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MADRAC was formally separated from

DACAAR and transformed into a specialized microfinance sector in Afghanistan and all

microfinance institution (MFI) in April 2007
and registered with the Afghan governmentin
July 2007.

Two new branches were established in
Jalalabad city of Nangarhar province and Deh
Daraz area of Herat province bringing the total
number of branchesto 12.

A new five years business plan was prepared
based on which a three years funding contract
was signed with MISFA, securing three years
grantsand loans.

1387 was a difficult year for the entire

MFIs were passing through a consolidation
phase. MADRAC, like most of the MFIs,
focused on its systems, policies, procedures,
institutional building and internal controls,
and therefore did not plan for further huge
expansionin 1387

Human recourses (HR), Management
Information Systems (MIS), Internal Audit (IA)
and Public Information (PI) units were
established) as well as different manuals were
either newly developed or revised.

The security further deteriorated across the
country which badly affected MADRAC's
operations specifically in rural areas. There
were several direct armed attacks on MADRAC
branches and employees due to which the
operations were suspended in several
branches in Herat province which badly
affected the portfolio quality and growth.
Considering the volatile security situation in
rural areas and its immediate impact on
operations, MADRAC adopted the strategy of
phasing out from some of the very insecure
rural areas and expanding into safer urban and
semi urban areas. To this end, three new
branches were established in Kabul province
(two in Kabul City). Furthermore, Alishing
branch was downsized to a sub branch and
merged with Mehterlam branch

Murabaha loan product was finalized and a
Fetwa (permission) from the supreme court of
Afghanistan was received. Thus MADRAC
became the second MFI in Afghanistan
offering Sharia Compliant financial services.
MADRAC also started individual lending
through Small Enterprise Loans (SEL) with
higher loan sizes, targeting entrepreneurs in
urbanand semiurban areas.

MADRAC was elected as Chairman of the
Afghanistan Microfinance Association (AMA)
for the second time. It also became a member
of the South Asian Microfinance Network
(SAMN)in 1387 whichisbased in Delhi, India.
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Vision
Ensure sustainable livelihoods for low income
Afghans.

Mission

Enable low-income Afghan households to
improve their economic status through
sustainable access to financial services.

Goal
Emerge as market leader in providing

microfinance services to low-income
households.

| and Objectives

Objectives

Establish an independent financially
sustainable microfinance institution to
provide financial services to low-inco
communities focusing on a broad rang
of client-centred financial services

To engage in charitable purpose and socil
welfare activities on the development o
poor people in Afghanistan through th
use of microfinance and micro credit.

To promote and advance charity, welfaig
and well being in and among the
communities and people in Afghanista
through the use of microfinance and

microcredit.

To perform any and all acts necessary
promote the existence and growth of
microfinance and microcredit within

Afghanistan.
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1387 (2008) was a difficult year for th

entire microfinance sector i
Afghanistan and all MFIs were passi
through a consolidation phase duri
the entire year. The sector i
Afghanistan had expanded grea
during the last five years and therefo
a consolidation phase was real
needed. MADRAC like most of t
MFls focused on its systems, polici
procedures, institutional building an
internal controls, and therefore did n
planto expandin 1387 (2008).

The security situation in almost all parts of Afghanistan further deteriorated during 1387 (2008) which
affected the microfinance operations specifically in rural areas. MADRAC faced many security incidents
in western and central regions as a result of which operations were temporarily suspended in some of
branchesin Heratand Ghazniprovinces. MADRAC staff continued to work in a volatile security situation
and I would like to thank them for their commitment and loyalty.

Considering the volatile security situation in rural areas and its immediate impact on operations,
MADRAC adopted the strategy of phasing out from some of the very insecure rural areas and expanding
into safer urban and semiurban areas. Tothis end, three branches were established in Kabul province in
1387 (2008) out of which, two branches were established in Kabul city. Furthermore, Alishing branch of
Laghman province was downsized to a sub branch and merged with Mehterlam branch of Laghman
province.

MADRAC worked on its loan products and finalised Murabaha (Shaira Compliant product) and a Fetwa
(permission) from the supreme court of Afghanistan was received. In addition to that, Small Enterprise
Loans (SEL)were introduced and finalised after almost one year of piloting.

MISFA is still the sole donor to MADRAC providing grants and loans. In 1387 (2008) MADRAC signed a
three year contract with MISFA for a total amount of USD 17.6 million which will cover the period of
Mezan 1386 (October 2007) to Sonbula 1389 (September 2010), out of which USD 14 million are loan
andtherest USD 3.6 millign are grants. | highly appreciate MISFA's continued supportto MADRAC and
the microfinance sector in Afghanistan.

MADRAC is committed to contributing to the developing of the microfinance sector in Afghanistan and
has been actively involved since its inception. MADRAC was elected as Chairman of the Afghanistan
Microfinance Association (AMA) for the second time. It also became a member of the South Asian
Microfinance Network (SAMN)in 1387 (2008) whichis basedin Delhi, India.

MADRAC still has along way to go and in order to be a strong and viable institution, it has to face many
challenges in the coming years. | and my entire team are fully committed to this and | am sure that we
willovercome all the challenges we face.
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MADRAC is governed by a board of directors (BoD) and a senior management team (SMT). The BoD
consists of five members, out of which three, including the chairman, come from DACAAR and two from
outside DACAAR. The BoDisthe highest governing body of MADRAC and supervises the overall growth of
MADRAC through the managing director. The BoD meets quarterly to discuss strategic and policy issues
and makes decisions accordingly.

The four members of the SMT are the second highest governing body of MADRAC and consist of; the
managing director, operations managetr, finance manager and a senior regional manager. The SMT also
meets quarterly, discusses the overall operational issues and makes decisions accordingly. The SMT
reports to the managing director. The overall function of the SMT is to make sure that the organisation's
operations are in line with the mission, goals and objectives of the organisation and that the agreed
targets are efficiently achieved.

In addition, all department and unit heads are responsible for the smooth running of their
departments/units while reporting to the managing director.
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Geographical coverage

MADRAC is currently operating in 20 districts of Herat, Ghazni, Laghman, Nangarhar, Logar, Kapisa,
Parwan and Kabul provinces through its 13 branches and three sub branches.

As per its strategic plan, MADRAC recently started its operations in urban and semi urban areas. To
this end, it established three branches in Mir Bacha Kot, Khair Khan (district 11) and Bagrami districts
of Kabul and three sub branches in Qarghai of Laghman, Mohammad Agha of Logar and Charikar of
Parwan provinces during 1387 (2008). Due to the bad security situation and the lack of a sufficient
market, Alishing branch was also downsized to a sub branch of Mehterlam branch.
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Below: chart showing the number of clients in each of the above mentioned provinces as of
March 2009

Chart showing percentage of portfolio outstanding according to each pravince

MADRAC
Province Wise Portfolio Outstanding
As of Mach-09

ElLaghman, 19,646,614,
OGhazni, 2,046,292, 2% 16%

OKabul, 13,229,080, 10%

OKapisa, 10,763,627, 9%

OParwan, 5,673,750

THerat, 56,943,310, 44%
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Outreach and growth

The microfinance sector has been passing through a difficult consolidation phase where most of the
Afghan MFIs working in rural areas faced many security problems which meant they could not grow

as per their plans. MADRAC had substantial growth during the years 1385 (2006) and 1386 (2007).
Like many other MFIs in Afghanistan, during 1387 (2008), MADRAC concentrated on consolidation-
strengthening its systems, revising its policies and procedures, internal controls and institutional and
capacity building and therefore did not have the desired growth. MADRAC is now preparing itself for
further expansion during 1388 (2009) and 1389 (2010).

Additionally, during 1387 (2008), MADRAC was in the process of phasing out from some very insecure
rural areas and expanding into the urban and semi urban areas.

Below: Table showing the growth trend of MADRAC over the past four years;

EERIAVETS Hamal 1385 Hamal 1386 Hamal 1387 Hamal 1388
Mar.2006 Mar.2007 Mar.2008 Mar.2009

No. of provinces covered

No. of districts covered

No. of branches

No. of active clients

Total loan disbursement 4,430,000 115,750,000 365,540,000 523,666,5000
(AFN)

Total loan outstanding

(AFN)

No. of staff

Total savings (AFN

The chart below shows the growth in portfolio outstanding over the last four years.

Portfolio Outstandin
133,121,500

126,147,324

59,751,350

3,310,349

1385 (Mar-06) 1386 (Mar-07) 1387 (Mar-08) 1388 (Mar-09)
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Below: Chart showing the growth in the number of clients from March 2006 up to March 2009

Active Saving & Loan Clients

£ Saving Clients
E Loan Clients 17,620

15,358

886

1385 (March-06) 1386 (March-07) 1387 (March-08) 1388 (Me®)

Below: Table showing the number of training

Capacity building andtraining Events and staff trained during 1387 (2008);

Being a relatively young institution with a very high
staff turn over, staff capacity building and retention
remained one of the top priorities for MADRAC during
1387 (2008). The staff turn over rate was 9 percen g
during 1387 (2008). Different national and
international capacity building activities were
organised for different levels of staff. A total of 20 [Hiss
internal and external training events were organisec
and a total of 149 staff members were trained during
1387 (2008).

A study tour was also organised in 1387 (2008) tc
Bangladesh involving staff members from variou:
levels. The team visited three leading MFIs; ASA, BR.

and Grameen in Bangladesh and benefited from thei
experiences and best practices.

MADRAC senior staff and board members als
participated in three international conferences and
study tours in Indonesia, India and Pakistan in Asa
1387 (August 2008), Agrab 1387 (November 2008) ar
Hoot 1387 (March 2009) respectively.

o o o
@ ) P

9 Annual Report 1387 / 2008




Productdevelopment

Considering its clients' needs, MADR
reviewed its existing products and introduc
new changes in its loan terms, loan and savi
size. Small Enterprise Loans (SELS)
developed and launched in Hamal 1387 (A
2008). After a one year of pilot phase, th
product was finalised in Hamal 1388 (Mar
2009).

A proper operational guideline on Murabah
(Sharia compliant product) was als
developed and Fetawa (permission) on t
productwas obtained from the Supreme Cou
of Afghanistan. This loan product w
replicated in all MADRAC's branches duri
1387 (2008) as anoptiontoits clients.

C

g

Systems and institutional development

Since MADRAC was passing through
comprehensive consolidation phas
institutional development was one of th
areas of great focus to MADRAC during 13
(2008). MADRAC revisited its organisatio
structure and introduced some basic chang
at different levels. The Operations an
Finance/Administration departments wer
restructured and strengthened; Manageme
Information System (MIS), Human Resour
(HR), Public Information & Communicatio
(PIC) and Internal Audit (IA) units wer
established during the year. In addition, and i
line with the decentralisation strategy, th
central regional office (CRO) was establish
in Kabul to look after eight branches in centr.
and easternregions.

In line with the systems development, HR a
Operations manuals were reviewed an
revised as per the findings over the last ye
New controls and improvements wer
introduced and the HR manual was translat
into Dari in order to make it more
understandable for junior level staff.
Records keeping, data analysis and differ
management and donor reports were als
some of the improvements which wer
introduced inthe MIS unitin Head office.
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1 Provinces covered

2 District covered

3 No of Regional Offices 2

4 No of Branches 13

5 No of Sub Branches 3

6 No of Active Groups 1972
'SNo  loanandSaving  Number

1 No of Active Client 17,278

2 No of Active Borrowers 15,452

3 Total Loan Disbursed (AFN) 523,666,500

4 Total Loan Outstanding (AFN) 126,147,324

5 Total Outstanding Saving (AFN) 8,461,481

1 Portfolio per Loan Officer 759,924

2 Client per Loan Officer 203

3 0SS 27.7%

4 Cumulative Repayment Rate 96.63%

1 Total Staff

2 Total Male staff 132
3 Total Female Staff 34

4 Total Head Office Staff 29
5 Total Field level Staff 144

6 No. of Loan Officers 82
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MADRAC client in urban area of laghman province having A IR twmmmmmm 12
business of general store after receiving loan el




Product and services
MADRAC has been offering the following loan and saving services to its clients;

Loan Products

Group General Loans (GGL):

GGL isamulti purpose and collateral free loan offer
to individual members of the group where the grou
members guarantee each other. The loan ter
ranges between 8-12 months and the loan size rang
between AFN 10,000-35,000 in different cycle
Separate groups of men and women are forme
ranging from5to 20 members.

Only two members of the same family (one male an
onefemale) canreceive loans.

Total loan disbursement to date (AFN) 445,501,000
Net outstanding loan balance (AFN) 97,920,000
Cumulative recovery rate (%) 98

Small Enterprise Loan (SEL):

SEL is a multipurpose, partially collateralized loan, offered to individual clients who want to expand
their existing businesses or start a new one having the right skills and experience todo so. The loanterm
is 12 months and the loan size ranges between AFN 30,000 to 150,000 depending on the size,
profitability and cash flow analysis of the business as well as cycle of the loan.

Total loan disbursement to date (AFN) 20,076,000
Net outstanding loan balance (AFN) 13,033,900
Cumulative recovery rate (%) 100
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Murabeha (Sharia Compliant Product):
This is a Sharia compliant product where the requesged

microfinance services through a Sharia compliant prod
This product has been well accepted and appreciated
MADRAC's clients especially in rural areas. MADRAC is
currently providing microfinance services to almost 20
percent ofits clients through Murabaha. This percentage willincrease inthe comingyears.

MADRAC plans to replicate this product in all its branches as an option to its clients. The product was
launchedin Jadi 1385 (Jan 2007) and was piloted for one year.

Total loan disbursement to date (AFN) 59,089,000
Net outstanding loan balance (AFN) 15,193,000
Cumulative recovery rate (%) 99

Saving Product

MADRAC offers only one compulsory saving product which aims to develop the saving habits of
members. The size ranges, between AFN 50-300 per month per ¢lient depending on size, cycle and type
ofloans.

Below: Chart indicating product wise Loan Outstanding as of Hamal 1388 (March 2009)

Product wise Portfolio Oustanding
1,958,404

303,865
260,678

1 Murabeha FISEL OEGGL
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19 year old Abdul Mateen, a citizen of Laghman province, is one of MADRAC's clients who has gradually
expanded his business as a result of receiving financial services from MADRAC. He is now in the third
cycle of hisloan thathas been given to him after the successful repayment of the firstand second loans.

With 14 family members, he is cooperatifig
with his father and brother in order to ear
enough moneyto feed his family.

After graduating from school, Abdjl
Mateen could not continue his high@r
educations and instead turned to priva
businessestoearnaliving.

His first loan amounting 7 500 Afgha

village which was later expanded into
bigger shop with the second loan of 15 O
Afghanis. Abdul Mateen believes that the
loans have helped him to have better

opportunities to start new businesses, and hence the third loan, amounting to 25 000 Afghanis,

which helped him to hand his shop over to his father, and buy a rickshaw. Purchasing the rickshaw was
the first step for Abdul Mateen to leave the business in the village and look for a higher income in the

city.

Abdul Mateen says the secret of his success is good financial planning and the on-time repayments of
the loan, "For the history of my loans, | was never delinquent in loan repayments and had no problems
in my repayments. The good repayment history has also made me more respected by MADRAC officers
andasaresultl gained alot of supportfrom MADRAC staff.!

Onaverage, Abdul Mateen earns 600 Afghanis (12 USD) per day, which is a significant amount for a poor
rural family. He says "I normally work by carrying passengers from one part of the city to another part. |
have also contracted some school students and teachers to carry them to their schools on daily basis
Thisis agood fixed earning that | can make in a month and besides carrying my contractors, | am able to
do my normalwork during the day.!

Abdul Mateen does notwant to stay in his current business situation. He still has even bigger dreams to
achieve "l have a comprehensive plan for my future to reach to higher stages of my private business,
either by adding more rickshaws to my business or by purchasing a car to work on longer distances and
have more earnings."
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MISFA has been the only donor for MADRAC so far. In Hamal 1387 (April 2008), MADRAC signed a
three year contract with MISFA for a total amount of USD 17.6 million (AFN 883.3 million) out of \
which USD 14 million are loans which will be repaid to MISFA in 10 years time and the rest USD 3.6
million, are grants for fixed assets, capacity building and other operational costs.

Annual Report 13672008 | 16|



[ 17 [Amnual Report 1387 / 2008



Future direction

MADRAC plansto reach 50,000 clients with portfolio outstanding of AFN 700 million (USD 14 million) in
40 districts of 11 provinces in eastern, central, western and northern Afghanistan, by Jadi 1390
(December 2011). MADRAC will also introduce new products to its clients based on different market
research in different regions of Afghanistan. Diversification of funding sources, institutional
development as well as reaching to viability will be the top priorities for MADRAC for the coming two
years.




Haiji Bibi is a 45 years widow who lost
husband and her only son during the

family in Kulab village in Enjil district
Herat province. Since the econo
condition of her son iR law is very pog
she was a burden to him. She felt valy
hopeless and was fed up with her life.

When MADRAC started its operationfin
Kulab village, Haji Bibi felt hopeful afid
decided to apply for aloan in order to ke
able to open a small grocery shop ndi
herhouse.

She got her first loan of AFN 10,000 fr¢
MADRAC and opened a small grogéry
shop with the support of her son in la
while putting a lot of her hopes for
better livelihood. Her son in law helpdd
her for the first two months to run thé
shop. Now she only depends on her s(
in-law only for supplying goods for h@r
shop.

She started the business with adequate attention in order to reach to her dreams of a better livelihood.
Through small cheap items and meeting the demands of her customer, she increased daily sale and
made savings. Haji Bibi says

"lwas very hopeless when | was burden on my son in law's family but, now I am notaburden anymore. |
have now gained respectin my family as | earn and contribute to the family. | belief that | can run my shop
and | can stand on my own two feet, thanks to MADRAC and microfindnce

Haiji Bibi successfully completed her first loan and has now received her second loan of AFN 15,000 with
which she plans to expand her business by including some more items in her small grocery shop. She
now has experience inrunning ashop andis very happy with her life.
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BOD
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DACAAR

GGL

HR

IA

MADRAC

MIS

MISFA

MFI

MRRD

PIC

RDP

SAMN

SEL

SMT

Afghanistan Microfinance Association

Board of Director

Central Regional Office

Danish Committee for Aid to Afghan Refugee

General Group Loan

Human Resource

Internal Audit

Microfinance Agency for Development and Rehabilitation of Afghan Communities
Management Information System

Microfinance Investment Support Facility for Afghanistan
Microfinance Institute

Ministry of Rural Rehabilitation and Development

Public Information and Communication

Rural Development Program

South Asian Microfinance Network

Small Enterprise Loan

Senior Management Team
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