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FINANCIAL ANALYSIS 
  

1. This analysis assesses the financial soundness of the implementing agency, Palli Karma 
Sahayak Foundation (PKSF) and 10 sample partner microfinance institutions (MFIs) – partner 
organizations (POs). All financial assessments are based on an analysis of capital adequacy, 
asset quality, governance, earnings, liquidity, and sensitivity to risks.1   
 
A. Palli Karma Sahayak Foundation  

 
 1. CAMELS Analysis   

 
2. The financial analysis of the PKSF was based on the audited financial statements for fiscal 
year (FY) 2017, FY2016, and FY2015.2 The financial reporting was done based on the 
Bangladesh Financial Reporting Standards, with unqualified opinions provided by a government-
appointed auditor from FY2015-2017.  
  
3. Capital adequacy. For FY2017, the PKSF’s total capital fund was Tk41.9 billion. This has 
grown at a slower pace from FY2015 to FY2017 (FY2017: 4.76%; FY2016: 5.34%; FY2015: 
7.57%). However, it remains adequately capitalized with a tangible common equity to average 
tangible managed assets of above 70% from FY2015-FY2017.3 Its capital fund primarily 
comprises retained surplus, and grants including those from the government, the United States 
Agency for International Development, the World Bank (International Development Association), 
the Department for International Development, and the Kuwait Fund for Arab Economic 
Development.  

 
4. Asset quality. The PKSF’s main lending programs to POs are through its Jagoron, 
Buniad, Agrosor, and Safolon programs. Through Jagoron, the PKSF encourages rural borrowers 
to undertake family-based income-generating activities through POs, and the urban poor are 
provided financial assistance for small trading. Through Buniad, the PKSF assists the extreme 
poor through flexible minimum savings requirements and loan repayments. Through the Agrosor 
program, the PKSF provides larger financing assistance through more than 170 POs throughout 
Bangladesh to enable members to undertake economic activities requiring larger amounts of 
capital. Agrosor participants can take loans up to Tk1.0 million. The Safolon program is a flexible 
financing program to encourage agriculture. 
 
5.  In FY2017, more that 75% of PKSF assets comprised loans to POs. In the same financial 
year, its loans to POs amounted to Tk44.5 billion. The PKSF’s loan portfolio growth has continued 
to be moderate (FY2017: 5.49%; FY2016: 6.89%; FY2015: 6.61%) as its access to sustainable 
long-term funding has been constrained. 

 
6. The PKSF’s bad loans (over 365 days in arrears) amounted to about 4% of total loans to 
POs in FY2017. Its loan recovery rate was above 96% from FY2015-FY2017.4 The PKSF follows 
the provisioning standards of the Microcredit Regulatory Authority (MRA). It begins provisioning 
for regular loans. For loans in arrears after 180 days, the provisioning as a percentage of loan 
principal is 75%–100%.  

                                                           
1  PKSF and POs are also assessed based on the eligibility criteria under ADB. 2003. Financial Intermediation Loans. 

Operations Manual. OM D6/BP, Manila. 
2  The fiscal year (FY) of the Government of Bangladesh and its agencies ends on 30 June. “FY” before a calendar 

year denotes the year in which the fiscal year ends, e.g., FY2018 ends on 30 June 2018. 
3  For this report, common equity refers to the PKSF’s capital fund as reported in its annual report. 
4  The on-time repayment recovery rate refers to actual collections during the past 12 months on scheduled payments 

as a share of collectible on current dues.  

http://www.adb.org/Documents/RRPs/?id=51269-001-3
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Table 1: Provisioning for Loans Categorized by Days in Arrears 
Loan Classification Days in Arrears Rate of Provisioning 

(%) 

Regular 0 1 
Watchful 1–30 days 5 
Substandard 31–180 days 25 
Doubtful 181–365 days 75 
Bad Over 365 days 100 

  Source: Microcredit Regulatory Authority Rules, 2010.   

 
7. Governance. The PKSF is governed by a two-tiered system comprising a governing body 
and general body. The general body can have a maximum of 25 members with up to 15 members 
nominated by the government. The remaining members of the general body comprise members 
from PKSF POs and private individuals. Its seven-member governing body determines the 
direction of the PKSF, with supervision from the general body. The government nominates the 
chairperson and two other members of the governing body. In consultation with the government, 
the governing body appoints the managing director who is also the chief executive officer. The 
financial management assessment provides detailed analysis of the PKSF’s governance, 
assessment of risks, and financial management plan.5 
 
8. Earnings. While the PKSF has continued to record positive net income for FY2015-
FY2017, its earnings growth has continued to decline. In FY2017, it recorded earnings after tax 
of Tk1.9 billion, a 15.8% decline from FY2016. This is primarily because of the decline in grant 
income. In FY2017, its net interest margin continued to grow at a slower pace to 6.8% from 7.5% 
in FY2016. Its return on equity has continued to moderate, and it recorded a return on average 
equity of 4.65% for FY2017 (FY2016: 5.80%). 

 
9. Liquidity. The PKSF is not a deposit-taking institution. Its main sources of funding are 
from grants and credit lines from international development partner, donors, and the government, 
and from loan recoveries. In FY2017, its liquid assets to short-term liabilities were about 15:1.6 
From a solvency perspective, the PKSF continued to record adequate debt service ratios. In 
FY2017, its earnings before interest and taxes to interest expense was 17.46x (FY2016: 20.50x).   

 
10. Sensitivity to risks. Like other financial intermediaries, the PKSF is exposed to credit, 
market, liquidity, and operational risks. It is susceptible to risks arising from deteriorating 
macroeconomic conditions. The PKSF is also vulnerable to liquidity risks as it is highly dependent 
on grant and credit from donor agencies, development partners, and the government, with limited 
access to market funding. As such, it is susceptible to higher cost of funds. It is also exposed to 
credit risks resulting from the ability of end-borrowers to repay their POs, which repay the PKSF. 
Like other institutions, it is exposed to operating risks arising from fraud.  
 
11. The attached technical assistance will support the PKSF in its medium-term institutional 
strengthening and financing strategy to access new sources of funds. It will also support capacity 
building for the PKSF’s governance and risk management processes.  
 
 
 

                                                           
5  Financial Management Assessment (accessible from the list of linked documents in Appendix 2 of the report and 

recommendation of the President).  
6  Liquid assets to short-term liabilities refers to the share of cash and interest-bearing deposits and 85% of securities 

as a percentage of short-term borrowings. 
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2. Conclusion  
 

12. The PKSF’s financial performance is satisfactory. While its capital, asset quality, 
management, earnings, and liquidity are adequate, access to longer term funding will allow the 
PKSF to improve its financial performance and be self-sustainable. 
 
B. Partner Organizations  

 
13. The PKSF selected the 10 sample POs for this assessment: the Centre for Development 
Innovation and Practices (CDIP), Eco-Social Development Organization (ESDO), Integrated 
Development Fund (IDF), Jakas Foundation (JAKAS), Palli Mongal Karmosuchi (PMK), People’s 
Oriented Program Implementation (POPI), Rural Reconstruction Foundation (RRF), Society for 
Social Service (SSS), Thengamara Mohila Sabuj Sangha (TMSS), and Wave Foundation 
(WAVE). The 10 sample POs have 78,691–990,887 members, of whom 63,322–833,994 are 
borrowers. Based on the MRA classification of MFIs by indicators such as the number of 
borrowers, the 10 sample POs are medium-sized MFIs.  
 
C. CAMELS Analysis   

 
14. This section provides an overview of the financial assessment of the 10 sample POs based 
on the latest operational performance report for each PO as reported by the PKSF. Overall, the 
POs have satisfactory financial performance (Table 3).7 
 
15. Capital. POs are expected to maintain minimum capital of Tk2.0 million. As of June 2017, 
all POs were adequately capitalized. The capital funds reported are above the minimum required 
capital, at Tk322.8 million–Tk6.1 billion. The capital adequacy ratios reported are within the 
acceptable range (11.11%–44.25%).8 The PKSF, following MRA rules (2010), expects its POs to 
maintain a minimum capital adequacy ratio of 10% or higher.  

16. Asset quality. All 10 POs have portfolio at risk ratios of less than 10% (0.4%–7.9%).9 The 
recovery rate or on-time repayment rate reported by the POs to the PKSF are all above 96%, 
which is above the minimum threshold of 92%.10 POs are guided by MRA directives, including 
those on classifying loans and provisioning. Loans outstanding are classified within 1 month. The 
loan loss provisioning ranges from 5% for watchful loans to 100% for bad loans. Loans with 
repayments due past 1 year are written off the books.  

  
Table 2: Loan Categorizations and Loan Loss Provisioning 

Loan Category Days Past Due Loan Loss Provision 
(%) 

Good loan No overdue 1 
Watchful 1–30 days 5 
Substandard loan 31–180 days 25 
Doubtful loan 181–365 days 75 

                                                           
7 As part of its supervision, the PKSF desk officer prepares a monthly operational performance report based on the 

monthly reports of microfinance programs sent by the POs. The information is verified when the desk officer visits 
the PO as part of regular on-site visits.  

8  The capital adequacy ratio is defined as the total capital fund to asset base of total assets less cash, bank 
placements, and short-term deposits.  

9 Portfolio at risk takes into account loans that are overdue from the first installment onward. It is measured as the 
outstanding balance of loans with payments past due as a share of portfolio outstanding.  

10 The on-time repayment rate is measured as the amount received for scheduled payments as a share of total 
payments due within 12 months.  
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Bad loan >365 days 100 

Source: Microcredit Regulatory Authority Rules, 2010. 

17. Management. All MFIs, including PKSF’s POs, are governed by MRA rules and regulated 
by the MRA. The POs are licensed by the MRA POs are governed by a two-tiered body comprising 
a general body and a council of directors.  
 
18. The general body of POs comprises a minimum of 15 and a maximum of 31 members 
nominated from among entrepreneurs of the POs, of whom two members of the general body 
must be females. The general body approves the budget prepared by the council of directors and 
appoints external auditors. Every PO has a council of directors as management. The tenure for 
the council of directors is 3 years, and each member cannot hold a position for more than three 
consecutive terms. The council comprises a minimum of five and a maximum of 10 members, 
including at least two female members. They are elected from the general body. A chairperson is 
elected from the council of directors. The council of directors meets at least once per quarter.   
 
19. Earnings. POs have recorded reasonable profitability. At the end of June 2016, all POs 
reported a positive return on assets—a continuation of positive earnings from FY2015. The return 
on total assets in FY2017 was 2.22%–14.24%.  
 
20. Liquidity. POs face challenges in obtaining funding. They usually rely on loan recoveries, 
international development partners, donors, and the PKSF for funding. However, amid 
constrained funding ability from the two key stakeholders, POs have increasingly turned to bank 
loans as a primary source of funds.    

 
21. While PKSF guidelines require POs to maintain a minimum current ratio of 2:1, this 
assessment relies on the industry-acceptable norm of a current ratio of 1.0. The current ratio of 
all POs is above 1.0, which is sufficient.11 The PKSF’s POs are also expected to maintain a 
savings-related liquidity ratio of at least 15%. From a solvency perspective, POs are expected to 
maintain a maximum debt–capital ratio of 9:1. Based on the latest reported information, all 10 
sample POs were below the threshold at the end of FY2017.    
 
22. Sensitivity to risks. Like other financial institutions whose primary business is in 
extending credit, POs are susceptible to credit risks arising from borrowers’ inability to repay their 
loans. POs are also exposed to operational risks resulting from fraud, and inadequate monitoring 
and reporting. From a liquidity risk viewpoint, POs are somewhat exposed to the risk of an 
unreasonably high cost of funds because of their inability to access funding. The attached 
technical assistance will support POs to enhance their microenterprise lending capacity. Capacity 
building of participating POs will include support for credit appraisal and risk management.    

                                                           
11  Defined as current assets to current liabilities.  
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Table 3: Summary of Partner Organizations’ Operational Performance 

Areas of 
Performance 

Indicators 
Program Indicators 

RRF PMK POPI SSS ESDO TMSS WAVE CDIP JAKAS IDF 

Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 Jun-17 

Program 
Outreach 

Total branches (no.) 151 163 173 331 101 675 102 130 52 89 
Total members (no.) 200,525 220,583 177,946 588,377 105,515 879,599 162,401 196,265 78,595 115,473 
Total borrowers (no.) 153,639 176,831 146,680 490,032 81,197 739,801 133,631 165,630 53,920 86,990 
Loan portfolio at field 
(Tk million) 

3,678.1 4,981.2 3,232.0 15,063.4 2,499.7 18,697.3 2,780.8 4,523.8 1352.8 1,758.0 

Sources of 
Loan Fund 

Capital fund (Tk million) 659.5 2,513.7 453.4 3,574.5 428.7 6,105.2 322.8 1,667.8 422.2 414.8 
Total savings (Tk million) 1,012.3 1,969.4 1,249.2 5,770.9 920.7 5,893.5 695.4 2,111.1 427.8 730.1 
PKSF fund (Tk million) 955.2 256.5 646.4 2,003.5 666.9 1,961.8 692.2 526.9 704.5 441.6 
Bank loan (Tk million) 1,330.7 209.2 1,029.3 3,514.2 541.9 4,325.6 1,205.4 245.4 70.0 136.6 
LLP (Tk million) 152.4 132.6 96.6 376.2 52.5 652.6 54.7 59.1 21.0 86.4 
Insurance balance          
(Tk million) 

94.0 301.4 134.4 682.7 54.8 827.7 102.4 148.6 56.1 196.8 

Others (Tk million) 0 62.6 84.1  57.8   411.7 37.4 115.6 
Portfolio 
Quality 
Indicators 

Cumulative loan recovery 
rate (minimum 95%)a 

… … 99.96 99.65 … 99.64 99.83 99.95 … 99.55 

On-time repayment rateb 
(minimum 92%) 

96.07 98.50 98.65 99.09 98.64 98.64 98.89 99.87 99.48 97.22 

Portfolio at riskc 
(maximum 10%) 

7.87 3.10 4.14 2.33 2.12 3.77 1.57 0.41 0.67 5.63 

Long-Term 
Solvency 
Ratio 

Debt–capital ratio 
(maximum 9:1) 

4.89 1.11 7.63 3.62 4.95 2.22 7.72 2.01 2.73 3.76 

Capital adequacy ratiod 
(minimum 10%) 

17.11 44.25 13.02 23.30 16.51 30.01 11.11 35.25 28.69 22.10 

Short-Term 
Liquidity 
Ratio 

Current ratioe  0.98 2.38 1.35 2.88 1.54 2.77 1.51 1.74 1.74 1.73 

Return on total assets 
(minimum 3%)f 4.17 10.92 3.05 5.92 6.03 12.99 6.83 7.79 6.21 2.50 

… = no data available, CDIP = Center for Development Innovation and Practices, ESDO = Eco-Social Development Organization, IDF = Integrated Development Foundation, 
JAKAS = Jakas Foundation, LLP = loan loss provision, no. = number, PKSF = Palli Karma Sahayak Foundation, PMK = Palli Mongal Karmosuchi, POPI = People’s Oriented 
Program Implementation, RRF = Rural Reconstruction Foundation, SSS = Society for Social Service, TMSS = Thengamara Mohila Sabuj Sangha, WAVE = Wave Foundation.  
a  The cumulative recovery rate is defined as the amount received for scheduled payments and payments past due as a share of the total loan principal recoverable since 

inception.  
b  The on-time repayment rate is defined as the amount received for scheduled payments as a share of total payments due within 12 months. 
c  Portfolio at risk is defined as the outstanding balance of loans with payments past due as a share of the total portfolio. Loans are considered from when the first installment 

is past due.   
d  The capital adequacy ratio is defined as total capital fund to an asset base of total assets less cash, bank placements and short-term deposits. 
e    The current ratio is defined as current assets to current liabilities. 
f  The return on total assets are as of the end of June 2016 except for IDF’s, which is based on February 2017.  
Source: Palli Karma Sahayak Foundation. 

 
 


