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RURAL FINANCE CORPORATION (RFC) – Moldova
 
 

Final rating 

BBB+ 

Adequate capacity to meet its financial obligations. Good 
operations. Quite stable even if it could be affected by 

significant internal or external events. 

Initial rating Validity: 1 year if no relevant changes in operations or within the operation context will happen. 
 
 

Rural Finance Corporation (RFC) is a non-bank 
financial institution, legally incorporated as an 
open joint stock company. Created in 1997 under 
an agreement between the World Bank and the 
Government of Moldova, RFC joins today 298 
SCAs as its shareholders (holding the 99,6% in 
RFC voting share). It provides rural financial 
services to farmers and rural entrepreneurs 
through SCAs, which on-lend to their members, 
and directly mainly to start-up businesses. RFC 
has very good relations with many actors in the 
microfinance sector in Moldova: the National 
Federation of SCAs (NFSCA), the Supervisory 
Body of SCAs (SSB), development agencies, 
etc.. The institution is mainly financing its 
portfolio with long term liabilities from 
international lenders and it is in the process of 
decentralization, foreseeing the transformation of 
the 8 regional offices into 8 branches. 
 
Legal Form Non-bank financial institution 
Year of inception 1997 
Area of intervention Rural 
Credit methodology  SCAs and direct lending 
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RFC has obtained an aggregated rating score equal to BBB+. This evaluation is the result of an in-
depth analysis of different aspects of the institution, considering a differentiated weight for each area. The 
following table shows the score of each area1 in absolute value obtained by RFC: 

 

                                                 
1 The external environment refers to the banking and microfinance environment, regulation and supervision and the 
positioning of the institution. It does not include an evaluation of the political and economic context. 

 



RFC  –  Moldova – September 2004 September 2004
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Growth

0%

20%

40%

60%

80%

100%

120%

140%

Dec02 Dec03 Jun04

Active gross portfolio
Total assets
Active clients (number)
Funding liabilities
Equity

 
 
 
 
 
 
 
 
 
 
                 RFC headquarters 
 
                 Regional offices of RFC 
 
 
 
 
 
 
 
 
 
 
 
 
 

Other highlights 
 

• As for now, competition does not represent a threat for RFC, but it should be noted 
that if microfinance portfolio profitability will increase and regulations change, Agroindbank 
together with other commercial banks, could be attracted by this potential market. 
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Strengths:  

 Excellent portfolio quality 
 Good governance 
 Qualified Management and Staff 
 Good results in sustainability and profitability 
 Speed of loan processing and disbursement 
 Loan assessment methodology for SCAs 
 Collaboration and support with international 

and national partners – WB, CGAP, IFAD, 
USAID, DFID, SIDA, Gov. of Moldova, SSB, 
National Federation of SCAs, development 
agencies (RDC, ACA, CCA) 

 Good regulation and supervision for SCAs 
(main clients of RFC) 

 

Opportunities: 
 Potential market for existing and new 

products 
 Growth of the SCAs network 
 Expansion in new geographical zones 
 Transformation into a bank or deposit taking 

institution 
 Economic growth of Moldova (positive 

trends) and EU neighborhood 

 
 
External threats: political elections in 2005 
 
 

 

Final opinion 
 

RFC has set up strong operations with an effective management and governance structure. 
Portfolio quality is good and the institution benefits of important support from World Bank and 
other international external actors (donors/investors). At the moment RFC has some strong 
competitive advantages compared to other financial providers. Nevertheless RFC has still to 
consolidate its network of regional offices, it has to reduce the concentration of its outstanding 
portfolio into the rural sector and to improve the range of financial services. Furthermore it has to 
keep improving the level of financial self-sufficiency.  
Absorption capacity for new funding, according to RFC’s strategic plan, is there. There is good 
potential market both for existing and new loan products. The increase of alternative sources of 
funds (at national and international level) is a crucial issue for the growth of the institution in the 
medium-long term. 
External environment is potentially instable and National Bank (NBM) is actually not considering 
RFC and the microfinance sector. These external factors could bring possible negative 
consequences on RFC’s activities.  
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Benchmarking 
 

All figures are referred to the MicroBanking Bulletin (MBB) database2 updated as of July 2003. RFC financial 
ratios indicated here do not fully correspond to the ratios presented in the report as they are calculated 
according to the MicroBanking Bullettin (MBB) methodology3. 

 
 

 
Important matters of the benchmarking4

 

For benchmarking purposes RFC should be considered within the above peer groups (ECA large, non-bank 
financial intermediaries and individual lending)5. The main comments concerning the benchmark analysis are: 

• Average loan balance per borrower is not directly comparable to other peer groups, being higher for 
RFC due to the SCAs lending. However, when comparing RFC to apex institutions, the benchmark 
seems adequate; 

• PAR30 shows a good portfolio quality, in line with the peer group of ECA large and even better than 
the other peer groups composed by financial self- sustainable (FSS) institutions; 

• AROE is well behind the performances of other peer groups and presents a negative value. This is 
especially due to the fact that it has been calculated under the MIX standard adjustments, (for 
example adjustment related to the cost of funds). In order to better evaluate the financial sustainability 
of RFC, we have made an ad-hoc cost of funds adjustment for the ratios presented and analyzed in 
the rating report (see please Annex 2 and Chapter 6), considering the capital market in which RFC is 
involved and the opportunity to access further sources of funds; 

• Debt/equity ratio is quite high compared to all other peer groups, but the long-term nature of 
borrowings received by RFC has to be taken into account; 

• Operating expense ratio is not directly comparable to other peer groups, since RFC lends especially 
to SCAs and therefore it shows an higher average loan balance per borrower. In any case 4,9% is a 
very good result in efficiency, compared also to the Moldavian commercial banks. 

 
 
                                                 
2 www.mixmbb.org  
3 The MBB adjusts the financial data to produce a common treatment for the effect of: a) inflation, b)subsidies, and c) 
loan loss provisioning and write-off (see MBB , Appendix I: Notes to Adjustments and Statistical Issues). 
4 As for the benchmarking about Charter Type and Credit Methodology, data are related to the financial self- sustainable 
(FSS) institutions. 
5 Further comparisons can be made looking at Microfinanza’s rating reports of RFF (Albania) and KRK (Kosovo) 
available on the CGAP web site www.mfirating.org. 
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1. External Environment and RFC positioning 
 
Institutional background
Rural Finance Corporation (RFC) was established in 1997 as a non-bank financial 
intermediary, under an agreement between the World Bank (WB) and the Government of the 
Republic of Moldova and legally incorporated as an open joint-stock company. RFC started its 
operations implementing the Rural Finance Project, designed by the WB, with the purpose to 
become an apex institution for on-lending to Savings and Credit Associations (SCAs) and to 
support rural development through the provision of credit and technical assistance. SCAs are now 
the main shareholders, holding the 99,6% in RFC voting share (from a 80% held by the 9 founders 
SCAs in 1997), while the remaining shares are held by the Government of Moldova and by the 
staff. During the first several years, RFC lent only through SCAs, providing more than US$ 30 
million reaching 35.000 SCA members and thus becoming the second largest lender to small-scale 
agricultural and rural sector after Agroindbank. Since late 2001 RFC has also been involved in 
direct lending activity, serving almost 200 clients. These are farmers and rural entrepreneurs, as 
well as registered businesses, corresponding to a portfolio of around US$ 2,8 millions. So far 
resources for lending have been internationally borrowed funds. RFC partners include many well-
known international organisations: the World Bank and CGAP, International Fund for Agricultural 
Development (IFAD) and US Agency for International Development (USAID) among others.  
Since starting its activity, RFC has been operating from a head office located in Chisinau, using 
intensively mobile credit officers. From 2003 a process of decentralization has started with donor 
support and assistance (Swedish International Development Agency SIDA, USAID/CNFA) leading 
to the creation of 8 regional offices. Decentralization represents now the main issue, in order for 
RFC to grow along with the market and keep its market position.  
 
Macroeconomic context 
Since 1999, Moldova’s 
economic performance has 
been commendable, in 
contrast to its deteriorating 
performance during the 
early years of the 1990s. 
After starting out at 
independence in 1991 as a middle-income country, Moldova is still the poorest nation in 
Europe. Its GDP per capita of US$ 570 (December 2003) is significantly below the average for 
the Commonwealth of Independent States (CIS) and the Central European countries. In addition, 

Moldova is now 
one of the 
region’s most 

heavily 
indebted 

countries with 
a debt per 
capita of US$ 

7 ova’s 
tion to a 

market 

Sovereign risk6

397.  Mold
transi

economy has 

                                                 
6 Scales used: MOODY'S: Long term - AAA, AA1, AA2, AA3, A1, A2, A3, Baa1, Baa2, Baa3 (Investment grade), Ba1, 
Ba2, Ba3, B1, B2, B3, Caa, Ca, C (Speculative grade); Short term - Prime-1, Prime-2, Prime-3 (Investment grade); Not 
Prime (Speculative grade); S&P: Long term - AAA, AA, A, BBB (Investment Grade); BB, B, CCC, CC (Speculative 
grade); SD (Selective Default); D (Default) - Rating from AA to CCC may be modified by a + or -; Short term - A-1(+), A-
2, A-3 (Investment Grade); B, C (Speculative Grade);  SD (Selective Default); D (Default) Fitch: Long term - AAA, AA, A, 
BBB (Investment Grade); BB, B, CCC, CC, C (Speculative grade); DDD, DD, D (Default) - Rating from AA to CCC may 
be modified by a + or -; Short term: F1, F2, F3 (Investment grade); B, C (Speculative grade); D (Default). 
7 Source: “Country Brief – 2004” by the National Statistic Offices and World Bank staff estimates. 
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been difficult, experimenting a severe economic collapse following the break-up of the Soviet 
Union. After a decade of decline, GDP growth has averaged more than 6,7% a year. Although 
further strong real GDP growth of around 5% is expected in 2005, it will continue to be driven 
overwhelming by consumption, fuelled by large inflows of remittances from Moldavians working 
abroad, as well as by election-related wage increases. Important structural reforms (pension 
reform and privatization) are now giving their positive impacts on the economy, fostering recent 
improvements in Moldova’s performance. Inflation is unstable. It was brought down from 18,5% in 
2000 to 4,5% in 2002 but increased in 2003 up to 15,8% and fell to 12,2% in June 2004. Moreover, 
inflation is expected to trend further downwards, falling at the end of 2004 to 10%. The exchange 
rate has been depreciating for various years, and by March 2002 the Moldovan Leu (MDL) had 
depreciated by 12% in real term since end-2000. An opposite trend emerged in the last years: 
starting from 2003 the MDL strengthened in both nominal and real terms against the US dollar, 
reaching a 10% appreciation as of May 2004. Although further moderate nominal appreciation is 
expected in 2005, the MDL will still remain weaker in real terms than it was in 2000-02. The 
currency’s relative strength in recent years is partly a reflection of improved macroeconomic 
stability in Moldova and the region as a whole, but is primarily a consequence of large-scale 
foreign currency remittances. 
Moldova’s economy relies on agriculture and agro-processing as most of the country's 
territory is represented by agricultural areas. Privatization of agricultural land was completed in 
2000. As a result about 800.000 private farmers became landowners. 
On the political side, the current administration will continue with efforts to integrate more closely 
into the European Union, following the recently finalized Action Plan which is the base of Moldova’s 
participation in the EUs European Neighbourhood Policy (ENP). In the meanwhile, political 
elections are falling due in the first months of 2005, and this will probably create considerable 
political turmoil. 
 
Financial and banking system 
As of June 2004, the banking system includes 16 commercial banks and is highly concentrated, 
with the six largest banks accounting for over 75% of the total assets. Among the main commercial 
banks, Agroindbank represents the only actor which is involved in the microfinance rural market. 
In fact, the microfinance portfolio does not represent an attractive niche for commercial banks, due 
to tighter supervision by the National Bank (NBM) linked to the unsecured lending, the low margins 
and the riskier nature of start-up clients. Overall, Moldavian banking system is quite developed 
and capitalized, with a capital adequacy ratio in 2003 of 32% (well above the NBM’s minimum of 
12%). Boosted by rising deposits and improved macroeconomic conditions, the outstanding loan 
portfolio in 2003 increased by almost half in nominal terms to equal US$ 134 millions even if it still 
represents a small share of the GDP. After a banking crisis in 1991, people tend not to trust banks 
and neither SCAs and savings are still low, even if on a upward trend. Deposit rate on savings 
averages around 16-17%, while commercial lending interest rate averages around 23-25%.  
National Bank is not considering the microfinance sector and it is not currently willing to 
supervise microfinance institutions. Nevertheless RFC is lobbying the NBM with WB support 
and it is also gaining a good image in the financial market thanks to their good operations. 
Moreover an interesting collaboration between commercial banks and microfinance is foreseen 
thanks to the development of an USAID guarantee scheme designed to open credit lines in favour 
of MFIs. 
 
Microfinance sector and the network of SCAs 
Moldavian microfinance sector as of June 2004, comprises three microfinance institutions (RFC, 
ProCredit and MicroInvest) and a growing network of SCAs operating in rural areas (currently 
there are more than 500 operating SCAs, 475 in 2002 and 369 in 2001). RFC is lending mainly to 
SCAs and also directly to micro-entrepreneurs in rural areas, while the other 2 MFIs are serving 
mainly an urban target. 
 
Although the sector is not much developed in terms of information exchange facilities (there is not 
a Credit Bureau), competition in the microfinance sector is not really there for the moment, also 
due to differences in targeting policy. Possible competition from commercial banks could increase, 

Microfinanza Rating 8



RFC  –  Moldova – September 2004 Chapter 1
 

as the banks become more advanced in microlending and this portfolio more profitable. 
Nevertheless, the market is expected to grow 20% on average per year, assuming the availability 
of financial resources in the international and national market. The risk of over-indebtedness 
could appear in the medium-long run, if the information exchange facilities will not develop. 
 
In order to develop a SCAs network providing financial services in Moldavian rural areas, in 1997 
the World Bank Rural Finance Project was launched. In the last 7 years, World Bank and other 
donors8 provided assistance and support to the establishment of the SCAs system9 and a good 
network of actors has developed, including development agencies (acting as incubators for 
new businesses and start-ups), the National Federation of SCAs (NFSCAs), which represents 
the SCAs at legislative level and offers training and consultancy and the State Supervisory Body 
(SSB) in charge of supervision. 
In 1997, two local development NGOs were established with the support of international 
organizations in order to create local capacities for assistance to SCAs: the Moldovan 
Microfinance Alliance (MMA) and the Rural Development Centre (RDC). These 2 development 
institutions have training programs for SCAs, have regional offices, perform the monitoring of the 
SCAs' activity and offer services to SCAs' borrowers, to SSB and to NFSCAs. 
SCAs are non for profit institutions that provide financial services exclusively to its members in 
strict conformity with the financial prudential rules set by the State Supervisory Body. All SCAs 
have a business oriented approach and a large number of them are sustainable (they ask for high 
interest rates that allow accumulation of sufficient income to cover operational costs and ensure 
capitalization). SCAs’ sources of funds are: membership shares, savings from members and 
credits from financial institutions. Nevertheless, until now, the main fund sources for SCAs are 
the loans provided by two commercial creditors (RFC and a local commercial bank, 
“Moldova-Agroindbank”), which are on-lent to SCAs members.  
 
Regulation and supervision 
In June 2004 a new law on microfinance has been approved by the Ministry of Finance. Under 
this general regulation, three MFIs have been recognized: RFC, ProCredit and MicroInvest, 
which will probably have specialized by-laws in the future. At the same time, within the existing 
legal framework, MFIs are not empowered to accept deposits, mainly because of a lack of 
supervision. RFC is not even entitled to take deposit even from SCAs shareholders. Being a non-
bank financial institution, in the form of a joint stock company (JSC), RFC is not under the 
incidence of the Law on Financial Institutions and it is not supervised and regulated by the National 
Bank. Instead, it reports to the Ministry of Finance and international lenders under the agreements 
signed with them. Due to its JSC connotation, RFC is regulated by the Law of Joint Stock 
Companies, Law on Entrepreneurship and Enterprises, and other general legislation and it is 
submitted to further supervision by the National Commission for Capital Markets.  
The legislation on Savings and Credit Associations is based on a specific “Law on SCAs” 
introduced in 1998 and on the “Financial prudential rules in the activity of SCAs” developed 
pursuant to the Law on SCAs (a new updated version will be in force from January 2005). 
 
The State Supervisory Body (SSB) is in charge of supervision and monitoring for both MFIs and 
SCAs. The SSB was founded in September 1998, in accordance with the Law on SCAs and it is 
financed according to the State Budget legislation. The SSB performs control of the associations’ 
activity in cases of violation of the Law on SCAs and Financial Prudential Rules. All SCAs comply 
with legislation provisions, met accounting requirements and submitted quarterly financial 
statements to the SSB. However, it is worth to stress that SSB supervision is currently weak 
due to its scarce resources. As the SCAs network is increasing, the World Bank is going to 
support SSB by providing it with funds. 
 
                                                 
8 USAID, DFID, WOCCU, Soros Foundation, GTZ 
9 WB support was provided mainly in the following activities: drafting of legislation, financial prudential rules, and 
accounting standards for SCAs; establishment of the SCAs apex financial institution (RFC); establishment of the 
licensing and supervision system for the SCAs network; set-up of local NGOs that focused on service and training to 
SCAs. 
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Market positioning 
RFC is positioned on the market as the leader provider of rural credits. As of June 2004, 
SCAs loans represent almost 80% of the RFC total portfolio. Although its focus has been lending to 
SCAs, RFC is now pursuing a balance of 50-50 between SCAs lending and direct lending. In a 
market characterized by a huge unsatisfied demand and low competition, RFC is now facing the 
process of decentralization and growth, thanks to the opening of 8 regional offices. The main 
competitor is Agroindbank, a commercial bank, which is lending about US$ 10 millions to SCAs 
through its own resources. However, at the moment, its involvement is mainly recognized as a 
“social project” for the low profitability of the microfinance portfolio and for tighter supervision 
requirements. The SCAs are not attractive clients for the other local commercial banks, because 
the credit requests are very small and are unsecured. ProCredit and MicroInvest, the other 2 
MFIs in Moldova, serve mainly an urban target even if they are gradually increasing their share of 
agricultural portfolio10. 
 
As for now, competition does not represent a threat for RFC, but it should be noted that if 
microfinance portfolio profitability will increase and regulations change, Agroindbank together with 
other commercial banks, could be attracted by this potential market.  
 
RFC cooperates closely with development agencies (especially with RDC) focusing on services 
and training provision to SCAs. By using such a mechanism, SCAs benefit from lending services 
offered by financial institutions and training, consulting and assistance provided by development 
NGOs. This cooperation ensures a high level of loans repayment by SCAs members and by SCAs 
themselves. RFC is also working closely with NFSCAs and in part with SSB. 
 
RFC presents other relevant competitive advantages: 

 Rapid and flexible (non-bureaucratic), but strict and transparent in procedures; 
 More flexible in collaterals and terms; 
 Good quality of service according to the credit methodology for SCAs, which includes 

support (advices and informal assistance) to SCAs management in their activities. 
 
Main competitive disadvantages, potentially affecting RFC while the market develops are: 

 Lack of cross-selling services compared to the banking services offered by Agroindbank 
(term deposits, bank accounts, money transfers, credit cards etc.); 

 Credit portfolio diversification. 
 
 

                                                 
10 For instance, ProCredit started in 2004 its agricultural lending activity and counts now on 400 loans disbursed to large 
rural entrepreneurs and registered businesses 
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2. Governance and operational structure 
 
Ownership and Governance 
RFC is a joint stock company. Since the Statutes do not allow other persons, different from SCAs, 
staff and the State, to become shareholders11, RFC is also comparable to a “cooperative type 
institution”, where the clients are at the same time owners. As of June 2004, RFC’s majority 
shareholders are 298 Savings and Credit Associations (SCAs), that own 83% of the total amount 
of share capital with 99,6% of voting right. Other shareholders are RFC staff (16,6% in the share 
capital) without voting right (preferred shares) and the Government (0,3% in the share capital). 

 
Initially, RFC has been founded by 9 SCAs (80% share capital) and the Government of Moldova 
(20% share capital). At the moment the Government is keeping a small percentage of the share 
capital but it will probably sell it to SCAs shareholders in the next future. 
 
So far, SCAs shareholders have contributed to rapid and sound growth of RFC buying the shares 
issued by the institution. The last issue of additional shares to existing SCAs shareholders in 
September/October 2004 has been successful and doubled the capital. Nevertheless the capacity 
of capitalization through the SCAs shareholders is still limited. On the other side there is an 
increasing SCAs sector (both in number and in size) which should absorb the additional shares 
issued by RFC in the next future allowing the institution in keeping a fair capital adequacy. As other 
alternatives to increase the level of capitalization, RFC is looking for capital donations. Another 
alternative could be accepting commercial clients other than SCAs to be shareholders of RFC, but 
this option will be considered only if the capacity of SCAs to capitalize RFC proves unsatisfactory 
in the long run. RFC is not considering this option now as a desirable one, because as a 
consequence SCAs would not keep the majority share and could be a risk for the governance in 
the future. 
 
RFC is governed by a Board of Directors representing the interests of shareholders. The BoD 
includes 3 representatives of SCAs shareholders, a Government representative and the 
President/CEO of RFC. The CEO sits in the Board in order to explain and support the 
management’s point of view and he is a voting member except when a conflict of interest is 
envisaged. Besides the Statutes, in order to avoid conflict of interests, it does exist an internal 
regulation for the administration and the structure of the BoD. All the members are locals. The 
CEO and the other members of the BoD have different backgrounds and a satisfactory experience 
in microfinance. The representative of the Government has also an extensive experience in 
accounting and business management (the Government is interested in keeping a seat in the 
BoD). The Board of Directors is responsible for strategic issues and ultimate decision-
making. The Board physically meets at least quarterly, and the members have a continuous 
internal communication with the President CEO (especially the Chairman). In particular cases, 
participation from other top managers (especially the financial director, who is also the Deputy of 
the President) may be required. Co-operation and exchanges between the Board and the 
management seem to be effective. 
                                                 
11 The Statutes of RFC limit to 5% the maximum amount of voting shares which may be held by a single shareholder. 
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Moreover RFC presents in its organizational structure a Censor Committee (constituted by 3 

embers elected by the General Assembly of shareholders), which is the control body. It controls m
its financial and economic activities and the compliance with Statutes and the legislation in force. 
The main issues of its audit report are presented to the General Assembly. 
 
Management and staff 
As of June 2004, RFC works with 
29 staff members, out of them 13 

re loan officers. Three loan 
 in direct 

 includes, apart from the President-CEO, the Financial Director (CFO), also 
eputy of the President, the Head of Analysis and Strategy Department and the Head of Credit 

a is critical for RFC, given the shortage of funds at national level 

id by SIDA . The support of SIDA will last until February 2005. 

                                                

a
officers are specialized
lending, while starting from June 
2004, the 10 loan officers 
previously dedicated only to SCAs lending have started also to manage direct lending portfolio. 
 
RFC’s top management
d
Department. They meet weekly. 
The CFO deals with current and strategic financial operations, while supporting CEO in fund 
raising and negotiations. This are
and the limits in taking deposits. 
Since March 2003, 8 regional marketing officers (at the moment not productive) are not on the pay-
roll of the Corporation, but are pa 12

Internal control seems to be accurate, even if it does not exist an Internal Auditing function. 
As the Corporation grows and decentralizes, the executive management is aware of the 
importance of a dedicated function and it has already planned to introduce it next year. The top 
management is also aware that other functions, as for example risk management, still have to 
develop along with the expansion of the institution. 
 
 

 
12 Sida, the Swedish International Development Cooperation Agency, is a government agency. 
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Organization Chart of Rural Finance Corporation, as of June 2004 

organization is functional and competences 
re well divided within the management with an effective internal control. In general, the institution 

 
Keeping quite a lean and centralized structure, the 
a
can rely on a strong management structure, resulting also from an accurate recruitment. 
 
Organization and structure  
RFC is based in Chisinau, where it has its headquarters, that are also the only operational branch 

rounding areas. At the moment RFC presents a limited level of 

al during February-

 now centrally managed. The whole information flow is 
anaged, processed and monitored at a central level. As we have already remarked, along with 

 personnel policies 
nd procedures as the institution grows and decentralizes. More formalization and 

                                                

for the capital city and sur
decentralization and it uses mobile credit officers in order to reach its clients. 
As a first step to decentralization13 in March 2003 RFC has hired regional marketing specialists 
and trained them, while regional centers were opened and became operation
June 2004. The first objective of these offices is to promote RFC products, support and inform 
SCAs and direct clients and prepare them on how to get RFC’s loans. Lately, along with the 
institutional development, these centers will be empowered to provide the full set of services 
available at the RFC head office now. In the future, as a result of the decentralization effort, 
regional offices will not only give a support close-by the SCAs but will also penetrate the market in 
search for direct clients. Within the project for the development of regional offices, 8 regional 
marketing officers were employed. From 2005 RFC strategy is planning to decentralize the lending 
activity at branch level, delegating the credit decision process within a local Credit Committee up to 
a maximum lending amount of US$ 5.000.  
 
All administrative and accounting issues are
m
future institutional development, regional offices are supposed to gradually overtake some of the 
administrative functions as far as they will become cost and profit centers.  
 
Concerning manuals and procedures, work has still to be done in terms of
a
standardization will be needed as for internal control and risk management. 
 

 
13 RFC has been assisted by SIDA and USAID/CNFA. 
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Accounting policies and procedures 
Financial Statements as for the last 3 years were clean and no significant exceptions were noted 
according to the external auditors opinion. RFC have been audited by international recognized 
auditing company. Please see Annex 5 for more detailed information on RFC’s accounting policies. 
 
Information technology and MIS 
Currently, 3 people are working within the IT department. They are responsible for the system, 
security and maintenance. 
The loan tracking system “EVIDA” (version 3) has been designed and updated internally, 
tailored on RFC needs since 1998. It has been developed in Borland Delphi (database Firebird). 
The software is powerful and can process large volume of data by managing both SCAs and direct 
lending. A wide range of reports can be generated on request. There is a very good flexibility in the 
production of information. The IT department in collaboration with the executive management is in 
the process of creating new standard reports. Credit officers have direct access to the loan tracking 
system, which is user friendly. 
The accounting system, 1c enterprise, is managed with another software. The integration of the 
two systems is at the last stage of implementation (testing phase) with positive results. 
Security system seems to be quite effective, with frequent back-ups (in different places) and 
security access through passwords according to different levels. It does exist a user manual. 
According to the RFC’s medium-long term strategy, the MIS will be integrated (on-line) with the 
regional offices.  
 
Personnel policy 
RFC does not have a Human Resources Department, due to the lean and centralized structure 
of the institution. The CEO (supported by the Head of Analysis and Strategy Department) has been 
in charge of this function, including proposals of policies to put in place, recruitment and 
dismissals, evaluation of training needs and salary scale. 
 
In general, the quality of personnel of the institution is good at all levels and a very low turn-
over is confirming that the staff itself is satisfied with the institution. RFC can choose its staff 
especially among the best RDC staff where people don’t have a stable contract. As a consequence 
of that RFC can often recruit experienced persons who already know the SCAs market. 
 
At the moment it doesn’t exist a personnel policies and procedures manual. Management is 
aware of the importance to define a formal motivating human resource policy in order not to loose 
the positive atmosphere, also considering the fact that the institution has already started a process 
of decentralization with good growth expectations and that it will cope with high future workloads. 
Work has still to be done not only in terms of drafting the manuals but also in defining a 
succession plan, particularly relevant in the case of some key figures, and career paths.  
 
Concerning salary scale, generally it is in line (or higher) with Moldavian microfinance and 
banking system, while no incentive scheme are provided to loan officers and for the 
management. The Strategy Department is currently in the process of preparing an incentive 
scheme policy for loan officers. 
 
Staff is generally young and well prepared and training has a relevant role within the institution. 
RFC’s personnel have received extensive training. In its strategy RFC foresees to provide 
minimum 5 days per year of training to the staff and it will be a combination of internal and external 
training. 
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3. Lending operations 
 

Credit policy 
RFC credit policy is focused on providing credit and related assistance to rural areas, being the 
leader and the only one which focuses its activity exclusively on rural area. The initial purpose was 
to create an apex institution, lending to Savings and Credit Associations (SCAs), which on-
lend to their member, however, since late 2001 RFC developed also products for direct lending to 
registered businesses. Over time, special focus has been maintained on start-ups and 
businesses formed by SCA graduates. 
Since its inception, RFC has adopted clear and sound credit policies, intended both to fulfil 
international lenders’ requirements, national legislative requirements and its own mission: 

• Product diversification according to the nature of special purpose of funds received14; 
• Strict respect of Financial Prudential Rules of RFC and Financial Prudential Norms of 

SCAs in terms of maximum loan amount, security and eligibility criteria for SCAs; 
• Careful management of seasonality and efforts to reduce it. 

Credit products definitions are reflecting the source of funds or the target attended (WB, IFAD etc.) 

                                                 
14 Lending to rural areas has been supported by 2 international projects: World Rural Investment and Service Project 
(RISP) and IFAD Rural Finance and Small Enterprise Development Project, both providing credit lines and client 
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Credit products 
The above table shows the features of the credit products currently provided by RFC. 

rm, medium-

and Credit Associations of citizens (SCAs) 

 
CAs lending currently consists of two types of loans: short term working capital loans (up to 1 

ers or 

g capital, such 

rocedures for loans issuing

RFC is lending to two main types of clients, offering them different products (short te
long term etc.): 

• Savings 
• Direct borrowers. 

S
year), normally for purchasing farm inputs, and medium term loans (up to 3 years), for acquiring 
small-scale equipment, tools, animals breeding and small investment. The Financial Prudential 
Rules of RFC stipulates that the maximum loan to one SCA must not exceed US$ 250.000. 
Since late 2001 direct lending has been introduced, which includes registered private farm
rural entrepreneurs, as well as registered businesses, LTDs, cooperatives. Out of the total number 
of direct lenders applications, 80% comes through development agencies channel. 
Activities financed included investments in productive assets and permanent workin
as agricultural machinery, processing equipment, animal breeding, handicraft workshops, farm 
stores, perennial plantations and so on. Updated manuals exist for both lending methodologies: 
“Operations manual for lending to SCAs” and “Operations manual for direct lending”, containing 
detailed eligibility criteria to be subscribed. Further limits exist regarding the concentration of 
portfolio: the net outstanding loans to one person or to a group of persons acting together shall not 
exceed 25% of RFC equity and the 10 bigger loans can not be more than 50% of total portfolio. 
 
P  

r loan disbursing, which is on average 10 days for direct borrowers 

he credit assessment procedure is correctly based on the careful evaluation of the client’s 

he loan approval is, as for the moment, made by the Credit Committee in Chisinau. Loans are 

ollaterals are generally required only for direct borrowers. Nevertheless secured lending has 

verall, RFC is lending SCAs gaining a 5-7%margin on interest rates. Interest rates paid to RFC 

ther financial products

RFC has a rapid process fo
and between 3-5 days for SCAs. This represents a good and competitive performance of efficiency 
and quality of the service, compared to other microfinance institutions and banks. 
 
T
repayment capacity through a cash-flow analysis of the economic unit represented by the 
applicant and the study of the project business plan. SCAs also provide RFC with an 
asset/liabilities analysis and portfolio projections for the following year.  
 
T
disbursed by transfer of funds to the client’s bank account. Such a procedure avoids the direct 
handling of money by the loan officers improving their safety and reducing risk of fraud. 
 
C
been introduced as a new policy in SCAs for loans larger than US$ 1.100, or in those SCAs where 
the economic potential of members has increased up to levels above current SCA loan ceilings. At 
the same time the risk of unsecured lending to SCAs is somehow limited by the risk fund created 
by each SCA (6% on short term loans and 8% on long term loans). 
 
O
by the SCA are about 18-18,5%, while interest rates to SCA members correspond to 23-25% and 
are pretty similar to commercial interest rates. 
 
O  

e products have been tested in 2002: a “plastic/smart card project” and 

                                                                                                                                                                 

Two interesting innovativ
a “mortgage loan for land purchase”. Both the projects have been implemented thanks to 
donors support (CGAP and USAID), and have shown a good response in the market. However, 
due to a lack of funds, it has not been possible to continue and to develop such products. 
 

 
support. Both projects provided loan funds to a number of commercial banks in Moldova, while RISP has been the main 
source of funding for RFC loan portfolio invested in rural businesses. 
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4. Assets structure and quality 
 
Assets structure 
As of June 2004, RFC’s net portfolio 
represents 90% of total assets, 
showing a very good concentration 
on lending activities. Nevertheless, 
RFC assets structure is strongly 
influenced by the seasonality of its 
portfolio: for example as of 
December 2003 the net portfolio was 
just 43% of total assets, while short 
term financial assets, represented by 
Government bonds, was 44%.  
RFC is aware of this risk and that is 

dity (cash and banks) is 3%, which is a low level due to the fact that it is the 

f total assets while other assets are less than 

ortfolio structure

why it is using government bonds as 
a liquidity management tool in order 
to keep assets productive before re-investing them in loans15. RFC uses also an attentive cash-
flow analysis and it is slowly reducing seasonality through direct lending and new long term loans 
to SCAs (in fact as of December 2002 the net portfolio was just 37% of total assets). 
As of June 2004 liqui

Assets structure - June 2004

90%

3%0,1%
1%

6%

Cash and Banks Net  Portfolio Net Fixed Assets

Accrued interest Other Assets

period in which the institution is disbursing more. In general, the RFC policy is to keep liquidity and 
government bonds over total assets around 10%.  
As of June 2004 net fixed assets represent 1% o
1%, showing a very low percentage of unproductive assets. 
 
P  

is worth of US$ 12,3 millions and it mostly 

term perspective, RFC will reach 50:50 ratio between SCA portfolio and direct lending. 

 December 
002). As for the current year, the growth rate has been lower (from July 2003 to June 2004 growth 

                                                

As of June 2004 the outstanding portfolio of RFC 
comprises SCAs loans (short term and long term), representing almost 80% of the total portfolio. 
The share of direct lending has increased since its introduction in 2001, reaching 22% on average 
during 2003 and 20% for the first semester of 2004. According to the management, in a longer 

 
Growth of total active portfolio has been very strong in 2003 (116,6% respect to
2
rate has been around 28%). In such an analysis it has also to be considered that the growth 
rhythm is also related to the seasonality of the portfolio and that RFC is in the process of reducing 
this seasonality. 

 
15 Government bonds are short with maturity ranging from 30 to 273 days. Yield on government bonds fluctuated from 
10% to 21,42% during 2003. Government bonds are not taxable (while banking deposits are). 
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Both SCAs and direct lending present a growing demand. This is a good opportunity for RFC 
which has strong competitive advantages in the rural microfinance market, but a certain lack of 

nd to 
icroentrepreneurs operating in rural and semi-rural areas, or to registered businesses. The pure 

diversifying their own portfolio by lending to different activities related to agriculture. 

ore than US$ 

funds is limiting the institution. In fact a “long term mortgage loan procedure” is ready to be 
delivered but financing sources are not available yet. Moreover, some of the potentially SCAs 
clients are actually served by Agroindbank. The shortage of financial resources joint to the 
dependency on international financial investors is also limiting RFC in offering some products 
according to client needs. In particular there are not resources for working capital loans to direct 
clients and the institution is currently seeking for alternative sources of funds (see chapter 7). 

 
RFC’s entire loan portfolio is rural, and consists in loans either to SCAs, which in turn on-le
m
focus on agriculture lending exposes the institution and its assets to potential risks since rural 
activities bear risks related mainly to weather and other external factors. Nevertheless RFC, aware 
of that, works on improving diversification of its direct loan portfolio as much as possible by lending 
not only to agriculture but also to other activities related to agriculture (as for example processing, 
construction, land improvement and transportation). For the same reason, also SCAs are 

 
The number of total active borrowers is 488 as of June 2004 (400 in 2003 and 190 in 2002). As of 
June 2004, the average disbursed loan amount provided by RFC to SCAs is m
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15.000, while to rural direct clients is more than US$ 11.000. As far as outreach in depth is 

). As 
r direct lending the drop-out ratio  is very low (2,47% as of the period Jan04-Jun04). 

concerned, we have to take into consideration that SCAs, served by RFC, present an average 
micro loan of around US$ 280 (which is about 50% of per capita GDP) showing good results. 
 
There is no client desertion when we consider SCAs clients: during 2003 RFC didn’t renovate the 
loan just to 2 SCAs, because they didn’t observe the requirements (no similar cases in 2004

16fo
 
Loan portfolio quality 
Portfolio quality is quite good with a consolidated PAR30 of 1,1% as of June 2004 (PAR30 has 
tarted in 2003 with 0,7% as of December 2003) and write-offs are non-existent. However, when 

tfolio at risk, we have to take into consideration the lower than normal 

direct loans). 

ioning policy for these kind of loans (see Annex 5). This confirms soundness in the 

l loan portfolio of RFC. The regions  that experienced some problems 
ere Orhei, Cahul, Hincesti and Soldanesti. In these rare cases the main cause of delinquency has 

start-ups (whereas other 50% is considered as extended start-up businesses being SCAs 
“graduates”). It has to be noted that start-ups are incubated by development agencies and 

aluation. 

                                                

s
we analyze RFC por
standards in microfinance frequency of repayments (yearly for SCAs and monthly/quarterly for 

As of June 2004 there is a limited number of rescheduled loans (9 compared to 8 in December 
2003), which represent 1,7% of total portfolio. Rescheduled portfolio presents a PAR30 of 20% as 
of June 2004. Even if rescheduling is made in exceptional cases and upon request, RFC has a 
special provis
institution credit policies.  
 
As of June 2004, the sum of the three categories of delinquency (bad debt, doubtful and overdue)17 
is around 0,4% on total portfolio that belongs to SCAs, showing an healthy SCAs market18, which 
represents 80% of the tota 19

w
been fraud within the  management of the SCAs. However, RFC monitors carefully the risk of fraud 
of the management of SCAs. Moreover there also exists the control made by NFSCAs and by 
SSB. 
 
Overall portfolio quality seems to be very good even if there are some potential risks: 

• In the case of direct lending, the methodology is still new and 30% of the clients are real 

RFC, aware of the risk of new businesses, carries out an attentive client ev

 
16 Measured as (number of active clients at the beginning of the period + number of new (first time) clients entering 
during the period – clients written-off during the period – number of active clients at the end of the period) / (number of 
active clients at the beginning of the period) 
17 In accordance with internal regulation the loan portfolio is classified as: standard, supervised, substandard, doubtful 
and bad debt.  
18 Also figures for late repayments from borrowers to SCAs is good, around 0,6%. 
19 RFC clients are located in more than 350 villages of Moldova which are in more than 30 regions. 
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Moreover, in the short term, a credit guarantee fund will be activated and it will cover 50% 
of the risk for the start-ups clients 
It seems that SCAs management ability is still low. Because of that, RFC constantly 
supports SCAs management in their activities as part of its credit methodology by giving 
them advices and informal assistance. Furthermore, NFSCA provides to SCAs formal 
training and the new Prudential R

• 

egulation for SCAs now obliges SCAs management to 

 
Risk c
provis
 

elinquency does not show any particular concentration by product and by loan purposes (see 

delinquency in direct lending is mainly 
oncentrated in the range of loans bigger than US$ 33.470. 

mposed by medium and long term products thanks 

Delinquency by term is concentrated on the medium term direct lending portfolio. 

nsecured) it can be noted that in June 
004 the delinquency is concentrated on loans secured by trucks as collateral. 

 

obtain a license to operate (provided by SSB). 

overage ratio is high, 237% (on PAR30) as of June 2004. Nevertheless, loan loss 
ioning seems to constitute an adequate protection. 

D
please tables in the previous paragraph).  
As for the portfolio by amount, it has to be noted that 
c

 
The direct lending portfolio of RFC is co
to the existing external financial resources of RFC which have an adequate maturity and stability. 

Finally, as for the direct lending portfolio (SCAs loans are u
2
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5. Financial structure and ALM 
To date RFC has based its growth almost 
completely on long-term borrowed funds 
received from international organizations 
directly to RFC or through Moldovan 
Ministry of Finance. In fact, shareholder’s 
equity and retained earnings still have 
limited percentage in RFC financial 
structure (11,2% as of June 2004). This 
implies that the debt/equity ratio is high 
(7,3 in 2003 and 7,9 in June 2004) but it is 
mitigated by the long-term nature of the 
liabilities which have an average maturity 
more than of 18 years. Given the fact that 
the current liabilities are in national 
currency and are available on a long-term 
basis, RFC financial structure is not
affected by maturity gap and neither exchange rate risk
To overcome the dependency on
strategy is access to additional an
level. Anyway it has to be noted t
unsecured microfinance market. 
 
Liabilities and ALM

 

 
20. 

 international financial investors, the backbone of RFC’s 
d alternative financial resources at national and international 
hat domestic banking sector it is still not trusting rural and 

 
Since its inception in 1997, RFC has always  been dealing with international financial sources of 
funds. As of June 2004 RFC’s total funding liabilities are equal to almost US$ 12 millions, out of 
which 2% are short term loans and 85% are long term loans from international lenders. Although it 
is generally recognized by all stakeholders in the rural financial system that active savings 
mobilization and deposit taking are essential for long-term financial and institutional sustainability, 
the law on microfinance institutions in Moldova does not allow RFC to accept deposits. This limits 
possibilities for SCAs to contribute in a truly cooperative way to building RFC resources and 
additional functions and services that RFC could offer to its customers and shareholders.  
So far the main lever to growth has been soft and long term lending from international operators, 
characterized for the long term nature of funds and for the interest rate they bear (linked to the 
average inflation rate plus a 1-2% spread)21. The dependency on international financial 
investors has limited RFC development not only in size, but also in quality and variety of products 
offered on the market. International lenders requirements have largely influenced RFC’s loan 
products (in terms of target population to be served and range of products offered), while limited 
funds did not allow RFC to meet the borrowing needs of the clients.  
Cost of funds ratio stands at 8,93% as of June 2004, which represents a sustainable level for 
RFC.  
 
However the financial market in Moldova shows much higher interest rates than the international 
financial market in which RFC is presently borrowing its funds and so it doesn’t represent a valid 
alternative for RFC in the short period. The national banking system is mainly characterized by low 
liquidity in national currency and unwillingness to provide loans to RFC. Despite this situation, 
future collaboration with the domestic banks is overseen thanks to the guarantee scheme 
developed by USAID for local commercial banks to open credit lines in favour of ProCredit and 
RFC. 
 
                                                 
20 As of June 2004 RFC holds a total assets denominated in US$ (financial assets and cash and banks) worth of MDL 
2.252.895 (US$ 188.519).
21 The average loan maturity is about 18 years and the interest rates are defined as a spread over the inflation rate. Only 
a loan is bearing a 0,75% interest rate, not linked in any way to the average inflation rate. 
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Liquidity22 (cash and ba ber 2003 and at 3% as 
f June 2004. This differe , which implies that the 

 end of the year. Actually, the liquidity policy is strictly 
ents and practically limited to use extra-liquidity to 
 deposits. Liquidity management  at RFC does not 
ar situation for funding sources and RFC not being 
 RFC does not have a fully dedicated treasury 
t, as RFC is committed to maintain a 5-6% margin 
al lenders and government. For this reason final 
g on the interest rates RFC is paying to its lenders. 

d flexibility in adapting active interest rates to passive 

nks) over total assets stands at 10% as of Decem
nce is explained by the seasonality of portfolioo

bulk of reimbursements are falling due at the
connected to the lenders agreement requirem
purchase government bonds and to keep bank
require very sophisticated tools given the cle
deposit taking institution. For this reasons,
department. Interest rate risk does not exis
over the interest rate ceiling from internation
borrowers pay variable interest rates dependin
It is also worth to note that RFC shows a goo
interest rates.  
 
Equity 
Total RFC equity is worth of about US$ 
1.454.300 as of June 2004 while it was 
US$ 881.639 as of June 2003. In fact in 
2003, RFC has accomplished a large 
issue of shares, increasing the share 
capital, as a result, more than three-fold 
during one year. Increasing its share 
capital is a part of the overall RFC strategy 
to capitalize and represents now an 

lternative source of financing oa
d

ther than 
m or deposits. 

 of capitalization and this could eventually represents a limit for future developments. On 

omestic banking syste
 
The strategic plan of RFC describes a 
good capitalization strategy based on: 

− Increasing profits thanks to sustainable interest margins, growth of loan portfolio, 
decentralization with future cost-profit centers; 

− Increasing share capital through the issue of shares. Further issues of shares are foreseen 
for the year 2004, one of that has been just finalized in September 200423, which brought 
total owners’ equity up to US$ 1.506.213 

Equity - June 2004 

9%

49%
9%

33%

Paid-in capital from shareholders Reserves

Net income, previous years Net income, current year

− Possible donors contribution. 
Although RFC is not submitted to any specific requirements regarding capital adequacy standards, 
the CFO monitors and try to keep it at acceptable international recognized standards (capital 
adequacy ratio >12%). Capital adequacy ratio of RFC is 11,2% as of June 2004 (12,2% if it is 
calculated considering different weights for risk assets). 
At the moment the Statutes of RFC do not allow other persons, different from SCAs, staff and the 
State, to become shareholders of RFC, and limit to 5% the maximum amount of voting shares 
which may be held by a single shareholder. The capacity of RFC equity to support the growth of 
the institution is strictly linked to significant efforts made by SCAs, which are themselves in the 

rocessp
the other side, the relatively high ROE makes investments for SCAs in RFC shares an attractive 
alternative and creates a waiting list for SCAs’ application. 
 
Mobilization of savings 
Within the present regulation, there is no room for development in mobilization of savings, meaning 
that a further burden on the National Bank supervision. Said that, it should not be forgotten that 
people in Moldova are not yet confident on the financial system and neither in SCAs and thus are 
eluctar

s
nt to save. Furthermore, efficient and effective deposit management function requires 

pecific experience, time and resources for developing the know-how and for setting a good 
t information system. 

            

managemen

                                     

al. 
22 It is worth to note that government bonds were 44% of total assets as of December 2003 and 0% as of June 2004.  
23 This is the largest issue of shares ever performed by RFC which doubled the share capit
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6. Financial and operational results 
 
As of June 2004, RFC presents a high 
level of ROE which reaches 30,3% 
(37,5% as of December 2003, 33,5% 
as of December 2002) and a ROA of 
3,2% (4,3% as of December 2003, 
4,7% as of December 2002). 
 
Concerning sustainability, it is worth 
to note that RFC has reached a good 

perational seo lf-sufficiency with an
f 133,6% as of June 2004. 

ated by the structure of the current liabilities of RFC 
as of June 2004- the most of which with a long term 

titution accesses to commercial funds, financial costs, on 

and
from
effi
10.000
allo ti

 
OSS o
Financial self-sufficiency ratio (FSS) 
is 84,5%24, showing a positive trend in 
the last years (from 73,6% in 2002 to 
78,9% in 2003). The bulk of the 
financial adjustments, which are behind 
FSS, consists in the “subsidized cost of 
funds” adjustment”25.  
Nevertheless RFC has showed a clear 
business-oriented approach and a focus on m
the risk related to low adjusted ratios is mitig
(which represent the 89% of total assets -

aturity). This implies that as the ins

0%
2%
4%
6%

8%
10%

Revenues and expenses composition
on average gross portfolio - June 2004 

12%
14%
16%
18%

Revenues Expenses

aintaining an appropriate financial spread. Moreover, 

m
average, will not increase that rapidly. 
 
RFC r p esents an operating expense ratio of 4,5% as of June 2004, reduced from 5,4% in 2003 

 6,7% in 2002. Progressive improvements for the operating expense ratio underline efforts 
 RFC to maintain at a good level efficiency in both SCAs and direct lending. Such a good 

ciency performance is mainly related to the average loan balance per borrower (about US$ 
 as of June 2004) but it is also linked to the lean organizational structure of RFC (staff 

nd 50%). ca on ratio has always been arou

                                                 
24 Operational and financial self-sufficiency (OSS and FSS) do not include taxes unlike ROA and ROE. This is because 
we consider the first two ratios as a comparable measure of the sustainability of the MFI without taking into consideration 
external factors like taxes. 

Financial revenues f rom loan portfolio Financial expenses
Other f inancial revenues Operating expenses
Other operating revenues Loan loss provision

25 For sake of comparison the performances of the institution have been recomputed in accordance with some standard 
adjustments. The most relevant one is the subsidized cost of funds adjustment which takes into consideration a 15% 

Microfinanza Rating 23



RFC  –  Moldova – September 2004 Chapter 6
 

However, the proces offices, will require 
forts in or y drivers to improve 

ing of cost-profit centers in regional offices 
the reduction of administrative costs (monitoring and 

ared to similar institutions, but considerations have to be 
working mostly as an apex institution for SCAs lending.  

s for productivity, the analysis has been made considering loan officer productivity by number 
ch lending methodology26. For this reason productivity 
d direct lending) presented separately in the table above. 
verage number of borrowers has been increasing, over 
001 to 44 in July 2003-June 2004) and for direct lending 
e 2004). Referring to productivity in direct lending, it is 
l of 74 borrowers per loan officers, there is room for 
otential improvements and is already taking actions to 
ess also staff productivity by number of borrowers and 

 (from 7 in 2002 to 17 in July 2003-June 2004 and from 
une 2004). 

o, characterized by high seasonality and investment in 

 the annual period July 2003-June 2004) , almost stable 
ompared to 2003 (16,4%) while decreasing with respect to its value in 2002 (17,3%). This does 

s of expansion and decentralization through regional 
der to maintain and streamline efficiency. In particular keadditional ef

operational efficiency are related to the build
(diminishing transportation costs) and 
improving applications and procedures). 

Efficiency seems very good when comp
done due to the particular nature of RFC, 
 
A
of active borrowers and amount for ea
analysis is based on two ratios (SCAs an
The loan officer productivity in terms of a
years, both for SCAs lending (from 17 in 2
(from 16 in 2002 to 74 in July 2003-Jun
worth to note that, starting from a leve
improvements. RFC is well aware of p
streamline loan officers activity. Neverthel
amount has been increasing over years
78.625 in 2002 to 413.676 in July 2003-J
 
The particular structure of RFC portfoli
government bonds, explains the 3,05% share of other financial revenue (not from loan portfolio). 
For this reason, along with portfolio growth, RFC is also putting particular effort in diversifying the 
loan portfolio and reducing seasonality. 
 
RFC portfolio yield is 16,3% (as for 27

c
not permit RFC to build an high spread when comparing the portfolio yield to an operating 
expense ratio of 4,5%, a funding expense ratio of 9,9% and a provision expense ratio of 
0,2%. However RFC is lending with a suggested spread of 5-7% on passive interest rates28. 
Provision expense ratio has maintained very low since 2002 thanks to the excellent portfolio 
quality. 
 
 

                                                                                                                                                                  
interest rate (representing the 75% of the average lending rate in the national market as of the annual period July2003-
June2004). (see adjustments in annex 2). 
26 Starting from June 2004, loan officers previously dedicated only to SCAs lending have started also to manage direct
lending portfolio. 
27 Portfolio yield as of the period January-June 2004 is 18,87%. 

 

28 This level of spread is recommended by the Ministry of Finance and international lenders. 
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7. Strategic objectives and financial needs 
 
General guidelines for future evolution 
The main features of the projected institutional, operational, organizational and financial evolution 
of RFC are shown within the document “RFC Strategic Plan for years 2004 - 2007” dated March-

FC main objective is to grow along with the market and to keep its market position as 

ecentralization is the backbone of the RFC strategy. It is “the core to development the 

anagement has planned to define a motivating human 
source policy. 

ancial goals (2000-2007) estimate: 400% increase in net profit tax (ROE above 30% and 
OA above 5%), 200% increase in owner equity in relation to assets (especially through increasing 
rofits and issue shares mainly to SCAs) and improvement of operational and financial sufficiency. 

To meet financial goals the backbone for the entire RFC strategy is to attract additional funds 
(see next paragraph for details) from local and foreign commercial and non commercial institutions. 
 
RFC’s financial projections, delivered during the mission, are based only on one growth strategy 
based on the most likely assumptions discussed in the Strategic Plan. Nevertheless, the Financial 
Department produces different financial projections based on different growth strategies (sensitivity 
analysis according to different scenarios). 
 
RFC’s strategy of growth, decentralization and introduction of new functions and departments 
seem to be well defined, realistic and very attentive. 
 
Financial needs

May 2004. The methodology to develop the strategic plan is complete and well structured. 
 
R
leader in Moldova in providing rural credits to SCAs and SMEs. To achieve this general 
objective, the main specific goals have been divided into: market goals, organizational goals, 
operational goals and financial goals. 
 
Total assets of the institution will grow about 20% a year since 2004. At the end of the 4 coming 
years, total loan portfolio should increase by 85%. The number of new SCAs will increase 40% 
(60% in short term portfolio, 120% in long term portfolio), while the number of new direct 
borrowers, individuals and group businesses, will increase 45% (225% in short term portfolio and 
50% in long term portfolio). In the long term, according to the executive management, RFC would 
like to look at a mix of 50% SCA loans, and 50% direct loans in the portfolio. 
 
D
organization and the main structural support to reach the organizational goals” and the planned 
growth of its business. Finally, the medium-long term aim of RFC is to empower regional offices, by 
gradually delegating authority and transforming them into cost and profit centers (branches). In 
order to support organizational goals m
re
 
MIS will be improved gradually and adapted to the new decentralized structure which should 
also allow improvements of the operational efficiency. The institution will control operational costs 
and it will launch a new internal audit function in order to keep provisions for doubtful loans at 
low levels, and it will improve its risk management. 
 
RFC fin
R
p

 
The last chapter in the “RFC Strategic Plan for years 2004 - 2007” is about the potential source 
of funds that RFC is seeking for its business, which is the fundamental issue of the entire 
Strategic Plan. To increase its outstanding loan portfolio at about US$ 30 millions in 2007, 
additional financing up to about US$ 17 millions is required.  
 

d 

ill occur mostly in financing SCAs loans.  

RFC lending to rural area has been supported by 2 international projects WB RISP (rural an
vestment and service project) andin  IFAD project, both providing credit lines. In the strategic plan it 

is estimated that additional funding will come from WB and IFAD projects and that there is a 
funding deficit of US$ 4 millions in 2004. This deficit w
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RFC is making s ze the goals of 
e Strategic P ome from the 

zation of reflows of repaid loans related to the WB RISP 

ons with 

lending or working capital loans. 

trong efforts to seek other potential source of funds in order to reali
lan. Another source of funds, not included in the strategy, will cth

Ministry of Finance through the reutili
project (US$ 1 million in 2004 and US$ 3 million a year since 2005). 
 
Moreover RFC, supported by WB, is intensifying the dialogue with domestic possible commercial 
ources of financing. The collaboration with the World Bank plays a key role in the discussis

possible future lenders, and not included in the strategic plan, RFC will probably make use of a 
new USAID guarantee scheme to get additional loans from some local commercial banks. 
 
Other potential source of funds could be international institutions, like Blue Orchard Finance, 

roviding loans to MFIs also for direct p
 
Finally, in the long term RFC executive management is aware that being recognized as a deposit 
taking institution in order to mobilize savings (initially from SCAs shareholders) is a key factor for 
growth and sustainability. 
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8. Details of the risk factors 
 
According to our analysis, the main risk factors of RFC are the followings:  
 

AREA Risk factors Relevance29
Main measures implemented 
and/or to be implemented  in 

the short term 
Observations 

SSB weak supervision 
for SCAs 

Medium 
RFC strictly monitors and supervises 

the SCAs. Further supervision 
provided by NFSCA 

SCAs is a growing sector and 
savings in the medium term 

are going to increase 

Medium-low 

Informal exchange of information with 
Agroindbank somehow exists as for 

SCAs. Most of the borrowers are start-
ups incubated by development 

Lack of a credit bureau 
for microfinance 
institutions and 

banking financial 
institutions agencies or graduated clients from 

existing SCAs 

Direct lending portfolio is 
increasing 

External 
nvironment E

National Bank is not 
considering the 

microfinance s
Medium 

ector 

Lobbying the National Bank with WB 
support 

Microfinance sector is 
increasing and RFC has 

already gained a good image 

Decentralization in 
progress 

Medium-low Good strategy of decentralization Support of SIDA 

Integration between 
portfolio tracking 

system and accounting 
system in progress 

Low 
MIS testing phase at the last stage. 
Very good MIS, flexible and tailored 

on RFC needs 

In the long  term MIS will be 
integrated with the regional 

offices (branches) 

Governance, 
management 
and 
operations 

Lack of personnel 
manuals and incentive 

schemes 
Low 

Manuals and incentive schemes will 
be introduced in the short term. Very 

good personnel procedures 
–  

RFC’s entire credit 
portfolio is rural 

Medium 
The management works on improving 
diversification direct lending portfolio 
by lending also to different  activities 

related to agriculture 

External financial resources 
with an adequate maturity and 

stability 
Lack of further 

products according to 
the clients needs due to 

the shortage of 
financial resources 

Medium-low 
RFC is looking for alternative sources 
of funds in the short term. Mortgage 
loan procedure ready to be delivered 

– 

Seasonality of portfolio Low 

Careful cash-flow analysis and use of 
government bonds & bank deposits. 
RFC is reducing seasonality through 

direct lending and new long term loans 
to SCAs 

– 

30% of start-ups in 
direct lending 

Medium 
Start-ups are incubated by 

development agencies. Attentive 
evaluation methodology 

In the short term a credit 
guarantee fund will be 

activated and it will cover 50% 
of the risk for the start-ups  

Financial 
products and 
asset quality 

Still low SCAs 
management ability 

Medium RFC supports SCAs management in  
their activities 

NFSCA provides formal 
training. SCAs management 
must obtain a license by SSB 

to operate 

Dependency on 
international financial 

investors 
Medium-high 

Seek of alternative source of funds at 
international and national level is a 

corner-stone of the strategy 

Domestic banking sector still 
not trusting MFIs (high interest 

rates). No mobilization of 
savings in the medium term 

 
Financial 
structure and 
ALM 

Limited capacity of 
capitalization through 

SCAs shareholders 
Medium-low 

Last issue of shares for existing SCAs 
shareholders doubled the capital. In 
the future RFC would accept other 

commercial clients as shareholders. 

Increasing number and size of 
SCAs 

Financial and 
operational 
results 

Low adjusted results  Medium-low 
In case of increasing funding 

expenses, RFC seems ready to 
increase effective interest rate in order 

to keep a positive spread 

Inflation and subsidized cost 
of funds adjustments are the 

most relevant ones.  

 

                                                 
29 Relevance refers to the damage/loss brought about by negative events (associated to each risk factor) and to the 
probability that damage/loss eventually occurs. 
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Annex 2 - Financial statement adjustments 

he financial statements in Annex 1 are the result of standard reclassification. They are 
xpressed in US$. The numbers are based on audited financial statements while the one of June 
004 is based on the financial statement prepared by RFC. 

 
ns 

 
e 

  
 

s 

                                                

 

T
e
2

Financial statements have been then adjusted to allow a comparison with other institutio
which use a different logic of presentation of the information and to evaluate the level of 
sustainability of the institution with market conditions. The main adjustments normally are: 

• adjustment for the accrued interest on delinquent loans 
• elimination of subsidies (donations in kind30 and soft loans31) 
• provisions are calculated with a standard formula32 
• adjustments for inflation 
• adjustments for write-off33 

The most relevant adjustments for RFC are related to the subsidized cost of funds and to th
inflation adjustment34. As for the former, the financial costs for RFC liabilities have been 
recalculated, to take into account the potential cost of local commercial financing.  

In-kind subsidy adjustments refer to the salary of the marketing officers, paid directly by SIDA.
Loan loss provision adjustment has been made only in December 2003 when the auditor ha
adjusted RFC financial statements by using a less strict provisioning formula respect to the other 
periods considered. The cumulative effect of these adjustments reduces the net income in all the 
periods.  

 
30 Donations in kind are valorized and added to operational expenses. 
31 In the income statement it is registered the value of the difference between financial costs of the institutions and 
financial cost evaluated at the market rate. In particular, in the case of loans in local currency, it is considered 75% of the 
average lending rate in the national market (IFS Line 60P). In the case of loans denominated in foreign currencies (US$ 
and Euro), it is considered the average value of LIBOR 1 year plus 3%. 
32 Provisions are calculated according to the following formula: 
Portfolio:  1-30 days 10%  Restructured loans  1-30 days 50% 
   31-60 days 30%     > 30 days 100% 
   61-90 days 50% 
   >90 days 100% 
33 Loans past due more than 180 days are written-off.  
34 RFC doesn’t include a reserve for inflation in its financial statements  
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Annex 3 - Financial ratios 
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Annex 4 - Definitions 
 
 

 Description of the ratio Formula 

Profitability Return on equity (ROE) Net income before donations / Average equity 

 Adjusted return on equity (AROE) Adjusted net income before donations / Average equity 

Return on assets (ROA) Net income before donations / Average assets 

Adjusted return on assets (AROA) Adjusted net income before donations / Average assets 

Operational self-sufficiency (OSS) (Financial revenue + Other operating revenue) / (Financial 
expenses + Loan loss provision expenses + Operating expenses). 

Financial self-sufficiency (FSS) 
(Adjusted financial revenue + Other operating revenue) / (Adjusted 
financial expenses + Adjusted loan loss provision expenses + 
Adjusted operating expenses) 

 

Profit margin Net operating income / operating revenue 

Portfolio at Risk (PAR30) Portfolio at Risk > 30/ Gross portfolio 

Provision expense ratio Loan loss provision expenses / Average gross portfolio 

Loan loss reserve ratio Accumulated reserve / Gross portfolio 

Risk coverage ratio (>30 days) Accumulated reserve / Portfolio at risk >30 days 

Portfolio 
quality 

Write-off ratio Write-off of loans / Average gross portfolio 

Staff allocation ratio Loan officers / Total staff 

Loan officer productivity – Borrowers Number of active borrowers / Number of loan officer 

Loan officer productivity – Amount Gross portfolio / Number of loan officer 

Staff productivity – Borrowers  Number of active borrowers/ Number of staff 

Staff productivity – Amount Gross portfolio / Number of staff 

Operating expenses ratio Operating expenses / Average gross portfolio (or Average assets) 

Cost per borrower Operating expenses / Number of borrowers 

Administrative expenses ratio Administrative expenses / Average gross portfolio 

Efficiency 
and 
productivity 

Personnel expenses ratio Personnel expenses / Average gross portfolio 

Portfolio Yield (gross portfolio) Interest income from portfolio / Average gross or net  portfolio 

Cost of fund ratio Interest expenses on funding liabilities / Period average funding 
liabilities 

Funding expense ratio Interests and fee expenses on funding liabilities / Average gross 
portfolio 

Financial 
management 

Current ratio Short term assets / Short term liabilities 

 Debt/Equity ratio Liabilities / Equity 

 Capital adequacy ratio Total equity / Total assets 

Average disbursed loan size Amount issued in the period / Number of issued loans 
Outreach 

Average disbursed loan size on per-capita GDP Average disbursed loan size / Per-capita GDP 
 

Other definitions: 
Funding liabilities:  Liabilities that finance the loan portfolio and the cash investments necessary to manage the loan 
portfolio 
Operating expenses: Personnel expenses + Administrative expenses 
Recovery from write-off ratio: Income from write-off (payments received from loan already written-off) / Average gross 
portfolio  
Restructuring of delinquent loans: includes rescheduling loans (extending the term of the loan or relaxing the schedule of 
required payments) and refinancing loans (paying off a problem loan by issuing a new loan). 
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Annex 5 - Guidelines of reporting and accounting 
inancial stat

 
F ements 
Rural Finance Corporation, is a non-bank financial d as an open 

ancial  they 
ance for the ivity of 

avings and together with the l
only the resu  are prepa nancing 
Reporting Sta tion maint
Regulations on Accounting and Reporting issued by  
prepared on a going concern ba from those a
conform in a IFRS. Finan
currency of the Republic of Moldova, the Moldovan Leu (MDL). 
 
Reporting

intermediary, legally incorporate
joint-stock company. RF
provide with technical a

C does not offer non-fin
nd consultative assist

services as a separate product. In fact
 creation and processing of the act

s credit associations ending activity. Its financial statements reflect 
lts of financial activities and red in accordance with International Fi
ndard (IFRS). The Corpora ains its accounting record in accordance with 

 Ministry of Finance. Financial statements are
sis 

ll material respects with 
ccounting records and are then adjusted to 

cial statements are presented in the national 

 
The Financial Department, assisted by the MIS department produce the following main reports on 

 bas
uart  (balance sheets, p dequacy, efficiency 

and liq
- Quart thly fiscal reports 
- Monthly and agement reports (lending portfolio qualification, liquidity report etc.) 
- Quart inancial analysis 
- Month tion of t

 
Loan loss pro

a regular
- Q

is: 
erly financial reports rofits and losses, capital a
uidity indicators) 

erly and mon
 weekly man

erly and monthly f
ly projection, budget and execu he budget 

vision and write-off 
RFC sets
char
foreseen un

 an reserve on a ommittee is in 
ge of the nformity to main uired level of provision 

der the provisioning policy. The following

The cost of the provision, which is included in the income statement, is the difference between the 
loan loss reserve calculated at the beginning of the erve as it is at the 

 cost of the in the income 
 loan loss reserve in the b t as a negative item of the 

ssets. Partic nd percentages of ribed for different types of 
loans (loans guaranteed by internal credit state guar ith state 

ills)
 

 older than 365 days, which have been classified into this 

talment. The outstanding capital of a loan 

d reviews the loan loss  quarterly basis. The Credit C
 verification of the co tain the minimum req

 table shows the provisioning policy: 

 

period and the loan loss res
end of the period dedu
statement and it is cumulated as a

cting the write–off. The  provision is recorded 
alance shee

a ulars categories a provision are desc
antee, by local budgets and secured w

treasury b .  

Loans with an outstanding balance
category for more than 3 years are written-off and recorded off-balance sheet. Since the beginning 
of his activity RFC has never registered write-off in loans. Penalties are charged at the rate of 0,2% 
daily of the overdue interest plus a 2% of the overdue ins
in arrear is classified as portfolio at risk according to the days of arrears. 
 
Accrued interest 

FC accrues interests on loans on a daily basis. As by now registration of R accrued interest in the 
tements is made at the end of each month, however also accounting records will be 

done soon on a daily basis. The accrued interests are included in the income statement as an 
interest income and in the balance sheet as an “Other Assets”. RFC keep on accruing unpaid 

financial sta
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interest on d interest 
r loans la

 late loans up to 6 months of arrears. As of June 2004, the amount of accrue
te more than 90 days is MDL 24.343. fo

 
Ratio of portfolio quality 
RFC reports only data on portfolio at risk and on arrears rate. The standard portfolio quality ratio 
used in reporting is PAR 30. Portfolio at risk is calculated as the ratio of the outstanding balance of 
the loans past due out of the total outstanding portfolio.  
 
Restructured loans 
Restructuring is made in exceptional cases and upon request. However RFC does not refinance 
loans. Loans can be rescheduled (extending the term of the loan or relaxing the schedule of 
required payments) upon decision of the Credit Committee, based on the request of the borrower 
and recommendations of the credit officer. Prolongation of the loan can be made one single time 
or one single loan. Rescheduled loans are not tracked separaf tely in the MIS however there is a 

visioning policy for such loans. Loans which have been rescheduled are subject to a 5% special pro
provision if the entire interest accrued by the date of prolongation has been fully paid, otherwise 
they are subject to 75% provision. The features of the rescheduled loan portfolio are presented in 
the llofo wing table:  

Insider loans 
To date RFC has never provided insider loans. However it counts on a specific manual of internal 
procedures dedicated to this kind of loans.  
 
Donations 
RFC keeps good relations with different international donors (CGAP, CNFA, and 
SIDA/SCANAGRI). Accounting of donations (grant loan capital, grant for operating expenses, in-

 
y, a 
 in 

kind subsidies) is made according to IAS 20. Concerning in-kind subsidies, the only case which
should be noted is the training assistance given by SIDA for the regional officers. As of toda
total amount of US$ 45.480 has been paid in salaries and training, and was not registered
operating expenses, since it is directly paid from SIDA. 
The details of the USAID donations are shown by the following table: 
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Details of funding liabilities 
As of 30 June 2004, RFC funding liabilities are as follows:  
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Other accounting policy 
The Finance Report is prepared on an accrual basis. Interest income and expense are recognised 
in the income statement for all interest bearing instruments on an accrual basis, using the effective 
yield method based on the actual purchase price. Fixed assets are depreciated using the straight-
line system, with the estimated useful life of each class of asset. According to the IAS, adjustments 
for inflation are done only in case of hyperinflation. To date RFC has never considered the effect of 
the inflation in the financial statements.  
 
Exchange rate variations and assets and liabilities denominated in foreign currency
Transactions denominated in foreign currency are recorded at the exchange rate ruling at the 
transaction date. Exchange differences are included in income and expenses at the time of
settlement using the exchange rate ruling at that date. Monetary assets and liabilities denominated 
in foreign currency are expressed in MDL at the official rate of the National Bank at the balance 
sheet date. Foreign currency gains and losses arising from the translation of monetary assets and 
liabilities are reflected in the income statement for the year. According to IAS, all balances in 
foreign currency are adjusted monthly or at the date of transactions. The following table shows 
assets and liabilities in foreign currency as of June 2004: 
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Annex 6 - Rating Scale  
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