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Cara started by introducing Section 3 of the Universal Standards, then interviewed Selma Jahic, and then Yolirruth Nuñez.

Interview to Selma Jahic of Partner (Bosina)

Partner is a microcredit foundation that started operating in 1997.  The market in Bosnia is very competitive; at the moment there are 23 officially registered microcredit organizations and 29 commercial banks operating in a country with a population of 3.8 million. 

In 2008, all MFIs started being supervised by a banking agency. Many MFIs could not cope with the requirements. From originally 50 MFIs in Bosnia in 2008, we now have 23. 

In 2009, Bosnia suffered an over-indebtedness crisis. Partner learned a lot from this crisis and has included the learnings into our daily operations. 

Partner is a leader in client protection. In 2010 we were awarded with the MFC Excellence in Client Protection Award.

What does Partner’s philosophy of “a risk for the client means a risk for the institution” mean for the MFI? 

Partner saw the signs of the financial crisis in 2008. We had clients that were multiple borrowers with different MFIs at the same time. Before 2008, we did not have a credit bureau so we had to rely solely on the information provided by the clients (which many times was not accurate regarding the number of loans they had). Even though MFIs collaborated with each other to exchange information, this was not mandatory and without a credit bureau it was hard to verify the information provided by the clients.

Partner is a leader in client protection. One very important aspect to prevent client
over-indebtedness is to provide them with financial education. We realized that most people in Bosnia had a low level of basic financial knowledge. Financial education was needed not only for clients but also for staff members.

We also decided that we needed a stricter loan approval. This meant that our Loan Officers would not just play a “sales” role but also a “counseling” role for our clients. 

We took some very important steps in terms of helping clients that had already been exposed to over-indebtedness. Partner is one of the three institutions that were co-founders of Personal Finance Counseling Association. This association helps clients mediate solutions regarding over-indebtedness issues.

Partner also conducts regular market surveys of our clients. If a client defaults, its not only the client fault but the institution’s fault as well (e.g., maybe the institution did not understand the client’s capacity to repay his/her loan). That’s why is very important to understand what is going on with our clients’ lives. We have client-oriented management.

How did partner decide to pursue ISO certification?

It is quite unusual to have an MFI have certifications on ISO standards. In addition of ISO 31000 regarding risk standards management, we were also certified for ISO 27001 regarding information security. 

In terms of ISO 31000, it was our decision to go ahead before the industry, as it is not legally mandatory for the institution to have it. We decided it was going to help us have a more systematic approach in terms of risk management. 

We are currently working on the implementation of ISO 31000, adjusting our systems and documents to the requirements of the standards and are hoping to complete this process and get the certification by next year.

Can you tell us more about client protection work at Partner?

There are 7 principles of client protection. We fully comply with all 7 principles. ISO 27001 requires higher standards than the regular standards, and we comply with these. The most important client protection principle that Partner works on is preventing client over-indebtedness. 

The following are some of the highlights of Client Protection Practices at Partner:

· Our first step was to raise institutional awareness and get buy-in from all staff members on the issue of client over-indebtedness and its consequences on our performance. 

· We provide explicit guidance regarding debt thresholds. 

· We are transparent with clients - prices, terms, and conditions are disclosed prior and at the point of sale.

· We have defined appropriate collection practices in the code of conduct” We also have a client protection code, which is a formal document that is distributed to all clients before they sign a loan with us.

· We introduced the possibility of negotiating with delinquent clients, helping clients on a case-by-case basis.

· We introduced several internal controls and built an organizational culture that prevents fraud.

· We have in place a procedure to handle complaints. Partner handles every single complaint made to the institution. We even have a Board (composed of management staff) that looks into every complaint. We consider complaints a very valuable source of information, from every complaint we learn.

Can you tell us more about Partner’s institutional culture?
· Management creates an organizational culture valuing ethical behavior and excellent service:

· We have posters in every single office that encourage clients and staff to report any irregularities that they see. This is very important in terms of staff ethical behavior. We even forbid loan officers to contact clients after 8pm, so that we do not have cases of loan officers harassing clients for payments.

· We use mystery shopping (through an outside agency). We use this tool 3-4 times a year, for example to check on what services and information our own loan officers are providing to potential clients.
· Partner’s Code of Conduct was adjusted according to the international standard ISO 10001 (international standard for handling complaints).
· We have been certified two months ago on ISO 27001 - this certification standardizes information security management systems (ISMS). This allows clients to know that the information they share with us is protected.
· We also conducted a social rating in 2011. We were awarded AA- by Planet Rating, and we are hoping to do another rating next year.
· We also have special projects. For example, together with EFSE, we distributed 100,000 brochures on financial education.

What is Partner’s motivation for its Financial Literacy program for both staff and clients?
There were many reasons that played into the decision to expand the financial literacy program both internally and externally. The financial crisis that hit hard Bosnia made clear that financial education was key, as many institutions had underserved the population. Providing basic education to help clients understand basic numerical data, for example, helped clients improve their financial decision-making.

We also did research to see the real impact of financial education. We provided loans to 455 clients, 2/3 also received training and financial services, 1/3 was the control group that did not receive financial education. The study found that after receiving financial education clients improved business practices, encouraged new business investments, and achieved higher capital growth.  

Financial education is not about sitting clients on a room and giving them a lesson.

It also means incorporating the right practices and counseling for loan officers to use on a daily basis as they interact with clients.

How does Partner assess its clients’ credit capacity?
The credit analysis is based on an evaluation of clients’ character, repayment capacity, capital, environment, and warranty.

We have a list of 25 questions that loan officers ask clients the first time they meet with them. These questions allow loan officers to understand the clients’ ability to repay the loan as well as how would that change if unexpected situations happened. Some of these questions include: family income, number of people in the household that work, total household costs, existing household debt, client’s overall knowledge on business, etc. 

How did partner’s internal audit system develop and how does it prevent over-indebtedness?
· The internal audit team has a very important role in checking the compliance of all our business operations and procedures. Regarding the loan approval process, it is in the audit’s scope of work to check the criteria for each individual loan selected (e.g. number of loans, the amount of installments, income per household). In the case there is any irregularity, this is documented in the report. 

· The internal audit team has a sampling process, conducted in two ways. First by random sample. For example, they select 60 random loans from the list of active loans. The other sample is for clients with more than one active loan or with overall indebtedness that is higher than the prescribed maximum. The audit team checks both these groups.
· When it comes to client delinquency, when the collection department is being audited, the audit team checks the client’s capacity at the moment when the loan was approved (i.e. if the client was over-indebted when he received the loan from Partner)
· The audit team also occasionally conducts the analyses of slow loans, based on data from the CLR (Central Loan Registry, i.e., credit bureau)
Information is key, but even more important is what Partner does with the information from credit bureaus. 

How does Partner evaluate and use the information they receive from the credit bureaus?
The Central Loan Registry (CLR) was introduced in 2006 and it significantly improved the information we have on clients. Before CLR the information we had was not reliable. 

CLR is a key tool to prevent over-indebtedness. It is up to each institution to incorporate the available information. In Partner we take into consideration all information from the CLR. For example, when analyzing whether to give a loan to a client, Partner developed a list of eliminatory criteria setting up explicit thresholds for clients by: 

· Repayment capacity

· Target population

· Loan use

· Debt exposure

Every loan is placed into a certain risk category. (A loan can be exceptionally approved by a special loan committee, but it will be thoroughly monitored until it is repaid.)

Does Partner have guidelines on maximum debt thresholds?

Yes.

· If a household member already has an active loan with Partner, the Branch Manager must visit the client and take part in the business analysis, if the remaining balance is over USD 4,710.  

· Or if a potential client has taken a loan during the last 9 months.

· All household members cannot have more than 3 active loans (unless the total debt is lower than USD 5,383)

· All household members cannot have a total outstanding balance over USD 27,000.

· The total amount of all monthly installments for all household members cannot exceed USD 404.

We have a long list of criteria that I am happy to share over email to all participants.

What recommendations would you give other organizations to help them prevent client over-indebtedness?
First I would like to emphasize the importance of client satisfaction. We have a very systematic approach regarding client satisfaction. We believe that client happiness increases loyalty and hence decreases the chances clients will look for loans in other institutions, which helps control the problem of over-indebtedness. 

Market research also represents an important pillar in strategic planning for Partner. As mentioned before it is carried out through a system of customer satisfaction surveys, product testing, client exit monitoring, and mystery shopping.  

In terms of recommendations, it is very important to mention that over-indebtedness needs to be approached from different levels, if possible on the state level, this includes all stakeholders in the filed such as legislative bodies, legal framework, financial supervisory authority (banking agencies), and sectoral approach through trade associations.

Self-regulation is also key. If an MFI works in an unregulated environment (i.e., no legislation or no credit bureau) it is important for the MFI to find its own way to work against over-indebtedness, and always keep the client as the focus. 

………………………………………

Next, Yolirruth Nuñez provided input on how Oikocredit works with its investee institutions to help address client over-indebtedness from the investment side. 

As a social investor, Oikocredit is very interested in having partners that also have a social mission. We define over-indebtedness as “poor entrepreneurs taking on debt beyond their repayment capacity, sometimes from multiple financial institutions”.

Our definition of borrowers is wide; it can be a poor entrepreneur, a subsistence farmer, a middle-class worker. 

We consider the causes for over-indebtedness to be either internal (e.g., the IMF and their polices when giving a loan), external (e.g., a natural disaster), or both.

The repayment capacity is also very important. The organization has to be doing an assessment on the repayment capacity of their clients.      

Oikocredit has set over-indebtedness risk management:

· Pre-selection phase: Social Scorecard - Client Protection Principles

· Due Diligence Phase: Social Scorecard and over-indebtedness Risk Management Guidelines

· Approval Phase: Set of more stringent conditions (covenants) concerning credit policies and some organizational issues 

· Monitoring Phase: Offer of technical assistance related to management of OID risk. This year we had over-indebtedness risk management workshops to some of our partners.

Oikocredit established 11 principles integrated into 4 processes:

i. The concept and its integration in MFI 

1. Proactive definition of over- indebtedness – it is clearly defined by the MFI with a proactive view and introduced as a specific risk to be managed within the MFIs credit processes.

2. Understanding of over- indebtedness concept among staff and top management.

ii. Credit and evaluation processes

3. Access to credit history – the MFI uses credit bureaus and other credit information when assessing clients.

4. Set of credit polices – the MFI has credit polices decided at the highest level and incentives to staff are not mainly based on credit growth targets. 

5. Credit polices implemented – the MFI has clear and conservative criteria in its credit policies that are implemented during evaluation. These efficiently avoid lending to over-indebted customers or over-indebting new borrowers.
6. Credit Assessment - the MFI conducts a thorough evaluation of the clients’ cash flows and debts (including those of the family), and uses conservative assumptions and calculations in order to determine repayment capacity and loan amounts.

iii. Monitoring

7. Follow up – the MFI conducts a close and proactive follow-up of its customers (and not wait until there is a problem).

8. Portfolio monitoring – the MFI conducts a close monitoring of its credit portfolios to identify growing over- indebtedness risks.

9. Rescheduling and Restructuring

iv. Internal control

10. Adequate resources – the MFI makes sure its resources are not over-stretched in a way that over- indebtedness risk could be increased due to the general weakness in the quality of the whole credit process and of the internal controls. 
11. Internal control – the MFI has good internal controls, both permanent or ex-post, aimed at addressing properly over- indebtedness risk, and an independent internal audit function.
Questions & Answers

1. What monitoring does Oikocredit do of its partners?

We ask for quarterly information and provide a visit at least once a year.
2. If there is no credit bureau, how does the internal audit check on over-indebtedness?

Before 2006 we had a private credit bureau but that information was not reliable. At that time we relied on information provided by clients and on friendly exchanges of information among MFIs. If there is no credit bureau and an auditor talks to a client, he/she will obtain very different (less) information that when the client talks to the loan officer. So the best thing in this case would be to have a good relationship between the loan officer and the client so that the loan officer can collect all the information needed (and as accurate as possible) from the client directly. Also important would be to have a good relationship with other MFIs so that you can share information with each other.

3. Since your re-organization towards client-orientation, have you seen any improvement in financial performance? Do you have any indicators on this? 

I do not have any indicators with me right now but one of the indicators we use is the portfolio quality, which is related to the processes and procedures you have towards your clients. For example, our portfolio at risk over 30 days is the lowest in the sector. 

There is a synergy between client relationship, good products and services offered, and financial performance. If you have a good loan product and good clients who repay on time, then you have good financial performance. 

We also collect social indicators to show how our clients improve their quality of life.

4. How did you define the maximum debt-threshold for your clients? Did you perform a statistical analysis?
We did some statistical analysis based on our past performance. We were also lucky to have an external study about over-indebtedness in Bosnia. Based on these two, we set the debt thresholds. 

It is important to note however, that these are not constant criteria but they change over time. 

5. The counseling center that Partner helped found, is it primarily a counseling center, or does it also provide a restructuring program of debts, such as debt consolidation? 
The counseling center was established by 3 MFIs in Bosnia. Since it started working only last year, at the moment the Center only provides financial counseling with a mediating role between the creditor and the client.  This is done free of charge for clients. 

6. How did Partner know when was the right time to do a Social Rating? And did you communicate the results to the public?
Yes, the Planet Rating report should be available to the public on our website.

In 2010 we received an award for full compliance with all client protection principles. That helped us realized it could be a good time to do an official social rating. 

In May of this year we did another rating with Smart and we are fully compliance in all 7 principles. This report will also be available to the public by January of next year.

Other question that did not get answered: For Partner, can you share a little bit regarding shifting from institutionally driven credit to client driven? Which is the center of client principles?
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