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I. INTRODUCTION 

1. On 17 August 2006, the Board of Directors of the Asian Development Bank (ADB) 
approved the $13.152 million Rural Finance Sector Development Program for the Lao People’s 
Democratic Republic (Lao PDR). The goal of the program is to help the Government of Lao 
PDR reduce poverty and promote sustainable economic growth in rural areas through the 
development of a sustainable, market-oriented rural and microfinance sector that can improve 
the access of poor farmers, other rural households, and agribusinesses to reliable financial 
products and services. The program comprises five parts: (i) a program loan;1 (ii) a project 
loan;2 (iii) technical assistance (TA);3 (iv) a grant from the Japan Fund for Poverty Reduction 
(JFPR);4 and (v) a grant from the Japan Fund for Information and Communication Technology 
(JFICT).5 
 
2. The program loan was signed on 30 November 2006 and became effective on 12 March 
2007. It has three tranches, totaling SDR5,143,000 equivalent or about $7.851 million. The first 
tranche of SDR 1,807,000 ($2.72 million equivalent) and second tranche of SDR1,614,288.23 
($2.50 million equivalent) were released in June 2007 and September 2008, respectively.6 The 
final tranche of SDR1,721,711.77 ($2.631 million equivalent) is expected to be released 18 
months (that is March–April 2010) after the second tranche release, subject to the government's 
full compliance with the tranche release conditions. 
 
3. The program loan aims to support the government in promoting a sustainable, market-
oriented rural and microfinance sector by (i) creating an enabling policy framework; (ii) creating 
a sound prudential regulatory and supervisory environment; (iii) transforming the Agriculture 
Promotion Bank (APB) into a financially sustainable, market-oriented rural finance institution; 
and (iv) creating a supportive nonprudential regulatory environment. The third tranche release 
conditions comprise nine policy actions in areas (i), (ii), and (iii).  
 
4. The Bank of the Lao People’s Democratic Republic (BOL) is the executing agency for 
the program. BOL’s responsibilities include (i) overseeing compliance with the reform initiatives; 
(ii) coordinating with other ministries, provincial authorities, and agencies through the program 
steering committee, comprising senior representatives from APB, Ministry of Agriculture and 
Forestry, Ministry of Finance, Ministry of Foreign Affairs, Ministry of Justice, and Prime 
Minister’s Office; and (iii) implementing policy reforms that fall within its authority (i.e., the 
enabling policy framework; prudential regulation; microfinance institution [MFI] supervision; and 
promoting a diverse, competitive private sector). APB is the implementing agency for the APB 
restructuring activities, implementing its obligations under the governance agreement.7 
                                                 
1 ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Lao 

People’s Democratic Republic for the Rural Finance Development Program. Manila (Loan 2252-LAO, approved on 
17 August). 

2 ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Lao 
People’s Democratic Republic for the Rural Finance Development Program (Project Loan). Manila (Loan 2253-
LAO, approved on 17 August). 

3 ADB. 2006. Technical Assistance to the Lao People’s Democratic Republic for Institutional Strengthening for Rural 
Finance. Manila (TA 4827, for $400,000, approved on 17 August). 

4 ADB. 2006. Proposed Grant Assistance to the Lao People's Democratic Republic for Catalyzing Microfinance for 
the Poor. Manila (Grant 9095-LAO, for $1.98 million, approved on 17 August). 

5 ADB. 2006. Proposed Grant Assistance to the Lao People's Democratic Republic for Upgrading of Information and 
Communication Technology. Manila (Grant 9096-LAO, for $472,000, approved on 17 August). 

6 ADB. 2008. Progress Report on Tranche Release. Lao People's Democratic Republic: Rural Finance Sector 
Development Program. Manila. 

7 See para. 32 for a summary of responsibilities of APB, BOL, and the Ministry of Finance for the governance 
agreement.   
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II.  MACROECONOMIC AND MICROFINANCE SECTOR DEVELOPMENT 

A. Recent Macroeconomic Development 

5. From 2005 to 2009, the Lao PDR economy featured strong economic growth, moderate 
inflation, financial stability, and gradual exchange rate appreciation (Table 1). Robust growth, at 
an estimated average of 7.4% over that period, occurred across all major sectors, led by 
industry (averaging 14.2%), services (7.6%), and agriculture (3.3%). Large hydropower and 
mining (mainly gold, and copper) projects were key contributors. Industry grew to account for 
nearly one fourth of the economy, and services now contribute more than one third of the gross 
domestic product (GDP). The tourism and financial sectors were the major growth drivers, as 
visitor arrivals increased from 1.0 million in 2005 to 1.6 million in 2008 and are forecasted to 
double in the next 5 years. Agriculture and forestry, which employed 70% of the country's labor 
force and contributed one third to the GDP, also performed well with increased cash crops and 
commercial tree plantations. Since 2006, agricultural exports have increased at double-digit 
rates and were estimated to reach $228 million in 2009. Unsurprisingly, annual per capita 
income increased to $890 in 2009 from $492 in 2005.  
 
6. Business environment. Much of the country’s economic expansion was underpinned 
by progress in improving the business environment to boost investor confidence. The new 
Enterprise Law (approved in 2005) and the new Law on Promoting Foreign Investment 
(approved in 2004) have enhanced the business and investment climate, and business registry 
offices were established in 2007, reducing the time and monetary costs of business registration. 
Also in 2004, the government approved a development strategy and issued the Decree on 
Promotion and Development for Small and Medium-Sized Enterprises. As a result, private 
sector participation in the economy is gradually expanding, with the number of registered firms 
increasing by about 12% per year over the past 3 years. Total domestic private investment 
increased to 37.1% of the GDP in 2008 from 30.2% in 2005, and was estimated at 35.2% in 
2009. Net realized foreign direct investment (FDI) inflow doubled from $335 million in 2006 to an 
estimated $681 million in 2009. Much of the FDI was invested in capital-intensive  
resource-based projects in hydropower and mining as well as in tourism and small-scale 
manufacturing. In addition, special efforts have been made to foster FDI in contract farming and 
commercial plantations. Thus, foreign investment approvals in agriculture dramatically rose from 
$17 million in 2006 to an average of $240 million per year from 2006 to 2008. Despite the global 
financial crisis, the total approved FDI in Lao PDR reached a record high of $4.2 billion in 2009.  
 
7. Price stability. Despite robust economic growth, inflation has been modest, reflecting a 
prudent foreign exchange policy aimed at preserving domestic price stability. While inflation 
remained relatively low during 2005–2008, sharply rising world prices in food and oil from the 
end of 2007 throughout much of 2008, combined with increased import demand pressures, 
caused inflation in Lao PDR to reach the highest level of the period (10.3%) in May 2008. 
Consequently, food prices (accounting for about 40% of the Lao PDR consumer price index) 
increased by about 14% in May 2008.8 Facing possible further rises in world prices and high 
inflation in the region, BOL continued to maintain a firm monetary policy and a managed floating 
exchange rate. By October 2009, foreign reserves reached $640 million, and the kip 
appreciated by 9% against the US dollar to offset import inflation pressures. As a result, annual 
average inflation was contained at 7.6% in 2008. With falling import prices, annual average 
inflation in 2009 was 0.1%.  
 

                                                 
8 Sources: BOL (www.bol.gov.la/index1.php), Department of Statistics, and Ministry of Planning and Investment.  
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Table 1: Key Macroeconomic Indicators, 2005–2009 
(percentage of gross domestic product, unless otherwise indicated) 

 
Fiscal Year 

Item 2005 2006 2007 2008 2009a 
A. Income and Growth      
 1. GDP per capita ($, current) 492.4 568.3 672.6 840.0 890.0 
 2. GDP growth (%, in constant prices) 7.1 8.1 7.9 7.2 6.5 
   a. Agriculture 2.5 3.5 6.2 2.0 2.3 
   b. Industry 15.9 21.5 6.5 10.0 17.0 
   c.  Service 6.7 5.3 12.1 9.7 4.4 
B. Saving and Investment  
 (current and market price, % of GDP) 
 1. Gross domestic investment 30.2 31.1 39.7 37.1 35.2 
 2. Gross national savings 11.7 20.3 21.9 18.2 16.6 
 3. Foreign direct investment flow  
  (net, $ million)b 

— 335.0 779.0 906.0 681.0 

C. Money and Inflation (annual % change)      
 1. Consumer price index  7.2 6.8 4.5 7.6 0.1 
 2. Total liquidity (M2) 8.1 17.2 38.7 18.3 23.0 
D. Government Finance (% of GDP)c      
 1.  Revenue and grants 13.2 14.6 15.8 17.8 14.1 
 2.  Expenditure and onlending 17.6 18.4 18.6 20.9 18.4 
 3.  Overall fiscal surplus (deficit) (4.4) (3.8) (2.9) (3.1) (4.3) 
E.  Balance of Payment      
 1.  Merchandise trade balance (% of  
  GDP) 

(19.0) (12.8) (20.0) (21.9) (17.0) 

 2.  Current account balance (% of GDP) (16.9) (10.3) (16.2) (17.3) (12.0) 
 3.  Merchandise export ($) growth  
  (annual % change) 

30.1 62.6 16.6 24.1 (10.0) 

 4.  Merchandise import ($) growth  
  (annual % change) 

20.3 25.1 35.7 30.6 (13.0) 

F.  External Payment Indicators       
 1.  Gross official reserves (including    

gold, $ million by month of current 
year's import of goods) 

2.8 3.2 3.9 3.1 4.0 
 

 2.  External debt service (% of exports of 
  goods and services) 

8.1 5.7 12.5 10.3 11.1 

 3.  Total external debt (% of GDP) 77.1 63.1 59.1 53.1 54.5 
G.  Memorandum Items      
 1.  GDP (current prices, KN billion) 29,663.0 35,983.0 40,858.0 46,700.0 49,735.0 
 2.  Exchange rate (KN/$, average) 10,642.0 10,415.0 9,694.0  8,707.0 8,550.0 
 3. Population (million) 5.6 5.7 5.8 5.9 6.1 
— = not available, ( ) = negative, GDP = gross domestic product. 
a Estimated. 
b  Includes repayment of private debt. 
c  Based on fiscal year (October–September). 
Sources: Asian Development Outlook, Bank of Lao People's Democratic Republic, Department of Statistics, 
International Monetary Fund Article IV Consultation, and Ministry of Finance.  
 
8. External sector. Lao PDR has had relatively high current account deficits, averaging  
–14.5% during 2005–2009, which have been offset through concessionary loans and FDI. A 
foreign exchange reserve averaging about 3.4 months of imports (about $620 million) has been 
maintained since 2005 as a result of large FDI, remittance, and export earnings. Total exports 
increased at an average of 23% per year in values during 2006–2009, largely due to increases 
in world prices for gold and copper, as well as increases in the production of electricity, clothing, 
and commercial agricultural products. By 2008, hydropower and mineral exports increased to 
over one half of the total export earnings. Imports also rose by an average of nearly 19% during 
2006–2009. This, combined with rising interest payments, dividends, and profit repatriation of 
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the mining and hydropower companies, led to widening of the current account. Yet capital 
inflows (i.e., FDI and official development assistance (ODA) sources) were robust enough to 
finance the current account deficits. As a result, foreign reserves built up, rising from $336 
million in 2006 to $640 million (equivalent to 4 months of imports) by October 2009. 
 
9. Fiscal policy. Total government revenues, including ODA grants, rose steadily from 
13.2% in fiscal year (FY) 2005 to almost 16.0% in FY2007 and 18.0% of the GDP in FY2008, 
resulting from the fiscal policy of expanding sources of taxes and higher collections from the 
tourism and mining sectors. Revenues, however, are estimated to fall to 14.1% of the GDP in 
FY2009 due to the global financial crisis. Government spending has remained steady at an 
average of almost 19.0% of the GDP during 2006–2008. As a result, the overall fiscal deficit, 
including grants, narrowed from –4.4% in 2005 to 2.9% in FY2007 and 3.1% of the GDP in 
FY2008. External public debt also improved, falling to an estimated 54.5% of the GDP in 2009 
from 77.1% in 2005. 
 
10. Effects of the global financial crisis. The overall effects of the global financial crisis on 
the Lao PDR economy were less severe than in other economies in the region because of its 
shallower financial sector and the limited degree of the economy's exposure to external financial 
sources. Yet preliminary data indicate that the country’s total export value in 2009 dropped to  
–10%, tourist arrivals have slowed, and foreign remittances slumped. Thus, growth in 2009 is 
estimated to slow to 6.5% per year (from 7.2% in 2008), and the budget deficit should be 
widened to 4.3% of the GDP from the planned 3.4%. Government spending, including that for 
the 25th Southeast Asia Games in December 2009 and the 450th anniversary of Vientiane in 
2010, has helped moderate the slowdown, as has the first full year of operation of the country's 
second-largest copper and gold mine in Phu Bia. Continued volume growth in minerals, 
electricity, and commercial agriculture exports has also partly compensated for lower prices and 
helped mitigate the adverse effects of the crisis. Over the medium term, however, economic 
growth is forecast to rebound to 7%–8% per year, as hydropower, mining, tourism, and 
commercial agriculture recover. 
 
B. Government Strategy for Rural and Microfinance  

11. The government’s current poverty reduction strategy reaffirms that eradicating poverty 
and accelerating social development are the country’s most important long-term goals. The 
strategy describes the government’s plans to meet the Millennium Development Goals by 2015 
by fostering economic growth with equity, sociocultural development, and a sustainable 
environment. The poverty reduction strategy has been incorporated into the Sixth Socio-
Economic Development Plan, 2006–2010, which sets out the country’s development priorities, 
policy agenda, programs, and projects to help Lao PDR emerge from least-developed country 
status by 2020.9 The five pillars of the plan are to (i) achieve faster and more sustainable 
economic growth through private sector development including financial sector reforms; (ii) 
improve the provision of basic social services, focusing on health, education, and clean drinking 
water; (iii) strengthen human security; (iv) enhance participation in development by empowering 
the poor; and (v) develop the poorest areas in the country through a range of targeted 
interventions.10 
 
12. In November 2003, the Prime Minister’s Office approved the National Policy Statement 
for the Development of a Sustainable Rural and Microfinance Sector, prepared by the Rural and 

                                                 
9 Government of the Lao PDR. 2004. Sixth Socio-Economic Development Plan, 2006–2010. Vientiane. 
10 ADB. 2006. Country Strategy and Program: Lao People’s Democratic Republic, 2007–2011. Manila. 
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Microfinance Committee of BOL. In July 2008, the Prime Minister’s Office approved an updated 
policy statement with an action plan, which forms an integral part of the country's Financial 
Sector Strategy 2020. It promotes a reform program in the rural and microfinance sector to 
enable the sector to become a major contributor to the implementation of the Sixth  
Socio-Economic Development Plan. It outlines important underlying principles for the 
development of the sector and has four major interrelated themes: (i) expansion to reach a 
larger number of people, especially the poor; (ii) diversity of ownership to enable different 
models of private and public MFIs, specialized banks, financial companies, and credit unions; (iii) 
sustainability to ensure the longevity of the sector and integrity of the financial system; and (iv) 
security for depositors through prudential regulations.  
 
C. Key Rural and Microfinance Sector Developments 
 
13. Policy Environment. The rural and microfinance sector in the Lao PDR has recently 
made impressive progress. In the mid-2000s, the percentage of the rural population with access 
to institutional sources of finance was estimated at no more than 2%.11 Now, the sector includes 
the state-owned APB with 17 provincial and town branches and 42 service units; the recently 
licensed ACLEDA Bank from Cambodia with 6 provincial branches and 12 service units in the 
capital city; 7 private, licensed deposit-taking MFIs; 8 non-deposit-taking MFIs; 11 savings and 
credit unions (SCUs); and about 5,000 credit cooperatives and domestic and international 
nongovernment organizations working in villages. 12  According to a BOL estimate, the 
percentage of the rural population having access to formal financial sources has reached 10%. 
Table 2 provides a summary of the sector's institutional profile.13  
 
14. The development of a robust rural and microfinance sector in the Lao PDR had been 
impeded by the lack of a supportive legal and regulatory framework. In response, the 
government has, with ADB assistance, taken steps since the early 2000s to put in place a more 
conducive policy framework. This has included the issuance of microfinance regulations in June 
2005 on the establishment, management, and operation of MFIs, allowing alternative 
mechanisms of nonbank financial institutions to provide rural financial services. In June 2008, 
BOL updated these regulations with those for three types of MFIs: deposit-taking MFIs, non-
deposit-taking MFIs, and SCUs. Further, as stated previously, in July 2008, the Prime Minister’s 
Office approved an updated national policy statement and action plan for the development of a  
market-oriented rural and microfinance sector in light of the sector reforms supported under the 
program (see para. 12).  
 
15. Additionally, in 2007, BOL established a division under its Banks and Financial 
Institutions Supervision Department to regulate and supervise MFIs. The division has since 
been conducting monthly off-site monitoring and semiannual on-site examinations of MFIs and 
SCUs. BOL has also been organizing semiannual sector stakeholder workshops to discuss 
present development issues.  
 

 
 
 

                                                 
11 ADB. 2006. Rural Finance in the Lao People’s Democratic Republic: Demand, Supply, and Sustainability. Manila.  
12 Credit cooperatives are nonfinancial institutions, working under cooperative law. They include, for example, village 

development funds and village savings and credit groups. These institutions are member-based and often receive 
funding from donors or special poverty reduction funds from the government. 

13 The Lao Development Bank has a significant rural branch network and experience in group lending. However, it 
lends mostly to rural small and medium-sized enterprises; therefore, it usually is not considered an MFI. 
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Table 2: Rural and Microfinance Sector Institutional Profile 
(as of the end of 2009) 

 

Institution Number 
Number of 
Accounts Products/Services Main Funding Sources 

Agriculture 
Promotion 
Bank 

17 branches 
42 service units 

100,972 
borrowers 

93,000 
depositors 

Short and medium-term 
credit 

Time deposits 
Savings 

Money transfers 

Government 

ACLEDA Banka 6 branches 
12 service units 

3,530 borrowers 
6,395 depositors 

Short and medium-term 
credit 

Time deposits 
Savings 

Money transfers 

Private investors 
Clients 

Deposit-taking 
MFIs  7 44,932 

Short-term credit 
Time deposits 

Savings 

Shareholders 
Donors 

Non-deposit-
taking MFIs 8 7,713 

Short-term credit 
Time deposits 

Savings 

Government 
Shareholders 

Donors 

Savings and 
credit unions 11 9,593 

Short-term credit 
Time deposits 

Savings 

Member shares 
Donors 

Credit 
cooperatives Circa 5,000 More than 

200,000 
Short-term credit 

Savings 

Government 
Donors 

Members 
MFI = microfinance institution.  
a As of November 2009. Vientiane Times, 16 November 2009.  
Sources: Asian Development Bank estimates based on the Bank of Lao People's Democratic Republic data on MFIs 
and savings and credit unions, and APB's 2009 unaudited accounts.  

 
16. Agriculture Promotion Bank. APB’s mandate is to provide rural financial services in 
the Lao PDR. It has the largest rural network, consisting of a headquarters office in Vientiane, 
17 provincial branches, and 42 operation offices throughout the country. Until recently, APB had 
distorted the market, as it was providing subsidized lending and incurring substantial losses 
caused by a relaxed credit culture and the absence of profit-oriented governance. Under the 
program, APB is currently being restructured to become a more autonomous banking institution 
operating on a commercial basis. The guiding principle of the APB restructuring is the 
governance agreement signed in March 2007 by the three agencies concerned—APB, BOL, 
and the Ministry of Finance. As of the end of December 2007, APB had transferred all 
domestically financed policy loans and loss-graded loans (totaling KN53 billion) from its credit 
portfolio to Nayoby Bank, a newly established government fund for assistance to the 47 poorest 
districts. APB also wrote off KN17.3 billion in nonperforming loans in January 2007, and 
KN52.23 billion, $348,100, and B14.5 million in November 2007. In addition, APB is pursuing a 
stricter credit policy, allowing lending only by branches and offices whose portfolios have less 
than 15% nonperforming loans.  
 
17. In 2008, APB reforms focused primarily on asset building by improving asset structure 
and loan portfolio quality. In particular, APB made efforts to increase and retain large term 
depositors to provide a stable source of funds, by strategically deploying funds in  
interest-bearing assets and by intensifying lending to the agriculture and forestry and trading 
and services sectors. It also strove for higher lending efficiency, as it used its resources to 
expand its lending activity rather than leaving them in the form of placements with BOL and 
other banks. As a result, in addition to the recapitalization of KN87.5 billion from the Ministry of 
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Finance in July 2008, APB's total assets grew by 44%, as compared to 39% in 2007. As of end 
2008, the loan portfolio also grew impressively at 148%.  
 
18. In 2009, APB efforts concentrated on branch analysis to improve profit performance at 
branches. It focused primarily on improving branches’ lending and operational efficiency with 
close monitoring by management and cost controls in all major expenses (i.e., personnel, 
administration, and operations). APB also introduced a policy to grant incentives to branches 
exhibiting high portfolio growth rates and profitable operations. As a result, 2009 ended with 13 
out of 17 branches registering profits, compared to only 8 branches as of July 2009. For the first 
time, APB’s total equity became positive. 
 
19. Overall, APB’s performance has been improving in all major indicators. The 
nonperforming loan–net loan ratio dropped dramatically from about 65.0% in 2005 to about 
21.0% in 2008 and 3.3% in 2009. Most impressively, for the first time in history, APB registered 
positive net incomes of KN35.2 billion in 2008 and an estimated KN26.3 billion in 2009, against 
losses in the previous years. Also, as of the end of 2009, APB's unaudited accounts showed a 
positive equity level of nearly KN15.5 billion, another first in its history. The key financial 
indicators of APB during 2005–2009 are in Table 3.  
 

Table 3: Agriculture Promotion Bank Financial Performance, 2005–2009 

(% unless otherwise indicated) 
 

Indicator  2005 2006 2007 2008 2009 
Asset growth rate — 8.7 38.6 44.1 54.9 
Nonperforming loan to gross loana 39.7 32.8 18.2 4.3 3.2 
Nonperforming loan to net loan  64.4 57.0 25.9 20.8 3.3 
Net loan growth rate — (0.7) 9.7 147.6 80.2 
Return on assets (0.9) (9.8) (2.3) 4.0 1.6 
Return on equity — — — — 169.8 
Net interest margin 6.4 6.9 9.7 8.6 6.4 
Cash and due from banks to total liabilities 17.7 21.1 34.4 19.9 11.8 
Cash to total deposit liabilities 8.7 8.4 9.5 8.4 17.8 
Borrowed funds to total assets 37.3 21.2 13.6 13.3 19.8 
Deposits with BOL to total deposit liabilities 15.7 20.0 30.0 14.9 5.4 
Customer loans to customer deposits ratio 95.2 84.2 48.6 78.2 103.3 
Customer deposit growth rate — 20.6 56.5 15.5 22.4 
Total equity (KNbillion, year end) (106.2) (164.1) (175.0) (52.3) 15.4 
Net income (KNbillion, year end) 0.0 (42.7) (14.2) 35.2 26.3 
— = not available, ( ) = negative, BOL = Bank of the Lao People’s Democratic Republic. 
a   A nonperforming loan is defined as a loan with principal or interest overdue by 180 days or more. 
Sources: Agriculture Promotion Bank audit reports for 2005–2008. The 2009 data are unaudited. 

 
20. Nonbank Institutions. Among the nonbank institutions currently providing microfinance, 
most of the 26 formal registered MFIs and SCUs are considered financially and institutionally 
sustainable (Figure 1).14 The seven deposit-taking MFIs and a majority of non-deposit-taking 
MFIs and SCUs are making profits. On the other hand, only a small fraction of credit 

                                                 
14 For simplicity, financial sustainability is defined as operational self-sufficiency (OSS), where OSS = (operational 

income x 100) / (financial expenses + loan–loss provision expenses + operational expenses). An OSS ratio of more 
than 100% indicates that operating income exceeds all operating expenses, and the institution is therefore 
regarded as being operationally self-sufficient (Consultative Group to Assist the Poor definition). Institutional 
sustainability requires the institution in question to have structures and systems in place to enable it to continue 
indefinitely. At a basic level, institutional sustainability requires legal registration, an effective governance structure, 
by-laws and operating procedures, existence of forward plans, and two or more trained staff members to enable 
knowledge transfer and institutional memory. 
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Figure 1: Nonbank Microfinance Institutions 
(as of the end of 2009) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

CC = credit cooperatives (including village development funds, village savings and credit group, and 
village revolving funds), DT MFI = Deposit Taking Microfinance Institution, NDT MFI = non-deposit 
taking MFI; SCU = savings and credit union. 
Note: The Lao PDR has 10,552 villages, and roughly one million households and six million people. 
Source: Asian Development Bank estimates. 

cooperatives (about 200 of about 5,000) can potentially be upgraded to join the formal sector as 
either MFIs or SCUs. In addition, about 800 credit cooperatives, which are receiving technical 
and/or funding support from donors, may progress enough to join the 200 or drop to the group 
of more than 4,000 cooperatives that probably will remain unsustainable in the long run. The 
new challenge facing the sector is, therefore, to define the appropriate operating modalities for 
this vast number of credit cooperatives: (i) if they should continue to operate with external 
assistance, (ii) if the government should revise the current microfinance regulations or create a 
new legal framework to formalize them, or (iii) if they should dissolve. BOL is currently 
considering this issue. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
 
 
 
 
 
 
 
 
 
D.  ADB’s Development Experience in the Lao People's Democratic Republic 

21. ADB’s involvement in the Lao PDR rural and microfinance sector started in 2000 with a 
TA cluster supporting (i) BOL to strengthen its capacity toward sustainable rural financial 
development, (ii) APB to build its capacity to expand outreach sustainably, and (iii) the 
introduction of pilot SCUs.15 Under the program, initial reform efforts to develop a sustainable 
market-oriented rural finance sector under the TA cluster continued through the promotion of 
diverse and competitive sources of rural finance by enhancing the legal and regulatory 
framework and introducing microfinance best practices, completing APB’s restructuring plan, 
and building BOL supervision staff capacity. During the course of program implementation, ADB 

                                                 
15 ADB. 2000. Technical Assistance Cluster to the Lao People’s Democratic Republic for Rural Finance 

Development. Manila. (TA 3413-LAO, for $2.02 million, approved 9 March). 
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continued frequent and active policy dialogue with BOL and other concerned government 
agencies to ensure the successful completion and sustainability of the reforms under way.   
 
22. Except for some initial delays, the implementation of the program is largely on track.16 
The sector has showed important progress compared to 2007 when program implementation 
began. The overall policy environment has been significantly improved; in particular, (i) the legal 
and regulatory frameworks have become clearer and more market-based as reflected in the 
sector policy statement and action plan in the financial sector strategy; (ii) the government holds 
stakeholder consultation workshops on a semiannual basis; and (iii) APB, MFIs, and SCUs are 
supervised regularly by BOL in accordance supervision standards. APB restructuring is 
underway, and APB performance shows substantial advances toward a sustainable bank with 
market-oriented banking procedures and positive financial indicators (para. 19). MFIs and SCUs 
also have progressed, with over 60,000 clients. Three years ago, only three pilot SCUs existed, 
introduced by ADB under the TA cluster.17  
 
23. The initial reforms and initiatives are important first steps in developing sustainable, 
market-oriented rural microfinance that can contribute to developing the potential for agricultural 
and rural enterprises in Lao PDR. To maintain this initial progress and further develop a robust 
rural finance system that could contribute to poverty reduction and economic growth, policy, 
governance, and institutional capacity in APB, BOL, and in fledgling private MFIs need to be 
further strengthened. In addition, enabling systematic links between public institutions and 
microfinance providers requires the establishment and effective operation of a supportive 
financial infrastructure, including credit information-sharing systems, independent auditing and 
rating services, and advocacy and technical training facilities, as well as apex institutions as 
sources of technical and funding support to MFIs and SCUs. 
  

III. STATUS OF THIRD TRANCHE RELEASE POLICY ACTIONS 
 
24. The program supports the government in carrying out sector policy reforms by (i) 
creating an enabling policy framework for public and private provision of rural and microfinance; 
(ii) creating a sound prudential regulatory and supervisory environment for public and private 
rural and MFIs; (iii) transforming APB into a financially self-sustainable, market-oriented rural 
finance institution; and (iv) creating a supportive nonprudential regulatory environment. The third 
tranche release conditions comprise nine policy actions in areas (i), (ii), and (iii)—in particular, 
two conditions in area (i), three conditions in area (ii), and four conditions in area (iii). Appendix 
1 presents the detailed status of the government’s compliance with these policy actions.  
 
A. Creating an Enabling Policy Framework 

1. Stakeholder Consultation Workshops (Condition 1a) 

25.  BOL continued holding semiannual stakeholder consultation workshops. After the 
release of the loan's second tranche in September 2009, BOL organized three more workshops: 

                                                 
16 When the program was approved in November 2006, it was expected that the first tranche would be released on 

loan effectiveness in March 2007 and the second tranche release would follow after about 15 months (footnote 1). 
As conditions for the release of the first tranche were fully met only in March 2007, the first tranche was not 
released until June 2007. The second tranche was released on time in 15 months after the first trance in 
September 2008, as planned. ADB. 2008. Progress Report on Tranche Release. Lao PDR: Rural Finance Sector 
Development Program. Manila (second tranche).   

17  The three pilot savings and credit unions were in the provinces of Luang Prabang, Seno, and Vientiane. These 
savings and credit unions were established in 2004 under the ADB TA cluster (footnote 15).  
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(i) on 19 January 2009 to present draft implementing guidelines for the revised microfinance 
regulations, with 80 stakeholders attending; (ii) on 24 July 2009 to present updated 
implementing guidelines for the revised regulations and a draft of the ADB's study on the Lao 
PDR rural and microfinance sector, with 50 stakeholders attending; and (iii) on 24 December 
2009 to discuss implementation issues of the microfinance regulations with regard the new chart 
of accounts and reporting requirements, with 47 stakeholders participating.18  
 

2. Adoption of Financial Sector Strategy (Condition 1b) 

26.  The financial sector strategy was approved by the Prime Minister on 22 September 2009 
and is currently available on the BOL website (www.bol.gov.la/english/index1.php). The strategy 
has a section on the sustainable development of the rural and microfinance sector and 
incorporates the updated rural and microfinance policy statement and action plan. The updated 
policy statement and action plan integrates time-bound activities for expansion of a sustainable 
rural and microfinance sector in the Lao PDR in line with the three core reform areas of the 
program: (i) creating an enabling policy framework for the public and private provision of rural 
and microfinance; (ii) creating a sound prudential regulatory and supervisory environment for 
public and private rural and MFIs; and (iii) transforming APB into a financially self-sustainable, 
market-oriented rural finance institution. 
 
B. Creating a Sound Prudential Regulatory and Supervisory Environment 

1. External Audit of the Agriculture Promotion Bank (Condition 2a) 
 
27. APB has been conducting annual external audits since 2006. The 2008 audit was 
completed by KPMG, and the audit report was approved by the APB board on 30 July 2009. 
The audit report includes (i) a loan review report, (ii) financial statements, (iii) operation report, 
(iv) governance agreement compliance report, and (v) management letter. APB submitted the 
audit report to the Ministry of Finance on 2 September 2009 for distribution in accordance with 
the governance agreement. A notice of the audit and key broad financial indicators has been 
posted on the APB website (www.apblaos.com). 
 
28. In 2008, APB's total assets grew by 44% as compared to 39% in 2007. The asset 
structure of the bank likewise changed, with transformation of low-yielding assets into higher 
interest-earning assets. This was led by the increase in the loan portfolio from a low of 37% of 
total assets in 2007 to 63% in 2008, resulting from the 148% increase in the total loan portfolio 
during the year. Operating income increased by 89%, while operating expenses increased by 
only 46%. Interest income increased by 43% during the year and accounted for 52% of the total 
operating income. Eighty-six percent of interest income came from lending operations, up from 
73% the previous year. Deposits from customers remained at normal levels, 85% of total 
liabilities. Deposits from resident individuals accounted for 52% of all deposits, evidencing the 
success of APB in small deposit mobilization. Meanwhile, total liquid assets amounted to 24% of 
total deposits, down from 49% in 2007. For the first time, APB registered a positive net profit of 
KN35.2 by the end of 2008. 
 

                                                 
18 Previous stakeholder workshops were summarized in the progress report for the second tranche release (footnote 

6). 
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2. Off-Site Monitoring and On-Site Inspections of APB (Condition 2b) 

29.  Since 2006, the Banks and Financial Institutions Supervision Department of BOL has 
been conducting monthly off-site monitoring, and consolidating quarterly assessments of APB 
performance based on the monthly reports. Also, BOL started conducting semiannual on-site 
inspections of APB in June 2006. The off-site monitoring and on-site inspections of APB are 
conducted in accordance with the bank supervision manuals issued by the International 
Monetary Fund. The latest off-site report is December 2009, and the latest semiannual on-site 
supervision report is for the second half of 2009. 
 
30. The results of APB operations in 2009 were encouraging. The nonperforming loan–net 
loan ratio was reduced to 3.3% by the end of 2009 from 20.8% at the end of 2008; total assets 
increased by 55% versus growth of 44% in 2008. This was led by the increase in loans and 
advances, which registered 80% growth. Total operating income before provisions increased by 
59%, while total operating expenses increased by only 25%. Total interest income accounted for 
91% of total operating income, an increase of 3% from the year-ago level of 88%. Interest from 
lending operations accounted for 94% of total interest income even as non-interest income 
continued to grow by 96%. APB’s efforts at controlling its expenses have begun to bear fruit as 
shown by the total operating expenses–operating income ration, which dropped from 71% in 
2008 and further to 56% in 2009. Relative cost efficiencies are noted in all areas of expenses. 
APB ended the year with net profits of KN26.3 billion, with 13 of 17 branches registering profits 
as of December 2009, as compared to only 8 branches that registered profits as of July 2009. 
Also, for the first time, APB total equity level finally emerged at a positive level of KN15.5 billion 
at the end of 2009. 
 

3. Off-Site Monitoring and On-Site Inspections of Microfinance Institutions 
and Savings and Credit Unions (Condition 2c) 

31. From September 2007, BOL (its microfinance unit under the Banks and Financial 
Institutions Supervision Department) started conducting monthly off-site monitoring and 
semiannual on-site supervisions of deposit-taking MFIs and registered SCUs, using the 
microfinance supervision manual that was prepared with ADB assistance and approved by BOL 
in August 2007. BOL has continued these activities and has completed monthly off-site 
monitoring reports up to December 2009 and on-site supervision reports up to June 2009. The 
second half (H2) 2009 on-site supervision is ongoing and is expected to be completed by June 
2010. As of the end of 2009, of 26 MFIs and SCUs, 5 deposit-taking MFIs and 9 SCUs have 
been under BOL supervision.19  
 
C. Transforming the Agriculture Promotion Bank into a Financially Self-Sustainable 

and Market-Oriented Rural Finance Institution 

1. Implementation of Governance Agreement (Condition 3a) 

32. The governance agreement was signed by APB, BOL, and the Ministry of Finance on 30 
March 2007, encompassing the guiding principles for the APB restructuring. It sets the rights, 
responsibilities, and time-bound actions of each party in implementing the APB restructuring 
program. The Ministry of Finance’s responsibilities focus on strengthening APB institutional 

                                                 
19 Of the total 7 deposit-taking MFIs and 11 registered SCUs, 2 deposit-taking MFIs and 2 SCUs are too new for 

supervision activities. According to the current supervision procedures, non-deposit-taking MFIs are not subject to 
off-site and on-site supervisions, only to simplified requirements for self-reporting to BOL.  
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autonomy, improving the overall management structure with a board of directors and human 
resources management, and improving the capital base of APB through the phase-out and 
write-off of nonperforming policy loans and injection of additional capital.20 BOL’s responsibilities 
focus on prudential regulation and supervision and oversight of APB operations as a 
commercial bank.21 APB is responsible for undertaking restructuring measures in institutional 
management and operations on best practices and procedures (e.g., credit policies, corporate 
plan, risk management, portfolio management, accounting and management information 
systems [MISs], and human resources management).22  
 
33. Most responsibilities of the Ministry of Finance were completed under the first and 
second tranche releases (footnote 6). Its core responsibility under the third tranche is to provide 
the second recapitalization to APB to bring APB's capital to zero, as of the end of 2008 external 
audited accounts. On 5 April 2010, the minister of finance authorized the second recapitalization. 
The Ministry of Finance provided ADB with semiannual progress report for the second half (H2) 
of 2008 and a progress report summarizing activities accomplished over 2009.  
 
34. BOL’s core responsibility under the third tranche is to continue the regular prudential 
supervision of APB. Accordingly, BOL completed monthly off-site monitoring and semiannual  
on-site examinations of APB up to December 2009, providing ADB with semiannual progress 
reports H2 2008 up to H2 2009. It was noted that BOL still uses only six standards in its 
supervision reports, creating discrepancies with the financial indicators in APB's annual audits 
produced by international auditors. In addition, BOL’s staff rotation continues to cause difficulty 
with timely supervision of APB operations. 
 
35. For APB, the corporate governance instituted under the second tranche has continued to 
function. The corporate planning team drafted and updated rolling 3-year corporate plans 
(2008–2010, 2009–2011, and 2010–2012) focusing on increasing assets and generating profits 
through improved portfolio and expanded outreach, cost cuts and improved operational 
efficiency, and more effective human resources management. Over 2005–2009, APB’s 
performance improved in all major indicators. The nonperforming loan–net loan ratio dropped 
dramatically to 3.3% in 2009. Most impressively, APB registered a positive net income of 
KN35.2 billion in 2008 and an estimated KN26.3 billion in 2009. Also, as of the end of 2009, 
APB's unaudited accounts showed a positive equity level of nearly KN15.5 billion. Furthermore, 
APB submitted to ADB its semiannual progress reports H2 2008 up to H2 2009. KPMG’s 
external audit report of 2008 also concluded that APB complied with its governance agreement 
responsibilities. 
 

2. Review and Update Performance Targets (Condition 3b) 

36. The APB corporate planning team has been preparing annual performance targets using 
a method involving two rounds. In the first round at the beginning of the year, draft performance 
targets are set based on the unaudited accounts of the previous year. In the second round, after 
the external audit for the previous year has been completed, the targets are updated 
incorporating the audited accounts. The 2009–2011 corporate plan was drafted in early 2008 
using the APB unaudited accounts of 31 December 2008. Its performance targets were later 
updated on 10 November 2009 incorporating the actual 2008 performance taken from the 

                                                 
20 Governance Agreement, Articles 3.1–3.8. 
21 Governance Agreement, Articles 4.1–4.6. 
22 Governance Agreement, Articles 5.1–5.9. 
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KPMG 2008 audit report. The governance agreement was then updated accordingly. The 
updated 2009–2011 corporate plan will be used to assess APB’s performance in 2009. 
 

3. Agriculture Promotion Bank Second Recapitalization (Condition 3c) 

37. According to the governance agreement, the Ministry of Finance was required to 
recapitalize APB to bring APB’s capital on its balance sheet to zero, as per 31 December 2008 
external audited accounts, with an injection of capital amounting to 25%–30% of the shortfall in 
cash and the remaining amount in bonds. For the recapitalization, APB was required to achieve 
at least 75% of each individual performance target and at least 100% of the overall qualitative 
and quantitative targets for 2008, as verified by the international auditors.23 According to the 
KPMG audit (Compliance Review Report, p.17), these have been met. APB’s capital level was  
–KN52.369 billion (about –$6 million) as of 31 December 2008.  
 
38. On 11 November 2009, APB submitted its self-assessment report to BOL and the 
Ministry of Finance. On 5 February 2010, BOL concurred with the APB self-assessment and 
recommended the Ministry of Finance for the recapitalization in accordance with the governance 
agreement. The Ministry of Finance reviewed APB’s assessment and concurred with BOL’s 
recommendation. On 5 April 2010, the finance minister instructed operational departments to 
issue the recapitalization in the total of KN52.369 billion with 30% or KN15 billion in cash and 
the rest of KN37.369 billion in treasury bonds. 
 

4. Agriculture Promotion Bank Rolling 3-Year Corporate Plan (Condition 3d) 

39. The APB corporate planning team prepared the 2008–2010 and 2009–2011 corporate 
plans and updated them using the 2007 and 2008 audited accounts, respectively. The draft 
2010–2012 corporate plan has been prepared based on the unaudited accounts as of 31 
December 2009 and was approved by the APB Board in March 2010 and focuses on (i) 
improving APB’s core business in lending to rural microenterprises and small and medium-sized 
enterprises, (ii) cutting costs, (iii) improving efficiency and its portfolio based on improved MISs, 
(iv) generating profits, (v) increasing assets to achieve and maintain adequate capital, (vi) 
complying with prudential requirements through credit culture and improved internal audit and 
operational procedures, and (vii) strengthening staff skills and competence. The plan is 
consistent with the governance agreement and the APB restructuring plan. Strategies to 
address all of these aims are under implementation.  
 

IV. IMPLEMENTATION OF OTHER PROGRAM COMPONENTS 

A. Rural Finance Sector Development Program Project Loan 

40. The project loan (footnote 2) provides financial support for (i) building BOL’s MFI 
supervision capacity, (ii) strengthening APB’s capacity to implement its restructuring program, 
and (iii) upgrading APB’s information and communication technology (ICT) system. The first 
component is cofinanced and managed by the Financial Sector Reform Strengthening Initiative 
and was completed, resulting in the issuance of the prudential supervision manual in December 
2007 and the new microfinance regulations in June 2008. The second component finances the 
cost of banking advisory inputs including an international banking advisor, an accounting and 
MIS specialist, and two national assistant banking advisors, to assist APB in day-to-day 
operations. The recruitment of these consultants was stalled in April 2007 due to the 

                                                 
23 Government Agreement, Annex D. 
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government’s new tax regulations, but resumed on 30 January 2008 after the issues were 
resolved. SMEC International and the Lao Consulting Group won the bid, and on 20 August 
2008, the government signed a contract with them. The consultants started working on 1 
September 2008. The third component finances the cost of the supply, delivery, and installation 
of the software and hardware of banking ICT systems for APB. The bidding process adopted 
ADB’s two-stage: two-envelope international competitive bidding procedure, and on 16 October 
2008, the government signed a contract with 3i Infotech Asia Pacific. The hardware and 
software have been tested and delivered. The installation is ongoing, and the first phase 
installation (at headquarters and the Vientiane branches) is expected to be completed in June 
2010. 

 
B. Technical Assistance Grants 

41. The program finances three TA grants (footnotes 3, 4, and 5). The letter of agreement 
for the associated TA (footnote 3) was signed on 23 February 2007, followed by TA 
implementation commencing in July 2007. The letters of agreement for JFPR and JFICT grants 
(footnotes 4 and 5) were signed on 6 March 2007, and implementation of both started in June 
2007.  
 
42. The implementation of the associated TA started in July 2007 and was physically 
completed in July 2009. It assisted BOL in (i) implementation of the government’s rural finance 
policy reform agenda and compliance with the program’s second tranche conditions, (ii) 
integration of a rural and microfinance strategy into the financial sector strategy, (iii) 
microfinance sector stakeholder consultations held July 2007 to January 2009 and the 
finalization of microfinance regulations in June 2008, and (iv) capacity building for on-site and 
off-site supervision of MFIs and SCUs under the new microfinance regulations. The TA also 
assisted APB in (i) setting performance-related targets for recapitalization and implementing the 
governance agreement; (ii) preparing rolling corporate plans for 2008–2010 and 2009–2011; (iii) 
completing the policy lending phase-out plan and improvements in portfolio performance and 
credit policies and procedures; and (iv) adopting a rational organizational structure, design, and 
implementation of good practice human resources policies and procedures and training 
planning.  
 
43. Services were delivered by an international financial sector reform specialist and human 
resources specialist (8.25 person-months), international bank restructuring specialist (3.00 
person-months), international corporate planning specialist (3.15 person-months), international 
MFI supervision specialist (1.25 person-months), national financial sector specialist (8.70 
person-months), national human resources and legal specialist (0.70 person-months), and 
national accounting specialist (5.75 person-months).  
 
44. The JFPR grant supports the development of diversified MFIs. In particular, it (i) 
provides matching grants for MFIs that focus on best practices, sustainability, and poverty 
reduction; (ii) helps BOL strengthen its capacity in prudential monitoring and supervision of 
microfinance activities; and (iii) disseminates microfinance best practices through workshops 
and training activities for MFI practitioners and government officials. The JFPR grant is 
expected to be completed by December 2010. To date, it has provided two rounds of matching 
grant funds totaling $450,000 to 21 MFIs and SCUs. As of the end of 2009, the number of MFIs 
increased to 15 (7 deposit-taking and 8 non-deposit-taking), and the number of registered SCUs 
increased to 11 in 2009 from 4 in 2007. Figure 2 shows the performance of MFIs and SCU 
participating in the program.  
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45. A significant portion of grant resources used to date have been extended to capacity 
building, including (i) awareness-raising workshops for concerned central and provincial 
government officials, providing information on best practices in microfinance; new microfinance 
regulations; and guidance on how they can facilitate the expansion of a private, competitive 
microfinance sector in the Lao PDR; (ii) training modules for MFIs on business planning and 
corporate governance, covering operational matters including projected portfolios, income 
statements, human resources, marketing, social performance, and financial management; (iii) 
day-to-day on-the-job training and mentoring of BOL’s microfinance division staff; and (iv) a 
feasibility study of a nationwide apex institution to provide technical and funding support to MFIs 
and SCUs. In June 2009, the JFPR grant completed a midterm review, and the feedback from 
sector stakeholders was highly satisfactory. Implementation continues and is expected to end 
by December 2010. 
 

Figure 2: Microfinance Institution Financial Status 
(31 December 2009) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

PPL = pro-poor loans/total outstanding loans (pro-poor loans below K3.2 million), PAR = portfolio at risk >30days, 
OSS = operational self-sustainability. 
Source: ADB. 2006. Proposed Grant Assistance to the Lao People's Democratic Republic for Catalyzing Microfinance 
for the Poor. Manila (JFPR 9095-LAO) database.  

 
 
46. The JFICT grant provides complementary TA to the implementation of the project loan. 
In particular, it helps APB to (i) plan and execute the bidding, selecting, and contracting with 
suppliers for the supply, delivery, and installation of ICT and MISs; (ii) strengthen APB’s ICT 
human resources to manage the upgraded ICT systems; and (iii) plan and implement the rollout 
of the procured ICT and MISs. The implementation has been completed in areas (i) and (ii). 
Under area (iii), the JFICT grant has assisted APB in supervising the implementation of the 
contract with 3i Infotech Asia Pacific as well as completion of the gap analysis, software 
customization, user tests, and the first installation phase of the new ICT systems at 
headquarters and the Vientiane branches and service offices. The JFICT grant is expected to 
be completed in September 2010. 
 

V. CONCLUSION 

47. The government has demonstrated its ownership of the program. The three agencies 
concerned—APB, BOL, and the Ministry of Finance—have made sustained efforts in 
implementing the instituted reform measures. All of the nine policy conditions required for the 
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tranche release have been fully complied with. The program has showed clear results, and its 
key development objectives have been met, as evidenced by the following. 
 

(i) The overall policy environment has clearly improved. In particular, the 
government revised the microfinance regulations to allow for more diverse 
provision of microfinance (deposit-taking MFIs, non-deposit-taking MFIs, and 
SCUs); updated the sector policy statement and action plan as an integral part of 
the financial sector strategy to promote a market-based rural and microfinance 
sector; and regularly conducted stakeholder workshops to consult on concurrent 
sector development issues and concerns. 

(ii) Microfinance supervision has been improved. BOL established a microfinance 
division under its Banks and Financial Institutions Supervision Department. It 
adopted the prudential supervision manuals in accordance with international 
financial reporting standards, and the microfinance division has been conducting 
regular off-site monitoring and on-site supervision of MFIs and SCUs in 
accordance with the supervision manual. However, BOL capacity remains weak 
and requires further assistance, and this will likely be even more severe as the 
sector further grows with more MFIs and SCUs.  

(iii) APB’s restructuring program has been carried out effectively. APB now is 
operated more independently from the Ministry of Finance, and is governed by a 
board of directors and its own corporate plan with specific performance targets 
set in line with commercial and prudential principles and in compliance with all 
legislation and regulations. APB’s performance has also improved in all major 
indicators. The nonperforming loan–net loan ratio has dropped dramatically, and 
for the first time in history, it registered a positive net income against losses in 
2008 and 2009. Also, as of the end of 2009, APB's unaudited accounts showed a 
positive equity level. 

 
VI. THE PRESIDENT’S DECISION 

48. In view of the solid progress made in the implementation of the Rural Finance Sector 
Development Program for the Lao People's Democratic Republic, evidenced by the compliance 
of all the remaining nine conditions required for tranche release, the President is satisfied with 
the overall implementation of the program and that the necessary conditions for the release of 
the final tranche of the loan have now been fulfilled. In accordance with established procedure, 
the release of the final tranche of Loan 2252-LAO in the amount of SDR1,721,711.77 will be 
effective not less than 10 working days after the date of circulation of this progress report to 
ADB’s Board of Directors.  



  

  

Appendix 1 
17

 

STATUS OF COMPLIANCE WITH THIRD TRANCHE RELEASE CONDITIONS 
 

Item Tranche Condition  Status of Compliance 
Objective 1: Creating an enabling policy framework for public and private provision of rural and microfinance 
1. a 
 

The Rural and Microfinance Committee 
continues semiannual consultations with 
microfinance stakeholders. 

Complied with. 
Since the release of the second tranche on 24 September 2008, the program steering committee has organized 
further semiannual stakeholder consultation workshops: (i) 19 January 2009 on the microfinance regulation 
revisions, which 80 stakeholders attended; (ii) 24 July 2009 to discuss the revised microfinance regulations and 
ADB's draft paper on the rural and microfinance sector in the Lao PDR, which 50 stakeholders attended; and (iii) 
24 December 2009 to discuss implementation issues arising from the microfinance regulations, which 47 
stakeholders participated.  

1. b 
 

BOL adopts a financial sector strategy 
covering 2007 to 2010, which incorporates 
the government’s approved policy 
statement and action plan for the 
development of sustainable rural and 
microfinance. 

Complied with 
The Financial Sector Strategy 2020 was approved by the Prime Minister on 22 September 2009. It has a section 
on the strategy for the sustainable development of the rural and microfinance sector and incorporates the 
updated policy statement and action plan. It is available on the BOL website.  

Objective 2: Creating a sound prudential regulatory and supervisory environment for public and private rural and microfinance institutions 
2. a APB publishes its audited financial 

statements for 2008, prepared in 
accordance with international financial 
reporting standards. 
 

Complied with  
APB's 2008 financial audit was completed by KPMG, and the APB board approved the audit report on 30 July 
2009. The audit report includes (i) a loan review report, (ii) financial statements, (iii) operation report, (iv) 
governance agreement compliance report, and (v) management letter. APB submitted the audit report to the 
Ministry of Finance on 2 September 2009 and was advised by the ministry to correct some phrases in section 5 
and section 23 of the financial statements. In March 2010, APB submitted the corrected audit report to the 
Ministry of Finance for distribution in accordance with the governance agreement. A notice about the audit and 
key broad numbers from the audited financial statements is available on the APB website.  

2. b BOL conducts monthly off-site monitoring 
and at least three semiannual on-site 
inspections of APB. 

Complied with  
BOL has been conducting monthly off-site monitoring and consolidating quarterly off-site analysis of APB 
operations since late 2006. The latest off-site report is December 2009. BOL completed seven semiannual on-site 
inspections of APB from the first half (H1) 2006 to second half (H2) 2009.  

2. c 
 

BOL conducts monthly off-site monitoring 
and at least three semiannual on-site 
inspections of SCUs and MFIs that are 
subject to the prudential supervision 
regime. 

Complied with  
From September 2007, BOL (its microfinance unit under the Banks and Financial Institutions Supervision 
Department) started conducting monthly off-site monitoring and semiannual on-site supervisions of deposit-taking 
MFIs and registered SCUs, using the microfinance supervision manual that was prepared with ADB assistance 
and approved by BOL in August 2007. BOL has continued this activity and has completed monthly off-site 
monitoring reports up to December 2009 and on-site supervision reports up to June 2009. The H2 2009 on-site 
supervision is ongoing and is expected to be completed by June 2010. As of end 2009, of the total 26 MFIs and 
SCUs, 5 deposit-taking MFIs and 9 SCUs have been under BOL supervision. 

Objective 3: Transforming APB into a financially self-sustainable, market-oriented rural finance institution 
3. a APB, BOL, and the Ministry of Finance 

ensure that the provisions of the 
governance agreement are adhered to. 

Complied with  
Since the release of the second tranche, APB, BOL, and the Ministry of Finance submitted their semiannual 
progress report for H2 2008 on 8 April 2009, (No.0850/MOF/CO), 9 February 2008 (No.318/BOL), and 25 
February 2009 (No.22/APB). BOL completed an H1 2009 progress report on 1 February 2010 and H2 2009 
progress report on 18 March 2010. The Ministry of Finance provided ADB with the H2 2008 progress report and 
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Item Tranche Condition  Status of Compliance 
provided progress reports covering H1 and H2 2009 on 18 March 2010. APB submitted the H1 2009 report to the 
Ministry of Finance on 6 January 2010 and the H2 2009 progress report on 11 March 2010. Over 2005–2009, 
APB’s performance improved in all major indicators. The nonperforming loan–net loan ratio dropped dramatically 
from about 65.0% in 2005 to about 21.0% in 2008 and 3.3% in 2009. Most impressively, for the first time in 
history, APB registered a positive net income of KN35.2 billion in 2008 and an estimated KN26.3 billion in 2009 
against losses in the previous years. Also, as of end 2009, APB's unaudited accounts showed a positive equity 
level of nearly KN15.5 billion, which is also the first time in APB's history that this occurred. APB submitted to 
ADB its semiannual progress reports H2 2008 up to H2 2009. The KPMG external audit report of 2008 concluded 
that APB complied with its governance agreement responsibilities (p.17).   

3. b APB, BOL, and the Ministry of Finance 
review and update (i) the performance 
targets and other conditionality for 
recapitalization, and (ii) the governance 
agreement for such performance-based 
recapitalization. 

Complied with 
APB formed a corporate planning team of senior management and divisional heads, and the team prepared the 
2009–2011 corporate plan. The 2009–2011 corporate plan performance targets were updated on 10 November 
2009 incorporating the 2008 audited performance. The governance agreement was then updated accordingly. 
The updated 2009–2011 corporate plan will be used to assess APB’s performance in 2009. 

3. c Subject to APB’s compliance with its 
obligations under the governance 
agreement and achievement of its 
performance targets defined therein, the 
Ministry of Finance injects additional capital 
into APB in accordance with the governance 
agreement. 

Complied with  
For the second recapitalization, APB is required to achieve at least 75% of each individual performance target 
and at least 100% of the overall qualitative and quantitative targets for 2008, as verified by the auditors 
(governance agreement, Annex D). According to the KPMG audit, these have been met (p.17). APB submitted its 
self-assessment report to the Ministry of Finance on 11 November 2009. According to the KPMG audit report, the 
capital level of APB was KN52.369 billion (approximately $6 million) as of 31 December 2008. In accordance with 
the governance agreement, the ministry is to recapitalize APB to bring APB’s capital on its balance sheet to zero 
with an injection of capital amounting to 25%–30% of the shortfall in cash and the remaining amount in bonds. 
On 5 February 2010, BOL submitted to the Ministry of Finance a proposal regarding the recapitalization. On 5 
April 2010, the ministry issued recapitalization of KN52.369 billion, of which 30% or KN15 billion was in cash and 
the rest or KN37.369 billion in treasury bonds. 

3. d APB updates and its board approves rolling 
3-year corporate plans aligned with the 
restructuring plan and governance 
agreement. 

Complied with  
APB's 2009–2011 corporate plan was finalized incorporating the 2008 audit report and was approved by its board 
on 10 November 2009. The draft 2010–2012 corporate plan was prepared using the data from the balance sheet 
of the 2009 unaudited accounts. The draft 2010–2012 corporate plan was approved by APB Board in March 
2010.  

ADB = Asian Development Bank, APB = Agriculture Promotion Bank, BOL = Bank of Lao PDR, H1 = first half, H2 = second half, MFI = microfinance institution, SCU = 
savings and credit union.  
Source: Asian Development Bank. 
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STATUS OF MICROFINANCE INSTITUTION REGISTRATION 
(as of 30 June 2009) 

 

No. Name of Microfinance Institution Ownership Sponsor Location 
Registered Capital 

(kip) 
License Number and 

Date 
A. Deposit-Taking Microfinance Institutions      
1. Lao Postal Savings Institute Government Ministry of 

Commerce 
Vientiane 100,000,000 11/BOL 16/11/2000 

2. Ekphattana  Private — Vientiane 1,080,000,000 102/BFSD 01/02/2006 
3. Newton  Private — Vientiane 1,000,000,000 393/BFSD 21/09/2007 
4. Saynyaisamphanh  Private — Savannakhet 1,000,000,000 07/BFSD 18/06/2009 
5. Champa Lao  Private — Luang Prabang 1,343,320,000 08/BFSD 24/06/2009 
B. Non-Deposit-Taking Microfinance Institutions      
1. Development Microfinance Institution, Phongsaly Members (formerly AFD) Phongsaly 416,375,000 872/PG 14/06/2006 
2. Cooperative Credit and Saving Association, 

Hongsa Nguenh 
Members GTZ Xayabouly 61,000,000 374/BFSD 28/11/2006 

3. Development Fund Association, Bokeo Members GTZ Bokeo 1,600,000,000 234/BFSD 07/09/2005 
4. Cooperative Credit and Savings Association, 

Khop Xienghon 
Members GTZ Xayabouly 550,000,000 365/BFSD 31/10/2008 

5. Oudomxay Development  Government   (formerly UNCDF) Oudomxay 955,160,858 02/BFSD 11/12/2008 
6. Suaykan Pattana  Members LWU Houaphan 79,460,000 04/BFSD 21/04/2009 
7. Hom  Private — Vientiane 20,000,000 05/BFSD 07/05/2009 
C. Savings and Credit Unions      
1. Rural Development Cooperative, Naxaythong Private — Vientiane 200,000,000 08/BOL 19/07/2001 
2. Credit Cooperative for the Support of Small 

Production Units 
Private — Vientiane 50,000,000 001/BOL 29/10/1996 

3. Vientiane Members  (formerly ADB) Vientiane 
Province 

35,000,000 30/BFSD 09/02/2004 

4. Seno Members SNV (formerly 
ADB) 

Savannakhet 41,400,000 443/BFSD 15/12/2008 

5. Luang Prabang Members SNV (formerly 
ADB) 

Luang Prabang 44,690,500 029/BFSD 09/02/2004 

6. Thakhek Members SNV Khammouane 104,000,000 342/BFSD 24/10/2008 
7. Houamchayphattana Members SNV Savannakhet 147,400,000 334/BFSD 20/10/2008 
8. Paksong Members SNV Savannakhet 299,800,000 341/BFSD 24/10/2008 
9. Huasae Chalearn Members — Champasak 271,000,000 03/BFSD 29/12/2008 
10. Thoulakhom Members — Vientiane 

Province 
495,062,028 83/BFSD 05/02/2009 

11. Mittapheap Members — Vientiane 219,188,000 06/BFSD 27/05/2009 
D. Funds      
1. Funds Cooperative Private — Vientiane 5,000,000,000 022/BFSD 03/02/2004 
2. Pakthone 4 Zone Development Fund Government BOL Bolikhamxay 22,730,000 036/BFSD 01/02/2005 
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No. Name of Microfinance Institution Ownership Sponsor Location 
Registered Capital 

(kip) 
License Number and 

Date 
E. Staff Savings      
1. Bank of the Lao People’s Democratic Republic 

Savings 
Members BOL Vientiane  47/BOL 05/04/1995 

2. ETL Savings Members ETL Vientiane 314,865,000 242/BFSD 05/09/2005 
— = not available, AFD = Agence Française de Développement, BFSD = Banks and Financial Institutions Supervision Department, BOL = Bank of the Lao People’s 
Democratic Republic, ETL = Enterprise of Telecommunications Lao, LWU = Lao Women's Union, H1 = First Half, H2 = Second Half, SNV = Netherlands Development 
Organisation, UNCDF = United Nations Capital Development Fund. 
Source: Coffey International Development. 2009. TA 4827-LAO: Institutional Strengthening of Rural Finance. Reading, United Kingdom (July, Final Report). 
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