of providing | Amount and method of
) o of the support services such support services reimbursement of UNCDF
{insert description) (where appropriate) (where appropriate)
1.Personnel Over the course of 84 work 1,359,705
months
2.Contracts Qver the course of 84 work 3,046,632
months
3. Training Over the course of 84 work 370,459
months
4. Equipment Over the course of 84 work 53,410
months
5. Backstopping and | Over the course of 84 work 249,519
moenitoring moths
missions
6. Micro Capital: | Over the course of 52 work 3,650,000
grants and Loans maonths
7. Miscellaeneous Qver the course of 84 work 87,297
months

101




Total (USD) 8,817,022

4, Description of functions and responsibilities of the parties involved:

BOL is the Implementing Partner (IP) and therefore the entity responsible and accountable for
managing the project, including the monitoring and evaluation of project interventions, achieving
project outputs, and for the effective use of UNCDT resources.

Given BOL’s role as a policy maker, regulator and supervisor and therefore the need to avoid
potential conflict of interests, BOL requests and UNCDF accepts the role of the Responsible
Party for the provision of the support services mentioned above.

As BOL is the IP, all payments and transactions made by UNCDF will be carried out based on
the approved annual work plans.

This Letter of Agreement (LoA) will become an Annex to the Project Document hence by
signing the ProDoc both parties will also recognise they have agreed with the provisions of the
support services stated under this LoA.

Note on NIM SOP Policies:

(1) As per the newly revised Policy on NIM Procurement dated 25 July 2014, any purchases
of goods, works, maintenance and services above LAK 100,000,000 or US$ equivalent, as
well as procurement of intemational air tickets, vehicles, motorbikes, IT, etc, will be to
be procured from UNCDF.

(2) All activities, payments and transactions shall be made by UNCDF based on the agreed
Annual Work Plans (AWPs)

(3) For unanticipated activities, payments not foreseen in the AWP, UNCDF ITA will
communicate with the NPD and NPM; if no objection is received within 10 working days
of communication, then the project will proceed with implementation of activities.
However, in the case of deviation from the approved tolerance given by PMC, the ITA
will present any such major deviation to the PMC for approval

i This goal is included within the UNDAF Qutcome 1.1 (kmproved and eguitable access to land, markets and
social and economic service, environmentally sustainable utilization of national resources, with balanced
population growth) and UNDAF outcome 1.5 {Enabled environment for growth with equity).

ii This target includes active clients using savings, loans, remittance and electronic transfers; the number of
active clients per specific financial products wili vary.
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