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CREDIT POLICY, GUIDELINES AND PROCEDURES
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SECTION A: INTRODUCTION, OBJECTIVES, PRINCIPLES AND GUIDELINES

1. INTRODUCTION
Banco Oportunidade de Moçambique (BOM), a commercial bank dedicated to microfinance, provides credit to micro- and small entrepreneurs. Initially these services will be available to clients in the provinces of Maputo, Manica, Sofala and Zambezia, served in the Provincial Capitals of Maputo City, Chimoio, Beira and Quelimane, with satellite offices for lending in Mocuba and Manica. It is the intention of BOM to expand these services to all the provincial capitals of Mozambique over time. 

1.1 GENERAL

The Banco Oportunidade de Moçambique (BOM) Credit Policies and Procedures Manual contain details of credit policies, procedures, systems and controls for use in the Head Office and Branches of BOM. This manual must also be seen as a living document to which changes will be made as new credit products evolve and are developed.
Policies and procedures contained in this manual are mandatory unless otherwise stated.

The manual must be readily accessible to Management and staff who are responsible for implementing its instructions and guidelines.  An electronic copy of this manual is to be retained in each branch and by each loan supervisor and loan officer for reference. Staff must be fully aware of, and adhere to, the policies and procedures covering the area of operations prescribed in this manual.
Branch Credit Committee limits are delegated to Branch Managers and these may be utilized to provide loans to clients in accordance with the policies of BOM. Lending under the Trust Bank, Solidarity Group Loan and Individual Loan products must be for a legitimate business that must itself generate sufficient income to meet principal repayments and cover interest. Lending for speculative or illegal purposes is to be totally avoided.

1.2 OBJECTIVE OF THE MANUAL

It is the objective of this manual to:

Provide policy and procedures for the management and control of BOM loans, specifically including:

· Loan application

· Loan assessment and evaluation
· Loan presentation and approval process
· Loan disbursement
· Lending monitoring and control

· Loan repayment, delinquency management and recovery procedures

· Transfer of clients to a new Loan Officer
· Loan write offs

· Early repayment

· Credit life insurance

· Record keeping

· Disaster response

1.3 RESPONSIBILITIES
The primary responsibility of a loan officer is to market BOM's credit products to as wide a number of people as possible. Loan officers are also responsible to receive applications for loans, evaluate the applications and the business where the proceeds of the loan is to be invested and to monitor repayments in according with plans agreed to between the client and BOM.

Managers must review all reports at regular intervals and ensure that recommendations for improvement are provided and implemented.
Customer complaints must be investigated quickly and thoroughly as they may indicate that services or procedures are unsatisfactory. Customer complaints may also be an indication of internal irregularities or fraud.
1.4 PRINCIPLES OF THE POLICY

In BOM, lending will be governed by the following lending principles:

· Customer Service - responding positively and professionally to the needs of existing and potential credit  worthy clients, in terms of the services currently provided.
· Outreach - actively seeking new clients on a selective and planned basis, in accordance with BOM’s target client criteria and operational area.
· Profitability - recognizing the need to achieve a profitable credit portfolio while at the same time avoiding high risk situations.
· Market Orientation – providing focused, demand-led services, with an awareness of competitor products and client needs.
BOM will ensure that improved profitability receives attention on a continuous basis, at all levels. Pricing of products must be directly related to the risk involved and be competitive in the market to ensure outreach and customer service. This objective must be pursued with sensitivity to safeguard relationships and to avoid loss of good business and untoward criticism of the Bank.

Clients must be clearly advised of any changes to interest rates and fees, together with all other terms and conditions.

Risk must be minimized with:

· Sound assessment of all loan applications to prevent or reduce the incidence of non-performing loans (arrears).

· Pro-actively seeking to increase volumes of good quality new and repeat loans.

· Ensuring that interest rates and fees are commensurate with risk.

The philosophy of BOM with regard to non-performing loans can be summarized under the following two headings:

Prevention

· Thoroughness in the assessment of every loan application

· Test of solidarity for groups or inspection of collateral or guarantor arrangements

· Adequate training to loan officers and management in assessment, approval and control

· Close monitoring by senior management of lending discretions delegated by them

· Regular inspection of clients and loans by supervisors or branch managers to ensure there are no fictitious (“ghost”) loans

Early identification
· Zero tolerance of arrears
· Pro-active follow-up

· Close monitoring and control of all credit portfolios on a daily basis 
· Adequate, timely provision for loan loss reserve
The success of debt recovery is dependent on the early identification by senior management of potential problem areas and the application of specialist attention to such cases.

1.5
POLICY GUIDELINES

BOM's procedural guidelines are included in the work flows for credit delivery. (Annex  A)

1.5.1 LOAN PRODUCTS

BOM offers the following loan products for micro-and small enterprise clients:

· Trust Bank loans for groups of between 8 and 25 members

· Solidarity Group  loans for groups of between 3 and 7 members

· Individual loans for clients who own goods that can be collateralized and whose businesses have the capacity for profit that will enable the customer to repay the loan with no risk to the bank.

1.5.2 ELIGIBILITY CRITERIA

Loan Officers for BOM operate in defined zones and with a specific credit product at each of the branches. The loan officer allocated to the zone is responsible to inform clients of the services offered by BOM and, according to the following criteria, to select suitable and eligible customers for the bank.

1.5.2.1
 General Criteria for client eligibility

A client must:

· Be at least 18 years old and not older than 65 years
· Have a business activity that generates income (small scale trading and commercial activities, small scale production and manufacturing, small livestock production and services qualify as income generating activities).
· Be the owner of the business

· Attend to his/her business on a daily basis

· Have at least 6 months experience in the business

Be a Mozambican national

· Have one of a national identity document (Bilhete de Identidade), Driver's license, passport or a national electoral card. (These documents must be valid and carry a photograph of the bearer).

· Reside within the area of activity of the BOM branch for a period not less than 12 months.

· Be able to open and maintain a savings or transaction account with the minimum balance

· Not have  a loan simultaneously with another Bank or credit institution. 
· Two or more family members of the first degree may be eligible for a loan with BOM, providing they do not live in the same house and each member must practice his/her own business activity

1.5.2.2
Eligible activities

All income generating activities are eligible if they are not prohibited by any law in force in the Republic of Mozambique or do not pose a definite risk for sound portfolio management of the Bank.
Roving sales people are eligible for a loan if they can prove that they have lived in the operations area of the branch for at least 12 months and their guarantees and living conditions can be verified by neighbors.
At the time of completing the application form, it is important that complete answers to questions are obtained, before a loan is granted. It is at this time that clients will be most co-operative. Remember the three C’s of credit: Character, Capital and Collateral and these are the order in which the reliance for repayment is most apt.

SECTION B:
PRODUCT POLICIES

2. POLICY FOR TRUST BANK LOANS
2.1 Group sizes and Constitution

A Trust Bank can be constituted with between 10 and 30 members notwithstanding the gender of members. The minimum number of members in a Trust Bank for repeat cycles may not be less than 8 members. Apart from the general criteria that each individual member must fulfill, the Trust Bank must also fulfill the following conditions:

· A member of a Trust Bank may not be a member of another Trust Bank of Solidarity Group, neither may he/she have an individual loan
· Family members of the first degree may not be members of the same Trust Bank

· Family members who reside in the same house but have different business activities may be eligible for a loan, providing they are not members of the same group, and can prove ownership of the business they are involved with.

2.2 Responsibilities of Trust Bank Members
· The members of the Trust Bank are responsible to collectively analyze the loan application for each member of the group and approve the loan amount and the use of the loan for each member

· The Trust Bank members are jointly responsible for the repayment of the loan in coordination with the loan officer

· In the case that a Trust Bank member experiences a problem in repayment of his/her loan, all the members of the Trust Bank are responsible to collectively resolve such problems and ensure payment of the installment is made in accordance with the repayment schedule agreed upon on disbursement of the loan. Regular meetings of the Trust bank should take place to provide members an opportunity to discuss  and resolve problems within the group.
· If any of the members of a Trust Bank defaults during the loan, all the members of the Trust Bank lose the right to a subsequent and repeat loan, until the loan amount together with interest and penalties have been repaid in full.

· Before the Trust Bank can receive a loan, all the members must have participated in the training provided by BOM as described in paragraph 6.1 of this manual. 

· Each Trust Bank may create its own by-laws to govern any internal arrangements the Trust Bank may have to complement or in respect of the policy and rules laid down by BOM.

· Each members of the Trust Bank must contribute equally to the Loan Guarantee Fund savings account before the loan is approved and disbursed.
· Every member of the Trust bank must sign the loan contract provided.

· The President or Chairperson of the Trust Bank should keep the original contract and repayment schedule in safe keeping. 

2.3 Loan Period, loan size and Interest and Commissions
The minimum and maximum loan period, loan size and interest and commission charged for Trust Bank Loans are set out in  Annex B of this manual. These terms and conditions may be changed at the discretion of the Board of Directors of BOM and will be applicable on any loan with effect from the day of disbursement. The interest rates and general terms and conditions may also be altered in accordance with any change in legislation in force and upon the recommendation of the Bank of Mozambique. The authentication of any document relating to the loan is entirely the responsibility of the client.
2.4 The use of the Loan by Trust Bank Members
The use of the loan must be specified by the Trust Bank member at the time of the application for the loan. The Management Committee of the Trust Bank must ensure that each member of the Trust Bank abides with the general terms and conditions for accessing a loan from BOM. During the Trust Bank training sessions, the loan application with be analyzed and approved by the members of the Trust Bank and the group assumes responsibility by control. The loan officer will verify the use of the loan during visits to the field and ensure that the loan is being used as stipulated in the application. 

2.5 Loan Disbursements
All loan disbursements will take place strictly in accordance with the workflows that form an integral part of this manual. Disbursements will be done to the savings or transaction account in the name of the Trust Bank from which members can withdraw the funds and distribute in accordance with the applications made. It is recommended that disbursement to the members of the Trust Bank be made in the presence of the Loan Officer for verification purposes.

2.6 Loan Repayments

· Repayment Frequency
The total loan, inclusive of principle and interest, must be paid according to the frequency agreed upon in the loan contract and the loan repayment schedule. Loan repayments can be made weekly, bi-weekly or monthly, as agreed upon in the loan repayment schedule.
· Grace Period
There is no grace period for repayments.
· Place of repayment
With the exception of Manica, Nhamatanda, Gondola and Mocuba, all repayments must be made directly at any of the Branches of BOM. Repayments must be made to the account established by the group. Under no circumstances must cash be received by the Loan Officer. 

In the case of Manica, Gondola and Nhamatanda, a Bank Office staff member or a Cashier from the Chimoio Branch, will accompany the Loan Officer and the driver to the locality and will be responsible to receive any cash for which an official BOM receipt will be provided. At the end of the collection day, the official who received the funds will return to the branch and in the company of the Client Services Supervisor and the Loan Officer, deposit all the repayments received into the vault and enter the transactions to eMerge before the end of day.

In Mocuba, the repayments will be deposited at the satellite office of BOM before 14:00 and the official in charge will deposit the cash in the account of BOM held at Millenium BIM. After the deposit has been made the official transmits the list of repayments and the copy of the bank deposit slip by fax to the Branch in Quelimane for the attention of the Back Office official. The original copies of these documents and the copies of the receipts provided to clients are then sent to Quelimane by dispatch where on receipt the transactions will be entered to eMerge and the deposits reconciled with the bank statement.

2.7 Loan Guarantee Fund
Members of Trust Bank are required to save and deposit an amount of at least 10% of the total loan amount as a guarantee for the loan. The purpose of the guarantee fund is to assist in covering delinquent payments but also to encourage and educate members of the groups to save. The Guarantee Fund will be deposited to a group savings account, where the amount will be blocked until the entire loan has been repaid. The initial blocked period will cover the entire period of the loan plus 1 week beyond the date of maturity. The guarantee fund will be required to be increased with each loan cycle as the loan amount increases.

The loan Guarantee Fund will be  available for the group to withdraw only at the end of the cycle, and if the loan plus all interest and penalties have been paid in full, and if the Trust Bank decides not to take up a further loan.
2.8 Penalties
Penalty interest in accordance with the rates as set forth in Table 1, will be charged on all delinquent payments, from the first day after the payment was due.  Due to the nature of collecting the loans in areas remote from the branches, a grace period for the initialization of penalties will be provided for the first 3 days. If a loan payment is not made within 3 days of the date scheduled for payment, the client/ group will be charged interest as from day 1 that the payment was past due.

3.
POLICY FOR SOLIDARITY GROUP LOANS
3.1 Group sizes and Constitution

A Solidarity Group can be constituted with between 4 and 8 members notwithstanding the gender of the  members. The minimum number of members in a Solidarity Group for repeat cycles may not be less than 3 members. Apart from the general criteria that each individual member must fulfill, the Solidarity Group must also fulfill the following conditions:

· A member of a Solidarity Group may not be a member of another Solidarity Group or a Trust Bank, neither may he/she have an individual loan

· Family members of the first degree may not be members of the same Solidarity Group.

· Family members who reside in the same house but have different business activities may be eligible for a loan, providing they are not members of the same group, and can prove ownership of the business they are involved with.

3.2 Responsibilities of Solidarity Group Members

· The members of the Solidarity Group are responsible to collectively analyze the loan application for each member of the group in conjunction with the Loan Officer, and approve the loan amount and the use of the loan for each member

· The Solidarity Group members are jointly responsible for the repayment of the loan in coordination with the loan officer

· In the case that a member of the Solidarity Group experience a problem in repayment of his/her loan, all the members of the Group are responsible to collectively resolve such problems and ensure payment of the installment is made in accordance with the repayment schedule agreed upon on disbursement of the loan. Members of the Solidarity Group are expected to meet regularly as a group to discuss all problems and to seek solutions.
· If any of the members of a Solidarity Group defaults during the loan, all the members of the Group lose the right to a subsequent and repeat loan, until the loan amount together with interest and penalties have been repaid in full.

· Before the Solidarity Group can receive a loan, all the members must have participated in the training provided by BOM as described in paragraph 6.1 of this manual.
· The Solidarity Group leader must safeguard the loan contract and the original repayment plan for the group.
· Each Solidarity Group may create its own by-laws to govern any internal arrangements that the Group may wish to complement or in respect of the policy and rules laid down by BOM.

· Each members of the Solidarity Group must contribute equally to the Loan Guarantee Fund savings account before the loan is approved and disbursed. 

3.3 Loan Period, loan size and Interest and Commissions

The minimum and maximum loan period, loan size and interest and commission charged for Solidarity Group Loans are set out in Annex B of this manual. These terms and conditions may be changed at the discretion of the Board of Directors of BOM and will be applicable on any loan with effect from the day of disbursement. The interest rates and general terms and conditions may also be altered in accordance with any change in legislation in force and upon the recommendation of the Bank of Mozambique. The authentication of any document relating to the loan is entirely the responsibility of the client.

3.4 The use of the Loan by Solidarity Group Members

The use of the loan must be specified by the Solidarity Group member at the time of the application for the loan. The Leader of the Solidarity Group must ensure that each member of the Group abides with the general terms and conditions for accessing a loan from BOM. During the group training sessions, the loan application with be analyzed and approved by the members of the Solidarity Group and the group assumes responsibility by control. The loan officer will verify the use of the loan during visits to the field and ensure that the loan is being used as stipulated in the application.  If the use of the loan is not in accordance with the purpose stated at the time of the application, the group may not be eligible for future loans from BOM.

3.5 Loan Disbursements

All loan disbursements will take place strictly in accordance with the workflows that form an integral part of this manual. Disbursements will be done to the savings or transaction account in the name of the Solidarity Groups from which members can withdraw the funds and distribute in accordance with the applications made. It is recommended that disbursement to the members of the Solidarity Group be made in the presence of the Loan Officer for verification purposes.

3.6 Loan Repayments

· Repayment Frequency
The total loan, inclusive of principle and interest, must be paid according to the frequency agreed upon in the loan contract and the loan repayment schedule. Loan repayments can be made weekly,  bi-weekly or monthly, as agreed upon loan repayment schedule.

· Grace Period
There is no grace period for repayments.

· Place of repayment
With the exception of Manica, Nhamatanda, Gondola and Mocuba, all repayments must be made directly at any of the Branches of BOM. Repayments must be made to the account established by the group. Under no circumstances must cash be received by the Loan Officer. 

In the case of Manica, Gondola and Nhamatanda, a Bank Office staff member or a Cashier from the Chimoio Branch, will accompany the Loan Officer and the driver to the locality and will be responsible to receive any cash for which an official BOM receipt will be provided. At the end of the collection day, the official who received the funds will return to the branch and in the company of the Client Services Supervisor and the Loan Officer, deposit all the repayments received into the vault and enter the transactions to eMerge before the end of day.

In Mocuba, the repayments will be deposited at the satellite office of BOM before 14:00 and the official in charge will deposit the cash in the account of BOM held at Millenium BIM. After the deposit has been made the official transmits the list of repayments and the copy of the bank deposit slip by fax  to the Branch in Quelimane for the attention of the Back Office official. The original copies of these documents and the copies of the receipts provided to clients are then sent to Quelimane by dispatch where on receipt the transactions will be entered to eMerge and the deposits reconciled with the bank statement.

3.7 Loan Guarantee Fund

Members of Solidarity Group are required to save and deposit an amount of at least 10% of the total loan amount as a guarantee for the loan. The purpose of the guarantee fund is to assist in covering delinquent payments but also to encourage and educate members of the groups to save. The Guarantee Fund will be deposited to a group savings account, where the amount will be blocked until the entire loan has been repaid. It is recommended that the guarantee amount is blocked for the entire period of the loan and up to one week after the date of maturity of the loan. The guarantee fund will be required to be increased with each loan cycle as the loan amount increases.

The loan Guarantee Fund will be  available for the group to withdraw only at the end of the cycle, and if the loan plus all interest and penalties have been paid in full, and if the Group members decide not to take up a further loan.
3.8 Penalties
Penalty interest in accordance with the rates as set forth in Table 1, will be charged on all delinquent payments, from the first day after the payment was due.  Due to the nature of collecting the loans in areas remote from the branches, a grace period for the initialization of penalties will be provided for the first 3 days. If a loan payment is not made within 3 days of the date scheduled for payment, the client/ group will be charged interest as from day 1 that the payment was past due.

4.
POLICY FOR INDIVIDUAL LOANS

Individual Micro credit Loans are targeted at those clients who have sustainable and growth orientated businesses. These loans are “enterprise development loans” given to clients who can demonstrate ability to make repayments and strong personal character that enhances business growth. Some of the clients graduate to individual lending after having been members of good standing of Trust Bank and Solidarity groups. However, clients can access an individual loan without having graduated from the group lending. Individual loans are larger than those received by members of groups, since clients in the Individual Loan Product are likely to operate bigger business ventures as well as employ people. 

Individual loans are offered to clients after systematic interviews and business assessment visits are conducted by Loan Officers and Supervisors. These interviews are based on a few basic criteria such as: Level of current economic activity, Cash flow, Security offered, Character, Net worth, etc. 

Individual Loans involve larger risk and should be offered only to such clients that actively demonstrate the willingness and capacity to repay the loan on time and within the period agreed upon. These Loans are offered to a Micro Entrepreneur
, who owns and runs a Micro Enterprise.
   These loans are usually offered to self-employed business owners who may employ other non-entrepreneurial people from the community.
BOM is committed to empowering potential and existing entrepreneurs in Small- and Micro-enterprises through the provision of: 
· Working capital loans to improve inventory and returns

· Small capital loans for business expansion 
· Sound business counsel in the planning and operation of such business undertakings

· Savings services
And through the promotion of basic principles in business by: 
· Disciplining business people in integrity
· Networking within the business communities to build relationships 
· And upholding standards of right moral and ethical conduct in business 
4.1 Eligibility for an Individual Loan
Over and above the general criteria for client eligibility outlined in paragraph 1.5.2 of this manual, individual loan clients must:

· Have kept accounts of their business sales and expenses in an orderly manner for at least 3 months prior to the loan application

· Have a business premises within the area of operation of a BOM Branch

· Have a business that can effectively absorb capital more or equal to the minimum amount of an individual loan

· Have a clear understanding of their business and a reasonable plan for the future

· Not be an active member of a Trust Bank or Solidarity Group

· Not have a poor credit history with any other bank or funding organization

· Not have a spouse with a current loan with BOM, be it as a member of a Trust Bank or a Solidarity Group, or an individual.

· Be able to provide the necessary security and/or Guarantors for the loan and provide proof that any goods pledged does belong to him/her
· Be registered as a market vendor, trader or have the applicable license from the necessary authority to conduct the business.

4.2 Activities/Purpose for an Individual Loan
The following activities may qualify for an individual loan or the loan can be used for the purpose of:
· Working capital for an existing enterprise

· Business expansion and development. For a new business venture, the bank will not finance more than 50% of the total cost of the project.
· Acquisition of capital assets for the business. For the purpose of buying machinery or equipment, the bank will not finance more than 75% of the cost of the project.
· The purchase of raw materials for an existing manufacturing or service business

· Renovation and expansion of business premises

· Any activity undertaken by the business proprietor which will facilitate improvement in the capacity of the business to realize improved returns

4.3 Responsibility and Assessment of Individual Loan Clients
Before  submitting an Individual Loan Application form to the credit committee, the Loan Officer must have ascertained the following:
· The individual must be of sound character and in genuine need for a loan for business purposes

· The individual understands the responsibility of the loan and shows a willingness to submit to the rules and regulations that govern BOM's individual lending product
· The individual may not have an existing loan with another bank of financial institution

· The capacity of the individual to run the business and repay the loan was thoroughly evaluated

· The locality and type of business that the individual will be applying the loan for, must be within the BOM area of operations and meet the legal requirements in Mozambique as well as fall within the ethical values of the bank.
· The individual has an adequate background and experience in the specific type of business

· The individual is able to prove his/her ownership of the business with the necessary certificate or licenses issued by the local or market authority

· The individual can provide the necessary guarantee or has a guarantor that is willing to sign surety for the loan, and who understands the risks and responsibility as a guarantor
4.4 Loan Period, loan size and Interest and Commissions
The minimum and maximum loan period, loan size and interest and commission charged for Individual Loans are set out in Annex B of this manual. These terms and conditions may be changed at the discretion of the Board of Directors of BOM and will be applicable on any loan with effect from the day of disbursement. The interest rates and general terms and conditions may also be altered in accordance with any change in legislation in force and upon the recommendation of the Bank of Mozambique. The authentication of any document relating to the loan is entirely the responsibility of the client.
The subsequent increase in repeat loan sizes will depend on:

· The capacity of the client's business to repay the loan on time and within the period agreed upon

· The client's history of repayments in previous loans
· The value of security offered
4.5 The use of the Loan by an Individual
The use of the loan must be specified by the individual at the time of the application for the loan. The Loan Officer must ensure that the individual understands his/her responsibility to abide with the general terms and conditions for accessing a loan from BOM. During the loan assessment period, the Loan Officer will verify all the information provided by the individual loan client, at both the client's business premises as well as at his/her residence. The loan officer will verify the use of the loan during visits to the field and ensure that the loan is being used as stipulated in the application. 

4.6 Loan Disbursements

All loan disbursements will take place strictly in accordance with the workflows that form an integral part of this manual. Disbursements will be done to the savings or transaction account designated by the individual. 
4.7 Loan Repayments

· Repayment Frequency
The total loan, inclusive of principle and interest, must be repaid in monthly installments according to the repayment schedule agreed upon and which is an integral part of the loan contract. 
· Grace Period
There is no grace period for repayments.
· Place of repayment
With the exception of Manica, Nhamatanda, Gondola and Mocuba, all repayments must be made directly at any of the Branches of BOM. Repayments must be made to the account established by the group. Under no circumstances must cash be received by the Loan Officer. 

In the case of Manica, Gondola and Nhamatanda, a Bank Office staff member or a Cashier from the Chimoio Branch, will accompany the Loan Officer and the driver to the locality and will be responsible to receive any cash for which an official BOM receipt will be provided. At the end of the collection day, the official who received the funds will return to the branch and in the company of the Client Services Supervisor and the Loan Officer, deposit all the repayments received into the vault and enter the transactions to eMerge before the end of day.

In Mocuba, the repayments will be deposited at the satellite office of BOM before 14:00 and the official in charge will deposit the cash in the account of BOM held at Millenium BIM. After the deposit has been made the official transmits the list of repayments and the copy of the bank deposit slip by fax  to the Branch in Quelimane for the attention of the Back Office official. The original copies of these documents and the copies of the receipts provided to clients are then sent to Quelimane by dispatch where on receipt the transactions will be entered to eMerge and the deposits reconciled with the bank statement.

4.8 Loan Security
Individual clients must secure their loan with household assets, property or personal guarantor/s. In the case of household assets, the following assets can be pledged or hypothecated as security:

Documented assets:

a) A Documented Asset is any property where the owner has a purchase document that shows the original price and the asset has an identifiable serial number.
b) The assets should be inspected and the Loan Officer must check all documents before submitting the loan application to the credit committee.
c) The assets can secure loan amounts up to 80% of their value.
d) Valuation of documented movable property should be done by the Loan Officer or Credit Supervisor and is calculated by depreciating the purchase price by 20% per year, or by taking 30% of the purchase price if the asset is over three years old.  Assets older than 5 years are not to be accepted as collateral.
e) The client should pledge the assets to BOM by having a pledge deed signed and notarized at the local office of the Notary. 
f) The assets should be regularly inspected by the Loan Officer or the Credit Supervisor.
Undocumented Assets:
a) Undocumented assets are any property that does not have a purchase document.  
b) Undocumented assets can collectively secure loan amounts up to 30% of their value. 
c) The Credit Supervisor must do valuation of undocumented movable property.  
d) The Credit Supervisor must use common sense when determining values, and should compare values of items to prices in the market for similar goods. 
e) The client should pledge the assets to BOM by having a pledge deed signed and notarized at the local office of the Notary. 
f) The assets should be regularly inspected by the Loan Officer or the Credit Supervisor.
Vehicles: 
a) Vehicles must have proper ownership documents;  
b) A mechanic authorized by the Branch Manager must do valuation of vehicle at the cost of the client;  
c) The Loan officer should ensure that the client has paid/pays in advance all his statutory fees/taxes to the authorities during the hypothecated term/period;
d) The vehicle should be inspected and the Loan officer must check all documents before submitting the loan application to the credit committee;
e) Vehicles can secure loan amounts up to 50% of their value; 
f) BOM has to hypothecate the vehicle by executing hypothecation agreement with the client. Any costs incurred in this process of hypothecation are for the account of the client.
g) Comprehensive Insurance of the vehicle should be done and in BOM’s interest duly noted.
Personal Guarantors 
a) Personal guarantors are people who are willing to take liability for the client’s debt should he/she fail to pay.
b)  A personal guarantor must either be employed with a verifiable Gross salary in excess or equal to 300% of the monthly loan instalment to be paid by the client.
c) A business owner with monthly profit in excess of 150% of the client’s monthly instalment.
d) Personal guarantors should be able to prove and provide proof of Income.
e) Personal guarantors can be part of the client’s nuclear family, e.g. spouse, live in the same household, but may not be partners in the same business as the client.  
f) Personal guarantors can guarantee only one loan at a time.  
g) The personal guarantor option alone can secure the full loan amounts depending on the income earned.
h) Personal guarantor/s should jointly execute all documentation with the borrower and should be made aware of his/her obligations.
i) The personal guarantor’s total deduction inclusive of the Loan Monthly Instalment (to borrower) should not be over 30% of his (Guarantors) gross income.
j) The Loan Officer should assess whether the Guarantor is viable/eligible to guarantee the Loan, considering factors like present income/salary, deductions/cash flow, period of relationship with borrower, residential area, assets, own house/properties, etc.
4.9 Penalties
Penalty interest in accordance with the rates as set forth in Annex , will be charged on all delinquent payments, from the first day after the payment was due.  Due to the nature of collecting the loans in areas remote from the branches, a grace period for the initialization of penalties will be provided for the first 3 days. If a loan payment is not made within 3 days of the date scheduled for payment, the client/ group will be charged interest as from day 1 that the payment was past due.

SECTION C: GENERAL

5.
PORTFOLIO MANAGEMENT
BOM's has as a key objective: sound portfolio management. BOM's mission statement: "To affirm the dignity and potential of our clients by providing them with opportunities to transform their lives through innovative, accessible financial services, and access to resources to combat the impact of HIV/AIDS on their communities” will be achieved if the Loan Officers understand and follow the basic principles of Portfolio Management. The following are a few basic rules to be observed by BOM Loan Officers:

· The Loan Officer must, without fail visit his/her clients personally and constantly monitors the business performance at regular intervals and takes special note of employment generated and problems that may exist.

· As a policy, the Loan Officer should visit each loan client at least once a month during the loan cycle, other than regular utilisation check and business visits.  This includes visit to group members in the market or where the businesses are located.

· Loan Officers must visit clients at their business premises to obtain first-hand information about the well being of the client, and if necessary provide counsel on business transactions, book keeping, stock taking, marketing, etc. 
· The Loan Officer should visit their client/s much more frequently than indicated above if the client is delinquent on payments or has additional needs. 
· The Loan Officer should insist and make it mandatory for the individual client to maintain basic accounting books and records and assist on their maintenance. 
· The Loan Officer must physically inspect the business records, receipt books, daily cash flows, creditors, debtor’s details, stock, etc. It is the Loan Officer’s responsibility to ensure that the client attends to the business 100%.
· The Loan Officer must ensure the client has not defaulted in any statutory payments, (if applicable to client's business) to Government e.g. licence renewal, sales tax, filling of Income/tax returns etc.) This should be done at least at the time of the loan application and the due dates of licenses must be noted and then checked for renewal during regular maintenance visits.
· The Loan Officer should enter report of his visit/s in the client's file. These reports must be counter signed by the client. The Loan Officer must promptly obtain/act on the Credit Supervisor or Branch Manager’s comments. 
· Late payments are not acceptable.  This policy must be communicated to the clients continuously.  It is the Loan Officer's responsibility to ensure that the right amount of credit is given so that the client can afford their payments.
· The Loan Officer should communicate effectively to the clients that a penalty will be charged daily for every missed instalment until the payment is made in full.
· Under no circumstances should the Loan Officer accept any favour in form of a gift from the client before and after the loan is disbursed or during portfolio monitoring. 

The success of the loan and the Loan Officer's work depends on the Transformation of our clients. The Loan Officer should use and develop special skills and talents to improve and provide valuable contribution to the clients business. He/She should constantly strive to create a network among the business communities to build relationships.
The Loan Officer should always remember that sanctioning and disbursing the loan is just the beginning of the relationship between BOM and the Client.

6. TRAINING SESSIONS
It is acceptable practice that both clients who are members of Trust Banks or Solidarity Groups as well as Individual Loan clients receive training and counseling provided by the bank. This training will assist the Loan Officer in evaluating the character of the individual clients and test or confirm the solidarity of group members.

The training sessions must be held at a suitable centre in each area, and as close as possible to where the majority of the clients trade and work.  In the case of training group members, it is preferable that the training sessions are held at the same venue as where the Loan Officer normally meets with the group members.

These training sessions must be structured in such a way that the group members learn how to select and evaluate suitable loan applications, and how important strong solidarity is for the success of the group. Group members can also use the training sessions and regular group meetings to discuss and resolve mutual problems. Besides the normal business of preparing for loan disbursement, the training sessions will include at least one lesson on business training and/or a subject relating to HIV/AIDS and other chronic health matters.

If a group member does not participate in at least 75% (3 sessions) of the training for the first cycle loan, he/she is automatically disqualified to receive a loan as a group member. 

Training in subsequent cycles will be structured to review loan terms and conditions, business practices and health matters. Suitable subjects for training in subsequent cycles should be identified by the Loan Officer and Credit Supervisor during the first lending cycle. The training sessions should be structured in a way to positively contribute to the growth of the client and his/her business, while at the same time ensuring the credit risk for the bank is minimized. At all times, loan officers and credit supervisors must respect the time clients have to devote to training and the application process. While a client is away from his/her business, it may suffer loss and negatively influence loan repayments later.

6.1 PROCEDURES FOR TRAINING GROUP MEMBERS
In order for members of Trust Banks and Solidarity Groups to understand the terms and conditions for receiving credit from BOM, first time members of the groups are required to attend at least 4 training sessions provided by the loan officer or other trainers for specific modules. Repeat loan clients will receive at least one refresher training session before a repeat loan is approved and disbursed.

When BOM starts lending activities in a new area, it is necessary that the Loan Officer or the Credit Supervisor contacts local authorities (Quarterão leader, the Secretary of the Bairro, Administrator or any appropriate official), to introduce the bank and its services. The loan officer can coordinate meetings places together with leaders, but care should be taken that such leaders do not expect preferential treatment in loan approval or do not influence the potential group members in any way. The leader will be requested to call a meeting where the loan supervisor can provide potential clients with general information regarding the services offered by the bank and eligibility criteria for receiving loans from BOM. Depending on the area, Loan Officers can distribute invitations for the meeting or distribute pamphlets ahead of time to publicize the meeting.

After this general introduction to BOM, participants are encouraged to form a Trust Bank or Solidarity Group, and a date and time can be set for the first group meeting. 

More than one Solidarity Group within an area can meet together for the training sessions. In each area, the responsible Loan officers, assisted by the Credit Supervisor, must organize the meetings and should set a regular time for such meetings. Meetings can be arranged to suit the majority of the members of the group and should be held not less than once a week.  One of the main purposes for the groups to meet in training sessions is to test the group solidarity that exists between the members of the group while at the same time providing opportunities to group members to receive business training and information on health and family values.

6.2
OBJECTIVES OF TRAINING SESSIONS FOR GROUP MEMBERS

The main objectives of the training sessions are:

· Evaluate the capacity of group members to work together as a group

· To test group solidarity

· To define internal regulations (by-laws) for the group

· To explain in detail loan conditions and eligibility criteria and the respective processes

· Analyze individual group member loan applications and to complete forms and questionnaires as needed to prepare the loan contracts.

6.3
THE FIRST MEETING

Objective:
The objective of the first meeting of Trust Bank or Solidarity Group is to receive a thorough explanation of the kinds of services, methodology for loan disbursement and repayment and eligibility criteria that BOM requires. The meeting should not take more than 1 hour in total and the Loan Officer must encourage members of the group to always be on time so that there are no delays

Process:

i) On the day of the meeting, the Loan Officer must be prepared to arrive at the place that the meeting is to be held, well in advance of the potential group members

ii) The Loan Officer must complete a list of the Group members (for Mocuba – to send to Quelimane)

iii) The Loan Officer must ensure that there exists a definite bond of solidarity between all the members of the group. The Loan Officer must take extra care to ensure that the group members did not form a group merely to receive a loan and that they are willing to mutually be responsible for each other's loan.

iv) The Loan Officer must provide all the necessary information to the Group members regarding criteria for the loan application.

v) The Group members must be informed that they should choose the members they feel are eligible to be elected as their leaders (President, Secretary and Treasurer).

vi) The Group members must decide their by-laws before the third meeting and choose a name for the group (an example of group by-laws can be provided to the members as a guidance)

vii) The Loan Officer must provide the first lesson as per the training manual for the group. This lesson is about the importance of keeping a register of accounts in a business. A very simple daily sales and purchases accounting system can be explained, and it may also include a game to test the group solidarity.

6.4
THE SECOND MEETING

Objective:
The objective of the second group meeting is to complete the loan application process and to further ensure that there exists sufficient solidarity amongst group members to ensure that the loan to the group is comparatively risk free. This meeting may take slightly longer than the first meeting, but all effort must be made not to meet for more than 1 hour at a time, in order to lessen the opportunity cost for the clients and the bank.

Process:

i) Each group member must complete a "Ficha de Inscriçao do Cliente (FIC)". The Loan Officer must explain and assist the members to get this done correctly.

ii) The Loan Officer must confirm the solidarity identified at the first meeting by testing the members on each other and those that are absent.

iii) The members must provide a copy of their Identification Document (B.I., Passport, Driver's License, Temporary Identification Document or Electoral Card). Any document that has a photograph and a validity date is acceptable.
iv) The second lesson on inventory control can be given.
6.5
THE THIRD MEETING

Objective:

The objective of this third meeting is for the members to choose their group leaders, group name and to formalize the loan application. 

Process:

i) The group chooses a name and the officials (leaders) of the group

ii) The group draws up and approves their Internal Regulations (by-laws)

iii) The Loan Officer and the members complete one (1) "Ficha Inscrição do Cliente (FIC)" for the Group and the Group Loan Application Form.

iv) The Group Members all agree and approve the individual loan amounts and purposes for each member

v) The Group Solidarity must again be confirmed to ensure that the members who will be receiving loans will undertake to be mutually responsible for each other's loans.

vi) The third lesson on health or HIV/AIDS can be given.
6.6
THE FOURTH MEETING

Objective:

This is the final meeting before the loan will be disbursed and it is therefore important to ensure that all the members have completed their client registration forms and that the Group Loan application form is complete and accurate. This is also the meeting when the Credit Supervisor will inspect the group and evaluate the solidarity and the eligibility of the group members by reviewing the attendance register. Group solidarity can be evaluated in any way suitable to the particular group.

Process:

i) The Credit Supervisor accompanies the Loan Officer to do an inspection visit to the Group

ii) The Loan Officer gives the members their "Cartão do Registo do Cliente"

iii) The date and time for the disbursement is set according to the application and the Loan Officer and Credit Supervisor review criteria and regulations with all the group members.

iv) Another training sessions from the training manual is presented.

For Mocuba only:

v) The Loan Officer collects the deposit for the Loan Guarantee Fund (10% of the loan amount applied for). Or the amount to bring the Guarantee to 10% of the loan applied for

vi) For the first loan the Credit Officer collects the loan application fees.

6.7
SUPERVISION AND CONTROL

At each branch, the Supervisor must confirm in the field, the groups selected before they receive loans. This procedure is important to ensure that no fictitious groups or ghost members exist, and that the solidarity in the groups is strong enough to ensure that the risk of group lending without other security is mitigated.

6.8
ORIENTATION AND TRAINING FOR INDIVIDUAL LOAN CLIENTS

Where possible, individual clients can be invited in groups of about 5 -10 people to participate in formal orientation and training sessions.  Information meetings can be held at the Branch as and when it is deemed necessary (the Branch Manager may decide to have them more frequently if there is high demand).  These meetings are led by a Loan Officer designated on a rotating basis according to the schedule set by the Branch Manager or the Credit Supervisor. At the close of the meeting, the presenter should hand out brochures of BOM to all clients who are interested and inform them that they should arrange a meeting with the Loan Officer in their zone.  After the meeting, the presenter should plan to stay an additional 20-30 minutes to answer any individual questions about the Individual Loan Product.

In the absence of an organized orientation meeting, the Loan Officer will arrange for a brief one-on-one Client information meeting at client’s business site or the conference room in the branch. As much as possible, the Loan Officer must stick to the department’s policy of field visits and not office-based meetings.

The information meeting should cover the following subjects:

6.8.1. BOM's Vision, Mission and core values;
6.8.2. The benefits, policies and eligibility criteria for the product;
6.8.2 Small Business Advice; importance of Financial Management (including cash flow planning and monitoring; understanding of client’s business and needs; and loan conditions; 

6.8.3 Loan approval disbursement procedures, contract preparation, Fees and Commissions, interest rates and penalties for late payments;
6.8.4 BOM’s delinquency procedures.

The above presentation to clients should be completed within 1 hour. By the end of the meeting the clients should know whether the Individual Loan Product is right for them and whether they qualify
The main purpose of the information meeting is for potential clients, who are availing themselves of the loan, to receive insight into the bank’s business as per the objective of the bank and also be aware of the Zero Tolerance Policy on delinquency at BOM.

Along with HIV/AIDS awareness and training for care givers, training must also include technical aspects relating to business management, accounting and analysis of business risks and inventory control. 
These training sessions must not be for longer than 20 – 30 minutes each and for individual client training sessions can be held once a month. Individual client participation in BOM presented training sessions can be assessed when new loans are evaluated and participation or not will be taken into consideration when determining future loan amounts.

The Loan Officer must ensure the following: 

6.8.5 That all clients whose enquiries for loan applications have been filed and are eligible must be contacted within 72 hours of making the enquiry;

6.8.6 The appointment with the potential client must be set up by phone or call at the business, specifying the date, time and venue;
6.8.7 Clients who do not keep the appointments would have their meeting deferred until another date at the convenience of the Loan Officer;

6.8.8 Care should be taken that the information meeting is planned during the bank’s business hours 8.00am and 3.00pm;
6.8.9 The Loan Officer may not receive refreshments or any other gift from the client;
The Loan Officer must keep a daily report of the clients’ visits which they will submit for the Credit Supervisor’s comments. 

7.
SECTION D: PROCEDURES 
7.1
LOAN APPLICATION AND BUSINESS ASSESSMENT

Section C, paragraphs 6.1 to 6.6 above outline the procedures to be followed for Trust Bank and Solidarity Group loan applications and assessment. For Individual lending, far more stringent and careful loan application and assessment procedures are needed to ensure that any inherent risks in the loan portfolio are detected in advance. The following paragraphs reflect the most important factors to consider in individual loan and business assessment. These points encompass the workflows for eMerge as well as some of the most pertinent points in the BOM application forms.

After the client and Loan Officer discuss the client’s eligibility for a loan, the following steps must be taken together with completing the necessary documents:

i) The client must pay the Loan Application fees to confirm his/her interest in proceeding with a loan application.

ii) The Loan Officer and the client must complete the Client Information Form and Loan Application Form together ensuring that all the relevant information to proceed with the business analysis is obtained. The Loan Officer must ensure that the client understands all the questions and any documents that he/she is requested to sign. Under no conditions should a Loan Office ask a client to sign a blank form to fill out later at the office.
iii) The Loan Officer should immediately input the application into eMerge and open a file in the name of the client, noting the date of application clearly.
iv) The Loan Officer should verify the business premises for business assessment within 2 days after completing the loan application and follow the procedures/guidelines below.
v) The business assessment (financial statements, inventory and investment plan) should be completed at the client’s business premises. This is both to provide a service to the client and to ensure that the Loan Officer sees the business first hand and is able to reconcile the information in the cash flow with the realities of the business. 
vi) The Loan Officer should ask any questions in addition to the information in the application form necessary to understand the business and what makes it work. 
vii) The Loan Officer should record any useful information on the reverse of the loan application form

viii) During the visit, the Loan Officer carefully reviews the application form to ensure that it is completed correctly and contains all the necessary information. 

ix) Once the factual elements of the application are complete, the Loan Officer must work with the client to complete the cash flow.  
x) The aim of the cash flow is to establish the financial strength of the borrower’s business and to determine how much cash the borrower will have, to make loan repayments. 
xi) It is the responsibility of the Loan Officer to ensure that the information collected for the cash flow is accurate, as official records are not available.  This is a skill that develops over time, but should be done with great care and attention. This information is critical for deciding the repayment amount the client can comfortably handle, ultimately determining loan size and term.  
xii) The numbers for the cash flow plan should come from the client’s business records.  However, if the records are incomplete the Loan Officer needs to interview the client extensively. The information obtained should also match the information the client provided verbally at the preliminary visit.  All of this crosschecking of information is intended to ensure that the client does not “adjust” the figures in his/her book to make the business look more profitable than it really is, or to help a client who may not understand what she is truly earning.  
xiii) The best source of information for filling in the cash flow is the client’s record book.  However, some record books are incomplete, and others have been created to make the business look more profitable than it really is.  In general, the more detailed the record is, the more accurate it is.  (For example, daily cash in from sales is much more reliable than monthly).  Loan Officers should ask many questions to determine an accurate picture of the business.  It may be tempting to simply ask questions and use the answers to make calculations and fill in the grid. However, when undertaking such calculations, the best practice is to keep in mind that it is not the calculation that matters but the ability to repay the loan. 
xiv) When the application is complete, the Loan Officer should collect the security information form and assist the client in filling out anything they don’t understand. The Loan Officer should also check that the client has sufficient security to cover the loan. If they do not yet have the security identified, the Loan Officer should leave the client with the Security Information Form and tell them to bring it to the office when they have finished, or that the Loan Officer will collect it when they visit the client again.  The Loan Officer should set a time with the client for a verification visit within the 7 days. 
xv) For a first time client, the Credit Supervisor should accompany the Loan Officer on the verification visit to ensure that the client meets all the requirements for an individual client.
7.2 CREDIT ANALYSIS

Once the application has been completed, the Loan Officer must decide on the appropriate loan amount and term. This is done by completing the Indicators on the Loan Application Form. The Loan Officer should put himself/herself in the position of the person who must approve the loan and think whether his/her remarks provide a clear and convincing picture of the business to a person who has never seen it. At times when the Loan Appraisal Form seems insufficient, the Loan Officer should provide notes on an additional sheet in the client’s application file.

If the Loan Officer decides to reject a loan to the potential client at this stage, they should inform the client of the decision as soon as possible.  If the Loan Officer decides to recommend the client for a loan, they should follow guide lines to complete the Loan Application Form and complete the checklist according to the work flows establish (annex A). Thereafter the Loan Officer submits the completed file to the Credit Supervisor for approval.
7.3 CREDIT SUPERVISOR PRE-APPROVAL
The Credit Supervisor will go through the documents and checklist for any additional requirements in the loan file. If the Credit Supervisor finds that the file/loan proposal is incomplete or needs additional information/securities, the file will be returned to the Loan Officer for the necessary compliance.

The Credit Supervisor will do the necessary verification of the client, both by doing a search in the Central Credit Register of the Bank of Mozambique and through a site visit to the client’s business and/or residence. The verification visits are not mandatory, but may be expedient for the Credit Supervisor in the case where the loan is the first individual loan or a loan to a new client, or where information about client’s business is not clear and needs verification before the approval.
The purpose of this visit is to examine the information given in the application process, examine the security that will be used and verify the reliability of the client. The Credit Supervisor or the Branch Manager conducts the verification visit at the business premises of the potential client.  The primary task of the verification visit is for the Credit Supervisor or the Branch Manager to validate information given by the Loan Officer.  The Branch Manager or Credit Supervisor should be at liberty to ask any additional questions that will help determine the accuracy of the information in the application as well as assess the character of the client.  The Branch Manager or the Credit Supervisor should conduct these verifications with a critical perspective and a motivation of finding any inconsistency in the information supplied by the client and Loan Officer's analysis.  The Branch Manager or Credit Supervisor should not endorse a verification visit until they feel confident in the decision to approve or reject a loan to the client based on the information collected.

Once the Credit Supervisor is satisfied that the findings are in order and the loan application file is correct, the loan file is added to the files that are ready for presentation to the Credit Committee. The Credit Supervisor is expected to note any comments or items for special consideration. The loan file should be ready for presentation to the Credit Committee within not more than 2 days of receiving the documentation from the Loan Officer.

7.4 LOAN APPROVAL
The application is scrutinised, qualified and assessed by the Loan Officer, checked by the Credit Supervisor, re-assessed by the Branch Manager as needed and finally approved by the Branch Credit Committee.  The Credit Committee will probably not know the business first hand, so it is important that the Loan Officer includes all necessary information in the loan file for the loan decision and is given an opportunity at the meeting of the Credit Committee to present his/her case.
The Credit Committee verifies that the file contains all necessary documents and that the documents are complete.  The Credit Committee through the Credit Supervisor then completes the following tasks:

a) Ensures that BOM Credit Policy has duly been followed; 
b) Examines each Loan Application Form, makes a final loan approval and signs the Credit Committee Approval Form;

c) Checks that the processing time is within BOM standards;
d) Approves the loan proposal (if rejected the file is returned to the Loan Officer with comments);
e) The Credit Committee may require additional documentation and has the mandate to request this to ensure that a good loan is made to a worthy client.

f) Sends/hands over the approved loan file to the Credit Supervisor who will ensure input in eMerge and the creation of the contract for loan disbursement.

A brief record of loan applications declined, with reasons, should be kept for the benefit of relieving Managers/Loan Officers and successors.
The disbursement date must be within 24 or latest 48 hours from when the loan was approved. If the Credit Supervisor has not yet authorized the security, then he/she must supply a later disbursement date when the client has submitted all necessary security documents.  
Client must be advised about the availability of the loan in the account. The Loan Officer arranges for a meeting with client to sign the necessary security documents, guarantee (if required), loan contracts and any other documents that are required according to BOM’s loan policy or as required by the Credit Committee. 

7.5 CONTRACTS
The Contract documentation is the process of securing proper documents in appropriate forms in accordance with the bank’s policy and manual. It establishes a legal relationship between the bank and the borrower. The terms and conditions of loans, securities offered, rights and liabilities of the parties are put in writing to avoid ambiguity. This is necessary to ensure due repayment of the loan by the borrower and in case of default by him, entitles BOM to legal recourse for recovery of loans. Proper documentation not only helps in litigation but also ensures that the borrower does not contest on technical grounds. In short, the purposes of documentation are:
7.5.1 To create a record of transaction; and

7.5.2 To create a valid and effective charge on securities in favour of the bank.

The sanctioned loan should be disbursed after the necessary contract documentation is obtained from the borrower, co-obligated by the guarantor if necessary, etc. to secure the approved loan.
Once the loan is approved, the file is handed over to the particular Loan Officer for contract preparation. 

Immediately upon receipt of the loan file the Loan Officer should: 

7.5.3 Read the comments of the Credit Committee, Branch Manager and the Credit Supervisor and follow the process accordingly;
7.5.4 Inform the client regarding approval or rejection;  
7.5.5 Ask the client to come to the branch office (along with the Guarantor if required) at an appointed time and be sure to be there, or arrange for the Credit Supervisor or Colleague to take care of the client if circumstances dictate otherwise;
7.5.6 The client must be informed of the amount to be paid for the Credit Life Insurance Premium

7.5.7 Ensure that the pledge/session document is signed and notarized;

7.5.8 Once the client submits the notarized pledge document and paid the Credit Life Insurance Premium, the Loan Officer prepares loan contracts as required.
7.5.9 Ensure that the repayment schedule is most convenient to the client within the policies of the Bank, and that the client is aware of the intervals at which the loan must be paid. This helps to ensure that loan do not become delinquent due to cash flow problems experienced by the client;
7.5.10 Submit the completed file and contracts to the Credit Supervisor for a final check.
7.5.11 The Credit Supervisor should check to assess whether all documentation are in compliance to the credit policy and bank rules;

7.5.12 Collect all documents and signatures needed before disbursement of the loan amount; 
7.5.13 If the loan is for buying equipment for business insist that the client files the pro-forma invoice, verify the sale with the supplier and request proof of purchase within 24 hours of the loan disbursement;

7.5.14 Educate the Client on the procedures of the delinquency policy of the bank;
7.5.15 Educate the client with regard to the advantages of prompt repayment
7.5.16 Loans should be processed and ready for disbursement within 48 hours of approval and completion of documentation.  Any delay in submitting the loan file for approval and disbursement will be seen as a risk incurred by the Loan Officer for the bank and the Loan Officer will also be liable for disciplinary action.
Once the loan is inputted into the system, the Loan Officer prints two copies of the Repayment Schedule and Loan Contract for signing by the client and then by the Branch Manager. A copy of each document is handed over to the client. The Loan Officer takes the opportunity to further educate the client on the salient contractual obligations (e.g. emphasize timely repayment, savings, and active operation of the account or keeping good business records before the next loan).   

The Credit Supervisor is responsible to ensure safe storage of all loan files and keep them in the bank’s cabinet. The Client Services Supervisor is responsible for the safe keeping of all loan contracts and security forms in the vault of the bank in archives solely for that purpose.  

8.
POST LOAN DISBURSEMENT AND CLIENT MAINTENANCE

8.1
LOAN UTILIZATION VISIT
Within 7 days of loan disbursement, the Loan Officer must visit each client’s business to ensure that: 

8.1.1 The loan fund was used for the purpose it was disbursed and agreed between BOM and the client.  
8.1.2 The visit sends the message to the client that BOM is monitoring their loan and that they must use it for the purpose stated in their application.
8.1.3 Ask the client to show valid and dated receipts for the purchases totalling the loan amount.  
8.1.4 Look at any assets purchased, and if possible write down their serial numbers to be kept in the loan file.
8.1.5 For clients that used the loan as planned, the loan utilization visit is an opportunity for support by expressing enthusiasm for this next stage of the business’ growth. 

However, if it is found that the client did not use the loan for the purpose it was given, the Loan Officer should:

8.1.6 Express strong disappointment in the situation but affirm that he wants to keep working with the client/s through the course of the loan.  
8.1.7 The Loan Officer should explain that the loan was assessed based on the business plan to protect both the client and BOM  
8.1.8 Communicate that integrity (doing what you say you will do) is an important part of BOM’s credit assessment, and that the Loan Officer will be carefully monitoring the client in this respect before approving future loans.
8.1.9 Immediately bring the information to the attention of the Branch Manager and the Credit Supervisor.
8.1.10 The Loan Officer and the Credit Supervisor should monitor such loans on regular basis and with caution.
8.1.11 The Branch Manager along with the Loan Officer should visit the client to express dissatisfaction.
8.1.12 Re-loans should not be entertained to such clients.
8.2 OCCASIONAL CLIENT VISITS
The Loan Officer should visit the client at least once a month in addition to the verification visit over the course of a loan.  The visits are intended to develop a relationship with the client, monitor repayment, provide support, and provide an avenue for transformation.  Everything the Loan Officer does, from marketing the individual product, careful credit assessment, to client visits provide an opportunity to realize BOM's vision of transformation. Client visits can be very effective avenues to discuss Spiritual, Social, and Economic issues. The Loan Officer can also use their visits to clients’ businesses to show concern for the client, and to refer them to sources of business, personal, or spiritual support. 
8.2.1 DELINQUENCY MANAGEMENT

8.3.1   GROUP LOANS (TRUST BANK LOANS AND SOLIDARITY GROUP LOANS)

Definition of a delinquent loan

A loan is delinquent a principal and interest payment has not been paid in full on its due date by the end of the business day 

Managing Delinquency within a group (i.e. the group pays on time to BOM but some group members are not paying to the group

a) Weekly meetings should not be adjourned until delinquent payments have been paid.
b) If a member does not make the first weekly payment and does not send an excuse to the meeting, all the members and the Loan Officer should go together to the member’s home or business immediately following the meeting.
c) If the delinquent member is still unable to pay, the members should expect him or her to give a specific time schedule for making payment, which should not be later than the next meeting.
d) The Group can impose a fine on the delinquent member if this is stated in the Internal Policies of the Group.
e) If the delinquent member has still not paid by the next week’s meeting, the Solidarity Group officers and Loan Officer should meet to determine a strategy and then visit the delinquent member again. They first need to determine whether the delinquent member cannot pay or will not pay, as these require different strategies. Members, who cannot pay, due to illness or a business problem, will still have to be covered by the other Group members as part of the Group Guarantee. However, the Group members and the Loan Officer should help them overcome the problem to as much as possible. All members are obligated to repay their loan, even if they have personal hardships.
f) If a member without a legitimate excuse still refuses to pay, the situation should be discussed with the Credit supervisor, who may decide to visit the client at this point to add pressure.
g) The Group should continue to discuss possible strategies for collection, including going again as a full group to visit the client to explain the hardship she is creating by forcing other Group members to cover her loan. It is important for the Loan Officer to be supportive of the Group leaders in their efforts to collect delinquent accounts, as this can become a source of dissent within the Group and members may become demoralized or refuse to continue to cover late payments. It may be helpful to suggest some type of Group fund-raising event to help with the payments so that the obligation does not always have to be covered by individual members.
h) If a member fails to pay his or her weekly payment, the Group Secretary needs to announce it at the meeting. If the member is not present during the meeting, one of the members should immediately be sent to try to collect the amount while the Group meeting is still in session. If payment is not received, the Treasurer must get the collection from the members to cover the missing amount before the meeting is adjourned. The Secretary has to record in the Group’s logbook the amount that each member contributed towards the delinquent loan repayment. It then becomes the responsibility of the Secretary and Treasurer to collect from the delinquent member and reimburse the other members

i) Once the loan has matured, the Group members can decide to remove the delinquent member from the Group, which requires a vote as outlined in the Internal Policies. This does NOT relieve the individual of his/her responsibility to pay the balance due and the Group is still responsible for covering the debt in order to be eligible for a repeat loan. However, if the Group votes to remove the member, the Group can then request BOM in writing that to use the Loan guarantee fund of the group to repay balance of the loan.  The right of the Group to take this action should be included in the Internal Policies of the Group and signed by all members during the orientation process.
Managing delinquent loans to BOM

Should the Group refuse to cover for a delinquent member, and the payment is not made in full, the group is considered delinquent.   

When the group is one day over due, the loan officer should: 

1) Contact the group leaders to discuss solution.  Negotiate on positive terms with the group members– reminding of benefits of on-time repayment.
2) If reluctant – remind the group members about penalties for late payment
3) Get commitment from members or group as to when payment will be made
4) Notify Credit Supervisor of problem
5) Call to remind prior to agreed date and visit if not paid
6) When group is one week over due, the loan officer should

6.1 Involve another Loan Officer, by asking him/her to join for an emergency meeting to discuss the problem
6.2 Continue frequent visits (at least once every 2 days)

7) When the problem persists for over 2 weeks:

7.1 Involve the Credit Supervisor to reconfirm need to repay
7.2 Talk to other group members individually
7.3 Visit /call at least once per day

8) When the delinquency is over three weeks:
8.1 Inform Branch Manager and send warning letter which reminds group that the arrears are incurring daily penalties
8.2 If the loan cycle ends without payment, the Loan Guarantee Fund can be withdrawn and used to repay the outstanding balance. 
9) If the Loan Guarantee Fund is not sufficient to cover the outstanding balance of the loan, the loan officer with the assistance of the Credit Supervisor and/or the Manager must convene a meeting of all the group members, also involving the Bairro leader or Market Commissioner to put extra pressure on the group members to make payment, until the entire outstanding amount has been received.
10) Loan payments that are more than 120 days in arrears and where all efforts possible have been made to recover the debt will be written off by the Chief Operation Officer after approval by the Management Committee.

Restructured Loans

A delinquent loan may be restructured for the following reasons: 
· More than one of the Group members lost their business or household assets due to a natural disaster (floods, earthquakes, etc) or fire.

· If more than one of the Group members is ill as a result of an epidemic (cholera or other infectious disease that may strike a specific area)

The restructuring of the loan will only be considered if the loan was current as of the date when the incident or cause of potential delinquency occurred.
Process

1. The solidarity group submits a request letter to the Loan officer, showing the disbursed, paid and currently due amounts.  
2. The Loan officer presents the case to the Branch Manager, who, if he/she agrees, will recommend the request to the Director of Operations. 

3. Meanwhile, the Loan officer informs the solidarity group of the total amount of the restructure loan and gets verbal consent, reminding them that approval from the Director of Operations is pending.
4.  If approved, the Branch Manager changes the maturity date in eMerge using the Reschedule screen and the Director of Operations checks and authorizes.  

5. The Branch Managers prints and signs two copies of the restructured loan schedule.  
6. Group members sign both copies – one stays with the group and the other goes in the group’s file.


8.3.2   INDIVIDUAL CLIENT LOANS
Individual lending is a high risk product providing high returns. The Loan Officer should undertake utmost care in assessing the client before giving the loan, bearing in mind that delinquency does not happen after the loan is disbursed, but while assessing and giving the loan itself.

The Loan Officer must always remember that delinquency is the most challenging and equally distressing component of the whole relationship between the Client and Lender. It not only strains the relationship between the two parties but most importantly exposes the Loan Officer’s inability to assess his client/s, leading to bad appraisal of the officer.  

Delinquency in the bank’s loan portfolio can affect the various aspects of the bank, to list a few:

· Delinquency affects Sustainability of the bank; 

· Delinquency obstructs growth; 

· Delinquency increases expenditure on follow-up & legal advice/ action;

· Delinquency affects employees morale; 

· Delinquency prompts/encourages good clients to default;

· Provisioning for delinquency from profits decreases Profits;

· Good clients not getting re-peat loans are lost to competitors.

The Loan Officer must always bear in mind the effects of delinquency when deciding to recommend a client with whom he is not confident but is deserving.  The Loan Officer should constantly use his/her mind more than his/her heart to assess a client.  A loan account that has a missed payment of even one day is a delinquent account. .

The majority of delinquency problems are a result of bad loan decisions. The best way to manage delinquency is to ensure that the loan payments are feasible with the clients’ cash flow, and that the client is motivated to repay.  However, there will always be unforeseen situations that cause delinquency in a small number of cases.  These cases need to be dealt with immediately, as it is important to show the client that we are aware of their delinquency and that we expect them to pay on time.  The Loan Officer must check for any late payments by their clients on a daily basis.  If a client is late, the Branch should adhere to the following procedure and guidelines:
On the first day a loan delinquency:

1) The Loan Officer should immediately inform the Credit Supervisor regarding the client's delinquency.
2) The Loan Officer must contact the client immediately and determine the reason for the missed payment and inform the client that he/she is running the risk of incurring penalties and inform the Credit Supervisor of the reasons for delinquency.

3) The Loan Officer must politely remind the client to repay immediately.
4) Emphasize to the client the Zero Tolerance Policy/stand of BOM on delinquency and high penalty rate.
The third day of delinquency

If the client is still delinquent by the third day after payment was due:

1) The Loan Officer must visit the client personally and express dissatisfaction at the non-payment
2) Inform the client that his/her guarantor (where applicable) will be informed of non-payment the next day, if the payment in not done immediately. 
3) Remind the delinquent client again about BOM's Zero Tolerance on delinquency and also remind him about the penalty charges that are levied since payment was due.
4) Remind the delinquent client that future loan decisions will be based on repayment history.
5) Insist the client fills in the client follow-up form and counsel him to commit himself to his promise. This should be done in writing.
The seventh day of delinquency
1) The Loan Officer meet with the client personally or invite him/her to visit the office

2) Where the client has a Guarantor, the Loan Officer should inform the Guarantor of the client’s delinquency and request him/her to assist in pressuring the client or the Guarantor will be held liable for the payment within 1 week of receiving the information.

3) If the client is willing to pay and gives a specific date (not more than 5 days later), ask him to write a letter of commitment to the Branch Manager (please carry blank sheets with when meeting delinquent clients).

4) If the client does not show any commitment to pay, issue a letter signed by the Branch Manager, advising the client that failure to comply with the repayment schedule within 7 days will result in household assets to the value of the outstanding amount, that he/she has pledged will be confiscated and sold to cover the delinquent payment. If the loan is also guaranteed by a guarantor, deliver a copy of the notice to the client, to the guarantor.

Between the seventh and 15 day of delinquency
Depending on the commitment made by the client and/or guarantor, follow up with them on the day the commitment is due to remind them that payment is due and that penalties and interest on late payment is accruing daily.

If the client and/or guarantor have not paid by the date that was committed to, and not later than

The 15th day of delinquency  

1) Ask the client to visit the office.
2) If the client is reluctant to visit the office, ask the Credit Supervisor to accompany you on a visit to the client’s business or residence.
3) Give the client a letter of late payment stating immediate settlement of delinquent installments and obtain acknowledgement from the client of having received the letter. 

4) Explain sternly to the borrower that if he/she fails to pay within the period you will confiscate any assets that have been pledged.

5) Meet the Spouse or family members to advise them of the delinquency and ask them to assist with repayment.
6) Meet the Guarantor (if any) in his/her work place or residence and ask him/her to repay the delinquent amount.
7) Obtain written commitment from the client and guarantor that they will pay any outstanding installments, interest and penalties within 5 days.

Between the 15th and 30th day of delinquency
1) Meet the borrower personally and counsel him/her to pay or situation will be out of control and you may not be able to help the borrower anymore.

2) Keep in touch with the client daily. 
3) Inform the spouse and family members that BOM is taking action to repossess the assets.
4) Keep noting down the assets in the house and business.
On the 30th day of delinquency
If the client or guarantor has failed to meet their obligations and promises, the Loan Officer and the Credit Supervisor or the Branch Manager and at least one additional Loan Officer should visit the client’s residence or business and not leave until payment has been received.

If the client or guarantor does not make payment by end of the day, the team should then take steps to repossess assets pledged by the client and/or guarantor. If the guarantor is employed, a letter must be delivered to the guarantor’s employer informing them that the guarantor is in default of his/her obligations and their assistance is requested in obtaining payment of the outstanding amount.

After the 30th day of delinquency
If the full outstanding amount of the loan was not recovered from the client and/or guarantor, the Loan Officer should keep following up the client and should think of new ways to pressurize him to pay (for e.g. should visit him during his peak hours of business; should visit him during weekends at home). 
Loans in default can be written off after 120 days in arrears and at risk at the discretion of the Director of Operations with the approval of the Management Committee.

If any amount of a loan was written off, the client will be blocked in eMerge to avoid such client receiving any future loan from BOM at any branch. This client will also be listed as a client in default with the Central Credit Registration of the Bank of Mozambique.
8.4
LOAN COMPLETION AND REPEAT LOANS

Individuals can obtain consecutive loans. Once a client proves his/her credibility, he/she is assured of continuous access to successive loans, provided that he/she maintains a good record of payment on time and proves an improvement in the business from the previous loan. Repayment performance is the first determinant of how much the loan can increase in subsequent cycles. 
If a client was more than 15 days late in the last cycle, the client does not qualify to increase their loan amount.  They can only request another loan the same size as their last loan.  
If a client is more than 30 days late they will not receive another loan unless the Chief Operations Officer approves it in writing. 
The processing of repeat loans does not follow the same procedure as the initial loan. Due to the increase in the business activity, the Loan Officer should insist on more organised documentation for the Loan. Documentation can consist of all or some of the following:
i. The client has to give a brief write up of the improvement in the business from the previous loan; 
ii. Proper books of accounts should be produced to prove transformation from the previous loan;
iii. Evidence of the projected cash flow and Profit & Loss account should be provided;
iv. A proper plan/project must be prepared by the client for loan usage;
v. The client should have a clear plan for the enhanced loan amount;
vi. The Credit Supervisor must recommend and authenticate the prompt repayment status;
vii. The previous loan repayment extract should be attached in the file.

The repeat loan and increase in the loan amount should not be given to the client as a matter of right. The Loan Officer should carefully study the business and assess the client’s ability to handle the increased loan amount, taking utmost care in not over or under-capitalising the client or omitting security verification visit by offering on site collection and processing of the loan. The Loan Officer or the Credit Supervisor must as well review the security adequacy for the repeat loan.  

The Loan Officer should start work on the client’s repeat loan at least two weeks before current loan will mature. This will include issuing a loan application form, and requesting the client to prepare documentation, etc. The repeat loans should be approved and disbursed within one week after the previous loan was repaid, providing the client submits the application along with all the required documentation. New contract agreements and pledge deed forms should be executed.   

8.5 MARKETING
The primary method of marketing the Loan Products is through direct marketing by the Loan Officer to potential clients. BOM will support these efforts through various forms of media advertising as well, but the focus of marketing the loan products will be direct introduction of the product to potential clients by Loan Officers in their assigned area of the town (zone) and through client references.  The best possible reference for a financial service is a satisfied client, and therefore Loan Officers should at all times endeavour to complete the loan application, approval and disbursement processes within the time limits set by this policy.

The Loan Officer should market the product in an organized manner by mapping out various areas in their zone that have high business concentrations and present a promotional brochure about BOM and its Loan Products.  The Loan Officer should explain the basic conditions of the loan and invite potential clients to an information meeting if they want more information.  If clients are keen to apply immediately, the Loan Officer should arrange to meet with them individually to complete a Client Information File and Application Form. In the case of Trust Banks or Groups, the Loan Officer must encourage the interested clients to form groups and set a date and time for the first meeting of the group.

The existing clients with good credibility should be identified and encouraged to introduce their friends and relatives of good credibility to BOM. This mode of marketing is the safest and most potential for BOM, as the loans extended to new clients introduced by our good existing clients will be of less risk and chances of delinquency will be minimized.  

8.6 PERIODIC CLIENT MEETINGS 

The Branch should arrange client meetings for the existing clients at least once in 6 months to:

a) To build customer relations and confidence;
b) Get a feed back from the clients about the service provided by the branch and Loan Officers;
c) Address customer grievances;
d) To gather suggestions from clients for effective management;
e) To provide business advice and health training to the clients;
f) To inform the clients of any new developments in BOM

g) To arrest delinquency and help in recovery of default loans;
h) Provide training to clients by bringing in good resource professionals;
i) The names of the defaulters could be published to exert pressure on the defaulting clients;

The CEO, COO, HHR & A or any Senior Managers could address the meetings along with the Branch Manager and Loan Officers.
OPS/COP/ts/aug2006
�  A Micro-entrepreneur can be described as “A Small Business operator, who usually owns, manages and operates his/own micro-enterprise”.


� A Micro-enterprise is “A very small business, with little capital, which generates most or all of owner's income and usually employs few people, some of whom may be family members”.
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