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EXPLANATORY NOTE ON TERMINOLOGY AND LANGUAGE

This report is focused on economic and commercial issues only. Its terminology
and language do not imply or entail any political position. The territory of the
Transnistrian region of Moldova is not recognized as an independent state by the
international community, the unanimous position of which is that it is part of the
Republic of Moldova. The report accordingly relates to the decision makers in this
territory as de facto authorities.

The use in this report of such terms as “law”, “Civil Code”, “Supreme Council’,
“Central Bank’, “Public Reserve Fund’, “Ministry” and similar language does not
indicate any de jure recognition of these normative acts, de facto authorities or
institutions. These terms are used exclusively for the convenience of the reader
and to provide the most precise identification possible of specific documents,
de facto authorities, office-holders and institutions. In some instances the re-
port uses the terms “left bank” and “right bank” to indicate territory controlled
by the de facto Transnistrian authorities and the Government of the Republic of
Moldova, respectively.

The views expressed in this report are solely those of the authors, based on the
expert study and independent assessment and do not necessarily reflect the of-
ficial positions of any United Nations department, agency or body. The original
version of this report is in English and in cases of variations, the English version
should be considered authoritative.
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ABBREVIATIONS AND DEFINITIONS

ADB Bank for Agricultural Development

BCPYE Business Coaching Programme for Young Entrepreneurs

CGAP Consultative Group to Assist the Poor (www.cgap.org)

GDP Gross Domestic Product

ME(s) Micro enterprise is a legal economic entity with an annual average of
not more than 15 employees and less than 365°000 CLCMW?' (1 CLC-
MW=6,4 TR, ~195 000 USD) annual sales. This includes ‘peasant farms’,
but not BPHs.

MFFYE Microfinance Facility for Young Entrepreneurs

MSE(s) Micro and Small Enterprise(s)

MFI(s)  Microfinance Institution(s)

NBFI(s) Non-Banking Financial Institution(s)

BPH(s) Business Patent Holder(s) is an individual entrepreneur who is author-
ised by the patent(s) purchased to carry out specific type of business ac-
tivities within a specific scale. The patent fee replaces income taxation
and exempts the BPH from preparing mandatory accounting records.

SE(s) Small Enterprise(s) is defined as legal economic entity with an annual
average of not more than 50 registered employees and/or less than 1,2
million CLCMW (1 CLCMW = 6,4 TR) - ( 640 000 USD dollars) annual
sales, including ‘peasant farms’, but excluding MEs and BPHs.

TA Technical Assistance

UNDP  United Nations Development Programme

uUsD United States Dollar (official tender circulated in the U.S.A.)

YE(s) Young Entrepreneur(s)

CURRENCIES

TR Transnistrian Rouble (tender circulated in the Transnistrian region:

11,1 TR=1USD as of 20.12.2012)

MDL Moldovan Lei (legal tender circulated in the Republic of Moldova:
12,11 MDL = 1 USD as of 20.12.2012)

RUR Russian Rouble (legal tender circulated in Russia: 30,78 RUR = 1USD as

of 20.12.2012)

1 CLCMW - calculated level of current minimum wage
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KEY ECONOMIC AND EMPLOYMENT DATA
OF THE TRANSNISTRIAN REGION

Key Economic &

31.12.2008 31.12.2009 31.12.2010 31.12.2011 30.9.2012

Employment Data

1 Total population 527°500 522°500 5187000 5137400 509890
2 |Youth 90’000 87'200 84'600 82'700 80'100
3 | Work force 334000 322300 321°100 318’600 314’600
4 |Employed people 161600 | 149700 | 138°500 | 136700 132'900
5 |Self-employed? N/A N/A N/A N/A 187203
6 |Publicservants,incl. 64500 | 64400 | 63900 | 63700 | 63200

security forces
7 | Unemployed people 3800 | 137800 | 14200 8'800 5'164
8 |Job hunting people 7°405 19°354 18°372 12°621 11'481
g |Employeesin real 63900 | 64700 | 60700 | 58000 | 55300

economy

Gross Domestic Product

per capita 1’885 1’830 17908 17949 857
10 Privat.e se'ctor

contribution in % 53,9%

Public sector

contribution in % 46,1%
11 |Inflation rate 25,1% 16,0% 13,24% 15,98% 7,9%

Financial inclusion

indicators: 8,5% 1600
12 |Financial depth 10,8%

Bank branch per

population 1700

2 The sum of 157470 business patent holders and the 3°733 private owners of micro and small enter-
prises as outlined in chapter V of part 1.




EXECUTIVE SUMMARY

The consulting company Alternative Internationale de Dezvoltare (AID) - in
consortium with the Centre for Analytical Research “New Age” based in Tiraspol
and Mr. Hans Ramm (an independent international expert in financial and pri-
vate sector development from Switzerland) - have won a tender announced by
the UNDP Moldova within the framework of the “Support to Confidence Build-
ing Measures” Programme, funded by the European Union and co-funded and
implemented by the United Nations Development Programme, to review the
Transnistrian microfinance sector and develop practical recommendations,
based on the lessons learnt in developing micro-finance facilities on the right
bank, for launching or extending a microfinance facility from the right bank to
the left bank.

The general objective of the requested consultancy services was to conduct, ac-
cording to the TOR as presented in Annex 1, an in-depth survey of the Transnis-
trian micro-finance environment, the financing options available to SMEs, and
draft a blueprint for establishing a micro-finance facility for SMEs engaged in
joint business initiatives, or, if feasible, extending an existing microfinance ar-
rangement from Moldova into its Transnistrian region.

Itis to be mentioned from the very beginning that the option with extending any
financial operation from right side to the left has been excluded from the start
due to theimpossibility to issue loans to Transnistrian SMEs by any Moldovan
microfinance operator.

However, the lessons learnt over the past 20 years of microfinance sector devel-
opment in Moldova, good practices and experience accumulated shall definitely
help to better formulate recommendations for Transnistrian stakeholders in-
terested in initiating similar activities.

Microfinance refers to the provision of financial services - micro-loans, savings,
insurance or transfer services - to low income households. It is widely seen
as improving livelihoods, reducing vulnerability and fostering social as well as
economic empowerment. Microcredit refers to provision of micro-loans for mi-
croenterprise development and can be a tool for social as well as financial inclu-
sion, as it helps to prevent and redress all the areas of exclusion - poverty, low
income, lack of employment - which are evidenced as a major component and
reason for social exclusion.

Moreover, programs that provide training, advice, mentoring and networking op-
portunities enhance skills and social empowerment of underprivileged groups,
8 :




further contributing to inclusion. And microfinance through its broader range of
services such as savings and insurance can further assist poor people to plan for
future lump sum needs and to reduce their exposure to income changes or sud-
den expenses and to participate in social life. The question of how best to provide
financial services to the poor has fuelled intensive debates worldwide.

The microfinance is in a great demand all over the small business operates:
rural, suburban and urban areas of the Transnistrian region. The types of deals
are different, but the entrepreneurs are all same - people with a talent to risk
and responsibility to operate on their own, irrespectively of age, gender, race,
religion, etc. However, among those small businesses, there are few groups,
which are obviously more vulnerable and have fewer chances to survive in real
economic exercises.

Traditionally, microfinance supports exactly those most disadvantaged groups of
small entrepreneurs: youth, women, labour migrants, ex-servicemen, forced
dismissing, middle age carrier change, elder occupation, disabled, etc.

Itis not clear what will be the targeted preference for the potential donor of the
proposed microfinance facility, as well as the size of possible financial alloca-
tion; however, taking into consideration the task for the Consultant to define al-
ready at this very early stage the specific area for further financial intervention,
it has been decided to suggest a Youth Microfinance Facility.

There are many reasons for that, but the main being the solid experience and
successful operation of similar facility in Moldova over last decade and pos-
sibility to replicate it in the Transnistrian region using all the knowledge and
experience accumulated by donors and small business developers in Moldova,
details of which are presented in the Annex 2.

The basic conclusion is that from the entire menu of microfinance services to
small business, both experienced worldwide and in Moldova, the following ac-
tion approach can be considered:

1. Placing a micro-lending facility with one of existing and commercial
bank willing to cooperate with the project. This option is the most re-
alistic and affordable in sense of timing and effort required. However,
there is no possibility to provide a dedicated external credit line to
banks; therefore, there will be a need to generate local co-financing,
which is possible only if a credit matching grant scheme is activated.
Among various options it is advisable to choose a youth targeted ap-
proach.




Converting the only existing credit organization - ADB - into a micro-
finance organization and assign this institution to manage the micro-
finance facility, however, still with a matching grant mechanism and
targeted project beneficiaries.

Create a Greenfield Microfinance Organization; supply it with initial
capital and matching grant microfinance facility to initiate its opera-
tion. This is the most difficult option and shall take years before it will
reach its sustainability. For example, it took 15 years to have two main
microfinance institutions - Rural Finance Corporation and Microin-
vest, self-financing to certain extend.

Like in Moldova ten years ago, the private small businesses still play a very mi-
nor economic role of around 10% of gross domestic product (GDP)? - compared
to 50 to 70% elsewhere - shaped the further research and the subsequent rec-
ommendations. It is evident that any microfinance facility should address the
very limited access of private small businesses to investment loans beyond one
year and thereby contribute to the growth of the private small business sector
that has the best potential for income and employment generation.

The limited role of the small business sector is caused by:

1

2)

3)

4)

5)

Historical domination of the large industrial companies in the re-
gion and thus main population being employed by them, with limited
number of small business opportunities.

The late start of the economic transition process towards a market-
based economy.

A non-enabling business environment, notably for small businesses,
with bureaucratic and little transparent regulations for legal registra-
tion, taxation and import/export procedures.

The reduced availability of small business support programs, includ-
ing business coaching and financial education.

A banking sector not addressing the financial needs of small business-
es, as it lacks an appropriate small business lending technology.

3 Sub-chapter 5.1 reveals that around 92% of all 4"159 small businesses are in private hands. The
support proposed in part 2 of this report is clearly addressing private small businesses. Neverthe-
less, this report refers thereafter to "small businesses” or the ‘small businesses sector” without any
more highlighting the fact that there are also around 8% public small businesses.
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The declining population of Moldova including the Transnistrian region, which
seems to be mainly caused by a strong exodus of young migrant workers
abroad, as the new labour market entrants, face limited employment opportu-
nities and no support for self-employment. Their future prospects for income
and employment and the lack of any systematic support for young entrepre-
neurs also shaped the scoping study in focusing on three comprehensive “ac-
cess to finance” surveys with altogether 65 entrepreneurs and 30 farmers who
own and run small businesses that are either registered as legal entities or as
sole proprietorships with one or more business patents. Around 25% of these
respondents were young entrepreneurs (YEs) between 21 to 30 years.*

The key findings of the surveys conducted with 95 respondents aiming to as-
sess the financial demand and further needs for small business development
reflect the following:

26% of survey respondents used combined resources (bank loans and personal
contribution) to start their business. Out of this category of beneficiaries 16%
invested only borrowed resources from banks to launch their businesses. The
average value of loans received was USD 2,750 while the median value was USD
2,000. 42% of respondents ranked the range of loan products as narrow and
32% consider them very narrow and 20% qualified them as insufficient.

When asked about the interest in applying for a loan in the next 12 months,
42% responded affirmatively, 25% were not certain and 33% were not inter-
ested. Respondents belonging to the group interested to get a loan, including
those who were not certain would need loans cumulatively amounting 528,636
USD. The average amount of a loan would constitute 8,900 USD.

Commercial banks and microfinance organizations were most frequently listed
as potential sources of credit (regardless of concern about being accepted) by
respondents. 28 of respondents indicated they could address banks. The total
number of people who indicated a MFO as a potential source of credit increased
to 16, respectively.

48% of those who previously took a loan were generally not satisfied with
the experience. Only 20% of respondents indicated the use of leasing services
in the past; still 80% did not apply for a leasing by the time when the interviews
were carried out. Only seven entrepreneurs have purchased crop insurance in
the past. However, this number almost doubled when respondents were asked

4 This report refers to young entrepreneurs up to the age of 35 as a larger target group than the legal
definition of youth up to 30 years only.
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if interested in insuring their crops in the next 12 months. When asked about
the reasonable cost per hectare, only three answers were provided with an av-
erage price of 242 USD per hectare.

In addition, the team analysed the financial sector and its current capacity to
serve the financial needs of small businesses starting with the legal and regulato-
ry framework, the financial sector infrastructure, and the retail banking services
offered by the six currently active commercial banks. Moreover, it looked at the
performance of the Agricultural Development Bank (ADB) that serves as agricul-
tural policy bank in allocating stimulating and subsidized loans to agricultural
companies, took a note of the credit lines’ distribution among the commercial
banks by the Public Reserve Fund (SRF), and overviewed the insurance sector.

The main findings of the financial sector analysis in regard to access to finance
for small businesses are:

1) The commercial banks and the ADB do not practice a cash flow-based
lending technology and do therefore hardly reach small businesses.
Three commercial banks are interested in this technology and have
made first steps in targeting small businesses, however, under their
retail banking departments. With some technical assistance support,
incentive (matching grant) for the clients and thus encourage banks to
reduce risks provisioning when accessing more vulnerable clients and
an effort by the banks, it becomes the most realistic approach in sense
of practical application and timing, all other options taking essential
time delay and resource allocation.

2) The commercial banks have almost no deposits beyond one year, lim-
ited capital and no other long-term liabilities to convert into invest-
ment lending, as well as no access to refinancing lines, except those
offered by the “Public Reserve Fund”, so that they mainly offer short-
term loans up to one year only or credit lines that they can cancel and/
or re-finance after a year.

3) There is little competition among the commercial banks that keeps
lending rates high. The limited and narrow oligopolistic banking mar-
ket facilitates a type of banking informal group agreement to limit
competition from the viewpoint of the entrepreneurs interviewed.

4) The credit lines of the “Public Reserve Fund” and the ADB do not fol-
low ‘best global practices” in promoting financial inclusion, as they
offer strongly subsidized loans that come along a credit rationing, fa-
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vouritism and prizing of the larger clients and an obvious exclusion
of small businesses. The local authorities still perceive the high inter-
est rates as key obstacle for small businesses to access bank loans for
rather than the lack of competition and business support programs.

5) The financial sector infrastructure is quite underdeveloped with no
credit bureau; no external bank auditors, no bank training centre and
other service providers so that the banks need to develop everything
with in-house resources.

6) The banking legislation and regulation is inconsistent in regard to the
status of the ADB and leasing activities.

The study concludes that small businesses face the same three main serious
constraints in accessing loans as existed in all former transition economies that,
in fact, continue to exist to varying degrees still today despite already 10 to 15
years of donor interventions in financial sector development:

(1) Insufficient collateral: This constraint can be addressed by offering tech-
nical assistance (TA) to the banks for introducing a cash-flow-based lend-
ing technology that allows them to assess small business clients adequately
and look at collateral as a complementary and secondary approach only to
secure their loans. In addition, banking regulators need to understand this
technology as well and relax, to a certain extent a feasible, the prudential
norms for loan provisioning so that the banks - that apply professionally
a cash flow-based lending technology - are not burdened by unreasonable
loan provisioning requirements.

Another common donor approach is to provide matching grants for existing,
early beginning and start up small businesses in order for them to access bank
investment loans. The most successful SME development programs in Moldova
started in early 2000 with matching grant, continued for a decade and only after
all those efforts creditors became more reluctant to consider small business ini-
tiatives. The main rationale for matching grants is to trigger with a one-time sub-
sidy economic multiplier effects within the targeted local economy. Success will
be measured in terms of the percentage of targeted small businesses surviving
in the medium to long term. The more survive and grow, the more they generate
direct and indirect income and employment effects that may unleash growth of
the local economy. Success mainly depend on (1) the right targeting of economic
sub-sectors that create most value added, (2) sufficient and appropriate business
coaching, and (3) a sufficient number of small businesses that reach the neces-
sary scale to unleash growth of given economic sub-sectors and/or localities.
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The main advantages of matching grants - compared to a credit line - are that
they (i) reduce collateral requirements as the equity share of the entrepreneur
will be enhanced by the matching grant which, as a result, will require a lower
loan amount, (ii) allow access to investment loans even for small enterprise
start-ups, and (iii) have a more direct stimulus effect for small businesses and
thus a faster impact on the local economy. The disadvantage is a lower financial
leverage effect.

Another important approach to overcome the insufficient collateral for invest-
ment loans would be the introduction of leasing activities, but this would first
require the revision of the current leasing legislation which is a difficult process
for an external actor. Partial loan portfolio guarantee is another option which is
however not a feasible option for the region because of its particular status.

(2) Near absence of medium and long-term loans because the commercial
banks do not have access to adequate long-term resources: capital, depos-
its and effective long-term external refinancing facilities.

(3) Prohibitively high interest rates: The only way to bring down interest
rates effectively is to create a more enabling financial sector legislation
and regulation, and, most importantly, thereby increase the competition in
the banking sector. An improving macroeconomic stability is an important
framework conditions that would help grow the banking sector and thus
enhance competition.

It is thus recommended that the microfinance facility should facilitate invest-
ment lending to small businesses by providing TA to commercial banks in intro-
ducing a cash flow-based small business lending technology and matching
grants for young entrepreneurs (YEs). The rationale for proposing match-
ing grants rather than a credit line are that the “Public Reserve Fund” already
offers refinancing facilities for small businesses. A commitment is expected
from the “Public Reserve Fund” to revise the conditionality of its credit lines to
make them a mutually reinforcing instrument together with the microfinance
facility’s offer of TA and matching grants.

The matching grants would allow the banks to reach smaller businesses, includ-
ing start-up small businesses, and matching grants do create faster stimulus ef-
fects on the targeted small businesses and the local economy. Therefore, match-
ing grants are likely to constitute the more effective incentive for the participat-
ing banks to offer investment loans to small businesses. They will also serve as
an excellent entry point for further diversification and eventual expansion of
microfinance services offer in Transnistria.
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The findings from the interviews with entrepreneurs indicate a relative low
level of financial business skills and experiences from elsewhere suggest that
access to small business investment loans alone may not be sufficient to help
expand small business operations sustainably and/or facilitate the establish-
ment of potentially viable business start-ups. Furthermore, part 1 of the study
reveals that there is a very limited supply of business training and coaching
services in Transnistria, as there is also little demand yet from small businesses.
Therefore, a microfinance facility alone would be insufficient to help promote
small businesses as they need business coaching for planning and carrying
out partly loan-financed investments. The business coaching will encompass,
among others, the brokering of financial services that includes the preparation
of business plans and corresponding investment loan applications and negotia-
tions with lenders.

The AID consultants propose a combined budget for the Microfinance Facility
for Young Entrepreneurs (MFFYE) and the complementary Business Coaching
Program for Young Entrepreneurs (BCPYE) of around USD 5 million for a first
three-year phase of what they consider as a minimum for both (i) facilitating
a systemic market change in the Transnistrian region towards a significantly
improved access of small businesses to loans and notably investment loans and
(ii) creating a significant development impact on around 450 small businesses
owned and run by YEs.

The BCPYE will start half a year prior to the MFFYE. Its first phase will last for
three years whereas the first phase of the MFFYE will be 2,5 years. An exter-
nal mid-term evaluation is recommended after two years to assess progress
made and to identify possible follow up actions for a second phase, such as (i)
an extension to deepen progress made, (ii) promotion of leasing services, (iii)
a credit line as an entry point for accessing established donor-led refinancing
facilities, (iv) creation of a greenfield financial intermediary in the case that the
commercial banks have little commitment to lend to small businesses, and (v)
promotion of a sustainable rural finance sector.

The proposed first phase of the MFFYE and BCPYE as such would already pro-
vide a direct economic stimulus of around USD 4,75 million for the economy of
the Transnistrian region. Around USD 0,2 million are required for TA, training,
coaching, as well as monitoring and managerial services by the two consultancy
companies, one with a strong regional track record in down-scaling of commer-
cial banks, and with a strong regional track record in small business coaching
with a focus on financial brokerage services for small businesses.
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INTRODUCTION

A Request for Proposal “to conduct a Market Survey of the Microfinance Sector in the Tran-
snistrian Region of Moldova” was launched on the UNDP’s website on 25.4.2012. The Mar-
ket Survey should comprise both: (i) a scoping exercise to gather background information
and analyse opportunities for the microfinance sector development in the Transnistrian
region; and (ii) a feasible solution with practical recommendations on the modality of
launching and running a microfinance facility in the Transnistrian region or extending an
existing microfinance arrangement into the region (refer to the TOR in annex 1).

Alternative Internationale de Dezvoltare (AID) was awarded the contract in consortium with
the Centre for Analytical Research “New Age” based in Tiraspol to conduct “a Market Survey
of the Microfinance Sector in the Transnistrian Region of Moldova". AID mobilized its senior
consultants with extensive national, regional and international experience in banking, finan-
cial sector legislation and regulation, and small business development who worked with
Transnistrian consultants from “New Age” to undertake a scoping study on the microfinance
sector with support from a senior international financial sector development consultant.

In fact, AID broadened its study to assess the entire Transnistrian financial sector, as a mi-
crofinance sector as such does not exist in Transnistria with only the Agricultural Develop-
ment Bank (ADB) as a non-banking financial institution (NBFI) established in 2011. Moreo-
ver, there is little clarity in well distinguishing microfinance from the rest of the financial
sector that is largely dominated by six commercial banks. AID followed international ‘best
donor practice” of the global microfinance platform of the Consultative Group to Assist the
Poor (CGAP; www.cgap.com) in assessing the scope, challenges and potential of financial
inclusion for small businesses in the Transnistrian region. It thereby distinguished small
businesses into individual entrepreneurs holding one or more patents as well as micro and
small enterprises that include “peasant farms ™.

Therefore, the AID consultants have not only evaluated the access to credit, but also as-
sessed the availability and access to other financial services, like leasing, savings, payment
services, and insurance. AID - together with “New Age” - conducted a first survey of 50
entrepreneurs during the second week of November 2012 and another 45 entrepreneurs
during the third week of December 2012, including 30 farmers. The AID consultants also
met the key representatives of the Transnistrian financial sector and other stakeholders
from local authorities to get the understanding of the development potential, challenges
and priorities in the Transnistrian region of Moldova for broadening and deepening finan-
cial inclusion and thereby stimulating private sector growth and employment generation.

> Peasant farm is an association of citizens bound by kinship and (or) property owing common as-
sets/belongings and who jointly undertake activities related to production, primary processing,
storage, transportation and marketing of agricultural products(Law on Peasant Farms (CA3 04-22),
may 24, 2004)
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REPORT COMPOSITION

Part 1: STUDY OF THE TRANSNISTRIAN FINANCIAL SECTOR REGARDING
ACCESS TO FINANCE FOR SMALL BUSINESSES

Chapter | explains the methodology applied in developing the study. Chapter Il
provides an overview of the regulatory framework of the financial sector com-
prising the banking and insurance sector. It concludes with a SWOT analysis of
the regulatory framework for the financial sector regarding the deepening of
access to finance for small businesses. Chapter lll summarizes the facilities and
services available for financial institutions which are referred to as financial
sector infrastructure according to CGAP terminology. Chapter IV assesses the
financial sector by covering the commercial banks, NBFIs, including the Bank
for Agricultural Development, insurance companies, and also the subsidized
small business lending program that started disbursing soft loans through the
commercial banks in 2012. It concludes with a SWOT analysis of the Transnis-
trian financial institutions regarding their capacity to expand access to finance
for small businesses.

Chapter V offers an overview of small businesses that encompass individual en-
trepreneurs and micro and small enterprises, including "‘peasant farms’, out of the
total business sector in order to gain an understanding on the current and future
potential role of small businesses in generating economic growth and employ-
ment. In the absence of clear definitions for various types of small businesses, it
was a challenging task to come up with a somehow reliable estimated breakdown
of types of small businesses that would constitute the target sector for any poten-
tial support by UNDP or another donor in promoting financial inclusion.

Partll: RECOMMENDATIONS FOR LAUNCHING
AND RUNNING A MICROFINANCE FACILITY

Based on the in-depth analysis of the Transnistrian financial sector and the esti-
mated met and unmet financial service demand by small businesses in part 1 of
the report as well as the exchanges with representatives of the most important
financial institutions and other relevant stakeholders responsible for economic
development in Transnistria, the AID consultants recommend a microfinance
facility for YEs with complementary small business coaching, notably in finan-
cial brokerage.

Chapter I explains the methodology applied in arriving at the main recommen-
dation to establish a microfinance facility for YEs with complementary business
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support. Chapter Il outlines the proposed institutional arrangements and the
main features of the combined matching grant and investment loan financial in-
strument of the proposed microfinance facility. It also outlines TA offered to the
participating banks in small enterprise lending with focus on cash flow-based
small business loan appraisal.

Chapter Il outlines the proposed institutional arrangements and the main fea-
tures of the small business coaching program that complements the microfi-
nance facility for YEs. It also outlines TA offered to the participating Transnistri-
an service providers in small business plan preparation and coaching - notably
in financial brokerage services - that need to be appropriate for the prevailing
economic and regulatory conditions in the Transnistrian region.

Chapter IV provides an overview of the proposed budget for both the microfi-
nance facility and the small business support program according to two scenarios
in the regard to the potential scope, as AID has not received any information of
the potential donor funding commitment. Chapter IV outlines five options under
various scenarios for a potential second phase of the microfinance facility.
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PART |

OPPORTUNITY STUDY OF MICROFINANCE SERVICES
IN THE TRANSNISTRIAN REGION

[.  Methodology

The AID consultants applied a mix of the following review methods in preparing
the scoping study on the Transnistrian financial sector with a view to enhance
access to finance, mainly credit, to small businesses:

iy

2)

3)

4)

Desk study by the AID banking, financial sector regulation, and small
business consultants of the printed statistics, magazines, newspapers
and internet as the available public information sources on the Tran-
snistrian financial and small businesses sectors as well as on employ-
ment and population data, apart from the small and medium enter-
prise development study® mandated by UNDP in 2010.

Additional data collection and analysis in cooperation with Transnis-
trian banking, financial sector regulation, and small business consult-
ants through AID’s sub-contract with the Centre for Analytical Re-
search “New Age”.

Design, implementation and analysis of a first survey of 50 business
patent holders (BPHs) and micro and small enterprises on their financ-
ing and borrowing patterns and needs for financial services. The AID
small business consultant designed the interview questionnaire (refer
to annex 4) and analysed the answers whereas “New Age” carried out
the interviews. However, the first survey posed challenges as only the
more confident entrepreneurs dared to respond to the survey whereas
many declined for various reasons to participate in the survey. Most of
the respondents were young (between 20 to 35 years), energetic, entre-
preneurial, and ready to expand their business activities. 80% of them
were BPHs and around 10% owned MEs. Most of them were engaged in
trade, services, and petty commodity production.

As the sampling of the first survey was biased towards the more suc-
cessful entrepreneurs, the AID consultants designed two more spe-
cific surveys - 30 for ‘peasant farms” and 15 for small businesses not

5 However, this study provides little concrete and practical insights into the private business sector
in Transnistria that could serve as a reference for this report.
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engaged in agricultural production - that were carried out during the
second half of December 2012. They ensured a higher level of a more
random sample selection methodology (refer to questionnaires in the
annexes 5 and 6).

5) The AID consultants cross-checked the analysis of the collected data
with top managers from three commercial banks and the ADB and dis-
cussed with them options for promoting financial inclusion in Tran-
snistria, notably on how to facilitate the access to credit and business
skills of YEs.

[l. The regulatory framework of the financial sector

The financial sector of the Transnistrian region consists of bank and non-bank
market. The banking market is represented by banks and other credit institu-
tions and non-bank market - leasing and insurance companies. Additionally
some efforts are being made for the development of certain elements of the
stock market.

2.1 The regulatory framework of banks and other credit institutions

The Transnistrian region of Moldova has a two-tier banking system. The “Law On
the Central Bank of Transnistria“ (Ne212-3-1V of 07.05.2007) stipulates that the
“Central Bank” has to safeguard both monetary stability of the Transnistrian Rou-
ble (TR)” and the stability of the banking sector. The Central Bank is in charge of
monetary policy as well as banking regulation and supervision. It sets the rules for
credit institutions on accounting and reporting, internal control, preparation and
presentation of financial and statistical reporting as well as prudential norms.

The “law on banks and banking activity” (NeC3MP 93-2 of 01.12.1993) con-
stitutes the basis for commercial banks (though the law mentions the Savings
Bank specifically, although there is no different regulatory framework com-
pared to other commercial banks) regardless of their private (including foreign
investments) or public ownership.

The law also specifies that:

e Bank, which in accordance with the law and on the basis of licenses (per-
mits) issued by the Central Bank, holds the right to obtain funds from

7 The TR was introduced in 1994 and experienced soon after hyperinflation with a new TR intro-
duced in 2000.
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businesses and individuals and on its behalf place them on own terms of
repayment and maturity and perform other banking operations.

e  Some banking operations can be carried out by other lending institu-
tions (Non-banking credit organizations NBCO), not banks, licensed to
carry out certain banking transactions.

e Inorder to finance specific targeted programs special banks (develop-
ment banks) can be created on the terms and conditions stipulated by
the relevant acts:

- “Law on the Agricultural Development Bank” (N2264-3-1 of
13.12.2010): The Agricultural Development Bank (ADB) current-
ly 100% owned by the authorities is open for agricultural compa-
nies to become shareholders. The law mentions the substantial
financial support for the ADB from the Russian Federation (refer
to the operations in sub-chapter 4.2).

Regulation of commercial banks and credit institutions is executed by the “Central
Bank” through a set of rules and regulations in the form of directives, decisions
and instructions. Regulations of the “Central Bank” specify the procedures on crea-
tion and liquidation of credit institutions and their departments, the regulation
and supervision of credit institutions, currency regulation and control, operations
and transactions of credit institutions. They also define and explain accounting
standards, banking statistics and reporting, as well as the issues of combating le-
galization of illegally obtained income. All the normative acts of the “Central Bank”
are regularly and integrally sent to all registered credit institutions. The “Central
Bank” instruction “On the order of regulation of credit institutions” from Novem-
ber 9, 2007 was designed to establish methods of calculation of the number of
mandatory standards for banks and non-banking credit organizations.

Regulation of non-banking credit institutions, performing certain banking
transactions, is undertaken out on the basis of the Regulation “On Credit Or-
ganizations engaged in certain banking transactions” on November 9, 2007 n
83, which sets the eligible list of transactions for credit institutions performing
certain banking operations, as well as features of the regulation of their activi-
ties by the “Central Bank”.

There are three types of credit organizations with different rights as described
in annex 1. The “Central Bank” sets for each individual credit institution a ceil-
ing in terms number of transactions. Credit organizations are not entitled to
accept deposits from individuals. The “Central Bank” issued the following acts
on the prudential norms:
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The data in the table indicates that the banks, as well as NBCO must meet all
prudential norms, which are strict enough. To monitor the implementation of
prudential regulations “Central Bank” has developed specialized reporting sys-
tem, which is submitted by CO. Reports are developed by credit institutions on
paper for the first day of each month and should be submitted to the Central
Bank within three working days following the reporting period. Credit institu-
tions are required to comply daily with the established mandatory standards
and prudential rules.

The Agricultural Development Bank (ADB) is regulated by a supervision com-
mittee (according to Art. 13 of the special law referred to in section 2.1.1) en-
compassing the chairperson and deputy chairperson of the "Supreme Council®,
representatives responsible for Transnistrian financial and economic affairs,
and the director of ADB.

In the Republic of Moldova there are no special provisions that facilitate the
access to microfinance services, except for the NBM Regulation no 33. on ap-
proval of the Regulation on the classification of assets and contingent liabili-
ties N2 231 of 27.10.2011, which defines a special classification of consumer
loans of up to 30 thousand MDL (2500 USD) to individuals and loans granted
to legal entities, individuals engaged in business activities, as well as repre-
sentatives holding a professional lawyer or notary activity, in the amount of
100 thousand MDL (8300 USD). Consumer loans are not guaranteed by col-
lateral or other type of guarantees. The return of loans is based on a consumer
commitment and internal procedures of the bank. As for the loans amount-
ing to 100 million lei (8300 USD), they are guaranteed in whole or in part
by financial guarantees issued under special projects by international finan-
cial institutions and legal entities, engaged in activities related to provision
of guarantee to loans. This provision allowed banks to offer their customers
more microfinance services.

The regulatory framework of the banks and other credit organizations in Tran-
snistria corresponds to the common practice in the region and does not restrict
banks and other lending institutions in fulfilling separate microfinance opera-
tions for small businesses.
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2.2 The regulatory framework of non-bank financial institution
2.2.1 Leasing operations

Currently, legal regulation of leasing operations has two main sources the “Civil
Code” and a special Act from 21.01.2005 Ne 523-S-II1"On financial rent (leas-
ing)” (the “Law”). Leasing is defined as banking activity. Banks and leasing com-
panies enjoy tax exemption on incomes derived from the provision of long-term
loans for a period exceeding five years, if lending rates not exceed the current
rate refinancing rate (Art. 23). They can also apply accelerated depreciation
rates (Art. 20). The law entitled “On tax on income of organizations” set the
income tax rate from leasing activities at 6.5%.

2.2.2 Insurance and reinsurance companies

Insurance activity is regulated by the “law on Insurance Business” (N2 392-W-
IV 0of 21.1.2008), which governs the relationship between those working in the
field of insurance, or with their participation, principles to exercise control (su-
pervision) on the operation of insurance entities, as well as other relationships
related to the organization of insurance business.

To ensure the financial stability of the insurer, the insurance reserves and own
funds of the insurer must be guaranteed with the assets corresponding to the
requirements and standards of diversification, liquidity, repayment and profit-
ability, while the insurers also need to have a fully paid statutory capital, the
amount of which shall not be lower than the present law minimum capital re-
quirement that must be:

e Min. 300,000 TR? (172 973 USD)- for insurance services other than
life insurance, with the exception of professional liability insurance
risk for private notaries,

e Min. 400,000 TR-(230 630 USD) - for life insurance,

o Min. 500,000 TR-(288 288 USD) - for reinsurance, as well as combi-
nation of insurance and reinsurance,

e Min. 200000 TR-(115 315 USD) - for professional liability insurance
risk for private notaries.

The maximum amount of liability insurance (reinsurance) under a separate
contract of insurance or reinsurance shall not exceed 30% of the own equity
and insurance reserves.

° 1PYM3MN=64TR
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2.2.3 Regulations on financial transactions and their enforcement

In parallel with banking operation and its typical financial transactions, market
financial transactions can be also made and by other means and instruments. To
do this, there is a law that regulates capital market of the Transnistria region.

The “law on the Securities Market” defines the regulation of relations, establish-
es general provisions of the securities market, measures to protect the interests
of investors, as well as the relations emerging in the process of state regulation
of the securities market.

The law “On Currency Regulation and Currency Control” dated from June 6,
1995, defines the principles of currency transactions in Transnistria, the pow-
ers and functions of currency regulation and currency control, the rights and
obligations of legal entities and natural persons in respect of the ownership, use
and disposal of currency values, responsibility for violation of currency laws.
It stipulates that only banks can deal with foreign currency whereas NBFIs are
restricted to operate exclusively in TR. The following acts describe the rules and
procedures for cash transactions:

e Regulation “On the rules of the organization of cash circulation in
Transnistria” from April 11, 2012,

¢ Regulation “On the order of cash transactions in Transnistria» from 17
January 2012

e Instructions on non-cash payments in Transnistria” from October 12,
2002.

Actually, methods of enforcement of the contract are not reflected either in
separate acts or in the legislation. Today general measures of enforcement are
envisaged (Article 44 of the Law “On Enforcement Proceedings”).

Currently, the legal framework of the enforcement of contracts is fixed:

e The Constitutional Law from 9.08.2005N 620-BB-III “On the Judicial
System of the Transnistria”;

e The Civil Code (hereinafter - CC);
e The Arbitration Procedure Code (hereinafter - APC);
e  Code of Civil Procedure (hereinafter - the Code of Civil Procedure);

o The Law from 25.10.2005 Ne 649-3-II1 N¢ “On Enforcement Proceed-
ings”;

26



The Law from 25.10.2005 Ne 647-W-III “On Bailiffs”;

Law from 19.06.2006 N2 48-W-1V “On Insolvency (Bankruptcy)” (here-
inafter - the Law on Bankruptcy)

“Instruction on the assessment and reassessment of the property
seized by court officers” (approved by Decree of the Minister of Justice
on 04/06/2010 PMR).

Transnistrian regulations pertaining to the non-banking financial market do
not establish any administrative or other barriers towards the microfinance
activities. However, these activities are very restricted and cannot be applied
as basic activity, which could lead to legal, fiscal misunderstandings and abuses
of customers, which would also compromise from the start the idea of microfi-
nance services provision.

In Moldova microfinance activities, besides those listed, are also practiced
through SCAs and microfinance organizations:

For their work to have an organized character were adopted:

Law on Savings and Credit Associations no. 139-XVI dated 21.06.2007,
which aims to protect the rights and legal interests of SCAs members’
and regulates relations arising from the persons’ right to freedom of
association by creating savings and loan associations.

Law on microfinance organizations no. 280-XV dated 22.07.2004,
which sets out the legal framework and peculiarities of setting up of
microfinance organizations and their activities, providing conditions
to protect the rights and interests of creditors, donors, beneficiaries
and the founders, members and shareholders of microfinance organi-
zations.

Apart from this there are a number of regulations and decisions devel-
oped and adopted by NCFM, these acts regulate most of Savings and
Credit Associations (SCAs).
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2.3 Accounting and Auditing

The regulatory framework for accounting system consists of a combination of
set of laws, regulations and other documents related to book-keeping, the main
of which being listed below:

¢  The Law on book-keeping and financial reporting (as of 17.08.2004, N
467-3-111 (CA3 04-34).

e The Order of the Ministry of Finance “On approval of the chart of ac-
counts for the financial and operation, and instruction on use of the
chart of accounts” (as of 29.06.2009, SAZ 09-33).

e Regulation of the Central Bank “On the rules to keep accounting
records in credit organizations (N99-p as of 01.06.2010, SAZ 10-23).

e “Principles of preparation and development of financial reporting”,
(Annex to the MoF Order N94 as of 13.04.2009).

These regulations specify that all organizations, regardless of the form, registered
in the Transnistrian region, as well as branches and representative offices of foreign
companies, are required to keep records and to submit financial statements.

Composition, content and shape of the financial (accounting) statements of eco-
nomic entities is determined by normative acts of the leader of the Transnistri-
an region, and in terms of accounting (financial) statements of banks and credit
institutions - regulations of the Central Bank.

Audit activity is carried out on the basis of the Law “On Auditing in Transnistria”
of 28.11.1995 and Decree of 01.04.2008 N2 209 “On approval of the Regula-
tion on Audit Commission, the Regulations on the procedure for certification on
the right to perform an audit of the Commission on audit” (SAZ 08-13), which
define the framework for the implementation of auditing as an independent
financial control in the Transnistrian region.

The accounting system designed for banks enables to maintain accounting
records and generate appropriate financial reports on microfinance activities,
but it is only applied for banks and NBCO. In Moldova, for this purpose, a Na-
tional Accounting Standard 63 “Presentation of information in the financial
statements of savings and credit associations and similar institutions” with rel-
evant comments for application was developed.

This Standard establishes accounting rules specific to savings and credit asso-
ciations and other institutions engaged in similar activities, presents the infor-
mation of their financial reports and extends towards savings and credit as-
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sociations and microfinance institutions and their branches, which do not fall
under the Law on Financial Institutions.

2.4 SWOT analysis of regulatory framework of financial sector for small
businesses

The regulatory framework of the financial sector in the Transnistrian region
has been improving in recent years, but is less enabling than the one in Republic
of Moldova. The SWOT - analysis of the legislative and regulatory framework of
the financial sector regarding access to finance for entrepreneurs and private

micro and small enterprises is summarized as follows:

Table 2: SWOT - Analysis of the regulatory framework of the financial sector

Strengths Weaknesses

Availability of legal acts only in a general way

to ensure the creation of MFls:

- Article 7 of the Law “On Non-Commercial
Organizations’, giving the possibility of
business activities by the fund;

- Articles 51, 125, 128 of the Civil Code
governing the possibility of establishing
consumer cooperatives, mutual societies
lending.

Absence of direct ban on dealing of “mutual

credit” by non-credit institutions: on the one

hand, legislation permits to provide loan for
interest, on the other hand, the receiving (at-
traction) of personal savings for temporary
use (for individuals) or temporarily free funds
(for legal entities )

The law allows applying a mechanism of attract-
ing micro-savings as a share in the co-operatives.

Absence of external oversight of IFls (the con-
trol of the Central Bank).

Responsibility of non-profit foundations to
publish reports on the use of the fund.

Do not contain any restrictions on the composi-
tion of the Fund's founders, consumer coopera-
tives and their enjoyment of property rights.

No special registration and licensing of MFI
activities.

Absence of external regulation of interest rates.

Inconsistencies between the Civil Code
and new commercial laws: e.g. “insur-
ance object”is defined differently by the
Civil Code (Art 1047) and the “Law On
Insurance Business” (Art. 4)

Lack of specific laws and regulations of dif-
ferent levels:

- On consumer cooperatives;

- On cooperatives of Mutual Credit;

- On credit unions;

- On private pension funds, and others.
Inapplicability of standards set in the Law
“On Banks and Banking Activity” to the
regulation of microfinance services; ignor-
ing the peculiarities of formation and de-
velopment of MFls.

Unlimited rights of Central Bank interven-
tion in the activities of credit institutions
by issuing directives, regulations and in-
structions. Central bank has a right to set
the rules for banking, lending institutions
register and supervise their activities, de-
termine the amount of mandatory stand-
ards for credit institutions.

Prohibition of non-profit organizations to
attract savings.

The absence of an effective mechanism for
redress.
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Opportunities Threats

« No minimum capital to start activity provides |«  Regulatory framework of Transnistria does

easy access to start micro financing activities. provide clear exceptions from general
«  The regulatory system of Transnistria allows credit regulatory standards for financial

the existence of different (by forms and levels) services carried out informally, making

organization of financial institutions. This fact them punishable.

provides a variety of sectors, provides microfi- |« No requirements for audits and evaluation

nance services. of audit reports, which do not provide reli-
« Absence of discretionary limits for attracting ability of MFls.

of donor funds non-governmental organiza- |+  No hard and fast rules of diligence (reserve

tions. requirements, terms and amount of the

loan, the percentage of capital security fa-
cilities available, etc.), it does not protect
the rights of borrowers.

« Lack of regulatory for IFls encouraged or-
dinary banks to penetrate into the market
of microfinance services.

In conclusion, the current legislative and regulatory framework is rather unfa-
vourable for any type of microfinance operation and microfinance institutions
(MFIs), regardless of private or co-operative ownership because no adequate
legal basis exists so far for MFlIs and thus no specific regulatory provisions ex-
ists for MFIs.

Generally, it is possible to undertake microfinance operation within the existing
regulatory framework. However, it might require a series of significant regula-
tory improvements to make the legal foundation not just permissible, but also
stimulatory and facilitating microfinance sector development in Transnistria.
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lll. Financial Sector Infrastructure Overview

There is no central clearing and payment system operated by the “Central
Bank” of Transnistria (CBT). The six commercial banks offer money transfer
services within their own branch networks and maintain money transfer ar-
rangements with limited number of foreign partners. Settlement of accounts
among the six banks is done either on mutual agreements or via the CBT, which
acts as a third party intermediary.

In the Republic of Moldova central clearing and payment system for financial
sector was established and managed by the National Bank of Moldova (NBM)
since 1991. Within that period it has been a subject of continuous improve-
ments and adjustments towards “best practices” and in accordance to Basel Il
requirements. Nowadays the central clearing and payment system in RM as-
sures the transparency of banks activities as well as of their customers, prevent
money-laundry operations, and ensure correctness and timely payments and
clearing.

There is no credit bureau system in place in the Transnistrian region, although
there are discussions about the need for it during the past five years. The prac-
tice of sharing credit information among the banks seems not to be a common
practice. In RM credit bureau is in place as a result of about 10 years’ joint ef-
forts of Internatio nal Financial Institutions (IFIs), external donors, NBM, com-
mercial banks and other financial market actors. The very first discussions
started in 1995 due to borrowers’ "migration” among the commercial banks
and became finally viable once most of involved actors respected the main prin-
ciples - voluntary and necessity.

The credit history bureaus launched its activity in Moldova since 2011, pro-
viding services related to creation, processing and storage of credit history, as
well as to issuing the credit reports. The credit history bureau registers infor-
mation providing services agreements concluded with 17 entities - sources
for creation / users of credit history, represented by 15 commercial banks,
one leasing company and one microfinance organisation. According to the
specialised report data submitted to National Commission on Financial Mar-
ket (NCFM) by the credit history bureaus, as of 31.12.2011, the following is
registered:
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Table 3: Performance indicators

The overall
Legal value since

Performance indicators Individuals entities the database

creation

Number of;re@t agreements concluded 121 753 15 442 137195

by the credit histories sources

Number of credit histories registered in

the credit history bureaus database 94238 3577 99815
_ E°”?(merc'a' 53034 6263 59297

Number of submitted | Panks

credit reports it hi

p Credit history 75 4 117
subjects

Thus, out of the whole number of credit agreements, 72.75% are submitted to
the credit history bureaus, while the number of requested by the users credit
reports represents 43.22%.It is due to few reasons: more than one active agree-
ment is concluded by one person, the disagreement of the credit history sub-
ject to submit the information to the credit history bureaus, the impossibility of
credit history creation because of the persons that do not hold state or personal
identification number, etc.

The Banking Association, being the only financial sector professional associa-
tion, has been established in 1995 and aimed at stabilizing the financial system,
strengthening co-operation with foreign banks, and lobbying for better legal
and regulatory framework. Its role appears to be very limited toward the rapid
implementation of legislative changes.

The Banking Association in Moldova has similar activities with some special-
ised trainings, most of them for young bankers. It also tries to get involved
in legal framework development and sometimes it manages to lobby for its
member interests, however, the representation function is not that strong
(www.abm.md).

The Transnistrian service industry for the banks is tiny little due to the limited
financial market and no capacity-building support offered by government or
donors. Table 4 lists the types of services offered to the banks, the respective
service companies and their service package.

32



Table 4: Overview of service providers for financial intermediaries

Type of service

N2 Name of company

Service package and Comments

provider

-, . Significant shortage of staff,
Auditing Audit-Plus only 2 auditors accredited
Credit Bureau - No
Banking IT - Allin-house

Bank Training

Banks invite trainers from Russia
or send staff there

Bank Accounting

All in-house

Evaluation of

real estate and/or
other physical
collateral
(machinery &
equipment)

Consulting Business
Solutions

Business Advisory (mainly business plans)

Audit-Plus

Also business planning, training

First Capital City
Consultancy

Large spectrum of services (focus on
funds raising)

Interekonomservis

Business Advisory (mainly business plans)

Srvetnik

Business Advisory (mainly business plans)

Tian groups

Business Advisory (mainly business plans)

Obviously due to massive external IFls and donor support, the banking service
industry in Moldova has evolved faster toward a modern banking operational
framework, based on international standards and the global best practice in its
operation. The “custom” for external audit was introduced in 1995 by the Eu-
ropean Bank for Reconstruction and Development (EBRD) for two local banks:
Moldova-Agroindbank and Victoriabank that applied for credit lines (5mln USD,
4 years, designed for SMEs investment lending). Then, since RM signed Basel
Il agreement, it becomes mandatory for all commercial banks. It mentions the
presence of four' out of five world biggest auditing companies and the legal
requirement that force commercial bank to change them once in four years on
a tender base.

Development of real estate valuation and IT sectors in RM has provided an
attractive opportunity for commercial banks to outsource these activities and
considerably reduce operational costs and avoid so-called conflict of interest.
This process also was implemented in 2003-2004 by two banks mentioned
above as a result of cost-efficiency analyses and auditor’s recommendations.

1% PricewaterhouseCoopers, Deloitte& Touche, Ernst&Young, KPMG, except Arthur Anderson
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The asset valuation and IT in commercial banks of Transnistria are still execut-
ed in-house, which brings essential overheads and opens the doors for poten-
tial internal functional abuses.

The financial sector infrastructure in Transnistria is very rudimentary and
there is limited demand from the present six commercial banks for services in
accounting, bank IT and software applications, audit, credit rating, bank train-
ing, as well as real estate and other physical collateral valuation. This is because
the commercial banks hold most of these services in-house, including their own
mortgage departments or affiliated firms. Noteworthy is the serious shortage in
qualified auditors and real estate valuators. In fact, there are no licensed bank
auditors, although commercial bank should be audited annually according to
the banking regulation in line with such normal standards elsewhere. The lack
of regular external audits of the commercial banks strongly undermines their
reputation in their dealings with banks from outside Transnistria, as well as in
potential donor programs, as outlined in part 2 of this report.

In conclusion, market entrance opportunities for new financial intermediaries
in the small business lending market are very unfavourable with almost ab-
sence of banking service industry. The establishment of new microfinance in-
stitutions would thus be prohibitively expensive, as the donor agency would
either need to establish an apex structure for the new entities that provide the
required accounting, audit, IT and soft applications, and bank training services
or develop a basic banking service industry.

This calls for the need to identify the most suitable financial intermediaries
as partners for any program that attempts deepening the financial access for
small businesses.

The sustainable growth of bank lending to small businesses is seriously con-
strained by the lack of a credit bureau. There is growing global recognition that
a functioning credit bureau is a key factor in avoiding client over-indebtedness.
The market-oriented commercial banks would definitely welcome availability of
credit histories archive, but other banks may not be interested in a more transpar-
ent lending market. The former would prefer a private company to run the credit
bureau, but the most likely potential set up would be under the “Central Bank”.

It is to be mentioned that two private credit bureaus have been launched in
Moldova in the beginning of 2000%, but only in 2005 the first entity opened
its operation. The second followed in a year later. However, both private credit
bureaus failed and, after an aggressive marketing campaign, they slowed down
and basically ceased their operation in few years.
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IV. Financial intermediaries, services and clientele

4.1. Commercial banks

There are six commercial banks in the form of joint stock companies with a
general bank license with 21 branches (compared to 24 units on 01.01.2011).
There are also 6 credit institutions performing certain types of banking opera-
tions and relating to category III (7 - a year earlier).

The banking institutions’ saturation factor of the region (the number of banks
by 100 thousand people) for the financial year is estimated to increase from 1.2
to 1.4. The trend of narrowing the territorial infrastructure remained marked
in the previous year.

Thus, the number of offices (with limited spectrum of services) of commercial
banks fell by 10 units and at the end of the year were 279. In terms of geograph-
ical coverage, the highest concentration of branches and offices is recorded in
the cities Tiraspol and Rybnitsa where around 50% of all bank clients reside.

Table 5: Structure and dynamics of the consolidated balance sheet liabilities

of commercial banks
At
.2009 01.01.
Balance Sheet e
rate,%
1. Deposits 365 | 46% | 376 | 46% | 383 | 67% | 376 | 67% 126%
2. ‘Central Bank”
refinancing & 338 | 43% | 348 | 42% 91 16% 75 13% 27%
inter-bank loans
3. 0wn funds 85 11% 99 12% 95 17% 108 19% 130%
thereof equity 71 9% 82 10% | 76 13% | 90 16% | 128%
Total 788 | 100% | 824 | 100% | 569 | 100% | 559 | 100% | 84%

Capital. The share capital of the banking system increased by 28% during the
examined period. In terms of the capital growth a significant increase of share
capital within the banking system was achieved by CJSC “Sberbank of Transnis-
tria” (2.2 times).
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CJSC Tirotexbank

CJSC CB Ipotechnyi

CSJC Agroprombank
CSJC Tiraspromstroibank

CJSC BusinessinvestBank

CJSC Pridnestrovskyi Sberbank
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B 01.01.2012 W 01.01.2011 01.01.2010 W 01.01.2009 ™ 01.01.2008

Figure 1: The change in share capital for each of the six commercial banks
(in million USD)

The observed increase of the banks’ equity, as on January 1, 2012, is a result
of the improving reliability of the banking system that is reflected by equity/
liabilities ratio, growth up to 23,9%, as well as capital adequacy ratio reached
62,3% while set at a minimum of 8,0%.

Deposits. The main source of the banking sector liabilities are term deposits
that decreased by USD 1°261,2 million for the reporting period. By 1.1.2012 the
volume of fixed resources was USD 184,9 million, which corresponds to 18,4%
of Transnistria GDP, while as on 1.1.2009 amounted 176,4% of GDP.

Deposits overall are stable, but with wide variations among banks, as illustrated
in figure 2, less refinancing demand by banks due to declining loan demand.
In 2011 compared to 2010 an increase in the deposit portfolio which is pro-
vided, mainly, by almost three-fold increase in the volume of attracted funds
from enterprises and organizations. This fact was due to the massive expansion
of placements in foreign currency (from 113,9 to 145,2 million USD), which is
concentrated primarily in one bank (CJSC “Agroprombank”). Excluding the im-
pact of customers operations, the total amount of business entities deposits in
banking system decreases by $ 1,2 million or 19%.
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Figure 2: Dynamics of time deposits in the context of commercial banks, million USD

Analysing banks deposit base, we could note the high concentration of private
placements. Thus, the maximum share of the deposit market is owned by two
banks: CJSC “Sberbank Transnistria” and PC “BiznesInvestBank” (together
about 58%).

Table 6: The weighted average interest rate, % per annum

Individuals Legal Entities

Types of deposits . .
2011 | 2012 | Deviation | 2011 | 2012 | Deviation
TRup to 1 year 9,2 12,8 +3,6 57 4,9 -0,8
TR over 1 year 15,2 14,5 -0,7 6,4 74 +1,0
Foreign Currency up to 1year | 49 5,0 +0,1 4,4 4,2 -0,2
Foreign Currency over 1 year 7,7 7,2 -0,5 51 71 2

Conclusions on liabilities:

e  Limited long-term resources (deposits, external refinancing and loans,
pension funds, other long-term liabilities.) This is very true for all devel-
oping countries where people’s savings are the main source of liabilities
and are usually in short-term placements and are done for an upcoming
event. All other types of liabilities, except own capital, are very costly and
play a minor role or even do not exist because of old soviet style approach,
focused punctually towards consumption rather than investments.

e  Limited own capital is “traditional” for Closed Joint Stock Companies,
where grow is possible from profit capitalisation or shareholders own
money. In both cases the willingness of stakeholders will be prioritised
by immediate income despite the “possible bigger one” in future.
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In this regards we can conclude on insufficiency or even lack of investment re-
sources in the banking sector of Transnistria.

Loans. A contraction of the credit market is observed on the background of eco-
nomic slowdown, caused by unstable financial position of the real sector. The
volume of loans disbursed to legal entities and individuals in 2011, declined in
real terms - by 3,6%, amounting on January 1, 2012, 268,8 million, or 48,1% of
total assets of the banking system. The ratio of lending to non-financial sector
and GDP increased by 2,6 percentage that points to 30,2%.

Table 7: Structure and dynamics of loans

At 01.01.2011 At 01.01.2012 Deviation

Types of loans Weight, Weight, | absolute, %
% % Min. $
Arrears on loans 278,9 100,0% 268,8 100,0% -10,2 96,4%
- Legal entities 233,1 83,6% 205,3 76,4% -27,8 88,1%
- Individuals 45,8 16,4% 63,5 23,6% 17,6 138,5%
-InTR 83,2 29,8% 98,3 36,6% 15,1 118,1%
- In foreign currency 195,7 70,2% 170,5 63,4% -25,2 87,1%
- short-term 38,1 13,6% 33,0 12,3% -5,1 86,7%
- medium-term 95,6 34,3% 91,9 34,2% -3,7 96,2%
- long-term 137,1 49,2% 136,2 50,7% -0,9 99,4%
- overdue 8,1 2,9% 7,6 2,8% -0,6 92,9%

The information on breakdown of banks loan portfolio and type of customers
is considered commercial secret and is not accessible. Meanwhile we can men-
tion that lending policies are mirror reflection on GDP structure by industries.
Within the last two years we can observe a decrease of real sector of economy
in favour of consumption one. At the same time world financial crisis affected
activity of legal entities and “forced” commercial banks to enlarge the share of
loans disbursed to individuals, most of them been patent holders - legal entities
with a statute of physical ones. Thus, most of commercial banks are considering
the possibility for new credit products development designed for MSMEs, along
with the further reorganization and purchase of a new Management Informa-
tional System.

At 01.01.2012 TR loans in the assigned 1,7 loans in foreign currency (on
01.01.2011, the ratio was 1: 2,4).
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Figure 3: Dynamics of loans portfolio in the context of commercial banks, million

The year 2011 was marked by decline in corporate lending and active develop-
ment of retail segment of the credit market. The 82.4% of growth was achieved
due to two commercial banks - PC “BiznesInvestBank” (the volume of retail
loans increased by 1,8 times) and CJSC “Agroprombank” (1,6 times respective-
ly). The expansion of retail lending in the TR exceeded the growth rate in for-
eign currency (2,2 times versus 22,9%), caused by decrease in currency loans
for individuals by 10.8 percentage points to 68.4% and the ratio of loans and
foreign currency reached a mark of 1: 2,2 (at 1.01.2011 - 1: 3,8).

The gap between the amounts paid and raised funds in the consumer market
for the reporting year decreased from 2,4 to 1,7 times. As a result, banks are
less likely to rely on personal savings as a source of funding for other sectors of
the economy. At the end of 2011 the integrated indicator of qualitative charac-
teristics lending operations of banks amounted to 97,2% and has not changed.
Meanwhile arrears decreased in loans to individuals by 9,8% to 0.9 million USD
and to legal entities - by 3,5% to $ 6,6 million USD. In general, the amount of
overdue loans decreased by 4,3% and on 01.01.2012 amounted to 7,6 million
USD, which corresponds to 2,8% out of total loans.

However the quality of banks’ loan portfolios, which characterizes the process
of its formation, for the reported period worsened: doubtfully aggregates, prob-
lematical and non-performing loans increased by 11.2% to 94,3 mIn TR, so that
their share in the total amount of loans reached 33,0%, increased up by 4,2
percentage points, as well as provisions was by1,5 times or up to 13,7 million
USD, covering 180,9% of outstanding amounts.
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Table 8: The weighted average interest rate on loans, % pa

Individuals Legal Entities

Types of loans

2011 | 2012 | Deviation| 2011 | 2012 | Deviation
TRupto 1year 16,7 18,0 +1,3 13,4 16,3 +2,9
TR over 1 year 16,8 17,6 +0,8 11,3 11,2 -0,1
Foreign Currencyupto 1year | 17,6 17,5 +0,1 14,6 13,9 -0,7
Foreign Currency over 1 year 18,7 19,6 -0,5 13,3 11,9 -1.4

Thus we can observe that the range of existing credit products for legal enti-
ties is collateral based and almost similar for all five main commercial banks as
listed in annex 7.

Conclusions on loans to SMEs:

It is worth to underline that the Transnistrian banks turned towards SMEs just
a couple of years ago and are making huge efforts to increase their share in to-
tal loan portfolio. This process is pretty slow because of lack of experience and
limited knowledge of modern credit techniques and products, other than tradi-
tional collateral based approach that considerably narrow the SMEs’ access to
financial sources. Start-up businesses, especially by disadvantaged population
(labour migrants, youth, elder, women, etc.), cannot access any loans even as
physical persons. That fact comes out of a requirement of at least 6 month pre-
vious experience and profitable activity. Some TN banks already take the very
first steps to overcome this barrier and in these regards are eager to learn about
Moldovan experience: how microfinance, in general, and micro-lending to small
businesses, in particular, has been introduced, lessons learnt and current trends
of development. It is, however, important to better understand the substance of
microfinance and percept it as a tool for delivery of financial services to those
limited in access to them.

The banking sector in the Republic of Moldova has experienced first micro-
finance practice back in 1993, when the commercial banks applied for EBRD
credit line for SMEs that caused a set of preconditions:

e Internal bank’s organizational structure reorganisation

e Loan officers training

e Standardisation of loan application form and credit procedures
e Decision process decentralization, etc.
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Table 9: Microfinance description and international definition

Microfinance refers to the provision of financial services — micro-loans, savings, insur-
ance or transfer services — to low income households. It is widely seen as improving live-
lihoods, reducing vulnerability and fostering social as well as economic empowerment.
Microcredit refers to provision of micro-loans for microenterprise development and can
be a tool for social as well as financial inclusion, as it helps to prevent and redress all the
areas of exclusion — poverty, low income, lack of employment - which are evidenced as
a major component and reason for social exclusion.

Moreover, programs that provide training, advice, mentoring and networking opportu-
nities enhance skills and social empowerment of underprivileged groups, further con-
tributing to inclusion. And microfinance through its broader range of services such as
savings and insurance can further assist poor people to plan for future lump sum needs
and to reduce their exposure to income changes or sudden expenses and to partici-
pate in social life. The question of how best to provide financial services to the poor has
fuelled intensive debates worldwide (more details are presented in Annex 3).

Thus the process started with a support from external donors (mainly EU TACIS
and EBRD) that established their representatives within the two commercial
banks (MAIB and Victoriabank) ensuring technical assistance to achieve the
necessary minimum requirements. In the case of Victoriabank EBRD issued an
equity loan up to 10 % out of total share capital in order to enable this new
credit facility.

Since 1993 numerous changes and amendments have been applied within the
banking system to assure the most appropriate development scenarios, but al-
ways involved IFIs and external donors support that facilitate and speed up this
process in Moldova as is illustrated for the last 5 years in the table No10.

Table 10. External loans and allocations of SDRs, credits’ classification,
at end of period (million USD)

2007 2008 2009 2010 2011

Monetary Authorities 159.36 | 166.97 | 153.33 | 204.24 | 327.05
Direct state debt 747.18 | 762.73 | 944.2 | 1106.09 | 1134.85
Guaranteed debt assumed by state 18.58 15.53 133 10.08 7.63
Public Corporations debt 5.47 1.29 20.53 21.89 47.13
Private debt guaranteed by state 13.5 10.94 8.43 6.37 4.78
Private debt not guaranteed by state | 1338.32 | 1910.56 | 1951.6 | 2067.47 | 2303.37
TOTAL 2282.41 | 2868.02 | 3091.39 | 3416.14 | 3824.81
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It is important to mention the role of the Government that is the very only bor-
rower of different investment credit lines in relations with IFIs specialised in
development. Thus IDA, IFAD, EIB usually negotiate terms and conditions of
lending facility that is redistributed later on through the commercial banks and
microfinance organisations. Even first credit lines where possible just after the
state guarantee where issued in favour of EBRD just because of very small own
capital. Even nowadays the overall assets of banking system of Moldova con-
stitute about 60 % of GDP, while in developed countries just first two or three
banks assets overcome it. This create some constrains for credit lines’ attrac-
tion for commercial banks and “suggest” them to increase their own capital.

Big outflow of the population is mainly caused by several factors, job opportu-
nities being much above all others. It is a tremendous concern of government,
business community, FIs, [FIs and donors. Since 2000 the main focus were
placed by IFIs towards other priorities such as financial inclusion of disadvan-
taged groups and start-ups, predominantly in rural areas for non-agricultural
activities. Micro and small enterprises had been selected as targeted group and
maximum loan amount was fixed up to 30.000 USD. For the first time matching
grant concept were introduced by IDA within the RISP, aiming to overcome the
collateral barrier for the final beneficiaries. Later on almost all IFIs followed
this practice, imposing conditions and restrictions that were supposed to canal-
ise investments in the desired direction. However each new credit line always
uses lessons learned within previous experiences and borrowers profile. Today
the most requested and efficient ones are those focused on YEs, women in busi-
ness and migrants.

Commercial banks after universalization of their services faced the market
competition in terms of efficiency and fight for customers. Since then the banks
where forced and started massively to apply modern down-scaling lending
technologies and promoting microfinance in different sectors and for selected
targeted beneficiaries that constitute about 45% out of 3824.81 million USD -
total amount of external loans and allocations at the end of 2011. Detailed table
is presented in Annex 2.
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4.2. Non-banking financial institutions

There are the following few types of non-banking financial institutions (NBFI)
in Transnistria:

e  Credit organizations;
° Microfinance organizations;
° Leasing companies;
e Insurance companies.
The non-banking financial sector in Moldova is much more developed and has

the whole range of potential entities operating in the market. NBFI in Moldova
could be represented as in the table below:

Table 11: Development of NBFI in Republic of Moldova

List of NBFI participants 31.12.2010
1. | Professional participants on securities market, including: 63 64
Stock Exchange of Moldova 1 1
National Securities Depository of Moldova 1 1
Independent registrars 10 1
Brokers/dealers 22 22
Investment funds in the process of forced liquidation 9 9
Investment funds in the process of voluntary liquidation 9 9
Companies of fiduciary investments administration* 7 7
Companies for estimation of the value of securities and
assets related to them 4 4
2. | Professional participants on the insurance market,
including: b P 1048 1758
Insurance companies 24 20
Insurance/reinsurance brokers 63 66
Insurance agents 961 1672
3. | National Bureau of Motor Insurers 1 1
4. Profes_smnal participants in the microfinance sector, 442 436
including:
Savings and credits associations 398 376
Central association 1 1
Microfinance organizations 43 59
5. | Non-state pension funds 2 2
6. | Manager of non-state pension funds’assets 1 1
7. | Credit history bureau 1 1
TOTAL 1558 2263
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Credit organizations

There are seven formally registered credit organizations. However, their basic
activity is the foreign currency exchange, defined as licensed credit organiza-
tions, which buy and sell EUR, USD, RUR, MDL, UAH, and other currencies in
addition to the commercial banks.

Microfinance organizations

According the “Law on the Agricultural Development Bank”, the Agricultural
Development Bank (ADB) has been registered as a closed joint stock company
in March 2011 to mobilize equity and debt funding within and outside Tran-
snistria for entrepreneurs (i.e. patent holders), peasant farms as well as other
micro and small enterprises involved in farming, agricultural production and
processing.

It is the only NBFI in Transnistria with a development mission and it is not sub-
ject to banking regulation and supervision. Nevertheless, the ADB is authorized
to offer current accounts and money transfer services to its clients. Its aggregat-
ed balance sheetas of 1.7.2012 forms annex 2 that indicate around USD 2,6 mil-
lion equity and a net loan portfolio of around USD 25,7 million of which 99,37%
is lent to agricultural companies and the remainder to peasant farms.

In summary, NBFIs play a minor role in the banking sector. There are no leasing
companies. The commercial banks currently offer quasi financing leasing serv-
ices in cooperation with private companies. With a more enabling envisaged
leasing legislation possibly in 2013, one or two leading commercial banks will
most likely establish leasing companies.

Nowadays Microfinance System in the Republic of Moldova is formed from
one specialized bank, fifty nine non-bank financial institutions and a net-
work of 376 Saving and Credit Associations (SCAs). As of the end of 2011
there were 59 registered microfinance organizations, of which 48 submitted
financial statements. According to the results recorded during the year, the
evolution of this system is characterized by general activity indicators and is
presented further:

44 :



Table 12: Microfinance Organisations activity main indicators

No. Indicators 2010 2011 2011 compared

to0 2010 (%)
1. | Number of organizations (units) 43 59 137,2
2. | Ownership equity (mil USD) 54,87 80,07 145,9
3. | Total assets (mil USD) 148,66 | 153,69 103,4
4. |Granted loans (mil USD) 99,29 | 120,07 120,9
5. |Received loans and bank credits (mil USD) | 83,23 65,45 78,6
6. | Net profit (mil USD) 7,10 9,55 134,5
7. |Return on assets rate (%) 4,8 6,2 129,2

As of the end of 2011, the main indicators on the MO activity registered a sig-
nificant increase as compared to the similar period of the previous year. The
number of MO grew by 16 units or about 37.2 per cent during 2011, following
the same trend registered during the last 6 years of system evolution. The loan
portfolio increased by 20.9 per cent, as compared to the previous period, deter-
mined by the 45.9 per cent increase of the ownership equity, accompanied by
the 21.4 per cent decrease of the received loans and bank credits.

About 40 of current non-bank microfinance institutions where founded in the
last 5 years and are mainly oriented to consumption lending. We will exclude
them by purpose due to their very young age and still small impact over the na-
tional microfinance system. In order to follow the Impact we will focus mainly
on two MFI - main SCAs lenders and on SCAs network itself. We will look to
Rural Finance Corporation (RFC), founded under WB group supervision as the
specialized financing intermediary, and to Microinvest, which is a successor of
Moldovan Microfinance Alliance (MMA) assisted by GTZ.

Credit cooperatives, unions, associations

There are neither micro credit organizations nor savings and credit associa-
tions (unions, cooperatives) in Transnistria. Apart from the currently non-en-
abling legislative framework, there would be limited market potential for such
NBFIs given the branch network of the six commercial banks and initial moves
of the more business-oriented commercial banks in developing micro and small
enterprises as new clientele and further expanding their retail services. Savings
and credit associations may; if at all, have a potential in urban areas mainly for
consumer lending and trade facilitation provided that the current legislative
framework would be further developed.
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In RM it passed a long and difficult way caused by misunderstanding or lack of
clear defined provisions. Now the new legal provisions exist, clearly stated the
mechanism of SCAs foundation, merges and liquidation. The new framework
introduced new prudential rules, designed on the base of banking ones, as pre-
sented in table 11.

This framework facilitate consolidation of SCAs through merges in part because
the areas they are permitted to service (often only a single village) are too small,
high administrative and fixed cost, saving acceptance opportunities, etc. Licens-
ing is important for durability of development process. It was transferred from
commercial banking sector with necessary adjustments to assure the differen-
tiation among SCAs, underlining their capacities.

Table 13: Main requirements by license type

License Type

Requirement A B C

Operational area Village bounders | Raion bounders All Moldova
:\él\&/lglagement education High from 2010 | High from 2010 High from 2010
Minimum number of >50 >250 Central Association

members

Short- medium term .
Short-term Treasure operations

. Lending and Savings,
Lending direct lending and AB

Range of activities

Mandatory from | Mandatory from

MiS 2010 2009

Mandatory

According to the results reflected at the end of 2011, the development regis-
tered by the SCA system is characterized by the following general activity indi-
cators reflected in the table below.

46 :



Table 14: SCAs activity main indicators

2011
2011 to

Indicators 2010 2011 A-SCA B SCA

2010 (%)
(per cent) (per cent)

Number of SCA members 131675 | 137342 | 1043 63,0 37,0
(persons)

Number of loan recipients 32152 31459 978 516 484
(persons)

Number of savings 5851 5798 99,1 - 100
depositors (persons)

Ownership equity

(million MDL) 75,3 85,2 1131 55,5 44,5
Granted loans (million MDL) 2442 254,2 104,1 40,3 59,7
Savings deposits (million

MDL) 934 103,6 110,9 100
Received loans and bank

credits (mil. MDL) 94,9 91,2 96,1 65,1 34,9

The SCA with a B license category make up 18.3 per cent of the total number
of SCA. At the same time these SCA recorded a value of income gained as com-
mission, fees, penalty related to granted loans that were not repaid in due time
(delinquent loans) and other income resulted from the basic activity that over-
comes times the amount recorded by the SCA with an A license category. Also,
the negative net result from the establishment and cancellation of provisions
registered by the SCA with a B license category is 1.6 times higher than the
similar indicator recorded by the SCA with an A license category.

During the peak of the season up to 70 % of members in average are borrowers.
But even on the snapshot it can be observed the increasing conscious of mem-
bers for repayment, caused by the threat of losing access to valuable asset rather
than public pressure and image deterioration. At the same time we can assume
that SCAs network positively influences people in terms of self-organization as
well as credit history creation, increasing their attractiveness as potential bor-
rowers for commercial banks. The average loan amount per borrower is still
very small and not interesting for the banking sector, even it was an increase by
7% in 2011 vs 2010, from 633 US$ to 674 USS.
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The C-type License gives an opportunity to operate all around the country and
was introduced to facilitate creation of so-called Central Association that is sup-
posed to combine NFSCAs function with treasure ones.

By the end of 2009 Central Association has been established. The idea is based
on vertical integration of microfinance system and it seems to be appropriate,
but might fail due to several crucial factors, most important being lack of quali-
fied labour force and low level of start-up wages.

To summarize the impact we will use transverse topics - gender, poverty allevi-
ation and sustainability. From the gender point of view SCAs network facilitate
social inclusion of youth and women into society. The results are impressive
as their share in all categories is 56% in SCAs management, 52% out of total
number of members, 59% out of total number of borrowers and just about 49%
as depositors. It varies with the same frequency as demographic distribution
among zones.

Villages with a strong and healthy SCA are more developed than others, that ex-
plains in many cases the urban-to-rural and rural-to-rural migration described
above as well as agriculture is the easiest way to start a business in Moldova.
At the same time SCA improve the living attractiveness of the village assuring
population stabilization and demographic grow.

From the poverty alleviation point of view access to finance improved the mem-
bers’ livelihoods and influences the villages’ infrastructure development like
electrification, gasification, healthcare, primary and secondary education, etc.
It also leads to an increase in number of self-employed people in rural area and
village business specialization. In several villages we can found informal clus-
ters at initiation and very early expanding stage. We can also observe a possible
positive relationship between average monthly income and loan amount, even
the pace is different.

Insurance and reinsurance companies

There are eight registered insurance companies, but only five are operational
with a license. There is no re-insurance company, but the market leader “Arion”
can transfer some agricultural risks via Russian insurers that have large agricul-
tural re-insurance quota with Swiss Re. It is the only insurance company offering
various agricultural insurances, including yield insurance for cereals, with premi-
ums of 1 to 8% of the expected yield which is quite favourable for international
standards. However, demand for agricultural insurances is quite low, as there
are no premium subsidies from the Transnistrian authorities compared to the
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>60% agricultural insurance premium subsidies offered in Republic of Moldova,
Ukraine, and elsewhere. “Arion” offers around 30 types of life and non-life insur-
ance products along the four main product lines of liability, property, life / per-
sonal, and health insurance. It has a market share of around 43% in terms of poli-
cies, amount of insured objects, and premiums collected. Table 15 provides an
overview of the development of the insurance sector over the past four years.

Table 15: Indicators of Transnistrian Insurance Sector from 2008 till 2011

Indicators of Insurance Companies 2008 2009 2010 2011
Number'of registered insurance 3 7 7 8
companies
Number of branches 3 3 4 2
Number of insurance policies 44500 38’900 27'500 22'900
(percentage of voluntary insurance) (100%) (100%) (100%) (100%)
Amount of all insured objects USD 721,9 | USD 283,4 | USD 510,6 | USD 370,6
(in USD million)

Insurance premiums collected USD3,9 | USD3,1 |USD49m| USD4,7
(in USD million)

Insurance payments (in USD million) usbo,7 | USDO,8 |USDO,7m| USDO0,9
Insurance reserves (in USD million) uUsD 3,9 UsD3,7 |USD29m| USD29

In conclusion, there is a limited insurance culture in Transnistria which may be
partially explained by the low financial education level. The industry sector has
been declining over the past years in terms of number of insurance policies and
the amount of insured objects, as indicated by table 15 mainly as a reflected of the
economic decline triggered by the global financial crisis. There are no compulsory
insurances so far - not even third party liability motor vehicle insurance - which,
among others, has constrained the development of the insurance sector.

Opposing to Transnistria, the insurance market in the Republic of Moldova is
rapidly developing. The valorisation trends of its potential produce new plat-
forms for improving the provided protection, diversification of products and
development of the ensured risk capacity. In 2011, 24 insurance companies
were licensed to carried out their business, of which in the category of “general
insurance” - 22 insurers, one insurance company developed composite activity
and another developed life insurance

The gross subscribed premiums revenues was 83.9 million USD, of which in the
category of “general insurance” - 78.4 million USD, increasing by 5.5 million USD
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or nominal 9.3% from the previous year and in “life insurance” 5,46 million MDL,
increasing by 0.98 million USD or 21.7% compared to the previous year. The total
gross subscribed premiums registered a growth of 10%. The share of compulsory
insurance in the structure of gross subscribed premiums in 2011 amounted to
42.3%, increasing by 0.4% compared to 2010, respectively that of optional in-
surance - 57.7%. According to the insurance object, the segment of civil liability
insurance it was written premiums in the amount of 43.1 million USD (51.3%),
followed by property insurance - 29.6 million USD (35.2%), personal insurance -
10.96 million USD (13.1%) and reinsurance premiums - 0.3 million USD (0.4%).
Insurers are required to place insurance reserves in securities, bank deposits,
available means in current bank accounts, available means in cash office, lands,
buildings, receivables from insured and intermediaries and loans to insured’s (in
the case of life insurance) and the evolution is presented in table below.

Table 16: Indicators of Transnistrian Insurance Sector from 2008 till 2011

2007 2008 2009 2010

mil

2011
Indicators

USD | cent | USD | cent | USD | cent | USD | cent | USD | cent
Securities 364 | 99 | 402 | 11 286 | 71 | 570 | 133 [1693| 26
Bank deposits 17,40 | 47,2 | 18,79 | 51,6 | 23,04 | 57,2 | 20,75 | 48,3 | 1540 | 23,6

Available means
in current bank
accounts and cash
office

276 | 75 | 254 7 348 | 86 | 408 | 95 | 623 | 95

Lands and

S 808 | 21,9 | 802 | 22 | 791 | 196 | 891 | 20,7 | 13,33 | 20,5
buildings

Receivables
from insured'’s & 499 | 13,5 | 3,07 | 84 | 3,02 7,5 3,05 7,1 3,70 | 5,7
intermediaries

Deposits at ceding

R - - - 0,48 11 -
companies
Reinsurers’share - - - - 9,59 | 14,7
Total 36,88 | 100 |36/43| 100 |40,63| 100 |4297| 100 | 65,18 | 100

The growth of gross subscribed premiums volume was influenced by the in-
crease of number of contracts of Compulsory Motor Third Party Liability Insur-
ance and the development of distribution network of insurers and insurance
and/or reinsurance brokers. Since 2011 the regulatory framework of solvency
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guarantee has been amended, thus insurers are required to establish the In-
sured Fund, which besides the assets covering insurance reserves also include
the assets covering the minimum solvency margin.

The subsidized insurance in agriculture is carried out in compliance with Law
n0.243-XV of July 8, 2004 “On subsidized insurance for agricultural production
risks”, according to which the authorities provide subsidies for the payment of
insurance premiums in the amount of 60 per cent to insurance of perennial
plantations, sugar beet and vegetables and 50 per cent to insurance of other
crops and animals.

According to the data provided by two insurance companies accredited to carry
out work in this area, during 2011 there were concluded 251 contracts of sub-
sidized insurance of agricultural production risks. The cumulative amount of
gross subscribed premiums constituted to 3.5 million USD, registering an in-
crease by 0.22 million USD compared to the previous year. Subsidies allocated
to the payment of insurance premiums accounted for 2 million USD or 1.08
million USD more than planned resources, registering an increase of the inter-
est of farmers for this type of insurance. Also, potential agricultural insurance
in the Republic of Moldova remains untapped, the areas covered by insurance
amounted only 5% of total agricultural land. Insurance compensations consti-
tuted 2 million USD, analogical amount of compensation paid in 2010.

Meanwhile in the Transnistrian region, commercial banks seem to lobby for a
new law that would require compulsory insurance for any credit-financed invest-
ment items, including agricultural production, as they intend to reduce thereby
their risks without the need to factor in the insurance costs in their lending rates.
This type of new potential legislation would in fact be unusual and, if enacted,
would reflect the strong lobbying power of the commercial banks.

45
40 43,2
35

39,6 42,3
30 31,9
25 23,6 23,9 23,9
20 20,8
15 13,1 .

2006 2007 2008 2009 2010 201

Figure 4. Gross subscribed premiums and compensations paid for subsidized
insurance of agricultural production risks for 2006-2011
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Leasing companies

Debates on leasing sector lasted at least for 5 years. Currently the leasing sector in
Transnistria is not in place. Currently the legal framework is under construction
and subject to be discussed within next month. In Moldova biggest leasing com-
panies are affiliated to commercial banks and many of them initiate the process
of reorganisation into microfinance organisation that assure more flexibility in
product development and enlarge the delivery channels. Most of them are spe-
cialised in consumption goods leasing and in fact the market is very narrow.

Credit guarantee companies

There are no credit guarantee companies in Transnistria. At the same time in
Moldova there were established just due to external donors assistance aiming
to grant a wider access to finance for disadvantaged groups, especially YEs,
women in business and migrants.

4.3. Subsidized lending program

The “Public Reserve Fund” is a trust fund established under the “Law on Soft
Lending for Small Business” to offer loans at subsidized interest rates of 5 to
7% p.a. to (1) agricultural and agro-processing companies, (2) individuals hold-
ing farming patents, and since 2011 also for (3) non-agricultural small busi-
nesses'!. The Law also refers to funding for infrastructure that supports small
businesses.

The “Public Reserve Fund” has a nine-member supervisory board and is funded
by grant assistance of the Russian Federation from 2008 and 2011 - each time
which about an equivalent of USD 10 million - and Transnistrian budget alloca-
tions. Table 8 summarizes its funding, loan disbursements, and loan rejections
as follows. Close of USD 4 million subsidized loans were disbursed to 281 indi-
viduals with farming patent, 23 small businesses, and 19 agricultural companies
with an average loan amounts of 323, 50637, and 169’510 USD, respectively,
in the first nine months of 2012. This amounts to roughly % of total bank loans
in 2011 and is a rough indication that the subsidized lending program may only
slightly distort the bank lending market.

The loan subsidy element is substantial compared to the current TR bank lend-
ing rates of around 18% p.a. as indicated in table 6. The ADB - claiming that
they disbursed around 60% of total available credit resources from the “Public

" Small business like refer to the terminology of ME as defined by this report.
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Structural Fund” - and the commercial banks manage the entire loan manage-
ment process and assume fully the loan repayment risks. Once the “Public Re-
serve Fund” approves the loan applications that passed the appraisal by the
commercial banks, it transfers the full loan amount to the commercial banks
concerned. The banks can only charge the fixed interest rates of 5 to 7% p.a. to
cover their expenses and risks. Other key lending conditions are:

Table 17: Funding, loan disbursements, and loan rejections of Public Reserve
Fundin 2011 and 2012 in USD

total Approved Denied Average loan

Funding eligible busi- applications applications application size
source nesses

# | amount | # | amount | # | amount |approved | denied

Russian agri.Companies | 5 | 1638813 | 3 | 814785 | 2 | 824028 | 271595 | 412014
Fed. Grant | perennial plants | 7 | 73309 | 4 | 535589 | 3 | 197506 | 133'897 | 65835
2008 peasantfarms | 1 | 138279 | 0 0 |1 | 0 |138279
Sub-Total 2008 grants 13 12510188 | 7 | 1350375 | 6 | 1159813 | 192911 | 616128
Russian agri. Companies | 14 | 1643'891 | 12 | 11192279 | 2 | 451613 | 99357 | 225'806
Fed. Grant | small businesses | 13 | 558'963 | 12 | 524049 | 1 | 34914 | 43671 | 34914
20m Individ. Farming | 327 | 97645 |281| 90645 |46| 77000 33 152

Sub-Total 2011 grants 354 2300500 | 305 | 1806973 | 49 | 493'527 5925 2822

Sub-Total Russian funds 367 | 4810688 | 312 | 3157347 | 55| 1'653'340 | 10120 | 117202
TR budget | small businesses | 14 | 789’575 | 11 | 640602 | 3 | 148973 | 58237 | 49658

Sub-Total Transnistrian
funds

Total funding 3815600262 | 323 | 3'797°949 | 58 | 1'802'313 | 11758 | 31'074

14| 789’575 | 11 | 640602 | 3 | 148973 | 58237 | 49658

The loans in TR are up to one year for BPHs and up to three years for micro and
small enterprises. A minimum of 10% self-financing and a six-month business
track record are required. The maximum eligible loan amount depends on the
type of clients: for small businesses can receive up to USD 200°000 equivalent
for fixed assets and USD 507000 for working capital whereas individual entre-
preneurs can receive up to USD 10°000 equivalent for either fixed assets or
working capital. Eligible loan purposes for small businesses include (1) produc-
tion and processing of food, industrial goods, consumer goods; (2) recycling;
(3) potential for export and/or import substitution; and (4) provision of public
services in rural areas.
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4.4. SWOT analysis of financial intermediaries regarding access to
finance for small businesses

The results of Transnistria financial intermediaries’ analysis can be summa-
rized and reflected in SWOT table presented below.

Table 18: SWOT analysis of financial intermediaries regarding
access to finance for small businesses

Strengths Weaknesses

Existence of operational bank-

ing system

- Central bank (Regulator)
and

- 6 commercial banks

Large branch network, ensur-
ing physical presence in al-
most all areas

- 21 branches

- 279 representative offices

Availability of short-term li-

quidity of the banks

- loan portfolio is 45% out of
total assets at maximum

Establishing of the Agricultural

Development Bank,

- specialized institution for
attraction of domestic and
foreign financial sources

- disbursement to agricul-
tural and agro-processing
companies

Centralized public reserve

fund

- specialized in investment
lending

Questionable banks internal lending policies

- Limited range of lending products designed
for MSEs or even lack of them

- Lack of cash flow based approach in lending
practices

- Exclude start-ups, newcomers, and especially
youth from the list of eligible for lending

- Lack of transparency in decision making proc-
ess

- Sophisticated discount system applied in
collateral appraisal that create a clear impedi-
ment for MSEs in loan access process

High interest rates

- Non-market based approach in their estab-
lishment

- 18% in foreign currency

- and 24% in local currency

Other impediments and constrain for MSME

lending

- Shortage of long term financial resources

- Lack of external audit of banks

- Lack of Risk management system

- Lack of credit bureau

Lack of nonbanking financial institutions such as

microfinance companies, credit unions, coopera-

tives, saving and credit association. Vague leasing

legal framework and lack of leasing companies

- Akind of leasing operations are carried out by
some commercial banks

Limited insurance culture

- Both for insurance companies and final ben-
eficiaries that usually are forced to buy an
insurance police linked to a credit product
offered by commercial banks
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Opportunities Threats

- Risk diversification through
client base enlargement « low professional standards in the banking
mainly due to MSMEs sector,

+  Availability of microfinance
experience in immediate
neighbourhood (Moldova,

Ukraine) « complex import and export procedures

- Growing interest from - limited transparency of business regulations
International Financial and taxation
Institution

+ Availability of well-developed
financial products designed
for MSMEs

limited competition

poor banking legislation and regulation,
high legal, political and economic uncertainty
local currency limited convertibility

In conclusion we can underline a range of availabilities for further durable de-
velopment of MSMEs finance and financial sector development presented in
major blocks as follow:

1.

Banks internal regulation improvement, a) simplification of decision
making process for MSMEs lending aiming to the establishment of the
Management Informational System based on optimal ratio between
centralization and decentralization as well as time saving and well de-
termined MSMESs share in total banks’ portfolio and for each branch
separately, b) new financial products design for MSMEs based on cash
flow analyses combined with a scoring approach followed by an opera-
tional manual, ¢) financial inclusion of start-ups, especially youth based
on indirect reliability indicators like tax and monthly utilities payments
accuracy, d) improving the insurance literacy, linking specific insurance
policies with concrete lending products, e) promotion of leasing as less
risky lending facility through or in cooperation with leasing companies.

Interbank Facilities improvement, a) establishment of credit bureau
will facilitate MSMEs lending via exclusion of non-reliable customers,
stopping reselling of non-perform loans from one bank to another, as
well as a source of information in case of start-ups, b) establishment
of a loan guarantee fund that aims considerable help for MSMEs in
terms of collateral coverage, c) banks external auditing must be man-
datory that will open the door for external donors and IFIs.

Additional opportunities: a) development of non-banking financial
institution will ensure lending costs optimization and risk diversifica-
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tion for banks based on mutual benefit relationship, b) ADB could play
an important role for agricultural/rural businesses, if adopting ‘good
practices’, aiming for clear separation of investment lending from all
other banking operations, creating “new” customers for existing com-
mercial banks and co-finance “old” investment projects

Development of service providers for financial sector, a) well defined
and centralized clearing system, b) outsourcing of some services like
collateral valuation, leasing, etc. that will facilitate development of
this sector and will assure an independent, transparent approach and
multi-optional choice as for banks so for final borrowers.
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V. Small businesses and demand for financial services

The chapter attempts to assess the demand of small businesses for financial
services that constitutes the private sector as the target group of this study.
There are some private medium and large enterprises that are supposed not to
face a financial gap larger than the one faced by public enterprises because of
their importance to the economic development of Transnistria and their lobby-
ing power vis-a-vis the Transnistrian authorities.

The Law on “Small enterprises development and public support” (no. 140-3-V
as of 29.7.2011) defines small business as both legal economic entities - sub-
classified as micro or small enterprises - and individual entrepreneurs (sole
proprietorships) who are referred to as business patent holders (BPHs). A BPH
possesses one or more business patents that authorize him/her to carry out
specific business activities within a certain scale and without the requirement
of keeping written accounting records. The BPH is subject to a monthly or quar-
terly fee for each business patent regardless of his/her actual income.

A micro enterprise (ME) is defined as legal economic entity with an annual aver-
age of not more than 15 registered employees and less than 365°000 CLCMW*2
(1 CLCMW = 6,4 Transnistrian Roubles) - (195 000 USD dollars) annual sales.
This includes ‘peasant farms’, but not BPHs. A small enterprise (SE) is defined
as legal economic entity with an annual average of not more than 50 registered
employees and/or less than 1,2 million CLCMW (1 CLCMW = 6,4 Transnistrian
Roubles) - (640 000 USD dollars) annual sales, including ‘peasant farms’, but
excluding MEs and BPHs. MEs and SEs are required to keep written accounting
records as they are subject to business taxation.

A ‘peasant farm’ is a legal farm entity with 30 and more hectares whereas farm-
ers with less than 30 hectares just need a business patent. ‘Peasant farms” are
either MEs or SEs depending on their number of registered employees and their
annual sales. The report refers to them as a specific small business segment be-
cause of their specific development and financing needs, notably the seasonal
nature of their working capital requirements and corresponding fluctuating
cash flow over the annual seasons. The report also estimates “gardeners” as
another category of individuals who carry out an income-generating activity
that may gain in importance for supplementing low household income levels.
These “gardeners” sell agricultural produce grown on their plots that are below
15 acres (including their house) in urban areas and below 30 acres in rural

2 CLCMW - (Calculated level of current minimum wage, 1 CLCMW = 6,4 Transnistrian Roubles).
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areas.’® An ownership certificate of their plot authorizes them to sell their pro-
duce without a business patent.

Table 19: Key characteristics of target groups

SRR Peasant Micro Small
Categories Gardeners Patent . r
Farms Enterprise Enterprise
Holders
all,
rimary including primary all sectors, All sectors,
Sectors P ; . : including including
production primary production , . .
; peasant farms’ | ‘peasant farms
production
Legal o . . . .
status individual | Individual legal entity legal entity legal entity
Tax. . none patent fee business tax business tax business tax
obligation only
<15 acres: >15 acres: 15<staff >50
urban ’ urban ’ < 15 staff and/or and/or
Size < 30 hectares <365°000TR 365000 TR <
<30 acres: >30 acres:
sales p.a. sales p.a. < TR
rural rural -
1,2 million
Access™ to “Public P “Public Reserve | “Public Reserve
o7 Public Reserve Y "
subsidised none Reserve Fund”and ADB Fund Fund
loans Fund” (and ADB) (and ADB)

The report thus differentiates small businesses into the four target groups of
MEs, SEs, ‘peasant farms’, and BPHs for which recommendations are elaborated
in part 2 of the report. “Gardeners” are excluded as they may do the gardening
as part-time income generating activity only. The table below displays the key
characteristics of the four small business target groups and the “gardeners” in
terms of economic sector, legal status, tax obligation, size, and potential eligibil-
ity for subsidized loans as follows:

3 If their plots are above 15 acres in urban areas and 30 acres in rural areas, respectively, they would

require a business patent.
™ Infact, access to subsidized loans is very limited for MEs and SEs because of the unattractive condi-

tions for the banks.
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5.1 Overview of small businesses
5.1.1 Business breakdown by ownership, size, and sector

Table 20 lists 4°159 small businesses as legal economic entities as of 1.1.2012
broken down by ownership. Almost 90% of all 4’159 small businesses in the
Transnistria region are in private hands. Total private ownership is around 92%
in terms of number of small businesses. 89% of small businesses are MEs and
11% are SEs.

Table 20: Number of small businesses by ownership
(source: Transnistrian region’s “Statistics Service”)

Publicly owned 41 17 58 1,39
Municipality owned 63 35 98 2,36
Common property (i.e. property owned by 2 87 7 94 226
or more persons)

Public enterprises 38 18 56 1,35
Mixed ownership with foreign participation' 40 14 54 1,30
Foreign ownership 18 8 26 0,63
Ownership without foreign participation

(i.e. property owned by 2 or more stakeholders, 28 12 40 0,96
like public and private)

Private ownership 3391 342| 3733| 89,76
Total 3706 453 | 4°159| 100,00

Table 21 displays the breakdown of the 4°159 small businesses - differenti-
ated by MEs and SEs - per economic (sub) sectors. 51% of the 3706 MEs
are in trade and public catering, 12% in industry, 7% in agriculture, and 6%
in construction. 38% of the 453 SEs are in trade and public catering, 18% in
industry, and 8% each in agriculture and construction. The small business-
es employed on average three registered employees amounting to a total of
12°247 employees as of 30.9.2012. The average monthly salary reached an
equivalent of 247 USD. Their official net total profits reached USD 6,79 million
USD during January - September ‘12, compared to 4,45 million USD for the
same reference period of 2011.

5 Mixed ownership with foreign participation are joint ventures made of foreign and local compa-
nies that own the necessary property to implement activities under the constituent documents.
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Table 21: Small businesses broken down per economic (sub) sector,
number of employees, average monthly salary, sales revenues,
and total business profit (January - September 2012)

= &
Economic 58 5¢ E° a § £3
(sub)sector £ § g "°>'. %i K a 3 ':'-s;
Eg E2 §S 83 E§
°3 28 28 8§£ @8&
1 |Industry 427 83 | 510 | 27154 | 2215 | 31,1596 |1,422.3
2 | Agriculture 276 37 | 313 | 1°056 | 2046 | 16,984.1 |2,433.6
3 | Transport 64 19 83 454 | 2353 | 56483 525.8
4 | Communication 7 2 9 54 359.2 8925 302.9
5 | Construction 229 38 | 267 873 | 2585 | 10,4242 | 746.1
6 | Design organizations 32 6 38 128 | 300.9 1,182.3 -0.9
7 | Trade and catering 1873 | 172 |2°045 | 4'285 | 201.2 | 167,895.7 | 29.2
8 | Material supply & sales 22 1 23 31 215.7 905.9 151.8
9 | Pre-processors 4 2 6 44 170.2 147.2 -16.1
10 |IT services 66 3 69 133 | 2596 860.2 77.0
11 |Real estate transactions | 178 16 194 533 2334 | 7,880.0 |1,635.8
12 | General trade activity 124 4 128 230 | 289.6 | 2,6494 141.5
13 | Editing & publishing 15 3 18 113 | 2441 540.9 -62.5
14 | Housing - Utilities 52 16 68 603 | 245.1 34743 | -120.2
15 | Consumer services 124 8 132 377 2459 1,807.3 | -683.2
16 | Health and social care 25 7 32 209 | 254.0 | 1,2444 52.1
17 | Education 25 13 38 272 | 340.1 2,309.7 197.7
18 | Art and Culture 40 3 43 104 | 228.1 951.0 67.9
19 | Leisure and tourism 42 10 52 282 385.8 26439 | -106.2
20 | Other activities 81 10 91 312 | 2608 | 14203 43
Total 3706 | 453 | 4'159 | 12247 | 247.1 | 261,021.3 | 6,798.8
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Table 22 estimates 15°470 BPHs as sole proprietorships - that do not fall under
the above listed ‘formal” small businesses - as well as 489 “gardeners” during
the first semester of 2012. 54986 business patents were granted during that
period - which exceeds the comparable value of 2011 by 6"157 units - with a
total fee value of USD 1,87 million.'® The growing number of BPHs and business
patents is explained by (i) stricter controls of BPHs leading to the withdrawal of
business patents in the case of non-payment of monthly or quarterly fees, and
(ii) the economic restructuring and staff lay-off by public enterprises resulting
in their forced” self-employment.

Table 22: Estimated number of business patent holders broken down
by economic sector and “gardeners” (source: Transnistrian
Independent Research Laboratory “Economic Research”)

Pri-
Secondary .
mary Tertiary sector
sector Sector
Type of MSEs

Business patent holders 600 - 15 300 500 14°055 | 157470
No of business patents 37398 - 89 8’000 | 13°500 | 297999 | 547986
“peasant farms” 891 - - - - - 891
“gardeners” 489 - - - - - 489
Total 5°378 - 104 | 8300 | 14°000 | 44°054 | 16'850

5.1.2. Geographical breakdown of small businesses

The geographical breakdown of small businesses has not changed much from
2009 to 2012 and depends, above all, on the purchasing power, the population
size, the availability of social and economic infrastructure, and so forth. During
the first semester in 2012, 41,9% of small businesses were located in Tiraspol,
18,7% in Bender, 13,3% in Slobozia town and district, 13,1% in Rybnitsa town
and district, 5,9% in Dubasari town and district, and 54% in Grigoriopol town
and district, 2,1% in Camenca town and district, and 1% in Dniestrovsk.

® The average value of one business patent amounted to 35,4 USD, which is 3,2 times higher com-
pared to the 15 semester in 2011.
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Table 23: The structure of individual enterprises in TN region
spread by towns and regions, January-June 2012
(source: Transnistrian “Public Statistics Service”)

No of registered Number of issued
Region / No of BPHs & patents business patent holders patents

Persons % Units %
Total in TN region 157470 100,0 54°986 100,0
Tiraspol town 4°439 28,7 16°651 30,3
Bender town 2909 18,8 12°845 23,4
Rybnitsa town and region 2413 15,6 9427 17,1
Dubasari town and region 1770 1,4 5’635 10,2
Slobozia town and region 2194 14,2 5363 9,8
Grigoriopol town and region 1013 6,5 2616 4,8
Camenca town and region 732 4,7 2°449 4,5

5.2. Support for small businesses development

In difficult economic conditions support for small businesses has become par-
ticularly relevant. For this purpose a simplified system of taxation, accounting
and reporting for small businesses was developed and introduced. 74 small
businesses shifted to this simplified tax system. Furthermore, a number of legal
acts in the field of customs and foreign trade were introduced to support the
business sector, including small businesses, like the abolition of customs duty of
100% for goods imported from the Republic of Moldova and the simplification
of customs declarations and documents for goods and vehicles.

However, there is still no consistent small business support strategy that helps
overcome their main development obstacles, such as access to finance. The
above-mentioned rather piecemeal efforts show limited results so far and do
not trigger a much more speedy development of small businesses. Although the
volume and quality of their products and services are increasing, small busi-
nesses do not develop at the required rate to meet future economic needs. There
is not enough entrepreneurial activity and the vast number of small businesses
involved in trade and catering industry are adding little value to the GDP.
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5.3. Demand for financial services by small businesses
5.3.1 Respondent’s overview

Most of respondents 74% out of 95 are between 24 and 53 years old. Over 25%
of business people are between 21 and 30 years old. Almost half of businesses
have been operating for over 4 years. The level of education has been equally
spread among respondents with 35% of businesses owners have a professional
specialized education, followed by 30% with a secondary education. 35% of re-
spondents have a university degree. Only 15% of respondents have confirmed
to hold a certified specialization related to their business activity.

mi-3
m3-6
6-10

Figure 5: Age of business

Agriculture (44%) and services (25%) activities made three quarters of the
survey sample. All interview respondents are the owners of their business.
More than 70% of owners confirmed to have involved their family members in
business activity. A business has an average 3 employees, in majority of cases
2 family members involved and 1 non-family member with seasonal involve-
ment. The specifics of employees reported by business owners relates to busi-
ness registration. Almost 90% of respondents are patent holders. This form of
business registration allows them to hold a very simplified accounting and lim-
ited tax payments.
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Figure 6: Type of businesses

When asked to assess the value of assets within their businesses only one
fourth of respondents was willing to provide answers. Half of them affirmed
to have assets above 360 000 Transnistrian Roubles (33 181 USD), almost 30%
between 50 000 and 150 000 Transnistrian Roubles (4545 and 13 636 USD)
and 16% stated to have assets up to 50 000 TR (4 545 USD). When asked about
revenues and profits, survey respondents were not eager to disclose any data.
Only 10% of respondents indicated a revenue up to 50 000 Transnistrian Rou-
blesin 2012 (4 545 USD).

55% of business owners are generally not satisfied with their businesses de-
velopment tempo having reported a decrease in growth, 20% indicated about
their business stagnation and the remaining business owners indicated a slow
growth of their economy activity. Overall, almost 70% of businesses reported
seasonal fluctuations in revenue. This figure is not surprising due to respond-
ents’ survey profile. All primary agricultural producers and agricultural proc-
essors and dependent on this constraint as the highest demand for inputs are
reported in spring and revenues are registered only in fall. Trade and services
activities are less impacted by seasonality.

5.3.2 Loans

The surveys conducted with 95 respondents revealed that 26% of them used
combined resources (bank loans and personal contribution) to start their busi-
ness. Out of this category of beneficiaries 16% invested only borrowed resourc-
es from banks to launch their businesses. The average value of loans received
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was USD 2,750 while the median value was USD 2,000. Borrowers mainly in-
vested in capital investments (61%), followed by working capital (34%) and
5% for personal consumer purposes.

Figure 7: Financial sources used to launch the business

W Own resources
W Bank loans
I Loans received from

friends
B Combined sources

Within the last 3 years cumulatively 55 respondents received loans from fi-
nancial institutions. The average amount of the last loans received constitutes
2,834 USD. The total amount of last received loans accounts for 155,886 USD.
The median value of received loans does not exceed 2000 USD. The average loan
term was 19.67 months. The median loan term was 24 months. The median
interest rate constituted 17%. 82% of loans were provided in USD while only 4
loans were reported in Transnistrian Roubles.
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Figure 8: Loans received over the last 3 years
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All bank borrowers provided collateral for the received loans. Machinery and
equipment including movables accounted for 30% of collateral provided; fol-
lowed by land and buildings 28%, and personal assets of the owner (house,
etc.) 26%.

Half of the loans were used to expand an existing business activity, while 30%
were used to launch a new business activity and only 8% were used for house-
hold improvement.

48% of those who took a loan were generally not satisfied with the experience.
Satisfied borrowers represented 40%. The level of satisfaction with provided
services under criteria from 1 to 5, where 1 represented “highly dissatisfied”
and 5 “highly satisfied” accumulated an average of 2.7 points. Less than one in
twelve respondents thought it likely that they would recommend their bank to
friends in the future.
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Figure 9: Level of satisfaction with provided financial services

Respondents were asked to assess the range of loan products provided by finan-
cial institutions available for business development against the following crite-
ria: wide, narrow, very narrow, and insufficient. 42% of respondents ranked the
range of loan products as narrow, 32% consider them very narrow and 20%
qualified them as insufficient. Only 6% assessed positively the range of loan
products currently provided by financial institutions. Seventeen respondents
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out of 95 interviewed would be interested in taking a mortgage loan. Four en-
trepreneurs would not repeatedly access a mortgage loan after getting one in
the past.

Just six respondents reported having taken a loan from a Moldovan microfi-
nance institution in the last three years. This represents only 6% of the total
conducted structured interviews. The average loan received constituted 2166
USD, which was mainly aimed for working capital and capital improvements /
investments.

5.3.3 Demand for other financial services

Around 74% of interviewed entrepreneurs reported have some savings. Entre-
preneurs mainly save in order to be able to cover educational expenses (25%),
followed by expenses for emergency purposes and household purchase with
(16%) both. Only 13% of savings are oriented towards business invest-
ments.

M Invest in business

W Emergency expences
W Education

B Medical expenses

m Provide for old age
m Household pruchase,

improvement
m Reimburse debt

[ Other

Figure 10: Purpose of savings

Leasing: Only 20% of respondents indicated the use of leasing services in the
past; still 80% did not apply for a leasing by the time when the interviews were
carried out. However 39% of those who did not use any type of leasing services
manifested interest in getting one in the future, 44% are not interested in leas-
ing services and 17% could not provide an answer.
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The main purpose of getting a leasing would be for equipment, followed by pur-
chasing of vehicles and a couple of responds mentioned the purchase of facili-
ties. Respondents were interested in accessing leasing services mainly in USD.
The average price of equipment to be leased could reach 12300 USD with a
median figure of 5’500 USD.

Insurance: Only seven entrepreneurs have purchased crop insurance in the
past. However, this number almost doubled when respondents were asked if
interested in insuring their crops in the next 12 months. When asked about the
reasonable cost per hectare, only three answers were provided with an average
price of 242 USD per hectare.

The approximate number of potential clients of microfinance is studied on the ba-
sis of statistical data from the “Unified Public Register of Enterprises and Organi-
zations”, derived from data on registration in Transnistria from the “Unified Pub-
lic Register of Legal Entities” and other local authorities. More than 60% of the
population of the Transnistrian region request and need financial assistance?’.

Coming back to the conducted interviews, respondents provided answers on
their interest in getting loans in the upcoming year. When asked about the inter-
est in applying for a loan in the next 12 months, 42% responded affirmatively,
25% were not certain and 33% were not interested. Respondents belonging to
the group interested to get a loan, including those who were not certain would
need loans cumulatively amounting 528,636 USD. The average amount of a
loan would constitute 8,900 USD.

W Yes
BENo

I am not certain

Figure 11: Desire to take a loan in next 12 months

7" Data provided by Independent Research Laboratory “Economic Research” Ministry of education of
TN region.
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Commercial banks and microfinance organizations were most frequently listed
as potential sources of credit (regardless of concern about being accepted) by
respondents. 28 of respondents indicated they could address banks. The total
number of people who indicated a MFO as a potential source of credit increased
to 16 respectively. Most respondents would prefer a foreign currency loan; pri-
ority was given to USD currency. The majority indicated a desire for a medium-
term loan of 12-48 months. However, the financial literacy appears to be fairly
low; as many respondents were unable to answer questions about fixed rates
vs. variable rates, or about flat vs. declining balance.

The purpose of obtaining a loan is mainly directed towards expanding the ex-
isting business activity, followed by the launch of a new business activity. 11
respondents would like to take a mortgage loan to purchase, construct, or re-
pair a house. Most of those interested in a loan own a house which could be
considered as collateral (72%), but just about 36% indicated a willingness to
put down their homes as a security for a loan. 68% of potential borrowers own
a vehicle and 55% would agree to put their vehicles as collateral.

However, respondents that were not interested in accessing a loan provided the
following reasons: do notlike to be in debt, followed by uncertainty to be able to
pay the debt, expectation of a complex and lengthy period of loan approval, and
anticipate that loan conditions (interest rate, term, etc.) would be unacceptable
to them.

Respondents were also asked to rank the factors that are most important in
selecting a lender, by indicating #1 as the most important and #9 as the least
important. The most important factors in selecting a lender constitute the
costs of aloan thereby not only looking at the interest rates, but also at the fees.
This indicator accumulated a median value #1, followed by the amount of loan,
length of loan, minimal or no collateral requirements. Other secondary factors
with rankings between 4 and 5 points included: quality of service, availability
of other financial services from the same institution (insurance, savings,
transfers, etc.)
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Figure 12: Reasons for not wanting get a loan

5.4. Key constrains of small businesses in accessing financial services

Small business development in Transnistria is still at an initial stage. Over the
past three years, it had no significant impact on the region’s economy. This is
due not only to minor business development in TN region, but mainly to the
fact that the economic conditions of its existence do not allow small business-
es to promote the production industries. The absence or lack of resources for
potential entrepreneurs leads to greater formation of new small businesses in
the field of trade and micro-retail, representation (agent commissioning) and
intermediation, and so-called life utility services (shoe repairing, hair cutting,
house cleaning, etc.). This process in the economy does not lead to the develop-
ment of the production sector and the saturation of local market with domestic
products.

The following constraints impeding small business development in Transnistria:

e imperfect legal framework for small business development and ad-
ministrative barriers;

e  continuous domination of big companies in production and trade;

e lack of cooperation among stakeholders impacting the economic ac-
tivity of small businesses;

e  difficulties in marketing of domestic agricultural products;
e (difficulties in material and technical equipment of small businesses;
e lack of start-up capital and difficulty in obtaining loans;

e high fee for premises rented by small businesses;
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e lackof trustable and transparent information about the dynamics and
market conditions, in which business entities have to operate;

e difficulty in finding skilled personnel.

Barriers impeding the access to finance for business development were as-
sessed according to the following criteria: Interest rate, bank fees, number of
required documents, and period for processing application and requirements
for borrowers. Interest rates required by financial institutions are considered
exaggerated and high by the majority of respondents (48% and 46% respec-
tively). Bank fees are considered high by 50% of interviewed persons. 60% of
respondents consider too many documents are required by financial institu-
tions as well as the lengthy period for processing of applications, and still high
requirements towards borrowers.
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PART Il

FEASIBILITY AND RECOMMENDATIONS FOR
MICROFINANCE FACILITY

I.  Specific areas and sectors to place microfinance facility

The study suggests a broad small business targeting campaign for the first
phase to exclude only retail trade outside the agricultural sector. Targeting of
private small businesses should be tightened during a second phase when first
experiences will become available on the income and employment generating
capacity of particular types of small businesses.

The microfinance is in a great demand all over the small business operates:
rural, suburban and urban areas of the region. The types of deals are different,
but the entrepreneurs are all same - people with a talent to risk and respon-
sibility to operate on its own, irrespectively of age, gender, race, religion, etc.
However, among those small businesses, there are few groups, which are ob-
viously more vulnerable and have fewer chances to survive in real economic
exercises.

Traditionally, microfinance supports exactly those most disadvantaged
groups of small entrepreneurs: youth, women, labour migrants, ex-serv-
icemen, forced dismissing, middle age carrier change, elder occupation,
disabled, etc.

Taking into consideration the task for the Consultant to define already at this
very early stage the specific area for further financial intervention, it has been
decided to suggest a Youth Microfinance Facility. There are several reasons for
that, but the main being the solid experience and successful operation of similar
facility in Moldova over last decade (Annex 2).

ll. Practical Methodology for establishing a microfinance facility
in the Transnistrian region

The AID consultants applied an iterative approach in arriving at their recom-
mendations based on the following four methodological steps:

1) Data collection through internet research, published and printed data
resources, information received from the Transnistrian partner, find-
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2)

3)

4)

ings from three small business surveys organized in a two-step ap-
proach in the mid of November and the end of December 2012, a first
round of interviews with leading Transnistrian entrepreneurs, and
the subsequent analysis of all this information by the AID consultants
for small business development, financial sector assessment, and leg-
islation and banking regulation as well as within the brain-storming
sessions of the entire consultants” team, including the international
consultant, Transnistrian and Moldovan team.

Formulation of the most challenging hypotheses based on the data
collection and the early transition experience of other former cen-
trally-planned economies in Central and Eastern Europe and the
corresponding identification of options for donors. The latter was
performed by reviewing of the most relevant and successful donor
interventions in financial inclusion and small business development
in comparable economic and legislative framework conditions - like
in the Republic of Moldova and in the Ukraine around five to ten
years ago - from which lessons could be learnt for a microfinance
facility in Transnistria and complementary small business coaching
support.

Second round of interviews with chairpersons of two business as-
sociations, top managers from three commercial banks and the ADB,
stakeholders in charge of the regulatory framework in the Transnis-
trian region, and selected small business owners/managers to receive
feedback on proposed hypotheses and possible donor support inter-
ventions carried out by the whole consultants” team.

Revision and prioritization of possible donor projects to be discussed
in a third round of interviews with all key stakeholders from the small
business sector, the banking sector, and the local authorities to un-
derstand well their preferences on, and commitment to the proposed
microfinance facility and complementary small business coaching
program.

The main output of the first step of data collection and analysis constitutes part
1 of this report. Three of its main findings with strategic relevance for the pro-
posed microfinance facility and the complementary small business coaching
program are summarized here as follows:

(1) Private small businesses - defined as micro and small enterprises (be-

ing registered legal entities) as well as individual entrepreneurs with
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a business patent, including agricultural production permits of up to
30 ha (being sole proprietorships) - still play a very minor economic
role of around 10% of GDP. Given the unchanged non-enabling busi-
ness environment (largely affected by the impasse in Transnistrian re-
gion’s status), a banking sector with private and publicly-owned banks
that do not target small businesses as a client group, a dearth of small
business coaching services, and the lack of a consistent small business
promotion strategy, small businesses could not develop significantly
over the past 2,5 years when the UNDP initiated SME study estimated
the GDP share of small businesses at 9,5%.8

(2) The Transnistrian region started its economic transition process
towards a market-based economy around ten and more years later
compared to the Republic of Moldova, Ukraine and other former parts
of the Soviet Union. An indication for this is the late privatization of
key economic infrastructure, such as the central market of Tiraspol in
2005. The example of the privatized central market illustrates in an
impressive manner how much entrepreneurial potential Transnistria
can unleash by privatizing its economic infrastructure. The “Central
Market” private company!® has established - and is further expanding
with a new market complex every year until 2015 - a smart ‘bazaar-
shopping mall” complex that is playing an important role in local and
regional trade facilitation.

(3) Transnistria dependence on migrant workers” remittances seems to
be even higher than that of the Republic of Moldova which has the
fifth highest dependency worldwide with remittances contributing to
around 40% of its GDP.

The second step consists of the following five main refl

thatled - together with the second round of interviews as the third step - to the
development of concrete proposals for a microfinance facility (in chapter 2) and
the complementary small business coaching program (in chapter 3):

1) Employment and income generation is driven by private small busi-
nesses in all market-oriented economies with contributions to around
80 to 90% of total employment and 50 to 70% of GDP. However, pri-
vate small businesses in Transnistria contribute only around 10% of

8 Refer to p. 17 of the SME study. This has likely included the roughly 8% public small businesses as
well.
' The company is running three other markets in Transnistria and already employs 200 people.
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GDP, as the transition process towards a full-fledged market economy
is still on-going.

Small businesses offer to a large extent goods and services to the local popu-
lation for their daily consumption, notably processed and unprocessed food
that account for the highest category of household expense of low-income
populations. They rely on local suppliers and serve as supplier to other small
businesses generating economic multiplier effects that do benefit the local
economy:.

The first conclusion is that any microfinance facility in Transnistria should
promote access of private small businesses to financial services and notably in-
vestmentloans (with incremental working capital) to address their key external
financing constraint.? In fact, the financial sector statistics, the findings from
the surveys of entrepreneurs, as well as the interviews with entrepreneurs and
other stakeholders clearly indicate a very limited access of small businesses
to investment loans above one year.?! Needless to mention is that investments
are the main drivers for small business expansion and there would be no busi-
ness start-up without an initial investment. It is unrealistic to believe the banks
would consider massive investment in the SME sector in current instable situa-
tion in the region. However, with certain incentives to share partially risks of
lending and smart instruments (matching grants) one can raise some funds
available for relatively short term (one-two years), which are available on the
market.

2) The late economic transition process and the findings from the inter-
views with entrepreneurs indicated a relative low level of financial
business skills.?? Experiences in Eastern Europe also indicate that ac-
cess to small business investment loans alone may not be sufficient to
help expand small business operations sustainably and/or facilitate
the establishment of potentially viable business start-ups. Further-
more, part 1 of the study reveals that there is a very limited supply

20 For any donor intervention, support to the microfinance sector is only a means to the end, namely
to enhance the effectiveness and depth of financial intermediation in order to create more client-
oriented financing opportunities for private small enterprises and low-income households.

21" The SME survey of the UNDP scoping study in 2010 revealed that access to loans constitutes for
19,5% of the interviewed SME a “very serious obstacle”and for 24% a“serious obstacle”and only for
4,5% “not an obstacle at all” (refer to p. 22).

22 The SME scoping study concluded that lack of business education and “a low level of entrepreneur-
ial culture” constituted major obstacles to SME development (refer to pp. 18 and 21). Nevertheless,
the AID consultants met very innovative entrepreneurs and companies like “Arion” insurance com-
pany that offers an incredible range of insurance products despite the very narrow market.
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of business training and counselling services in Transnistria, as there
is also little demand yet from small businesses indicating the need to
stimulate their expansion.?®

The second conclusion is that a microfinance facility alone would be insuf-
ficient to help promote private small businesses and that it would need to be
complemented by business coaching for entrepreneurs to acquire financial
business skills required for planning and carrying out partly loan-financed
investments. The business coaching will encompass, among others, the bro-
kering of financial services that includes the preparation of business plans
and corresponding investment loan applications and negotiations with the
banks. The entrepreneur requires some "hand-holding” coaching over a long-
er period of time which is quite different from class-room training courses.
Business coaching is not part of the current UNDP funded business school
project with the Transnistrian Chamber of Commerce since 2010. The lat-
ter is mainly related to business education and introduction into entrepre-
neurial practice.

Furthermore, UNDP is strongly advised to include the brokering of financial
services as a component of its business incubator project so as to facilitate
access of its targeted businesses to the subsidized small business lending re-
sources.

It is important that the microfinance facility is complemented by a dedicated
business coaching program that ensures that the targeted entrepreneurs will
receive qualified coaching throughout the planning and execution of the bank
investment loan application and subsequent business operational process.
Since the microfinance facility will target small businesses across the Transnis-
tria region, the business incubator would not be in a position to offer such serv-
ices to all small businesses concerned.

The third conclusion is that the business coaching program needs to be in
place before a microfinance facility can run effectively. This is because small
businesses need coaching support, notably in brokering financial services, be-
fore they can approach the banks for investment loans. The current supply of
small business advisory services in Transnistria is insufficient in scope and
quality, notably in financial service brokering.

3 Noteworthy is that the “Professional Union of Transnistrian Entrepreneurs” with around 2°000
members (thereof around 80% from the trade business) do offer legal and other consultancy ser-
vices to its members.
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The business school and the planned business incubator will likely contrib-
ute to form the basic doing business knowledge, that, in turn, would facilitate
the running of a microfinance facility. The better the entrepreneurs under-
stand the financial management of their small businesses, the easier they
can communicate with the bankers. However, for the financial brokerage a
more dedicated and on-site fund raising facilitating instrument is required,
which will be leading to practical actions instead of room training provided
originally.

There is also an evident need to uplift the capacity of Transnistrian service pro-
viders in small business coaching through capacity building offered by external
small business training consultants. The Transnistrian business service provid-
ers can thus coach the targeted small businesses in their investment loan ap-
plications only in a second step. The TA resource requirements for the business
coaching program will largely surpass the TA resources to be offered by the
microfinance facility to the participating banks.

3) The better a donor agency understands the local economy and the
small business sector in a given region, the more successfully it can
target small businesses so as to maximize local income and employ-
ment generation. However, the understanding of small business pro-
motion is very limited in Transnistria, as no such experience exists
yet. Furthermore, there is little transparent information available and
limited opportunities exist for consultants to cross-check the reliabil-
ity of such information. Therefore, any specific small business target-
ing may not work from the onset.

Small businesses, notably BPHs, are pre-dominantly involved in retail trade®*,
as it is the case in all former transition economies. However, there is clear em-
pirical evidence from many countries that retail trade does create little value
added and employment compared to all other economic sectors and sub-sec-
tors. However, agricultural input suppliers may play an important role for the
development of small private farms and should not be excluded.

The fourth conclusion is that a broad small business targeting is advisable for
the first phase to exclude only retail trade outside the agricultural sector. Tar-
geting of private small businesses should be tightened during a second phase

2 The SME scoping study indicated that 44,5% of all SMEs operate in retail trade and public catering
(refer to p. 17). The percentage among individual entrepreneurs with business patents in trade is
likely much larger, as indicated by the Transnistrian Small Business Association with more than
80% of members engaged in retail trade.
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when first experiences will become available on the income and employment
generating capacity of particular types of small businesses.

4) Part 1 of the report reveals the very limited scope of the commercial
banking sector and the newly operating ADB. In fact, small businesses
face the same three main serious constraints in accessing credit as ex-
isted in all former transition economies?® that, in fact, continue to exist
to varying degrees still today despite already 10 to 15 years of donor
interventions in financial sector development:

(1) Insufficient collateral (and substantial bureaucracy imposed on them by
the banks) so that small businesses cannot access credit in the first place.

This constraint can be addressed by offering TA to the banks for introducing a
cash flow-based lending technology that allows them to appraise small busi-
ness clients adequately and to look at collateral as a secondary approach only.?
In addition, banking regulators need to understand this technology as well
so as to relax prudential norms for loan provisioning to a certain extent so as
not to burden the banks - that apply professionally a cash flow-based lending
technology - with by unreasonable loan provisioning requirements.

The fifth conclusion is that the microfinance facility needs to offer TA for the
participating banks in introducing a cash flow-based lending technology, includ-
ing exposure visits for the participating banks and their regulator to down-scal-
ing banks and regulators in the region to help overcome initial reservations.

Another common donor approach is to provide matching grants for existing
and start-up small businesses in order to enable them to access bank loans. The
three main entry points for using matching grants are to promote:

% Small businesses and start-up entrepreneurs are in fact also discriminated by the traditional bank-
ing sectors in Western Europe and Northern America so that microfinance institutions are target-
ing entrepreneurs with micro loans. For instance, Grameen Foundation has established micro
credit programmes in several cities in the USA where young and/or ‘poor” entrepreneurs without
sufficient collateral cannot access bank loans. Similarly, ADIE is offering micro loans in France for
many years. Even the traditional banks serving small businesses, like the co-operative Raiffeisen
banks in Germany, Austria, and Switzerland or the credit co-operatives of Dujardin in Canada, do
often not reach start-up entrepreneurs. This is why many governments provide special financial in-
centives for start-up entrepreneurs apart from tax incentives. There are also private venture capital
funds that are specialised in taking an equity share in business start-ups that are not creditworthy
for the commercial and even co-operative banks.

% |n fact, the German Development Bank KfW and other international financing institutions have of-
fered and continue to offer such TA to many banks in all former transition countries, including the
Republic of Moldova and the Ukraine.
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(i)

(iii)

Youth entrepreneurship by offering new labour market entrants and
young people (usually up to 30 years) to establish their own small
businesses as an opportunity to escape from unemployment or under-
employment: Youth are targeted in particular, as they face particular
challenges in finding salaried jobs and the combination of lacking job
experience and prolonged unemployment makes them unemployable
even if economic conditions will improve. As a result, they try to mi-
grate for labour and are lost as labour force for the local economy.?’
In fact, an extremely high percentage of new labour entrants are esti-
mated to leave Transnistria for Russia as migrant workers.

The creation or expanding of small businesses that have a strategic
role for invigorating pro-poor rural value chain development that
would result in better prices for small producers and/or the inte-
gration of more small producers into these value chains: As there
is no information on small business productivity and employment
generating effects per sector and sub-sector available in Transnis-
tria, the AID consultants are not in a position to identify the two or
three value chains with the greatest poverty alleviation potential.
However, there are good indications in terms of rural development
and import substitution potential to target farmers with an agricul-
tural production patent to invest in their small farms of up to 30 ha,
as they are excluded not only by the commercial banks, but also by
the ADB. They also need leasing finance for farm equipment and ma-
chinery as mentioned below.

To promote selected small businesses as part of a local economic or
regional development approach: The SME scoping study revealed sig-
nificant regional differences in both general economic development
and variations in the non-enabling small business framework with the
northern part of the Transnistrian region being the most disadvan-
taged geographical zone. There is thus a rationale for focusing small
business promotion on the northern zone of Transnistria.

The sixth conclusion is that the microfinance facility may offer matching
grants to targeted small businesses and/or young entrepreneurs as the pre-
ferred option for a financial instrument. The rationale for matching grants is
to trigger with a one-time subsidy economic multiplier effects within the tar-

2 In fact, several bilateral donors and United Nations organisations have been providing matching
grants to young entrepreneurs in the Republic of Moldova.
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geted local economy. This is the only possible solution for the Transnistrian
region at current stage since only in combination with grant the local com-
mercial banks may relax and release their funding for longer term and more
vulnerable clients.

The success will be measured in terms of the percentage of targeted small busi-
nesses surviving in the medium to long term. The more survive and grow, the
more they generate direct and indirect income and employment effects thus
unleashing growth of the local economy. Success mainly depend on (1) the right
targeting of economic sub-sectors that create most value added, (2) sufficient
and appropriate business coaching, and (3) a sufficient number of small busi-
nesses that reach the necessary scale to unleash growth of given economic sub-
sectors and/or localities.

The main advantages of matching grants - compared to a credit line - are that
they:

(i) Reduce collateral requirements as the equity share of the entrepre-
neur will be enhanced by the matching grant which, as a result, will
require a lower loan amount.

(i) Allow access to investment loans even for small enterprise start-ups.

(iii) Have a more direct stimulus effect for small businesses and thus a
faster impact on the local economy.

(iv) Allow for an easier targeting of specific small enterprises.
The main disadvantages of matching grants - compared to a credit line - are:

(i) A higher risk for the potential wrong targeting to non-eligible entre-
preneurs and misuse of funds because it is even more difficult to mon-
itor and cross-check the eligibility of entrepreneurs than the small
business loan portfolio of the participating banks.

(i) A significantly lower financial leverage effect.

Another important approach to overcome insufficient collateral for investment
loans would be the introduction of leasing activities, notably for agricultural
production and processing. By promoting leasing of machinery and equipment
the small businesses would not that much depend on investment loans. In fact,
the current leasing legislation is under revision and one commercial bank is
keen to establish its own leasing company (spin-off) as soon as the legal act
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would allow. The bank concerned has ambitious plans to invest substantially in
leasing operations with around 60% concentrating on the agricultural sector.

The seventh conclusion is that the microfinance facility should focus during
the first phase on facilitating investment lending to private small businesses
and leave the required legislative changes and initial start of leasing operations
to the commercial bank concerned. The promotion of leasing may be a priority
of the microfinance facility during a second phase. The rationale for this tim-
ing is that legislative changes are quite complex, notably in the currently quite
confusing legislative situation as outlined by chapter 2 of part 1. Changes in
legislation are often politically unpredictable processes and local stakeholders
- like the commercial bank concerned - are in a better position to convince the
legislator rather than outside legal advisers.

A further common approach by international financing institutions and bilat-
eral donors to overcome the lack of collateral is to provide banks or NBFIs with
partial loan portfolio guarantees to share their lending risks and to reduce
thus their loan collateral requirements. However, this is no feasible option for
Transnistria for the time being because of its particular political status.

Near absence of medium and long-term loans because the commercial banks
(i) can mobilize mostly short-term deposits only up to one year and (ii) do not
have access to effective refinancing facilities for small businesses. This was the
same situation in all other transition economies 15 years ago before interna-
tional financing institutions or investment funds - such as the European Fund
for Southeast Europe (www.efse.lu) - started offering medium- and long-term
credit lines. However, international financing institutions do refinance only
commercial banks and NBFIs that reach minimum transparency and corporate
governance standards with annual external audits conducted by qualified au-
dit companies. They also request minimum banking legislative and regulatory
standards and usually require public guarantees to secure their credit lines.

In fact, the commercial banks and the ADB have access via the “Public Reserve
Fund” to around USD 20 million grant funds from the Russian Federation and
additional budgetary resources for agricultural companies and small business-
es. However, these credit lines do not come along with TA for a cash flow-based
lending technology for small businesses. Therefore, neither the commercial
banks nor the ADB do actually reach small businesses. The credit lines of the
“Public Reserve Fund” stipulate a 2 to 3% operational margin only that does
not allow the commercial banks and the ADB to recover their transaction costs,
if on-lending them to small businesses, even if they would master a cash flow-
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based lending technology. The high average loan amounts - as outlined in the
sub-chapter 4.4 of part 1 - indicate that these credit lines benefit mainly larger
businesses.

The eighth conclusion is that the microfinance facility may offer a credit line
to participating banks for refinancing medium-term investment loans to tar-
geted small businesses and/or YEs as another (or additional later) option of a
financial instrument apart from matching grants.

The main advantages of a credit line - compared to matching grants - are:

(i) The financial leverage effect through the revolving nature of a credit
line or the possible extension of the credit line, respectively.

(ii) The expansion of bank lending.

(iii) Slightly lower risks of wrong targeting to non-eligible entrepreneurs
and misuse of refinanced loans.

The main disadvantages of a credit line - compared to matching grants - are:

(i) More complex management, notably if a participating bank may de-
fault on interest payments and repayment of the credit line.

(ii) Insufficient incentive for encouraging banks to offer investment loans
for business start-ups, as entrepreneurs will likely lack sufficient eq-
uity.

(iii) Reputational risks of the donor agency, as proper due diligences of the
participating banks may be very challenging given the lack of reliable
annual external audit reports.

Unfortunately, credit lines are not available for Transnistrian banks and this
may become operational only if the donor will accept the risk to supply it. It is
not realistic that any of International Financial Institutions active in Moldova
will open credit lines to local commercial banks.

The AID consultants recommend matching grants - rather than a credit line -
as initial financial instrument of the proposed microfinance facility for the
following two main reasons:

(i) The “Public Reserve Fund” already offers refinancing facilities for
small businesses, but they do not follow ‘good practices” and thus, in
fact, do not reach small businesses. The donor agency should expect a
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(2)

commitment from the “Public Reserve Fund” to revise the conditional-
ity of its credit lines to make them a mutually reinforcing instrument
together with the microfinance facility’s offer of TA and matching
grants. This would demonstrate a true commitment of the Transnis-
trian authorities in supporting effectively small businesses.

(ii) The two main advantages of matching grants (compared to a credit
line) - to reach more down-market, including even start-up small
businesses, and to create a faster stimulus effect on small businesses
- are likely to constitute the more effective incentive for the participat-
ing banks to offer investment loans to small businesses.

Prohibitively high interest rates because of limited competition and low
professional standards in the banking sector, poor banking legislation and
regulation, and high legal, political and economic uncertainty. As the bank-
ing market is very narrow with only six commercial banks, there are high
risks for a cartel-like behaviour of the banks that may be an additional fac-
tor in explaining high interest rates. Nevertheless, lending rates are not
really higher than around ten years in the Balkan countries. If small busi-
nesses feel them as prohibitively high?, it is also because of the high risks
of a very unfavourable general business environment in Transnistria with
a local currency with limited convertibility, an uncertain legislative and
political situation with subsequent high legal risks, complex import and
export procedures, limited transparency of business regulations and taxa-
tion, and so forth.

30 years of donor experience provide clear evidence that subsidized loans are
counterproductive because they distort financial markets and ration credit and
thereby exclude small businesses and poor farmers for which the subsidies
loans were originally intended for. Concessional lending rates - with the ex-
ception to loans offered to governments of low-income countries - may only
be justified in very specific circumstances and limited in time and scope, as it
better donor practice to subsidize TA and other services. The only way to bring
down interest rates is a combination of improving macroeconomic stability, an
enabling financial sector legislation and regulation, and, most importantly, in-
creasing competition in the banking sector. However, the responsible legislator
and the ADB management do not share this understanding.

% In fact, entrepreneurs do in all countries usually complain about too high loan interest rates.
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The ninth conclusion is that the microfinance facility shall insist that all par-
ticipating banks, including the ADB, will offer investment loans to small busi-
nesses at reasonable market rates and not at a fixed rate independent of the
actual lending risks.

5) The most strategic issue for the microfinance facility is to identify the
banks and NBFIs with the greatest potential to expand investment
lending operations to small businesses sustainably and as fast as
possible. The most important selection criteria for the most suitable
banks and NBFIs are (i) their actual track record in small business
lending, (ii) commitment to small business lending by their board, top
management, and the staff, (iii) their market positioning in terms of
scope and branch network, (iv) their financial standing, and, last, but
not least (v) their level of corporate governance and transparency.

The banking sector of the former transition economies was not much different
from that of Transnistria around 15 years ago. Based on relevant donor experi-
ence to trigger changes in transitional banking sectors, there are basically three
main options in selecting the banks and NBFIs that are most likely to trigger the
required changes towards the supply of client-oriented loan products for small
businesses:

(1) ‘Down-scaling” of existing commercial banks by introducing the cash-
flow-based lending technology. The advantage is that there are already li-
censed operating banks with their management systems in place, branch
network, personnel, and savings mobilization capabilities. This is thus
much faster and more efficient than to create new financial intermediar-
ies or to ‘up-scale” microfinance institutions. Nevertheless, it is often a sig-
nificant challenge to change the mind-set of traditional banker who rely on
written financial statement and do not leave their offices to visit clients. It
is thus important to select the right bank where is the top management is
committed to down-scale and a bank that has a leading position to encour-
age other banks to follow.

The tenth conclusion is that the microfinance facility should work preferably
with two or three commercial banks - that are most committed to target private
small businesses as new clientele - as the potentially fastest and least resource-
intensive approach. Bank selection criteria are outlined under the sub-chapter
2.1 below. The microfinance facility should select at least two participating
commercial bank to create some “positive” competition among them. Only if a
first phase will prove that the commercial banks do not change their mind-set
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and negative lending attitude towards small businesses, the microfinance facil-
ity needs to establish a greenfield NBFI as outlined under (3) below.

(2) Reforming the publicly-owned agricultural bank or NBFI because the
commercial banks tend to neglect the agricultural sector for several rea-
sons, like high natural hazard and climate change risk exposure, high trans-
action costs to serve smallholders, lack of sector know how, and so forth. In
line with the strategic importance of the agricultural sector for employment
and income generation, the former Republics of the Soviet Union (as well
as other former centrally-planned economies) all had their publicly-owned
agricultural banks. The restructuring of these "Agroprom Banks” had been
a very difficult and time-consuming process and often ended with their
privatization.?’ This also happened in Transnistria though its name has not
been changed as elsewhere.

Donors, notably the World Bank, IFAD, and others have supported governments
of former centrally-planned economies to establish NBFIs with a strong devel-
opment mission to serve rural and agricultural businesses and smallholders
that have been neglected by the new private banking sectors. In Transnistria,
the ADB has been established by the local authorities in 2011 only, obviously as
a reaction to the failure of the commercial banks in serving the rural and agri-
cultural businesses. However, the ADB seems to operate more as a policy bank
to allocate heavily subsidized loans to larger agricultural companies which is
not in line with “good practice” agricultural lending technologies in a market
economy:. In fact, the subsidized lending to agricultural companies prevents the
development of a sustainable rural banking sector in Transnistria.

The eleventh conclusion is that the microfinance facility should encourage the
ADB to participate provided that the ADB will lend at reasonable commercial
rates that reflects its actual lending risks. The microfinance facility may offer
additional TA resources to the ADB - compared to the ones offered to the par-
ticipating commercial banks - as an attempt to convince the ADB in adopting
‘good practice” agricultural lending technologies.

(3) Creating a Greenfield NBFI. This often required first the development of a
suitable legislative basis for creating a NBFI, as would be the case in Tran-
snistria. The main reason for creating a greenfield NBFI is to demonstrate

2 For instance, it took in total 12 years and substantial donor resources to restructure and finally
privatise the Lithuanian Agricultural Bank. It was a much faster and effective process in Kyrgyzstan,
where the IBRD could convince the government to liquidate the former Agroprom Bank and to
start the Kyrgyz Agricultural Finance Company as a NBFI.
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that lending to small business and/or private farmers can be done effec-
tively on a profitable basis without subsidizing loans. Once the commercial
banks observe that small business and/or SME lending can be an interest-
ing and profitable market segment in their own market, they start showing
interest in a cash-flow-based lending methodology. They will start under-
standing that such lending may not only be profitable, but that it comes
with further advantages of cross-selling opportunities and risk diversifica-
tion of their traditional loan portfolio of large and often publicly-owned
enterprises.

There are several good experiences of NBFIs that have been established in order
to serve rural entrepreneurs and farmers, such as the Rural Finance Corpora-
tion in the Republic of Moldova, the Albanian Savings and Credit Union in Alba-
nia, the Kyrgyz Agricultural Finance Company in Kyrgyzstan, and the Land Bank
in Latvia. These institutions were the pioneers in developing market-oriented
rural financial markets in their respective countries. The first two institutions
were established partly or fully as apex organizations for rural savings and
credit associations to which they offer refinancing and other support services.

Without the demonstration of successful rural lending operations, the commer-
cial banks may not have changed their wrong mind-set that small businesses do
not constitute good clients. In fact, the leading Moldovan banks received sub-
stantial TA in down-scaling and in targeting rural entrepreneurs starting with
little results in the early 1990°s until the Rural Finance Corporation was es-
tablished and demonstrated on how to refinance rural savings and credit asso-
ciations on sound market-based banking principles. The Moldova-Agroindbank
and Fincombank only started refinancing rural savings and credit associations
when the Rural Finance Corporation had succeeded to do so successfully des-
pites its limited overall market share in the banking sector.

The most effective greenfield approach for small business finance had been the
establishment of the ProCredit banks in all Balkan countries (except in Slovenia
and Croatia), the Republic of Moldova, Ukraine and Georgia by the German de-
velopment bank KfW and other international financing institutions. They are
microfinance banks established under a special microfinance law or as com-
mercial banks that target micro, small, and medium-sized enterprises, but have
also developed in a second stage important retail banking operations. The Pro-
Credit Banks of the ProCredit Holding Company turned profitable during their
second or third year of establishment and have become firm competitors of the
commercial banks. They are also often the first banks that undertake serious
efforts in penetrating rural financial markets.
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The three main arguments against starting right away with a greenfield institu-
tion are:

(i) The current political and legal situation of Transnistria does not al-
low either the establishment of a branch office of the Moldovan Rural
Finance Corporation or of ProCredit Bank Ukraine or Moldova.

(ii) The ‘bad practice” subsidized credit lines by the “Public Reserve Fund”
and the lending operations of the ADB that may increase in scope and
impact on the investment lending market. It is difficult to establish
market-oriented small business and/or SME lending operations in a
largely distorted investment lending market.

(iii) The very limited market size of less than 300’000 working age popu-
lation with already six commercial banks and the ADB in place.

The twelfth conclusion is that the microfinance facility should only consider
support creating a Greenfield NBFI together with an enabling NBFI regulatory
framework, if not sufficient progress can be made with both selected commer-
cial banks and the ADB. Two different types of NFBI could be then considered:

(i) A small business lending institution with private shareholders from
the Transnistrian region and possible abroad that operates at market
rates and receive TA for the initial four years of operation.

(ii) One or more credit co-operatives with small businesses as members.
In fact, the “Professional Union of Transnistrian Entrepreneurs” is re-
flecting on the idea of creating a credit cooperative.

The final part of the fourth step of collecting extensive feedback from the Tran-
snistrian stakeholders from the banking sector, the small business community,
and persons responsible for small business and banking development on their
preferences and priorities regarding the proposed microfinance facility and the
complementary small business coaching program has been achieved partially.
The main reason for this was thefailure in arranging required meetings with
some Transnistrian stakeholders and especially local officials

Nevertheless, detailed proposals have been elaborated. Once the donor will
have mobilized funding and developed a defined targeting policy, it would be
necessary to have in-depth meeting with the Transnistrian region’s stakehold-
ers to update recommendations and to deepen their design for ready imple-
mentation.
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lll. Launching and running a Microfinance Facility for Young Entre-
preneurs

3.1. Institutional Arrangements for the YE Microfinance Facility

The essence of the proposed Microfinance Facility for Young Entrepreneurs (MF-
FYE) is to provide matching grants up to a maximum ceiling of 8000 USD to
around 450 YEs between 18 to 35 years so as to co-finance one-time investments
of existing and start-up small businesses (i.e. micro and small enterprises, includ-
ing farms with 30 and more ha, and entrepreneurs holding one or more patents,
including farmers with less than 30 ha) that they own and run. The matching
grant scheme is eligible for all business activities, except non-agricultural retail
and wholesale trade. The exclusion of non-agricultural trade is justified by inter-
national evidence on the low value added generated by the trade sector.

The matching grant scheme is limited to one grant per YE who must be a resi-
dent of the Transnistrian region with his/her entrepreneurial activities mainly
based in the region. Furthermore, it is also limited to one grant per small busi-
ness which excludes that siblings or partners apply each for a grant for the same
small business. The allocation of matching grants is finally decided by the corre-
sponding investment loan decision-making process of the participating banks
and the implicit qualified control by the business coaches on a ‘first come -
first serve” basis. The funding donor agency may want to impose certain sub-
regional and/or sub-sectorial quotas to ensure a ‘more balanced” allocation of
the matching grants; however, this would require a better understanding of the
target group of YEs and the small business sector in Transnistria.

Itis proposed that the MFFYE would initially support all legally permitted busi-
ness activities in all sectors - excluding non-eligible activities as defined by
the United Nations according to the Annex 9 - so as to stimulate sustainable
small business growth. With first experiences and thus a better understand-
ing of the small business sector gained, the MFFYE may target during a second
phase more specifically private small businesses that have the highest potential
in generating growth and employment.

The donor agency can either tender out project execution to a consultancy com-
pany with a strong record in down-scaling banks in Eastern Europe or establish
an internal project execution unit with qualified individual consultants at its
office in Chisinau. The winning consultancy company - or the project execution
unit - would conclude collaboration agreements with preferably two or three
commercial banks - and may be also with the ADB - to be selected according to
the following five main criteria:
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1) Proven interest in small business lending as evidenced by concrete meas-
ures in acquiring such capabilities to shift from a traditional asset-based
towards a cash flow-based lending methodology and decentralizing small
business loan decision-making to one level below the head office credit
committee.

2) Commitment in terms of:

(i) Offering investment loans with a tenor up to at least three years to
small businesses from own resources and on the bank’s own risk with
reasonable collateral requirements in combination with one to one
matching grants from the MFFYE up to a maximum of 8°000 USD.

Applying ‘responsible finance practices” in lending to private small businesses
notably to undertake best efforts in complying with the SMART client protec-

tion principles (www.smart.org).

Assigning two and more dedicated small business lending officers.

Accepting tailor-made TA in small enterprise lending with focus on a cash flow-
based loan appraisal methodology that includes training and coaching the small
business lending officers and the members of the relevant loan committees.

3) Acceptance in undergoing an external annual audit by an audit company
accepted and paid by the donor agency prior to signing the collaboration
agreement.

4) Submission of quarterly progress reports on the small business lending
operations within the framework of the collaboration agreement accord-
ing to a standardized reporting format.

5) Acceptance to an external evaluator selected by the donor agency to re-
view the small business portfolio and the small business lending proce-
dures within the framework of the collaboration agreement at mid-term
and at its conclusion of the MFFYE.
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3.2. Launching of a YE Microfinance Facility

The main steps in establishing the MFFYE - and the complementary Business
Coaching Program for Young Entrepreneurs (BCPYE) as outlined in chapter 111
below - are as follows:

1

2)

3)

Establishing a clear registration system for eligible YEs that can be updat-
ed and monitored easily under the complementary BCPYE as outlined in
chapter III below.

Designing and launching a proper awareness building campaign that will
actually reach eligible YEs. Important is a proper messaging to reach po-
tentially eligible YEs without stimulating an unmanageable flood of re-
quests. Depending on the actual number of potentially eligible YEs, direct
targeting via small business associations, the Transnistrian Chamber of
Commerce, and/or the business patent registration office may be both
more effective and less expensive compared to mass media campaigns.
Nevertheless, mass media are likely required to reach young people who
plan or are in the initial process of setting up a small business or intend to
purchase business patents.

Conclusion of collaboration agreements with preferably two or three com-
mercial banks to be selected according to the above-mentioned criteria.
The main provisions of such agreements are:

(i) Clear explanation of the key procedures of the MFFYE with relevant
references to the BCPYE.

(i) Quarterly (or bi-annual) transfers of matching grants in USD to an ac-
count of the participating bank concerned. The transferred amounts
should correspond with the expected disbursement of matching grants
to YEs to whom the bank will disburse investment loans in at least
the same amount. The loan and matching grant disbursements dur-
ing the previous quarter (or semester) would indicate the disburse-
ment trend of the bank concerned. The transfers should arrive at the
bank in time in order not to delay the disbursements of both matching
grants and investment loans to the YEs, as quick disbursement may be
important for the YEs.

(iii) Quarterly reporting by the participating bank that includes a list of
newly approved and disbursed small business investment loans along-
side the matching grants, a status on the current small business loan
portfolio in terms of outstanding loan amount, portfolio-at-risk below
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30 days, between 30 to 60 days, between 60 to 90 days, between 90 to
180 days, and for more than 180 days, a breakdown by economic sub-
sectors (loan purpose) and geographical location of the small busi-
ness, update and progress on the TA activities, and so forth.

(iv) Obligations of the bank as indicated by the above-mentioned selection
criteria.

(v) Offer of tailor-made TA as outlined under sub-chapter 2.4 below.

The AID consultants met top managers from “BiznesInvest” Bank, “Ipotechny”
Bank, and “Tiraspromstroj” Bank. All three banks serve BPHs, but they do this
within their retail departments and rather target larger businesses with an
average loan amount of around 337000 to 40°000 USD with “Tiraspromstroj”
Bank at the lower end. They were in principle interested in participating in
the MFFYE and receiving TA in introducing a cash flow-based lending meth-
odology. They were also interested in both financing instruments - matching
grants and a credit line - that the MFFYE may offer with a certain preference
for the latter.

Based on the short exchange with top management of the three banks, but with-
out an opportunity for a more in-depth exchange on the level of their credit
departments, it is assumed that probably two of the three banks may actually
be committed participating in the MFFYE. Based on the exchange with the top
management of the ADB, it is less probable that the ADB will accept the pre-
conditions outlined under the sub-chapter 2.1, notably to lend at market rates.
If, however, the ADB would accept them, the MFFYE should work with the ADB
because of its importance for the agricultural sector.

It is strongly proposed that, prior to the launch of the MFFYE, all commercial
banks and the ADB will be contacted to verify their interest in participating in
the MFFYE. “Agroprom” Bank and “Sberbank” should be contacted as well, as
the AID consultants were informed by third parties only that these two larger
banks would not be interested in serving small businesses. There would be no
need to contact the tiny “Tiroteks Bank” that is more a "‘pocket bank” of a leading
textile company than a universal bank.
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3.3. Running of a Microfinance Facility for Young Entrepreneurs

The YE has to submit his/her investment loan request supported by a busi-
ness plan - prepared with the help of a local business adviser as outlined
in chapter 3 below - to one of the participating banks of his/her choice for
an investment loan which will be matched by the same amount by a grant
within the ceiling of 8000 USD for the YE from the MFFYE. The YE has to
contribute at least 10% of the investment amount in cash in addition to rea-
sonable contributions in kind and non-monetary assets to ensure his and
her commitment.

The grant can thus not reach more than 45% of the total investment costs - as
it is matching up to one to one with an investment loan with incremental work-
ing capital from a participating bank - and reach a maximum of 8°000 USD. The
MFFYE can thus leverage investment loans up to 18°000 USD that is considered
sufficient to make a substantial change for a small business. The participating
bank is encouraged to approve an investment loan higher than the equivalent
of 8’000 USD despite the matching grant amount being capped at 8000 USD.
The bank is also encouraged to offer working capital loans in addition to the
investment loan.

The participating bank carries out a small business investment loan ap-
praisal according to a cash flow-based lending methodology with TA sup-
port as outlined below. Upon approval of the investment loan application,
the bank will offer the YE an investment loan agreement at reasonable col-
lateral requirements and market rates that matches the amortization period
of the main investment item at least up to three years. The loan agreement
will stipulate the provision of the matching grant simultaneously with loan
disbursements to the supplier(s) of the investment goods concerned. The
bank will consider the matching grant as equity of the YE during loan ap-
praisal. If the bank rejects the investment loan application, the YE has still
the option to submit his/her investment loan application to another bank
that participates in the MFFYE.

Upon signature of the investment loan agreement, the YE has to make a
pre-payment of at least 10% of the total investment to one or more suppli-
ers. Once the YE submits verification of his/her pre-payment, the bank will
disburse both the grant from the MFFYE and its investment loan by pay-
ing directly the suppliers. An added advantage of the combined matching
grant and investment loan for the participating bank is that the bank can use
the matching grant to pay the client’s supplier of imported equipment and
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goods in hard currency whereas it can predominantly lend its investment
loan in TR.2®

The participating bank will apply loan monitoring and collection procedures
that are in line with international ‘good practice” guidelines for small business
loan management - with TA support as outline in the sub-chapter 2.4 below, but
tailor-made to the specific conditions and preferences of the bank concerned.
It will report quarterly on the status of its small business loan portfolio during
the duration of the MFFYE and will accept a mid-term and project end evaluator
chosen by the donor agency to review the progress made by the bank and the
TA provider in building up the small business loan portfolio.

The matching grants for YEs serve as entry point and incentive for the partici-
pating banks to start this down-scaling pilot in developing small businesses as
new clientele. The participating banks are expected to continue and gradually
expand small business lending beyond the duration of the MFFYE, as they will
have learnt appreciating the cash-flow-based small business lending technol-
ogy as an appropriate approach to gain more clients and market share with in-
teresting cross-selling opportunities while diversifying its lending risks among
a much larger clientele. The BCPYE will offer financial brokerage services to
additional 450 small enterprises in order to facilitate their access to loans from
the participating banks.

As experiences in successful down-scaling projects elsewhere suggest, the
participating banks will likely apply this lending technology for all their small
businesses and possibly also to their medium-sized enterprise clients. In fact,
they will serve small businesses beyond the 450 that will benefit from the
matching grants and the additional 450 small businesses that will benefit
from five days of free of charge financial brokerage services. Moreover, other
banks may be encouraged to join as well, if they observe the success of the
participating banks in expanding their market share towards the small busi-
ness market segment.

30 According to the ADB, its smaller loans to around 20 farmers of an average equivalent amount
around 35°000 USD have only a 25% share for imported equipment and goods for which hard cur-
rency is required. However, the AID consultants assume that a significant higher percentage of at
least 50% would be more realistic for investment loans of small businesses.
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3.4. Technical assistance in small business lending technology for banks

The winning consultancy company will offer TA in the five main areas and the
estimated proportionate need per TA area is indicated as a percentage in brack-
ets (though it ultimately depends on the capacity and preferences of each par-
ticipating bank concerned) as follows:

(1) Advice of the bank management in small business policies and proce-
dures (5 to 10%).

(2) Preparation of an operational manual for small business lending in
line with the international ‘good practice” cash-flow-based lending
technology that encompasses policies, procedures, and formats for all
lending cycle steps from loan application, appraisal, decision-making,
registration and documentation, monitoring, loan collection, up to
workout management (5 to 10%).

(3) Class-room training for small business loan officers and members of
the small business loan committees in small business loan manage-
ment procedures with a focus on loan appraisal. In addition, loan
sale skills training will be offered to small business loan officers (10
to 20%).

(4) Coaching of small business loan officers in carrying out loan apprais-
als, monitoring visits, and workout management operations as well
as coaching the members of small business loan committees in loan
decision-making and decisions on workout management issues (50
to 60%).

(5) Selective advice in following related areas (10 to 20%), such as:

¢  Human resources development regarding incentive systems for
small business loan officers.

¢ Audit procedures for the small business portfolio.

e [T supports to expand the MIS in line with small business lending
requirements.

¢ Risk management of small business lending.

The scope of the TA will depend on the actual scale of the small business lend-
ing operations of each participating bank, but a minimum of 50 TA days would
be required for the first four areas for each participating bank regardless of its
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scale of operations. Efficiency gains are possible, if arranging class-room train-
ing together for all participating banks. The first four TA areas require one sen-
ior small business lending consultant and a qualified small business lending
trainer. Both consultants should work in Russian. However, the participating
banks may not want to share the same consultants with the other participating
banks for fear of confidentiality in this very narrow market. In this case, at least
one consultant is required for each participating bank.

It is proposed to offer the TA initially free of charge to the participating banks
because of an expected cautious and rather limited interest. However, the MF-
FYE should consider some cost sharing - in line with international ‘good prac-
tice” delivery of down-scaling TA support - at a later stage or if the participating
banks will request additional TA, notably for the fifth area as outlined above. It
is thus proposed to offer further TA of up to 25 days at a 75 discount rate, and
additional TA of up to 25 days at a 50 discount rate.

In addition, it is proposed to offer two exposure visits to either the Republic of
Moldova, Ukraine, Russia or Georgia for a team of around 10 managers of the
participating banks and representatives of the banking regulator so as to learn
from the experiences of commercial banks that have successfully down-scaled
their lending operations and are now targeting small businesses, including in-
dividual entrepreneurs (i.e. sole proprietorships), as one of their main target
client groups.

The exposure visits should be organized at the start of the MFFYE so that the
participating banks can better understand and anticipate the type of TA and
organizational changes required for a cash flow-based small businesses lend-
ing technology. The banking regulators may learn from their peers who have
adapted loan provisioning prudential norms for micro loans.
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IV. Launching and running a Business Coaching Program for Young
Entrepreneurs

4.1. Institutional Arrangements for the Business Coaching Program for
Young Entrepreneurs

The donor agency will tender out the establishment and operation of the BCPYE
to a regional consultancy company with substantial experience in small busi-
ness coaching in Eastern Europe or establish an internal project execution unit
with qualified individual consultants at its office in Chisinau. The former option
is likely be the preferred one, as the main tasks include the tendering of a sig-
nificant amount of business coaching services to Transnistrian service provid-
ers, apart from offering capacity-building support to them and monitoring their
performance.

It would be advisable, if the winning tendering consultancy company would
identify one or two Transnistrian organizations that represent small busi-
nesses and could co-ordinate the business training activities and counselling
services. Apart from serving as spokespersons of the targeted small businesses,
they could also monitor the execution of both the BCPYE and the MFFYE. These
organizations should not be involved in delivering business coaching services
themselves so as to avoid any potential conflict of interest.

4.2. Launching of a Business Coaching Program for Young Entrepreneurs
The main steps in establishing the BCPYE are as follows:

1) Establishing a clear registration system for eligible YEs that can be
updated and monitored easily. It should draw data from the registers
for residency and/or population statistics as well as business registra-
tion and/or registration of patent holders. It should result in a list of
eligible YEs in alphabetical order with further columns for:

e Identification number of the YE.

e  Age oryear of birth and gender.

¢  Name of micro or small enterprise or type of patent(s).
e  Date of registration.

e  Registration number of enterprise or patent(s).

° Main business line.
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2)

3)

4)

5)

Establishing a long list of Transnistrian organizations that offer busi-
ness coaching, notably the brokering of financial services for small
businesses. The long list should include the name of the organizations
in alphabetical order with further columns for:

e  Main thematic areas of business coaching offered: (i) brokering of
financial services, including businesses plan and investment loan
applications, (ii) business registration, (iii) legal and tax advice,
(iv) accounting & financial management, (v) marketing & sales
promotion, and (vi) IT software applications.

e Number of qualified business advisers with short CV
e Trackrecord in the above mentioned business coaching services.
e Logical capacity to cover which regions of Transnistria.

Establishing a short list of Transnistrian organizations that offer small
business training and/or counselling which reflect also the logical
capability of service providers to cover the more remote areas away
from Tiraspol.

Launching of possibly two tenders for business coaching services.
Each tender should encompass the delivery of coaching services from
one or more offices to cover one of two geographical zones of Tran-
snistria. This should be a northern zone to be serviced from Rybnitsa
and extending south up to Dubasari, and a southern zone to be serv-
iced from Tiraspol and extending north up to Dubasari.

TA offered to the contracted Transnistrian service providers in the
form of training of the trainers to ensure quality business coaching
services in line with international ‘good practice” standards, however
with necessary adaptations to the Transnistrian conditions. The type
and scope of TA to the Transnistrian service providers is outlined in
sub-chapter 3.4 below.
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4.3. Running of a Business Coaching Program for Young Entrepreneurs

The YE approaches the contracted business coaching provider of his/her geo-
graphical zone. The business coach will first discuss the business and invest-
ment proposal and assess its feasibility. He/she may advise the YE to improve
his/her plans or eventually drop them, if found to be unrealistic or too risky.
He/she would then prepare a business plan in close exchange with the YE, as it
is most important that the YE fully understand his/her business plan and use it
as a management tool for himself and not only as a tool for accessing external
finance.

The business coach would then help the YE in both the preparation of an in-
vestment loan application and the negotiations with the bank. In the case of
a business start-up, he/she supports the YE in registering the business upon
approval of the investment loan which triggers automatically the mobilization
of the matching grant provided that the YE is eligible for the matching grant.
These processes go in parallel, as the bank would require the certification of
business registration prior to the disbursement of the investment loan. It is as-
sumed that the business coach can deliver all the above-mentioned coaching
services within less than ten days.

In order to succeed in the initial operation of a start-up business or the man-
agement of an investment of an existing small business, the YE can call on the
business coach for additional support in setting up an effective accounting or
bookkeeping system (if required) and related IT applications. The YE may also
need some advice on marketing and sales promotion.

It is proposed that each eligible YE will receive cost-free access to around ten
days of coaching services, further five days of coaching services at a 80% dis-
count rate, and additional five days at a 60% discount rate. It is important that
the YE understands that his/her coaching constitutes a valuable service that
has its market price so that he/she is more encouraged using it efficiently.
Furthermore, it is proposed to extend financial brokerage services beyond the
targeted YEs to 450 small businesses so as to broaden the numbers of small
businesses in accessing bank loans even without matching grants from the MF-
FYE, but possibly accessing subsidized loans offered by the bank via the “Public
Reserve Fund”.
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4.4. Technical assistance in business coaching for participating service
providers

The winning tendering consultancy company will offer the following TA to
Transnistrian business coaches in Russian language with the broadly estimated
time allocation of around 150 consultancy days:

1)

Around 25 days for preparing and disseminating a pragmatic and us-
er-friendly generic manual for small business plan preparation with
specific guidelines and case studies for the following eight economic
sub-sectors:

e Agricultural production: crops (e.g. wheat or potatoes), livestock
(e.g. cattle), and horticulture (e.g. cabbage, cucumber, tomatoes
or other vegetables).

e  Marketing and processing: storing, packing and distributing agri-
cultural and food products, food-processing and handicraft (e.g.
carpentry, souvenir manufacturing, etc.).

e Services: restaurant/catering, hairdressing/beauty parlour,
craftsmanship (e.g. carpentry, masonry, etc.).

The manual needs to be updated regularly based on the feedback of the Tran-
snistrian business coaches and experienced gained in the coaching of YEs and
small businesses.

(2)

(3)

(4)

(5)

Around 20 days for preparing and conducting ten one-day workshops
on small business plan preparation for Transnistrian business coach-
es by discussing and reviewing the contents of the above-mentioned
manual and the practical case studies at the onset and at midterm of
the BCPYE.

Around 10 days for preparing and disseminating a pragmatic and us-
er-friendly generic manual for financial brokerage services for small
businesses with selected case studies.

Around 30 days for preparing and conducting fifteen one-day work-
shops on small business financial brokerage services for Transnistrian
business coaches.

Around 40 days for coaching Transnistrian business coaches on re-
quest in their work with Transnistrian YEs and small businesses.
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The consultants may initially accompany the Transnistrian business
coaches in their meeting with their clients, but would later respond to
specific questions of the Transnistrian business coaches via e-mail or
phone.

(6) Around 25 days for monitoring the performance of the Transnistrian
business coaches, managing the BCPYE, including the tendering and
funding of the business coaching services offered to Transnistrian YEs
and small businesses, as well as the financial management and report-
ing of the BCPYE.

V. Budget Requirements for the first phase of the BCPYE
and MFFYE

The AID consultants propose a combined budget for the MFFYE and the BCPYE
of around USD 5 million for a first three-year phase of that they consider as a
minimum for both (i) facilitating a systemic market change in the Transnistrian
region towards a significantly improved access of private small businesses to
investment loans and (ii) creating a significant development impact on around
450 small businesses owned and run by YEs.

The BCPYE will start half a year prior to the MFFYE. Its first phase will last for
three years whereas the first phase of the MFFYE will be 2,5 years. An external
mid-term evaluation is recommended after two years to assess progress made
and to identify possible follow up actions for a second phase as outlined in
chapter V. The MFFYE would require around USD 3,2 million, including around
USD 3 million for matching grants, 60’000 USD for three special bank audits as
well as TA, two exposure visits, and managerial overheads for around 1307000
USD. The BCPYE would require around USD 1,8 million, including around USD
1,73 million for subsidizing small business coaching services offered by Tran-
snistrian service providers, training and coaching of the Transnistrian business
coaches, and managerial overheads for around 70°000 USD.

The MFFYE and BCPYE would already provide a direct economic stimulus of
around USD 4,75 million for the Transnistrian economy. Around 200°000 USD
are required for TA, training, coaching, as well as monitoring and managerial
services by the two consultancy companies, one with a strong regional track
record in down-scaling commercial banks, and the other with a strong region-
al track record in small business coaching with a focus on financial brokerage
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services. The total estimated budget for the MFFYE and BCPYE of around USD 5
million is based on the following key assumptions:

(1)

(2)

(3)

(4)

(5)

(6)

()

(8)

)

30157000 USD: average matching grants of 6700 USD for around 450
YEs.

900’000 USD: 10 coaching days for around 450 YEs per 200 USD Tran-
snistrian daily consultancy fee.

2977000 USD: estimated 60% demand for further 5 TA days by around
450 YEs at a 80% discount rate and estimated 30% demand for addi-
tional 5 TA days at a 60% discount rate for the YEs.

4507000 USD: 5 coaching days for around 450 small businesses per
200 USD Transnistrian daily consultancy fee.

607000 USD: 150 consultancy days per 400 USD daily consultancy fee
for (i) training and coaching Transnistrian business consultants and
(ii) coordinating and monitoring the BCPYE.

75’000 USD: 50 TA days for 3 participating banks per 500 USD daily
consultancy fee.

22’500 USD: estimated 60% demand for further 25 TA days by the
3 participating banks at a 75% discount rate and estimated 30% de-
mand for additional 25 TA days by the 3 banks at a 50% discount rate
for the participating banks.

607000 USD: a special audit for each of the three participating banks
carried out by audit company with a good track record of commercial
banks audit in the region.

14’500 USD: two exposure visits for a ten-person delegation from the
participating banks and the banking regulator in the region.

(10)106°000 USD: 5% overheads on services worth of 1°647°000 USD de-

livered by Transnistrian business coaches and 15% overheads on TA
of 157’500 USD delivered by the two consultancy companies.
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VI. Options to strengthen Financial Inclusion in the second phase
of the Microfinance Facility

The following five broad options exist for a potential second phase of the micro-
finance facility whereby the first three options are based on the positive scenar-
io that the participating commercial banks have shown a strong commitment
to lend to small businesses. The fourth option is based on the negative scenario
that the participating commercial banks have shown little commitment to lend
to small businesses. The fifth option is based on the positive scenario that the
ADB and the Transnistrian authorities are committed to adopt ‘good practice”
agricultural lending and are keen to develop a sustainable rural finance mar-
ket. The external mid-term evaluation of the MFFYE and BCPYE should look
deeper into these five and possible additional options after two years of the
first phase.

Positive scenario: Participating commercial banks shown strong commitment
to lend to small businesses.

1) Extension of the MFFYE - together with the BCPYE - with an additional
matching grant scheme, but with a more selective targeting of those small
businesses that trigger the highest economic growth and employment ef-
fects within the local economy based on the experiences gained during
the first phase. This would deepen the systemic market change towards a
much improved access of private small businesses to investment loans and
a significant development impact on additional small businesses owned
and run by YEs, as the first phase may not have yet resulted in a deep and
irreversible systemic market change towards access to investment loans
for small businesses.

2) Promotion of leasing services on the assumption that one commercial
bank will have already started its own leasing company upon the expected
improvement of the current legislation. Leasing services are essential for
small businesses, notably for agricultural production, to reduce the prohib-
itively high costs for purchasing equipment, machinery, and vehicles. The
second phase of the microfinance facility would offer the following main
services:

(i) TA for commercial banks and leasing companies in leasing product
development and the up-scaling.

(i) Legislative advice to remove bottlenecks that may hamper the up-
scaling of leasing services.
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3)

(iii) Financial education for small businesses on leasing services.

(iv) Financial brokerage advice for private small businesses to access leas-
ing services.

The microfinance facility may offer a first credit line as a learning experi-
ence for the commercial banks prior to the intention - however, this de-
pends on an improved overall political status of Transnistria — to provide
qualified Transnistrian commercial banks access to international refinanc-
ing facilities, such as the services offered by the European Fund for South-
east Europe.

Negative scenario: Participating commercial banks shown little commitment
to lend to small businesses.

4)

The creation of a greenfield NBFI that offers financial services to small
businesses at reasonable market rates on a sustainable basis. The NBFI
could be established as a private company - with some shareholding by the
evolving small business associations - or as a co-operative with member-
ship by private small businesses. However, the establishment of a green-
field NBFI is a major intervention and would take at least four to five years
of substantial TA and initial equity and credit lines of at least USD 5 million.
Establishment of a private company would be the easier option compared
to the creation of a credit co-operative or a system of several local credit
co-operatives with an apex structure.

Positive scenario: The ADB and the Transnistrian authorities are commit-
ted to adopt ‘good practice” agricultural lending as demonstrated under the
first phase of the MFFYE and are keen to develop a sustainable rural finance
market.

5)

Support package for the ADB to pioneer the development of a sustainable
market-based rural financial sector in Transnistria, but combined with TA
for interesting commercial banks as well so as to stimulate competition in
the rural financial sector for the benefits of farmers and rural entrepre-
neurs.
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ANNEXES TO THE MICROFINANCE ASSESSMENT IN TRANSNISTRIA
Annex 1: Term of References

Support to Confidence Building Measures Project
Terms of Reference

“Market Survey of the Microfinance sector
in the Transnistrian region of Moldova”

Job Title: Specialized company/NGO providing a group of
consultants who would undertake a “Market Sur-
vey of the Microfinance sector in the Transnis-
trian region of Moldova”

Contract type: Contract for Professional Services

Duty Station: Chisinau, with extensive travel in the Transnis-
trian region of Moldova

Duration of assignment: May - August 2012

Contracting Authority: = UNDP Moldova

1. GENERAL BACKGROUND

Sluggish growth in remittances, stagnant real wages and unemployment, com-
bined with fewer job opportunities has disproportionately affected the most
vulnerable groups in Moldova, including the Transnistrian region. Economic
activities need a boost as a means to promote economic development, interde-
pendence of the two banks and improve the well-being of the people of Moldova
as whole.

Funded by the EU, the United Nations Development Programme in Moldova has
provided support to confidence building measures (SCBM) between Chisinau
and Tiraspol. The overall objective of the project is to increase confidence be-
tween Chisinau and Tiraspol by involving municipalities and civil society or-
ganizations in various economic and social confidence building projects. The
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SCBM project includes, inter alia, a comprehensive and sustainable business de-
velopment program, aimed at fostering cross river cooperation and re-building
the economic ties between the banks, creating employment, generating income,
contributing to economic development and growth.

The business development program seeks to address the key obstacles that sty-
mie business development, in order to focus on areas where limited resources
can make the most difference, boosting the competitiveness of the SME sector
and fostering cross-border business linkages and cooperation.

2. SPECIFIC CONTEXT

According to the “Feasibility study on small and medium enterprises (SMEs)
development in the Transnistria (TN) region of Moldova”!, conducted as part of
the business development program in October 2010, the key structural impedi-
ments to SMEs development in the region include a host of issues ranging from
high taxes, intrusive checks by controlling agencies, stagnant real wages and
unemployment to lack of business education to political and economic instabil-
ity. From those, the study has selected and underscored four main constraints:
lack of joint business training programs for both sides; lack of business support
infrastructure; lack of access to finance for SMEs and lack of joint business de-
velopment programs and projects for both sides.

The first constraint has been addressed by setting up a network of business
schools to develop the local pool of entrepreneurial skills and provide business
training to beginner entrepreneurs, managers of existing SMEs and CEOs, as
well as train local business trainers to meet the growing local demand for busi-
ness education. A research into Transnistria’s SME environment and a blueprint
for establishing a business incubator has been finalized and will address the
second constraint, lack of business support infrastructure, while the fourth con-
straint, lack of joint business development opportunities and programs, will be
addressed through joint business support and advisory services for both sides

This Request for Proposals (RfP) addresses the third constraint by conducting
a market survey of Transnistria’s micro-finance environment and developing
a blueprint for setting up a micro-finance facility in the region, as an effective
tool for promoting SMEs and making available small funding that beginner en-
trepreneurs lack. Microfinance ensures broad based/strong economic growth,
as well as improving access of the poor, low income population and vulnerable
groups to financial and social services.
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Microfinance enables poor people to expand their businesses, increase their
revenues, and create employment. Knowledge of the market is necessary for
the successful design of a microfinance product. It is important to estimate the
market size to ensure that, in the long term, enough demand exists to justify the
existence of the MFIs.

Also, an in-depth market research is an effective technique of identifying the
possible risks and the opportunities available to microfinance institutions
(MFIs). It is a tool to identify the nature of the demand for microfinance ser-
vices, the size of the market, and the demographics of the target clients. Once
the financial institution recognizes this essential information, it will be ready
to design a microfinance product that suits the needs of its target market and
make the most of its untapped opportunities.

3. MAIN OBJECTIVE AND TASKS TO BE PERFORMED

The general objective of the requested consultancy services is to conduct,
within a framework of the “Support to Confidence Building Measures” Project,
nin- h sur Transnistria’s micro-finance environment, the financin, -
ion ilabl MESs, and dr lueprint for lishin micro-finan
o ; P ; e, extendin

xisting microfinan rrangement from Mol into its Transnistrian region.

The objective of the consultancy is two-fold: scoping exercise and study

Part I is a scoping exercise, gathering and analyzing information on the mi-
rofinan r in the Transnistrian region of Moldova.

The contractor will:

e Analyze Transnistria’s microfinance sector, scope and areas of their
activity; including a review of operational rules, regulatory frame-
work, stakeholder analysis; key variables that determine demand for
micro-finance lending;

e Define characteristics of the microfinance sector in the Transnistrian
region: percentage of population requiring financial assistance; esti-
mated number of potential microfinance clients; estimated total mar-
ket coverage; existing institutional models; products and services; key
policy and regulatory instruments pertaining to the sector; authori-
ties’ and funders interventions;
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e Demand for microfinance services: breakdown by gender, geographic
location; market potential; types of financial services mostly in need
(savings, loans, insurance, money transfer, etc.);

e Analyze the existing supply of microfinance services on both banks of
the Nistru River: different types of suppliers: formal/informal; MFBs,
NGOs, MFIs; commercial banks; main areas of intervention; types of
services and delivery modes; market penetration; current state of
competition within and from outside the sector; relevance of suppli-
ers and challenges;

e  Provide an assessment and analysis:

Strengths and weaknesses of suppliers: implementation of best practices; over-

all performance of microfinance services suppliers; governance; management
information system; human resources; financial and operational sustainability;
quality of loan portfolio; lending methodologies; etc.

Institutional support infrastructure: technical service providers; capacity build-

ing facilities; microfinance networks; strengths and challenges.

Review of the authorities’ and funders activities: The survey will include an

analysis of the current and proposed activities of the authorities and relevant
funders (donors and investors) to provide microfinance services; determining
existing gaps in the authorities’ and/or funder support; and exploring how the
authorities’ and/or funder community can fill these gaps, based on their com-
parative advantages.

Specific attention will be paid to the following tasks:

e  Review of existing microfinance facilities in Moldova and the possibil-
ity of their extension into the Transnistrian region, their applicability
in the Transnistrian region;

e  Provide recommendations on the steps that the authorities on both
banks and the development partners can take to establish a microfi-
nance facility for both banks;

Part II is a study that will provide a set of practical recommendations on the

feasibility of launch l ; facility in T o
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This should be based on a thorough analysis of the environment in the Transn-
istrian region, a comparative regional assessment, as well as incorporate the
outcomes of the scoping exercise in Part I.

The study will:

Identify the specific areas/sectors where the microfinance facility
would be in highest demand, build scenarios that would predict the
demand for micro-loans given greater degree of availability of small
loans, all other variable being held equal. The Consultant shall rely
on regional expertise, as well as right bank Moldova’s experience and
lessons learned in establishing and ruling microfinance facilities, in
order to replicate it as much as possible in the Transnistrian region;

Propose a practical methodology for establishing a microfinance
facility in Transnistria. Whenever feasible and practical, the regional
and/or national experience in microfinance funding should be used as
a model;

Analyze the existing requirements for collateral on both banks and
provide options for micro-financing with minimum collateral re-
quirements;

Analyze the feasibility of establishing micro-finance support mecha-
nisms for joint business initiatives and develop possible scenarios;

Analyze repayment rates for micro-finance services based on gender,
group or individual contracting;

Analyze the expected impact of establishing a microfinance facil-
ity, including detailed cost and benefit estimates, based on the Eco-
nomic Rate of Return (ERR). The costs would include the necessary fi-
nancial expenses. The benefits include the value added by SMEs firms
due specifically to the proposed project, as well as improved economic
links between the two banks. The ERR would offer the project team a
forecast of the likely economic impact that the project will yield;

Ensure that the drafted road map establishes linkages with the
planned business incubator and the business school, in order to cre-
ate network externalities and increase marginal response for the
micro-finance fund;
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DELIVERABLES OF THE ASSIGNMENT

e Within 2 weeks from the start of the contract, design appropriate sur-
vey methodology/and tools for collecting qualitative and quantitative
data and send it for approval to UNDP;

e  Within 3 weeks from the start of the contact, draft a proposal on the
contents of the study based on regional priorities and send it for ap-
proval to the UNDP project team;

e The output of the assignment should be an analytical paper - “Market
Survey of the Microfinance sector in the Transnistrian region of Mol-
dova”. The report will consist of two parts, as outlined above. Part 1:
Market Survey of the Microfinance sector in the Transnistrian region
of Moldova. Part 2: Study on the feasibility of launching and running a
microfinance facility in Transnistria, or extending an existing microfi-
nance arrangement into the Transnistrian region.

e The draft outline of the paper shall be presented within two months
from the commencement of the consultancy assignment. The final pa-
per shall be presented within three months from the commencement
of the consultancy assignment.

The final paper shall include, among other things, the following outcomes:

a)

b)

d)

Recommendations on the support needed to develop the micro-finance
sector through capacity building, innovations, etc. which will serve as the
basis for UNDP’s microfinance activities.

Thorough analysis of the microfinance sector in the Transnistrian region:
the key players, achievements so far, etc.;

Assessment of the demand for microfinance services by all segments of the
population with emphasis on SMEs who lack access to financial services
and the constraints they face;

Assessment of the supply of microfinance services by different types of
suppliers with emphasis on the types of financial services, delivery modes,
outreach, as well as their performance in terms of operational and finan-
cial viability and sustainability;

Analysis of the appropriateness of the policy and regulatory framework in
terms of assisting the development of the microfinance sector;
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f)  Assessment of the support infrastructure and its strengths and weakness-
es in providing appropriate services to the microfinance sector;

g) Blueprint for establishing a micro-finance facility in the Transnistrian re-
gion or extending an available facility there;

Within two weeks after the approval of the final report, the contractor will also
prepare a presentation of the findings to all key stakeholders. All primary and
secondary data and reports obtained during the mission should be delivered
to the UNDP. The report is to be submitted in English and Russian, in electronic
format.

5. IMPLEMENTATION TIMEFRAME

Within two weeks from the inception of the contract, the Contractor will pro-
vide a detailed work plan and budget, along with the structure and detailed
outline of the report.

Based on the agreed upon report outline, the Contractor will prepare the first
Draft of the Report and will submit it to project staff for comments and discus-
sions within 4 weeks from the start of the contract. At a minimum, the draft must
contain the outline of the report. The Contractor will incorporate comments and
additional data/information which will become available and will present the
second draft of the report to project staff within 8 weeks from the start of the
contract. Upon completion of discussion of the second draft within the UNDP, and
following on comments to be provided by UNDP-selected readers of the second
draft, the Contractor will submit the final draft report within 12 weeks from the
start of the contract. The Contractor will be responsible for printing the report
and organizing its official launch within 14 weeks from the start of the contract,
as well as making presentations to key stakeholders’ groups.

Tentative timetable:

Within two weeks from the start of the contract A detailed work plan and budget

Within 4 weeks from the start of the contract First Draft Report

Within 8 weeks from the start of the contract Second Draft Report

Within 12 weeks from the start of the contract Final Report

Within 14 weeks from the start of the contract Presentation to stakeholders
[

112§



Annex 2: Youth Economic Empowerment - Matching Grants Experience
in Moldova

The first Youth Socio-Economic Empowerment Project was launched back in
2004 with the support of the World Bank in Moldova through the Japan Social
Development Fund (JSDF). The project objective was to enable disadvantaged
rural and peri-urban young people in selected regions to create and participate
in activities leading to their increased socio-economic empowerment, enhance
the number of viable micro-enterprises owned by youth (18-30) who initially
faced both a lack of business development skills and exclusion from credit due
to lack of material assets for collateral.

This project focused on provision of support to the creation and financing of
self-employment opportunities for vulnerable young people in selected regions
of MD. The project piloted a new approach aimed at helping the target popula-
tion (18-30 years young people) to build entrepreneurial skills, by facilitating
a process of learning on how to identify business ideas, formulate and set up a
business in partnership with the local financial institutions.

The JSDF facilitated the creation of 143 businesses throughout 17 rayons. These
businesses created over 350 jobs between 2005 and 2008. Income for these
workers increased by close to 50% between 2005 and 2010, with the average
salary jumping from US$ 72 to US$ 108.

Four Development Support Agencies hired under the project provided basic
trainings in business principles, technical support to these young beneficiaries
in the preparation of business plans and loan applications, various consultan-
cies and post-financing support to ensure a successful startup for these busi-
nesses. More than 513 consultancies on topics ranging from Marketing/Sales,
Management and Finance/Accounting were provided. Most of these consultan-
cies/trainings were provided on an individual basis to meet the specific needs
of the beneficiaries. Beyond consultancy, the Development Officers conducted
systematic monitoring of the businesses. During the post creation assistance
the DAs continued to provide monitoring and support to these young business-
es. Each visit would consist of an evaluation of the business, identification of
its challenges and consultation to ensure their viability. An important lesson
from this grant is that this relatively low-cost support which took place after a
beneficiary obtained a bank loan and after the business was established was a
key determinant in the sustainability of the beneficiaries’ enterprises and help
in ensuring a high repayment rate of their loans.
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Total investment into these businesses represented approximately US$
1,300.000 (US$ 518,258 from banks, US$ 134,892 personal contribution and
another US$ 646,923 of matching grants). The grant size was US$ 5,000 (50%
of investment), the personal contribution US$ 1,000 (10% of investment) and
the bank loan was $ 4,000 million for a total investment of about $ 10,000 per
business created.

The success of the component led to a follow up USAID grant of US$ 350,000
that helped the creation of additional 69 businesses. The additional financ-
ing was ensured through the Business Development for Youth Economic
Empowerment Project that was the second phase of the Youth Socio-Eco-
nomic Empowerment Project. The same financing formula was applied: in-
vestments up to UD$ 10,000 per business start-up with US$ 5,000 grant, US$
4,000 loan and personal contribution amounting to US $1,000. The second
phase of JSDF project was extended to all rayons of the RM except for Chisinau
and Balti cities.

By the end of project implementation, on December 31, 2009, 69 viable youth
led businesses were created. The mechanism applied by the project focused on
identifying potential candidates, training in business development, support at
business registration and post creation support. The applied mechanism led to
creation of 110 new working places, therefore to economic development. The
total investment constituted US$ 710,126 out of which loans represented US$
262,709, Grants - US$ 326,312 and personal contribution US$ 121,105.

The project also demonstrated that the low cost of providing technical assis-
tance to the youth to create new businesses was relatively small compared to
the tax such businesses can generate for the Government.

The mechanism applied in JSDF served as incentive for launch the National
Programme on Youth Economic Empowerment in 2008. The national pro-
gramme has the same target group: young people aged between (18-30);
contains a training and consultancy component, finances investment projects
in the field of production and services up to US$ 25,000 (60% bank loan and
40% grant), and post finance monitoring. By 2012 about 8300 young people
received various consultations in field of business start-up and development,
more than 1700 young people were trained, and more than 700 youth led busi-
nesses financed through this project that boosted with more than 1300 new
working places created. Total investments constituted US$ 17,434.580, out of
which grants amounted to US$ 6,964.667.
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The involvement of beneficiaries in designing their business plans for their fu-
ture businesses created a sense of ownership and responsibility for the suc-
cessful outcome of the activity.

The initial trainings in business development, post financing support strength-
ened the professionalism of these activities. While the initial training is quite
common in this part of the world, the post creation assistance for businesses
whereby the beneficiaries get some follow-up technical support for the actual
implementation of their business has been a critical success factor to the suc-
cess of their operations.

Taking into account the above mentioned facts, a solution would be to offer
possibilities for young people to launch their own business in Transnistria re-
gion, promote self-employment among youth aged (18-30) through identifying,
creating and implementing economic activities and provision of sub-grants to
help them access loans from financial institutions, which to some extend will
contribute to reduction of migration, creation of working places for youth and
shifting from a consumption based economy to an investment based economy
and economic development.
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Annex 3: Microfinance organizations experience in Moldova

The members of NBFI in Moldova are represented in the table below

Professional participants on securities market,

including: 63 64
Stock Exchange of Moldova 1 1
National Securities Depository of Moldova 1 1
Independent registrars 10 11
Brokers/dealers 22 22
Investment funds in the process of forced liquidation 9 9
I.nve'stm.ent funds in the process of voluntary 9 9
liquidation

Companies of fiduciary investments administration* 7 7
Companies for estimation of the value of securities 4 4
and assets related to them

iPnrtc)IfE;isri%r:\al participants on the insurance market, 1048 1758
Insurance companies 24 20
Insurance/reinsurance brokers 63 66
Insurance agents 961 1672
National Bureau of Motor Insurers 1 1
:;rglf:;is;c;r?al participants in the microfinance sector, 442 436
Savings and credits associations 398 376
Central association 1 1
Microfinance organizations 43 59
Non-state pension funds 2 2
Manager of non-state pension funds’assets 1 1
Credit history bureau 1 1
TOTAL 1558 2263

Nowadays Microfinance System in the Republic of Moldova is formed from one
specialized bank, fifty nine non-bank financial institution and a network of 376
Saving and Credit Associations (SCAs),
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As of the end of 2011 there were 59 registered microfinance organizations, of
which 48 submitted financial statements. According to the results recorded
during the year, the evolution of this system is characterized by general activity
indicators and is presented in table N

1. | Number of organizations (units) 43 59 137,2
2. | Ownership equity (mil MDL) 658,4 960,8 145,9
3. |Total assets (mil MDL) 1783,9 1844,3 103,4
4. | Granted loans (mil MDL) 1191,5 1440,8 120,9
5. |Received loans and bank credits (mil MDL) 998,7 785,4 78,6
6. | Net profit (mil MDL) 85,2 114,6 134,5
7. | Return on assets rate (%) 4,8 6,2 129,2

As of the end of 2011, the main indicators on the MO activity registered a sig-
nificant increase as compared to the similar period of the previous year. The
number of MO grew by 16 units or about 37.2 per cent during 2011, following
the same trend registered during the last 6 years of system evolution. The loan
portfolio increased by 20.9 per cent, as compared to the previous period, deter-
mined by the 45.9 per cent increase of the ownership equity, accompanied by
the 21.4 per cent decrease of the received loans and bank credits.

About 20 of current non bank microfinance institutions where founded in the
last 5 years and are mainly oriented to consumption lending. We will exclude
them by purpose due to their very young age and still small impact over the na-
tional microfinance system. In order to follow the Impact we will focus mainly
on two MFI - main SCAs lenders and on SCAs network itself. We will look to Ru-
ral Finance Corporation(RFC), founded under WB group supervision as the spe-
cialized financing intermediary, and to Microinvest, which is a successor of Mol-
dovan Microfinance Alliance (MMA) assisted by GTZ.Analyzing figures above-
mentioned we can observe since 2007 significant changes within national SCAs
network. WB and GTZ projects ended in 2004 with crucual outputs

e 532 SCAs spread-ed through all around the country,
e  two specialized non-bank financial institutions (RFC and Microinvest),

e one lobby-training and consulting institute (National Federation of
SCA)
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e and a supervisory organization (State Supervisory Body) under Min-
istries of Finance and of Agriculture.

¢ Local NGOs involved in the project lost their attractiveness in terms
of employment due to occasionally assignments therefor trained de-
velopers were absorbed by financial institutions in order to cover de-
mand for skilled specialists in this area .

e Initially SCAs were limited by:

e geographical bounder by the village area due to good knowledge of
each others,

e management was conducted by most respectful persons, regardless
the educational background;

¢ minimum capital requirement as membership contribution was sym-
bolic one (4 USD);

e small minimum number of members (20);
e inability to receive savings (monopoly of commercial banks)

e and other “light” provisions

It is important to underline the faller of institutionists approach on example
of SSB and NFSCAs. Both institutions were heavy financially supported by WB
group during the project, offering their services for free. This was done by pur-
pose at the very beginning in order to allow SCAs financial capacity strength-
ens. Since 2002 NFSCA had some weak attempts to get some charges for par-
ticular services such as legal assistance, accounting, training, etc. This leads to
the SCAs’ ignorance for chargeable service, making it useless. Covering all SCAs
it creates a big internal pressure on what should be promoted and who will
lead the process and by the end of 2006 it simply disappeared.

Among the healthy and surviving 400 SCAs, 75 percent are “affiliated” with the
RFC and benefit from access to the loanable funds and technical training offered
within the RFC umbrella coming to cover the gap and to ensure uniformity.

The case of SSB was conceptual different and it was supposed to be financed by
state. The biggest question was who should undertake it causing an informal
inter-ministerial fight. The problem was solved in 2007 due to the findings of
another WB project, that identify four separate bodies supervising non-banking
financial sector in Moldova - what a luxury for the poorest county in Europe.
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The growth of SCAs network performance indicators requires replacement of
old regulatory approaches, creation of missing institutions and improvement of
existing ones.

Newly established mega-regulatory institution - National Commission of Finan-
cial Markets, designed similar to German model, absorbed all para-ministerial
bodies, putting forward the realization of the following main priority objec-
tives:

e elaboration of the regulation framework corresponding to an ade-
quate, transparent and efficient supervision;

e improvement of the quality of control activity with increase of the
number of control shares;

e improvement of the monitoring instruments and analysis for identifi-
cations of deviation from current legislation;

e alignment at the EU standards and the good practices in supervision
and reporting requests;

e implementation of the management information systems(MIS) for un-
dertaking and operative analyze of data and information provided by
regulated entities;

e assurance of the investors adequate protection and their trust consol-
idation in the non-bank financial market, in competition conditions.

Being above the government and reporting direct to Parliament, facilitate
NCFM'’s ability in achievement of objectives stated above and rapid changes in
legal framework, if necessary.

Now the new legal provisions exist, clearly stated the mechanism of SCAs foun-
dation, merges and liquidation. The new framework introduced new prudential
rules, designed on the base of banking ones, as presented in table 3.

This framework facilitate consolidation of SCAs through merges in part because
the areas they are permitted to service (often only a single village) are too small,
high administrative and fixed cost, saving acceptance opportunities, etc.

Licensing is important for durability of development process. It was transferred
from commercial banking sector with necessary adjustments to assure the dif-
ferentiation among SCAs, underlining their capacities.
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Table. Main requirements by license type

Requirement A B C

Operational area Village bounders | Raion bounders All Moldova
fé‘::lagemem education |\ from 2010 | High from 2010 High from 2010
Minimum number of 550 5250 Centrz?\l '
members Association

Short-term short-medium term | oo

. Lending and Savings, .
Lending direct lending operations and A B

Range of activities

Mandatory from | Mandatory from

MIS 2010 2009

Mandatory

According to the results reflected at the end of 2011, the development regis-
tered by the SCA system is characterized by the following general activity indi-
cators reflected in the table below.

Number of SCA
members (persons)

131675 | 137342 104,3 63,0 37,0

Number of loan

- 32152 | 31459 97,8 51,6 48,4
recipients (persons)

Number of savings

. 5851 5798 99,1 - 100
depositors (persons)

Ownership equity
(million MDL)

Granted loans
(million MDL)

Savings deposits
(million MDL)

Received loans
and bank credits 94,9 91,2 96,1 65,1 349
(million MDL)

75,3 85,2 1131 55,5 44,5

244,2 254,2 104,1 40,3 59,7

93,4 103,6 110,9 - 100

120 :




The SCA with a B license category make up 18.3 per cent of the total number
of SCA. At the same time these SCA recorded a value of income gained as com-
mission, fees, penalty related to granted loans that were not repaid in due time
(delinquent loans) and other income resulted from the basic activity that over-
comes times the amount recorded by the SCA with an A license category. Also,
the negative net result from the establishment and cancellation of provisions
registered by the SCA with a B license category is 1.6 times higher than the
similar indicator recorded by the SCA with an A license category:.

During the peak of the season up to 70 % of members in average are borrow-
ers. But even on the snapshot base we can observe the increasing conscious
of members for repayment since 2003, caused by the threat of loosing access
to valuable asset rather then public pressure and image deterioration. At the
same time we can assume that SCAs network positively influences people in
terms of self-organization as well as credit history creation, increasing their
attractiveness as potential borrowers for commercial banks. The average loan
amount per borrower is still very small and not interesting for the banking sec-
tor, even we can observe an increase by 35% in 2008 vs 2007, from 551 US$
to 746 US$

The C-type License gives an opportunity to operate all around the country and
was introduced to facilitate creation of so-called Central Association that is
suppose to combine NFSCAs function with treasure ones. Here again two ap-
proaches confront as institutionists consider just one when welfarists - more
then one. By the end of 2009 Central Association were established based on
institutionists concept.

The idea is based on vertical integration of and seem to be appropriate, but
might fail due to several crucial factors, most important being luck of qualified
labor force and low level of start-up wages.

To summarize the impact we will use transverse topics - gender, poverty alle-
viation and sustainability.

From the gender point of view SCAs network facilitate social inclusion of wom-
en into society. The results are impressive as their share in all categories is 56%
in SCAs management, 52% out of total number of members, 59% out of total
number of borrowers and just about 49% as depositors. It varies with the same
frequency as demographic distribution among zones.

Villages with a strong and healthy SCA are more developed than other ones
that explains in many cases the urban-to-rural and rural-to-rural migration de-
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scribed above as well as agriculture is the easiest way to start a business in
Moldova. At the same time SCA improve the living attractiveness of the village
assuring population stabilization and demographic grow.

From the poverty alleviation point of view access to finance improved the mem-
bers live-hoods and influences the villages’ infrastructure development like
electrification, gazification, healthcare, primary and secondary education, etc.
It also leads to an increase in number of self-employed people in rural area and
village business specialization. In several villages we can found informal clus-
ters at initiation and very early expanding stage. We can also observe a possible
positive relationship between average monthly income and loan amount, even
the pace is different.
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Annex 4: Authorized banking transactions for each of the three types of
credit organizations

- raise funds in foreign currency and TR from businesses in contributions (deposits)
for a certain period of time.

- place money in foreign currency and TR on its own behalf and for its own ac-
count.

- open correspondent accounts in the “Central Bank” and resident banks.

I |. issue, sell, buy and perform other transactions with payment instruments and
securities (checks, letters of credit, bills of exchange, stocks, bonds and other in-
struments).

- carry out the transaction of acquisition of claims of customers (forfeiting) and ac-
counts receivable from customers (factoring).

+ buy and sell foreign currency in no-cash form;

« opening and maintenance of accounts of resident legal entities, including cor-
respondent banks.

- collection of cash, bills, payment and settlement documents.

- buy and sell foreign currency in no-cash form.

+ buy foreign cash from individuals and sell foreign exchange to individuals for TR
cash.

Il |- Examine foreign currency notes those authenticity is doubtful.

+ buy from individuals insolvent (Old) foreign currency for TR cash.

« payments made by individuals in Transnistria.
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Summary balance sheet of the Bank for Agricultural
Development as of 1.7.2012

Assets Liabilities

Annex 5:

Items inTR inUSD Items inTR in USD
P , Total o p o
Cash 2'346°835 211°427 L arees 260°841°971 | 23°499°276
liabilities
Net loans Loans
- peasant farmers 285°000°465 | 25675717 received 258406269 23'279°843
-ap ricultural 1795769 161781 Demand 2435702 219433
9 . 269 '766'563 | 25'513'936 | accounts &
companies .
deposits
equipment, Other
intangible assets, 938701 84’568 . 48291634 | 4'350'598
. . liabilities
inventories, IBE
Other assets 49°358°999 | 4°446°757 Equity 28511395 | 2'568'594
Total 337°645°000 | 30°418°468 Total 337°645°000 | 30°418°468
_______H
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Annex 6: Interview questionnaire for first scoping survey on financial
services demand by small businesses
UHTEPBBIO /I/15 IIPEAIIPEHUMATEJ/IEM
MAJIOT'O BU3HECA
Jarta

I. IIpeanpuHUMAaTE/ILCTBO:

a) Cob6cTBeHHbIE pecypcbl

b) BaHKOBCKMne KpeguTbl

c) 3aiimbl y pOCTOBLYNKOB

d) KpeawnTbl, nonyyeHHble OT POACTBEHHUKOB UK Apy3ei

e) OnnartaToBapa NpoAaBLYy B PacCPOUKY

f) ®uHaHcMpoBaHue OT NOKynatenei

g) Kom6uHupoBaHHble cpeACTBa, U3 Bbille
nepeyYncneHHbIX (yka3saTb KaKue)

h) Co6cTBeHHble pecypcbl

i) bBaHKOBCKMe KpeauTbl

j) 3almbl y pocTOBLYNKOB

k) KpepguTbl, nonyyeHHble OT POACTBEHHUKOB UNK apysen
1) OnnartaToBapa npofasLy B pacCPoOUKY

m) O@uHaHcMpoBaHMe OT NoKynaTenem

n) Kom6uHMpoBaHHbIe CpefCTBa, U3 Bbille

nepe4vyncsieHHbIX (yKasa'rb KaKwue)




I. Tlosb3oBaHue Kpegutammu

. | YnyuyweHue JInyHbie /
BBeguTte Ko- | O60pPOTHDIN
Kanutana unu | Motpe6bu-
nn4yecTBO Kanutan
VHBECTULUMN | TenbcKue
1.2.1. Kommepueckune
6aHKM
1.2.1. MukpoduHaHco-
Bble opraHu3saumu’
1.2.2. HeodpuunanbHblie
POCTOBLUMKN
1.2.3. py3ba/ Cemba
1.2.4. Kommepueckmne
NocTaBLMKK
1.2.5. pyrne
1.4.1.  VCTOYHUK PUHAHCMPOBAHNSA:
1.4.2. KonnuecTso net
1.4.3. TlonyuyeHHaa cymma
1.4.4. Cpok (B mecauax)
1.4.5. TlpoueHTHas rogoBas CTaBKa
1.4.6. 3anoroBoe obecrneueHve a) 3emns u 3paHuA
b) MawwuHbl 1 06opyRoBaHye, BKOYaA
OBUXKUMOE MMYLLECTBO
c) [JebutopcKas 3a80mKeHHOCTb 1 coe-
pexeHus
d) JlnyHoe nmyulecTBO Bnagenbla (qoMa
nto.)
e) [Hpyrune

1

MuKpoduHaHcMpoBaHUe - 3TO NpefocTaBeHe GUHAHCOBBIX YCITYT MUKPO-MpeAnpUHUMaTeNam

N ManbiM NPeanpuATUAM, KOTOPble HE MMEIOT A0CTyNa K 6aHKOBCKIM U1 CBA3AHHbIX C HUMU yanyr
M3-3a BbICOKNX U3[epXKeK, CBA3AHHbIX C 06Cﬂy)KI/IBaHI/IEM KNNEHTOB ﬂaHHOIZ Kateropuu.
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1.4.7. KakoBa 6bina ocHOBHasA Lesb a) PacwwmpeHne cyulectsyioLel 4en0oBoN
KpeguTa? neATenbHOCTU
b) Hayano HoBOW AenoBoON AeATeNbHOCTA
C)  YnyuweHwne XKUNULLHbIX YCIIOBUN
d) TMNoTtpebneHue
e) BosmeleHre gonros
f)  MeanuuHcKme pacxonbl
g) O6pasoBaHune
h) Opyrue
1.4.8. YTO ABNANOCHL BTOPUYHOWN Lie- i)  PacwmpeHue cyujecTBytoLen AenoBo
nbto KpeguTa? neATenbHOCTU
j)  Hauano HoBoW fenoBow feATeNnbHOCTH
k)  YnyuylweHne XnnumiHbIX yCnoBui
I) TMNoTpebneHwne
m) Bo3smelyeHne gonros
n) MeauunHcKme pacxonbl
o) O6pa3oBaHune
a) [Hpyrve
1.4.9. Tlowkaneot1p05,rae103Ha-
yaet “KpaliHe HepoBONEH(HA)", 12345
a 5 o3HauaeT “oyeHb goOBONEH
(Ha)", Kak 6bl Bbl OLEHUTN CBOW
ypoBeHb 06Leli ynoBneTBO-
PEHHOCTV NpefoCTaBAeHHbIMU
ycnyramm ?
1.4.10. YeM KOHKPETHO Bbl JOBOJIbHbI
WS HEOBOJIbHbI?
1.4.11. Kak Bbl OLleH/BaeTe Ball ypo- 12345
BEHb OOCNYXMBaHWA KNeH-
TOB B YUpeXKaeHuu, rae Bbl No-
nyyanu Kpegut?
1.4.12. Hackonbko BEpPOATHO, 4TO

Bbl MOPEeKoMeHayeTe fAaHHOoe
yupexaeHue gpyry wuam pop-
CTBEHHUKY?
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II. Copoc Ha ¢puHaHCOBBIE yCIAYTA

a) [Ha, A 3anHTepecoBaH(a)
b) HeT, meHs He nHTepecyeT
c) HeysepeH(a)

1.6.1. BantoTa

MpuaHectposckmit RUB
usb

1.6.2. Cymma KpeguTta

1.6.3. Cpok

mMecAy

CTaBKa

1.6.4. MakcmanbHO npuemnemas npoLeHTHas

%

CTaBKN

1.6.5. [pegnoyTUTENbHbIN pacyeT NPOLEHTHON

a) DukcnpoBaHHas CTaBKa

b) MpoueHTbl Ha OCcTaToOK
3a[]0/PKEHHOCTL

¢) He 3Hawo

1.6.6. Ine Bbl xoTenu 6bl B38Tb KpeguT?

a) MUKPO PUHaAHCOBas
opraHu3auusa

b) Kommepuecknin 6aHK

C) HeodpUUMaNbHbIA POCTOBLLMK

d) Apyrve

1.7.1. OCHOBHOE Ha3HauyeHne

1.7.2. BTopnyHOe Ha3HauyeHne
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1.8.1. OCHOBHOE Ha3HauyeHue

1.8.2. BropnyHoe Ha3HauyeHne

1.9.1. HegBMXMNMOCTb — KOMMepYecKkoe [la/ Her [la/ Her
npefHasHayeHve
1.9.2. lom [a/ Het Ha/ Het
1.9.3. MawwHa / [py30BuK [a/ Het [a/ Het
1.9.4. 3on0Tble 1OBENUPHbIE N3aenna Oa/ Het Ha/ Het
1.9.5. MawwuHbl - 060pynoBaHmMe Ans 6rsHeca Ha/ Het Ha/ Het
1.9.6. br3Hec nHBeHTapb [a/ Het [a/ Het
1.9.7. BaHKOBCKUIA CUET — cOepexxeHna/[enosnT [a/ Het [Ha/ Het
1.9.8. Apyroe Ha/ Het [a/ Het

.10.1. CtonmocCTb KpefuTa (NpoLeHTHadA CTaBKa, MiaTexu)

.10.2. Bantota KpeauTta (MpugHectposckuii RUB, USD)

.10.3. Cymma Kpeguta

.10.4. TpoJomKnTenbHOCTb KpeanTa

.10.5. TnbKuin rpaduK noralleHms

.10.6. MrHVMManbHoe 1y OTCYTCTBYE 3aJI0TOBbIX TPe60BaHMIA

.10.7. YpobHoe pacnonoxeHue Kpegutopa

[ [P PN N N [P RN Y

.10.8. KauecTBo 06CnyxuBaHus (6bicTpoe, Npo3pauHoe,
apyxenobHoe, 1 1.4.)

1.10.9. Hanunune ppyrvix GUHaHCOBbIX YCNYr OT TOM ke opraHn3auum
(cTpaxoBaHuA, cbepexeHus, nepeBosbl 1 T.4.)
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IIl. Jpyrue ¢puHaAHCOBbIE YCAYTH

[a/ Het

ﬁ

1.11.6. OCHOBHOE Ha3HaueHune

1.11.7. BTOpu4YHOE Ha3HayeHune

Ha/ Het

Ha/ Het

1.13.1. Y70 6bl BbI XOTENW NPUOBGPECTH?

1.13.2. KakoBa o)kupaemas cToMMocTb o6opynoBaHua?

[a/ Het

Ha/ Het
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Ha/ Het

Ha/ Het

RUB

IV. Pa3Hoo6pa3ue ¢uHaHCUpOBaHUs AJis1 Bamero 6usHeca

a) Wwupokun
b) Y3kuin
c) OueHb y3Kuin

d) HepocTatouHblin

. MNpeyBennyeHbl
MpoueHTHbIE cTaBKN . Bbicokne

. Henpo3payHble
. MpeyBennyeH

. Bbicokmm

. Henpo3payHbii
. MNpeysennyeHo
. Bbicokoe

. Henpo3payHble
. MNpeysennyeH
CpoOK paccmMoTpeHMnsA 3aABKMN . bonbLon

. Henpo3pauHbii
. MNpeyBennyeHbl
Tpe6oBaHuA K nonyvyatensam KpeauToB - bonbwne

. Henpo3payHble

BaHKOBCKINII KOMUCCUOH Ha
npepocTaBAsemMble ycnyru

Konunuyectso 3anpawvBaemMbiX
AOKYMEHTOB
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Annex 7: Interview questionnaire for the follow up survey on financial
services demand by peasant farms
OIIEHKA ®EPMEPCKHUX X034MCTB B IPUAHECTPOBBE
PA3zEA 0. UCXOAHAA UHOPOPMALIUA

INTPUMEYAHME JJ11 THTEPBbBIOEPA:
3aloJIHMTE 3TOT pas/eJsi Iepes UHTEPBLIO.

MY>KCKOM

YKEHCKNI

ropog
nocenok

1. OCHOBHASI HH®OPMAILMS O [IPEATIPUSTUH /BJIAJE/IBLIE

Konunuectso net:

Konunuectso net:
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a) O6sasaTenbHble (1-9-x Knaccos)

c) CpegnHee (obuee)

d) Bbicwee - nepBas cTyneHb - 6akanaspa
e) MarucTtp yHmuBepcuTeTa

f) Kangupat Hayk / [lokTop Hayk

b) CneuuanusnpoBaHHoe: NpodeccroHanbHO-TEXHNYECKoe

YKaxkute 6ykBy

Ha/ Het/

YacTUYHO

Ha/ Het
1.26.1. KonnuecTBo AHeln: =
nHen
1.26.2. KonnuecTBo AHeN, 3a nocnegHue 2 roaa: .
OHen

a) HesapernctpupoBaHHbIl (MaTeHT)

b) MHanempyanbHoe npeanpuATye

¢) MapTHepcTBO

d) O6LecTBO C OrpaHNYEeHHOI OTBETCTBEHHOCTHIO
e) [pyrue, noxanymncra, ykaxure

YKaxunte 6yKBy

a) lMNepBuyHOEe cenbckoe X03AMCTBO (PacTEHNEBOACTBO,
XKVMBOTHOBO/CTBO, Ca[j0OBOACTBO)

MpeanpuHuMmaTenbcKas
AeATeNbHOCTb

% oT npopax

nepBunYHaa AeATe/IbHOCTb

%

BTOPUYHAA AeATENbHOCTb

%

133



YneHobl cembu

He uneHbl cembu

1.30.1.TlocTOAHHbBIE PABOTHMKU:

1.30.2. BpemeHHble paboTHUKN:

< 50000 py6nen NMMP

50 000 < 150 000 py6nein MMP

150 000 < 365 000 py6neit TIMP

< 365 000 py6nein MMP

Bbicokne Temnbl pocTa

ManeHbKunin poct

CrarHauma pocTa

CHVXeHune pocTa

< 50000 py6nen NMMP

50 000 < 150 000 py6nein MMP

150 000 < 365 000 py6neit TIMP

< 365 000 py6nein NNMP

Ha/ Het

Hoxoppl:

HeobxogmmocTb KpeauTa:
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1.36.1.CobcTBEHHaA 3eMnA

1.36.2. ApeHi0BaHHas 3emnA

2. HcnoJ/ib30BAHUE KPEJUTOB

0O6o- YnyuyweHnue | JinyHble
BeBepute . kanutana | /lMoTpe-
POTHbIN
cymmy Wnu NHBe- | 6GuTennb-
Kanuran cTuynn cKmne
2.1.1. Kommepueckne 6aHKu
2.1.2. MuKpodrHaHCOBbIE OpraHM3aLmi?
2.1.3. HeoduumanbHble pOCTOBLLMKMA
2.1.4. Npy3bsa / Cembsa
2.1.5. Kommepueckune nocTaBLYmKN
2.1.6. lpyrue, ykaxuTe
060- Ynyuywenve | JinuHbie
BBepute . kKanutana | /[loTtpe-
POTHbIN
cymmy unu uHBe- | 6utennb-
kanuran cTuynn cKmne

2.2.1. Kommepueckune 6aHKmn

2.2.2. MuKpodrHaHCOBbIE OpraHM3aLmm

2.2.3. HeoduumanbHble pOCTOBLYMKM

2.2.4. py3bsa / Cembsa

2.2.5. Kommepueckmne NnocTaBLmKm

2.2.6. [pyrue, ykaxuTe

2

MuKpoduHaHcMpoBaHUe - 3TO NpefocTaBeHe GUHAHCOBBIX YCITYT MUKPO-MpeAnpUHUMaTeNam

N ManbiM NPeanpuATUAM, KOTOPble HE MMEIOT A0CTyNa K 6aHKOBCKIM U CBA3AHHbIX C HUMU yanyr
3-3a BbICOKNX U3[epXKeK, CBA3AHHbIX C O6Cﬂy)KI/IBaHI/IEM KNIMEHTOB ﬂaHHOIZ Kateropuu.
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Ynyuwenne | JinuHbie
BeeguTe O6o- . | kanutana | /Motpe-
POTHbIN
CyMMy | ran | WM WHBE- 6utenn-
cTuymn cKue
2.3.1. Kommepueckne 6aHKmn
2.3.2. MukpodrHaHcoBble
opraHu3auum
2.3.3. HeodwuumanbHble pOCTOBLYMKM
2.3.4. py3bsa/Cemba
2.3.5. Kommepueckune nocTaBLnKm
2.3.6. [pyrue, ykaxuTe
2.4.1. Ha3BaHue 6aHkKa nnn MOO
2.4.2. KonnuectBo net
2.4.3. TonyyeHHaa cymma
2.4.4. Cpok (B mecauax)
2.4.5. TNpoueHTHaA rogoBas CcTaBka
a) 3emnsa v 3paHuA
b) MawwHbl 1 060py[OBaHME, BKNIOYASA
ABUXNMOE NMYLLIECTBO
2.4.6. 3anoroBoe obecrneyeHune 2 f'gfg;;zs;? 3AROTIKEHHOCTD 1
d) JlnuHoe umyuiecTBo BnagenbLa (foma
nTa.)
e) [Hpyrve

2.4.7. TepBnYHaA N BTOPMYHaA Lenb Kkpeauta?

Llenb nonyyeHuna kpeguta

MNepBuyHas uenb

BropuuHas uenb

b

oo

a) Ce30HHble XO3ANCTBEHHblE pecypcbl (CemeHa, yao-
6peHNs, XMMIKaTbl, KOPM)
Ce30HHble depmepckre ycnyrn (Bcnallka, 3aro-
TOBKa, NepBnYHaA o6paboTKa, TPaHCMOPTUPOBKa,
TpyA)
¢) [lpuobpeTeHne CeNbCKOXO3ANCTBEHHON TEXHUKY,
0bopyoBaHUA, UHBEHTaPS, TPaKTOpa, aBTOMOOMeln
MpuobpeTeHne CKOTa, CaXKeHLIeB
CTpouTenbCcTBo / peabunutaumsa Xo3sNCTBEHHbIX
NnocTpoeKk 1 MOATOTOBKA CeNbCKOXO3ANCTBEHHbIX
3emenb
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2.4.8. Mo wkane ot 1 a0 5, rae 1 o3Havaet
“KpaiiHe He[oBOMEeH(Ha)", a 5 o3HavaeT
“oyeHb f0BONEH(HA)", Kak Obl Bbl
OLeHUNN CBOW ypOBeHb obLLel 1 2 3 4 5/He3Hai0
YAOBNETBOPEHHOCTU NpefoCTaBieHHbIMU
ycnyramu ?

2.4.9. Yem KOHKPETHO Bbl JOBOJIbHbI NN
HeAOoBOJbHbI?

2.4.10. Kak Bbl OLleHBaeTe Ball ypOBeHb
06CyKMBaHWA KNMEHTOB B YYPEXAEeHNN, 12345 /HesHaw
rae Bbl Nonyyanu Kpeaut?

2.4.11.HackonbKo BepOATHO, YTO Bbl
nopekomeHAayeTe AaHHOe yupeXaeHune
APYrYy WA POACTBEHHUKY?

PacwmnpeHnem Hauanom HoBoW Co3paHeM HOBOTO
CylecTByOLLeN TMHNeN npeanpUHNUMaTENbCKO Ou3Heca
Ou3Heca [eATenbHOCTU

3. CnPOC HA ®UHAHCOBBIE YCJIYTH

a) [a, A 3anHTepecoBaH(a)
b) HeT, meHs He nHTepecyet

c) He yBepeH(a) YKaxkute 6ykBy
3.2.1. Bantota Py6nu MVIP/USD/EUR
3.2.2. Cymma KpepuTa
3.2.3. Cpok mecay,
3.2.4. MakcmmanbHO npriemnemas NPoLEeHTHaA CTaBKa %
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3.4.1. :52:::(;1\;3;;; KOMMepueckoe [la/ Her [la/ Het
3.4.2. lom / kBapTupa Na/ Het Na/ Het
3.4.3. MawwuHa / Tpy3oBuk Ha/ Het Ha/ Het
3.4.4. 3onoTble I0BENIMPHbIE 13aenuna Ha/ Het Ha/ Het
3.4.5. MawuHbl — 0bopynoBaHue anst busHeca Ha/ Het Ha/ Het
3.4.6. busHec-uHBEHTapb Ha/ Het Ha/ Het
3.4.7. BaHKOBCKUIA CYET — cOepexeHnsa/nenosnT Ha/ Het Ha/ Het
3.4.8. pyroe Ha/ Het [a/ Het

3.5.1. OcCHOBHOEe Ha3HauyeHne

3.5.2. BropuyHOe Ha3HaueHune

3.6.1. CTomMMmoCTb KpeawnTa (MpoLeHTHas CTaBKa, NiaTexm)

3.6.2. Bantota kpepguTa (py6nu MMP, USD, Euro, RUB, MDL, UAR)
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3.6.3. Cymma KpeguTa

3.6.4. [popomkntenbHOCTb KpeanuTa

3.6.5. [nbkui rpadmk noraweHus

3.6.6. MvHUManbHOe UM OTCYTCTBUE 3aI0roBbIX TPeboBaHMiA

3.6.7. Ynob6Hoe pacnonoxeHue Kpeantopa

3.6.8. KauecTtBo 06CNyXnBaHUs (ObICTPOE, NPO3PaYHOE,
Lpy»KenobHoe, 1 T.4.) -

3.6.9. Hanuuue gpyrux GUHAHCOBbIX YCYT OT TO e opraHu3aumn
(cTpaxoBaHuA, cbepexxeHuns, nepesoabl 1 T.4.) -

4. JAPYTUE ®UHAHCOBBIE YCJIYTHU

Ha/ Het

a) exeHepaesbHO
b) exxemecauHo
C) eXerofHble

d) HeperynapHo YKaxuTe 6yKBy
e) He cnocobCTBytOT
f) noxanyiicta, oTMeTbTe BanoTy USD, EURO, py6nu MMP, RUB

4.3.6. OcHOBHOe Ha3HauyeHue

4.3.7. BTopuyHOe Ha3HauyeHue
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Ha/ Het

Ha/ Het

-
e e
q
[f—

4.7.1. YBenuueHve npogax 1234
4.7.2. Yny4lueHune opraHn3aLOHHbIX / ynpaBieHYeCKNX HaBblIKOB 1234
4.7.3. YnyyweHve npoayKumm 1234
4.7 4. MapKkeTnHr 1234
4.7.5. TpodeccroHanbHoe obyyeHne 1234
4.7.6. DUHAHCOBbBIN MEHEKMEHT 1234
4.7.7. Qpyrune 1234
[ H
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Annex 8: Interview questionnaire for the follow up survey on financial
services demand by micro businesses

OLIEHKA MUKPOIIPEANIPUATHI B TIPUJAHECTPOBBE
PA3pEN 0. UCXOAHAA UH®OPMALUA

INPUMEYAHME /11 UHTEPBBIOEPA:
3aloJIHUTE 3TOT pasjeJi lepes UHTEPBLIO.

ropog
nocenok

ropog
nocenok

1. OCHOBHAA UH®OPMAIMA O [IPEATIPUATUU /BJIAAE/NBLE

Konunuectso net: ‘

Konunuectso net:
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a) O6sa3atenbHble (1-9-x Knaccos)

b) CneunannsmposaHHoe: NpodeccroHanbHO-TEXHNYECKOe
c) CpepHee (obuiee)

d) Bbicwee - nepBas cTyneHb - 6akanaspa

e) Maructp yHvBepcuTeTa

f) Kangumpat Hayk / [JoKTOp Hayk

YKaxkuTte 6yKkBy

Ha/ Het
1.5.1. KonnuecTBo aHen: nHen
1.5.2. KonnuecTtBo AHew, 3a nocnenHne 2 roaa: nHen

a) HesapernctpupoBaHHbIl (MaTeHT)

b) MHamempyanbHoe npeanpuATre

¢) MapTHepcTtBO

d) O6LecTBO C OrpaHNYEeHHOI OTBETCTBEHHOCTHIO
e) [pyrue, noxanyncra, ykaxure

YKaxunTe 6yKBy

a) MNepepaboTka cenbCcKOX03ANCTBEHHOW NPOAYKLMN
(NoKyrMKa cenbCcKoXo3ANCTBEHHDBIX KyNbTyp UV NPOAYKTOB
YKMBOTHOIO NMPOMNCXOXAEHUA 1 UX 06paboTKa)

b) MpownssoncTBoO, pemecno

c) Toprosna (marasuH, NOKyrKa v npopaaa npoayKToB)

d) Ycnyrn

YKaxkute 6ykBy

MpeanpuHuMmaTenbcKas
AeATeNbHOCTb

% OT npofAax

nepBVILIHaﬂ AEATENIbHOCTb

%

BTOpVI‘-IHaﬂ AEeATENIbHOCTb

%

YneHbl cembu

He uneHbl cembu

1.9.1. MocToAHHble PabOTHMKM:

1.9.2. BpemeHHble pabOTHUKN:
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< 50 000 py6nein NMMP

50000 < 150 000 py6nen NMMP

150 000 < 365 000 py6nen MMP

< 365 000 py6neit TMP

Bblcokue Temnbl pocTa

ManeHbKuin poct

CrarHauma pocTta

CHVXeHune pocTa

< 50 000 py6nei NMMP

50000 < 150 000 py6nen [TMP

150 000 < 365 000 py6nein MMP

< 365 000 py6neit [TMP

Ha/ Het

I
__

Loxoppl:

Heob6xogmmocTb KpeaunTa:
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2. HcnoJ/ib30BAHUE KPEJUTOB

BBegure
cymmy

060-
POTHbIN
Kanutan

YnyuweHne
Kanutana
N NHBe-

cTymn

JInyHble
/ MoTpe-
6uTenb-

CKune

2.1.1. Kommepueckue 6aHKM

2.1.2. MukpoduHaHcoBble
opraHuzayun’

2.1.3. HeodwuumanbHble poCTOBLYMKI

2.1.4. py3ba/Cemba

2.1.5. Kommepueckune nocTaBLymKm

2.1.6. [pyrue, ykaxuTe

Beegure
cymmy

06o0-
POTHbIN
Kanutan

Ynyuywenvne
Kanutana
nnn nHBe-

cTuymn

JInyHble
/ MoTpe-
6uTtenb-

CKne

2.2.1. Kommepueckne 6aHKmn

2.2.2. MukpoduHaHcoBble
opraHusauum

2.2.3. HeoduuranbHble pOCTOBLMKM

2.2.4. [Opy3bsa/Cembsa

2.2.5. Kommepueckune nocTaBLmKy

2.2.6. [pyruve, ykaxunTte

®  MuKpodrHaHCMpOBaHMe - 3TO NpeAocTaBneHne GUHAHCOBbIX YCIYT MUKPO-MPeANpUHUMATENAM 1
Ma’sbiM NPeAnpUATUAM, KOTOPbIe He MMeIT AOCTYyMa K 6aHKOBCKVM 1 CBA3AHHBIX C HAMM YCyram
13-3a BbICOKVX U3[ePXKeK, CBA3AHHbIX C 0OC/YK/BaHVEM KNMEHTOB AaHHOW KaTeropum.
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Ynyuwenne | JinuHbie
BeeguTe O6o- . | kanutana | /Motpe-
POTHbIN
CyMMy | ran | WM WHBE- 6utenn-
cTuymn cKue
2.3.1. Kommepueckne 6aHKmn
2.3.2. MukpodrHaHcoBble
opraHu3auum
2.3.3. HeodwuumanbHble pOCTOBLYMKM
2.3.4. py3bsa/Cemba
2.3.5. Kommepueckune nocTaBLnKm
2.3.6. [pyrue, ykaxuTe
2.4.1. Ha3BaHue 6aHkKa nnn MOO
2.4.2. KonnuectBo net
2.4.3. TonyyeHHaa cymma
2.4.4. Cpok (B mecauax)
2.4.5. TNpoueHTHaA rogoBas CcTaBka
a) 3emnsa v 3paHuA
b) MawwHbl 1 060py[OBaHME, BKNIOYASA
ABUXNMOE NMYLLIECTBO
2.4.6. 3anoroBoe obecrneyeHune 2 f'gfg;;zs;? 3AROTIKEHHOCTD 1
d) JlnuHoe umyuiecTBo BnagenbLa (foma
nTa.)
e) [Hpyrve

2.4.7. TepBnYHaA N BTOPMYHaA Lenb Kkpeauta?

Llenb nonyyeHuna kpeguta

MNepBuyHas uenb

BropuuHas uenb

a) Ce30HHble XO3ANCTBEHHblE pecypcbl (CemeHa, yao-
6peHNs, XMMIKaTbl, KOPM)

b

Ce30HHble depmepckre ycnyrn (Bcnallka, 3aro-

TOBKa, NepBnYHaA o6paboTKa, TPaHCMOPTUPOBKa,
TpyA)
¢) [lpuobpeTeHne CeNbCKOXO3ANCTBEHHON TEXHUKY,
0bopyoBaHUA, UHBEHTaPS, TPaKTOpa, aBTOMOOMeln

oo

MpuobpeTeHne CKOTa, CaXKeHLIeB
CTpouTenbCcTBo / peabunutaumsa Xo3sNCTBEHHbIX

nocTpoeKk M NnoAroToBKa CENbCKOX03ANCTBEHHbIX
3emMenb
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2.4.8. Mo wkane ot 1m0 5, rae 1 o3Havaet
“KpaiiHe He[oBOMEeH(Ha)", a 5 o3HavaeT
“oyeHb foBONEH(HA)", Kak Obl Bbl
OLIeHWNIN CBOWI YPOBEHb 06LLel 1 2 3 4 5/He3Hai0
YAOBNETBOPEHHOCTU NpefoCTaBieHHbIMU
ycnyramu ?

2.4.9. Yem KOHKPETHO Bbl JOBOJIbHbI UK
HeAOoBOJbHbI?

2.4.10. Kak Bbl OLleHVBaeTe Ball ypOBeHb
06CyKMBaHVA KNMEHTOB B YYpEXAeHNN, 12345 /HesHaw
rae Bbl Nonyyanu Kpeaut?

2.4.11.HackonbKo BepOATHO, YTO Bbl
nopekomeHAayeTe AaHHOe yupeXaeHune
APYrYy UAv POACTBEHHUKY?

PacwmnpeHnem Hauanom HoBoW Co3paHeM HOBOro
CylecTBYOLLeN NTMHNeN npeanpUHNUMaTENbCKON Ou3Heca
Ou3Heca [eATenbHOCTU

3. CnPOC HA ®YMHAHCOBBIE YCJIYTH

a) [a, A 3anHTepecoBaH(a)
b) HeT, meHs He nHTepecyeT

c) He yBepeH(a) YKaxkute 6ykBy
3.2.1. Bantota Py6nu MVIP/USD/EUR
3.2.2. Cymma KpepauTa
3.2.3. Cpok mecsAy,
3.2.4. MakcmmanbHO npriemnemas NPoLEeHTHaA CTaBKa %
[ H
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3.4.1. :52:::(;1\;3;;; KOMMepueckoe [la/ Her [la/ Het
3.4.2. lom / kBapTupa Ja/ Het Na/ Het
3.4.3. MawwuHa / Tpy3oBuk Ha/ Het Ha/ Het
3.4.4. 3onoTble I0BeNNpPHbIE 13aenua Ha/ Het Ha/ Het
3.4.5. MawuHbl - 0bopynoBaHue Anst busHeca Ia/ Het Ha/ Het
3.4.6. busHec-uHBeHTapb Ha/ Het Ha/ Het
3.4.7. BaHKOBCKUIA CYET — cOepexeHnsa/nenosnT Ha/ Het Ha/ Het
3.4.8. ipyroe Ha/ Het Ha/ Het

3.5.1. OCHOBHOEe Ha3HauyeHne

3.5.2. BropuyHOe Ha3HaueHue
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3.6.1. CToMMOCTb KpeawnTa (MpoLeHTHas CTaBKa, NiaTexm)

3.6.2. Bantota kpeguTa (py6nu MMP, USD, Euro, RUB, MDL, UAR)
3.6.3. Cymma Kpeguta

3.6.4. [popomkntenbHOCTb KpeanuTa

3.6.5. TubKNin rpaduk noraleHna

3.6.6. MuHUManbHoOe 1K OTCYTCTBIE 3aI0roBbIX TPeboBaHMiA

3.6.7. Ynob6Hoe pacnonoxeHue Kpegntopa

3.6.8. KauecTtBo 06CnyX1BaHUs (6bICTPOE, MPO3PaYHOE,
apyxenobHoe, 1 T.4.) E—

3.6.9. Hanuuue gpyrux GUHaAHCOBbLIX YCYT OT TO e opraHu3aumn
(cTpaxoBaHuA, cbepexxeHunsa, nepesoabl 1 T.4.) -

4. JAPYIUE ®UHAHCOBBIE YCJIYTHU

[a/ Het

a) exeHepaenbHO
b) exxemecauHo
C) exerofHble

d) HeperynspHo YkaxuTte 6ykBy

e) He cnoco6CTByIOT

f) noxanyiicTta, oTMeTbTe BanoTy USD, EURO, py6nu NMMP, RUB
K
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4.3.6. OCHOBHOE Ha3HauyeHwue

4.3.7. BTopuyHOe Ha3HauyeHue

Ha/ Het

- S
I
q
TERLETIII

[a/ Het

4.7.1. YBennyeHne npopax 1234
4.7.2. Yny4lueHune opraHi3aLOHHbIX / ynpaBieHYeCKNX HaBblIKOB 1234
4.7.3. YnyJlweHre npoayKumum 1234
4.7 4. MapkeTnHr 1234
4.7.5. MpodeccrmoHanbHoe obyyeHre 1234
4.7.6. DUUHAHCOBbBIN MEHEAKMEHT 1234
4.7.7. Qpyrune 1234
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Annex 9: Lending products of the five main commercial banks per type
of borrower
Loan products Loan Maturit toan
P y Collateral
overdraft short-up to 1 year cash
standard loan middle - up to 3 years mortgage
< non-renewable credit line deposits
c - banks
o Legal |renewable credit line
@ o guarantees
] entities - "
a leasing securities
x egal
c entities
a warranty
g without
‘S urgent needs loan short-up to 1 year
© . collateral
v Physical :
mortgage loan midd|e - up to 3 years mortgage
persons ) -
deposit backed loan deposits
salary
business loans short-up to 1 year mortgage
. . workin
promissory note loan middle - up to 3 years orking
capital
advanced payment ropert
pay long - over 3 years property
guarantees rights
Legal
g Treasury
X entities | tender guarantees .
€ bills
0 bank
5 custom guarantees
= guarantees
£ other liquid
(] collateral
& without
o cash loan short-up to 1 year
i collateral
loan for holidays middle - up to 3 years salary
Physical | loans for study, treatment, etc | long - over 3 years
persons | wage project
carin credit car
mortgage mortgage
loans, backed by mortgage deposits
5, standard loan short-up to 1 year mortgage
< . overdraft middle - up to 3 years fixed assets
%< Legal romissory note loan long - over 3 years inventor
% S | entities P y 9 y romissgr
= credit line P y
note

-
(9]
o




banks guarantees

bank

guarantee
legal
mortgage entities
Legal warranty
« entities physical
8 person
2 warranty
> .
£ combined
b from above
° without
a credit”5” short- up to 1 year
collateral
. microcredit midd|e - up to 3 years salar
Physical - POy Y
goods in rates long - over 3 years
persons -
loan agreed with employer
car in credit car
mortgage mortgage
standard loan mortgage
. credit line short-up to 1 year fixed assets
S overdraft middle - up to 3 years inventory
m .
. romissor
‘é Legal | promissory note loans long - over 3 years ﬁote y
> entities
£ bank
@ banks guarantee
s guarantee
£ combined
@ fixed assets loans
2 from above
Physical | “miracle cash” middle - up to 3 years salary
persons | carin credit long - over 3 years car
industrial lending short-up to 1 year mortgage
budget lending middle - up to 3 years fixed assets
banks lending long - over 3 years inventory
. romissor
= trade lending p y
H] note
o0 Legal
o . bank
£ entities | pre-export financing
S guarantee
3 mortaade combined
) 9e9 from above
<
banks guarantee
letter of credit
Physical | pre-salary loan short-up to 1 year salary
persons | legal entities employers loans
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Annex 10: Non eligible activities as defined by the United Nations

The purchase or lease of land, residential housing construction or improve-
ment, purchase of any buildings, refinancing of any existing debts, financing of
production or marketing of tobacco and tobacco products and strong alcoholic
drinks, or purchase of pesticides would not be eligible for financing from the
Credit Line.
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