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DEFINING MICROFINANCE

The provision of financial services for the base of the socio-economic
pyramid

e MICROCREDIT : Primarily, small loans to the poor

« MICROENTEPRISE : response to the financing needs of the
economic activity of the poor

— e.g., fruit vendor, carpenter, metal fabricator, etc

Microenterprise: the source of employment for the maority of
the world

* Need for basic jobs > formal economy’s capacity to generate them




@ SOCIAL IMPACT OF MICROFINANCE

The Change:
e Poverty: The lack of everything fundamental:
— Nutrition
— Hedlth
— Housing
— Education, etc.

« Microfinance acts upon economic activity, the source
of disposable income

* An additional $ of disposable income makes everything
that islacking one $ closer




@ UNDERSTANDING DEMAND

Microenterprise: like any other business, needs financing:
working capital, fixed assets

In the absence of banks, two sources:

e Loan Sharks

« Family
Vaue-added service: simple & fast

 No paperwork, immediate decision & disbursement
Interest Rate

e 1.5% to 10% per month




Q ECONOMICSat the BASE OF THE PYRAMID

Why do microentrepreneurs borrow at such rates?
 Interest rate + opportunity cost = Financing cost

* Where capital is so scarce, its marginal productivity IS
enormous

— Not 0.5x but 5.0x
o Very short-term loans: limit compounding of interest

But at prevailing rates, the increase in productivity goesto
the source of capital instead of the entrepreneur

o Growth of the microenterprise is possible




@ The Road Traveled
May Be Different...
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@ REGULATED MICROFINANCE INSTITUTION TODAY

LOCAL
SHAREHOLDERS
BANKS OTHERS

Financial ‘ ‘
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REGULATED CAPITAL MARKETS

MICROFINANCE
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ENTRY OF ESTABLISHED BANKING

Banks attracted by combination of high economic and social returns:

Mibanco
(Peru)

5.2%

BancoSol
(Bolivia)

3.1%

2004
ROA

ROE 21.7% 22.0%

Div/Av.Eq. 11.5% 15.5%

Rating A+ (Fitch)  A- (Class)

Portfolio $108.6 $124.1

(Gross-US$ MM)

But how to serve base of pyramid ?

B. Solidario
(Ecuador)

1.6%

Compartamos
(Mexico)

27.0%

17.8% 75.9%

None 10.2%

A (PCR) A+ (Fitch, SP)
Debt AA

$114.3 $102.0
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BancoSol

A Pioneer in the Microfinance
World

BOLIVIA
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AMERICA LATINA: PARTICIPACION DE LOS HOGARES EN EL INGRESO TOTAL,
SEGUN QUINTIL DE INGRESO, CIRCA 2002

Guatemala |g

El Salvador
Honduras §

Colombia af

Argentina a/l g

Vanezuela (Rep, [
Bolivariana de)
Rep, Dominicana g

[ Quintil mas pobre I Cuintil mas rico === Cintil Mas rico/Quintil mas pobre
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Juntos crecemos

¢ WHERE |S BOLIVIA?

HEART OF SOUTH AMERICA

BETWEEN THE PACIFIC AND THE
ATLANTIC

BETWEEN THE MERCOSUR AND
THE ANDEAN COMMUNITY

Territorial Extension : 1,098,581 Km?Z.




Q BOLIVIA: UNEMPLOYMENT TREND
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Q BOLIVIA:INFORMAL EMPLOYMENT RATE
s (% OF TOTAL URBAN EMPLOYMENT)
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Q BOLIVIA: Informal Sector

| ndicator 2005
| nformal Sector Population: 29 MM

|nformal Sector asa %
of Total Working Population: 80%

Contribution to GDP: 15% - 20%

Per centage of new jobs

coming from informal sector: » 90%
(1992 — 2001)

Source: INE, Viceministerio de
Microfinanzas, CEDLA




o

WHAT ISTHE BOLIVIAN MICROFINACE
INDUSTRY DOING ?
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DEPOSITS
US$ 000
131.044
152,505
173.350
220.746

278.151
346.894

224.267
243.8%4
264.785
325.331

414.815
532.931

8.37/.384
8.011.284
7.790.087
7.856.319

8.454.997
8.800.806

DEPOSITS/
PIB

LOAN/PIB




LOAN STRUCTURE BY AMOUNT
BANKING SYSTEM (1)

LESS THAN US$ 500

BETWEEN US$ 500 AND US$ 5,000
BETWEEN US$ 5,000 AND US$ 20,000
MORE THAN US$ 20,000

TOTAL

% OF
AMOUNT
1.1%
8.4%
3.6%
86.9%
100.0%

N° OF
BORROWERS
24,724
53,813
26,202
25,825
130,564

% OF
BORROWERS

(1) Without Banco Sol and Banco Los Andes

MICRO FINANCE SYSTEM

LESS THAN US$ 500

BETWEEN US$ 500 AND US$ 5,000
BETWEEN US$ 5,000 AND US$ 20,000
MORE THAN US$ 20,000

TOTAL

% OF
AMOUNT

3.8%
40.7%
30.2%
25.3%

100.0%

N° OF
BORROWERS
123,189
163,825
24,296

3,645
314,955

% OF
BORROWERS

52.0%
1.71%
1.2%

100.0%




‘!‘li BOLIVIA : PAST-DUE LOANSEVOLUTION
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32.00%
30.00%
28.00%
26.00%
24.00%
22.00%
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25.92%

24.6 7%
24.01%

22.64%
21.66%

21.38%

1998 1999 2000 2001 2002 2003 2004 2005



@ BANCOSOL

OUR MISION

“We are the bank that gives the oportunity for a
better future to the lowest income sectors, by
giving them high quality and integral financial

services’




*!J' BancoSol :Growth of Total Portfolio




BancoSol :ROE Evolution

ROE

28,90%
22,65%23,669

23,65%
14,09%

14,93%




BancoSol :Equity Evolution
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@ BUSINESS AT BASE of PYRAMID:
MICROFINANCE

Some Conclusions
« B of Pisalegitimate business segment

e Accessing it reguires new, custom solutions to solve
current market failures

— B of P asclients, not beneficiaries

* First mover advantages can provide superior returns
o Superior returns attract competition
o Competition has same effectsasat T of P

— Lower prices

— More products and services

— Better Service

— Segmentation




@ BUSINESS AT BASE of PYRAMID:
MICROFINANCE

Some Conclusions - 2
e |f business product or service has social impact,
repercussion on society can be highly significant
 Qutreach can be massive, achieving depth of penetration in
timeframes not previously conceivable by conventional

philanthropic or humanitarian aid
— Bolivia: “Chola’ microentrepreneur at street corner
—1986: Ignored
— 2000: Banking system competing for her business
— From unserved to saturated in 14 years




@ BancoSol: Achievements

e BancoSol has succeeded in providing large-scale financial
servicesto the poor;

e« BancoSol has demonstrated that small loans to low-
Income borrwers are not only sustainable in the long-
run, but they also support development goals,

« BancoSol has been named one of the two best banks in
the country in terms of liquidity, solvency, and
profitability (1998 - 2005);

« BancoSol has granted credit to more microentrepreneurs
than the entire traditional Bolivian financial system




'!'l' BANCOSOL : THE CHALLENGES

CONTINUE OUR FIGHT AGAINST POVERTY

ADVANCE IN THE RURAL AREAS WHERE
POVERTY INDICATORS ARE HIGH

HEDGE AGAINST POLITICAL RISK

CONTINUE REDUCING COSTS—-TO REDUCE
INTEREST RATES

NEW PRODUCTS AND SERVICES

« REMITTANCES, ATM, FOREIGN TRADE, MICRO
INSURANCE

GENERATE MORE MICROENTREPRENEURS




Thank You

Www.bancosol.com.bo




