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Decree 28 & 165 Workshop:

HIGHLIGHTS
SELECTED ISSUES

By Steven Pennings, Save the Children/US

On 29th April 2008, the MFWG (in coordination with the State Bank) hosted a workshop on
the Decree 28 & 165, and the newly-released implementing circular. This article summarizes
some of the highlights from the presentation of the State Bank, and answers some of the ques-
tions raised by microfinance participants.

1. Overview of the Development of the Regulations

Over the past three years, there have been two Decrees (28 and 165) and one circular
released by the State Bank of Vietham (SBV) relating to microfinance. Chart 1 presents a
timeline of the release of the Decrees and Circulars, with Table 1 summarizing the key
changes in Decree 165.

Chart 1: The Process for Decree 28 & 165 and Circulars

10 Dec 2008

Deadline for submitting
license to State Bank

(12 months after Decree 165
came into effect)

9 March 2005 15 Nov 2007 2 April 2008 5 May 2008

Circular 02/2008/ND-CP
— guide to implementing
Decree 28 and 165

Decree 28/2005/ND-CP
- initial regulations

Circular comes
into effect

Decree 165/2007/ND-CP -
amend & supplement Decree 28

Table 1: Key revisions in Decree 165:

Previously (Decree 28 only)

Today (Decree 165 & circulars)

Two levels of legal capital:

(a) can accept voluntary savings and has legal

capital 5bn VND

(b) cannot accept voluntary savings and has capital
500m VND

One level of legal capital:

(a) Can accept voluntary savings and legal capital
5bn VND (about $313,000)

If cannot be licensed, have to shut down

If choose not to be licensed, MFPs can still oper-
ate so long as (i) do not accept voluntary savings;
and (ii) savings are less than 50% of equity.
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2. Legal capital and ownership issues

Table 2 presents the two types of ownership structures of MFIs allowable under decree 28
& 165: a one member limited liability company, and a multiple member limited liability

company.

Table 2: Legal structure of Institutions licensed under Decree 28 &165

One Owner Company

Multiple Owner Limited Company

* Wholly owned by a
Vietnamese  socio-
political ~ organiza-
tions (eg Women’s
Union, Confederation

organizations
of Labor)

be the largest owner.

» Between 2-5 owners (Except if authorized by the Governor of the SBV)

* Eligible owners: (A) socio-political organizations, (B) social organizations,
(C) charity & social funds,! (D) vocational organizations (E) Vietnamese
NGO (Decree 88, 30/7/2003), local individuals, foreign individuals &

» Owners A-E (as defined above) must own at least 25% (together), and must

* Foreign owners must have less than a 50% share

It is important to note that the legal owners
of the equity MUST be the same as the own-
ers/operators of the microfinance program
for the one-owner company. In some cases,
International NGOs have handed over the
ownership of the program’s capital to the
local People’s Committee, but it is the
Women’s Union that runs and owns the pro-
gram. In these cases (if the Women’s Union
continues to be the sole owner of the pro-
gram), the local people’s committee will
have to transfer legal ownership of the cap-
ital to the Women’s Union. Generally speak-
ing, the transfer of this capital before licens-
ing is a matter between the People’s
Committee and the Women’s Union and
does not require State Bank approval. The
most important thing is clear legal owner-
ship of the program’s capital.

The minimum legal capital for all types of
MFIs is 5 billion VND. The minimum legal

capital can be contributed in the form of
cash, fixed assets or equity. For most micro-
finance programs, equity from donations
and retained earnings will be the main
source of contributed capital. The maxi-
mum share that can be contributed as
fixed assets (such as buildings) is 5%.
According to the SBV, this is in order to
ensure that MFIs have sufficient liquid cap-
ital to lend out to serve the poor.

3. Operational issues of MFIs and
licensing requirements

If a MF program wishes to be licensed as an
MFI, it must complete ALL requirements of
the Decrees and Circular, including having
professional staff, a business plan, audited
financial statements?, an organizational
charter, and having consulted the local
authorities. Some MF programs expressed a
difficulty in providing a finished charter® or

1 Social funds under Decree 177 and 148 are not counted as Vietnamese NGOs.

2 The Ministry of Finance issues a list of authorized auditors — MFIs should choose an auditor from this list.
The MFI must have audited financial statements for the last three financial years before licensing.

3 That is, and organization cannot draft its charter “as it goes”.
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a professional workforce, and various
guantitative measures (see the next section)
by the due date of the Decree. The State
Bank emphasized that MFIs essentially
have to be properly functioning profes-
sional organizations, otherwise the money
of the poor would be put at risk of misman-
agement. No delays will be granted to any
of the licensing criteria in the Decree, even
for organizations working in remote areas
where professional staff are difficult to find.
It is possible to change the organizational
charter, name, equity or other things after
licensing, but these require explicit approval
from the State Bank. Some changes, such as
the creation of new branches, also require
the approval of the local People’s
Committee (in addition to having the
required amount of capital).

Even for programs operated by the Women’s
Union at the provincial, district and com-
mune level, it must be the Central
Women’s Union that submits all of the
dossiers for licensing. This is because it is
only the Central Women’s Union that has
legal status. The State Bank recognizes that
currently many microfinance programs are
owned/operated by the local, district or
provincial Women’s Union; however it does
not want to get involved with the internal
issues of the Women’s Union.

Microfinance programs regulated under the
Decree are not allowed to provide microin-
surance themselves, though they are
allowed to act as insurance agents for insur-
ance companies (Circular, Article 55.4)

4. Quantitative definitions of an
MFI:

In order to be licensed as an MFI under

Decree 28 & 165 a microfinance organiza-
tion must meet several quantitative require-
ments:

A. The charter capital must be at least 5bn VND.

B. The portfolio of microfinance loans must
be at least 65% of the Gross Loan Portfolio,
where a microfinance loan is defined as a
loan less than 30m VND (Circular Chapter
IV, Article 53.2)

C. The portfolio at risk must be less than 5%
of the Gross Loan Portfolio

D. The MFI must be able to cover its costs in a
sustainable manner in the period before licens-
ing, and this must include loan loss provisions
(i.e. Operational Self - Sustainability> 100%)

Microfinance organizations meeting these
criteria are identified in the data analysis
article on page 21 in this bulletin.

4 For example, the CEO must have a university decree and at least three years of working experience as a man-
ager in the finance sector. Members of the control board must have 2 years experience as an
accountant/auditor/financial expert and a university degree in accounting, auditing and finance (if don’t have
university degree need 5 years of experience). (Circular , 22.1-2)
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5. Borrowing from local and over-
seas institutions

All MFIs regulated by the decree will have
the right to borrow from local banks (eg
VBARD) in Vietnamese Dong. However,
the MFI will have to negotiate the terms of
the loan with the commercial bank them-
selves, and not rely on the State Bank for
support or political influence. They will also
have to abide by the quantitative regulations
and prudential regulations.

MFIs licensed under Decree 28 & 165 are
able to borrow from overseas in local/for-
eign currency like any other private enter-
prise, though they will have to get the per-
mission from the State Bank to do so.
Normally this is not too strenuous: the MFI
and its foreign partner will have to register
the loans with the SBV after they are
agreed. They will also have to abide by

Decree 134/2005/N1-CP dated 1/11/2005
on foreign currency transactions, and
Circular 09/2004/TT-NHNN dated
21/12/2004. However, unregulated microfi-
nance providers will not be able to borrow
from overseas, making access to foreign
capital a substantial advantage to licensing
under the decree.®

Feel free to contact the MFWG
(taichinhvimo@gmail.com) or the author
for a copy of the slides of the presentation or
the text of the Decrees and Circulars (in
Vietnamese or English).

By Steven Pennings

Save the Children/US

Hanoi, Vietnam
spennings@savechildren.org.vn or
pennings@yahoo.com

5 In the current environment (pre-Decree 28 & 165
implementation), there is substantial uncertainty in
the sector regarding the legality of MF borrowing
from abroad. Currently three MFIs (TYM Binh

Minh/SEDA and Mekong Plus) borrow from KIVA
in USD with interim verbal approval from the State
Bank, though in part this may be based on the zero
interest on KIVA loans.
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Using the Partner-agent Model to Provide Microinsurance
to Low Income Market:

THE EXPERIENCE OF M7 NINH PHUOC DWAF
(NINH THUAN PROVINCE), VIET NAM

By Nguyen Thi Bich Van, ILO*

The partner-agent model involves a commercial insurance company and an MFI working
together to provide microinsurance. This article introduces microinsurance and the partner-
agent model, and shares the experiences of a MF program using this model: M7 Ninh Phuoc

DWAF.

An introduction to Microinsurance

Today microfinance is renowned globally as
key poverty reduction tool; its founder,
Mohammad Yunus received the Nobel
Peace prize in 2005 in recognition of his
efforts. However, unlike microfinance,
“microinsurance” is still a rather new con-
cept. It is not uncommon to hear such com-
ments such as “the poor don’t need insur-
ance”, or “they are too poor to pay the pre-
miums”. In the 1980s and 1990s, microfi-
nance used to be judged in the same way.

However, to get out of poverty in a sustain-
able manner, the poor need not only tools
that allow for employment creation and
income generation, but also tools that help
reducing their vulnerability to falling back
into poverty. Like all people, the poor have
to face a variety of risk in their daily life,
such as sickness, accidents, and crop or
business failure. A minor setback for a
wealthier person, such as a period of hospi-
talization, can often ruin all the financial
gains of low-income households and drive
them back into poverty. Microinsurance is a
financial product appropriate for the poor
(in terms of cost, terms, coverage, and
delivery mechanisms) that protects the poor
by reducing the financial impact of negative

events, such as sickness or death. An exam-
ple is credit-life insurance provided by Bao
Viet and M7 Ninh Phuoc (discussed further
below), which cancels debts in event of
death or permanent disability.

According to the Microinsurance Centre,
the potential market for microinsurance is
very large: more than 2 billion people. At
present, only 3% of these people have even
basic coverage, suggesting a huge need for
new and expanded microinsurance services.

The Partner-Agent model

Under the “partner-agent model” of
microinsurance, a commercial insurance
company (such as Bao Viet or AlIG) partners
with a local “delivery channel” (such as a
microfinance program, the Women’s Union,

1 This article uses information from internal reports of the ILO’s Microfinance Project and information provid-
ed by Ms. Nguyen Thi Minh Nguyet, Ninh Phuoc DWAF Director.
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the Labor Confederation or PetroVietnam)
to distribute microinsurance products.
Typically the insurance company manages
the premiums and funds the payout of
claims, with the distribution network receiv-
ing a commission for collecting premiums
and product servicing. The advantage of the
system is that the strengths of one partner
(see Table 1) complements the weaknesses
of the other - i.e. insurance companies often
don’t understand the needs of low-income

people, whereas microfinance programs
specialize in this. By delegating responsibil-
ities according to expertise, the
Microinsurance product can be created and
distributed more quickly, with lower costs
for each party. An alternative to the partner-
agent model is the creation of a new special-
ist Microinsurance agency - the arrange-
ment favored by TYM and discussed in the
next article.

Table 1: Strengths of each partner

Commercial Insurance Company (eg Bao Viet)

Distribution Channel (eg microfinance program)

Experience with insurance:

* Ability to price products and assess risks proper-
ly based on actuarial research

 Solid financial institution with substantial
reserves, government regulation and access to
reinsurance market.

Experience dealing with poor people in location:

 Understanding of the needs to low-income peo-
ple, including local knowledge

» Have a network that goes down to the local level
* Trusted by the local people

* Can integrate microinsurance with existing prod-
ucts to reduce costs of delivery

Challenges in the partner-agent model
include choosing an appropriate partner, the
negotiation of fair terms between parties,
relationship management and regulatory
issues.

M7 Ninh Phuoc DWAF — a success-
ful  Vietnamese partner-agent
microinsurance scheme

In January 2005, the M7 Ninh Phuoc?
Development Assistance Women’s Fund
(DWAF) launched a pilot credit life
microinsurance product, in a partnership
with the Bao Viet insurance company. The
annual premium is 0.9% of the loan, with
payouts equal to 100% or 50% of initial loan
size with the death or permanent disability
of the woman borrower or her husband,
respectively (in the most recent policy). The
DWAF microfinance program has 2800
clients in Ninh Phuoc district in Ninh Thuan
province, and was founded in 2001 in part-

nership with ActionAlD.

The initiative was motivated by the deaths
of a number of DWAF’s members in previ-
ous years. Not only did these deaths result in
income loss, funeral costs and substantial
debts for the families of the deceased, they
also lead to increased loan write-offs for
DWAF (affecting sustainability). After con-
sultation with the ILO and clients, the
DWAF chose the “partner-agent” model of
microinsruance (with Bao Viet being the
insurance company) due to the small size of
the Fund and its staff’s relative inexperience
with insurance.

Under the partner-agent contract between
Ninh Phuoc DWAF and Bao Viet, the
DWAF is in charge of promoting the prod-
uct to clients, collecting premiums (which
are transferred then to Bao Viet), and facili-
tating claims. Bao Viet is responsible for
providing insurance product to borrowers,

2 Also known as the Ninh Phuoc Development Women Assistance Fund (DWAF). The project was started by
ActionAlD in 2001 and was officially handed over to the district People’s Committee in May 2007.
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training the DWAF staff on insurance con-
cepts and selling techniques, and paying
commission to the DWAF. Bao Viet pays
claims to clients or their families through
Ninh Phuoc DWAF. The Fund keeps the
outstanding loan amount to pay off the debt,
and pays the remaining amount to the
client’s family. The DWAF also invests
heavily in information dissemination as it
realizes that clients’ good understanding of
the product is a key condition for success.

In consultation with the DWAF, Bao Viet
modified existing life and health insurance
products to match the demand of this specif-
ic group of poor clients. Initially, the policy
paid out the initial loan amount only in the
event of death or total permanent disability
of the borrower (not her spouse). In
response to the hardship of clients whose
husbands died, DWAF renegotiated the
product with Bao Viet in September 2006 to
include the death/permanent disability of

the husband with the same premium.
However, the payout was reduced to the out-
standing loan only.

Three years since it first introduced the
insurance product, the DWAF re-negotiated
the policy with Bao Viet, based on premium
and claim records. The low claim payment
ratio and excellent management of the
DWAF were the main factors that convinced
Bao Viet to increase the insurance benefits
(to 100% of the initial loan amount for the
borrower and 50% of the initial loan amount
for the husband) without increasing the pre-
mium from 0.9% of the loan amount. The
commission rate paid to the DWAF was also
increased by over 60% in the first quarter of
2008.

All three parties seem to gain from the product:

» Microfinance clients are satisfied by the
guick payment of claims when they are in
need.
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* M7 Ninh Phuoc DWAF have been able to
add an additional product with very little
extra workload for staff, they receive a
commissions as a new funding source, and
their staff have benefited from Bao Viet’s
training and experience.

Bao Viet has succeeded in reaching a new
customer group: women in poor areas.
Despite the small scale of the current proj-
ect, Bao Viet recognizes the vast untapped
market of microinsurance in poor rural
areas in Vietnam and now has valuable
experience in designing and marketing
products for this market.

Conclusions

Given the success of the M7 Ninh Phuoc
credit-life insurance project, a number of
other Vietnamese microfinance providers
are now interested in offering similar prod-
ucts. The partner-agent model means that
potential agents need little prior understand-
ing of insurance products, and can roll out
products quickly to their clients. But the
low-income market doesn’t just demand

credit-life insurance - health insurance,
crop/livestock insurance and property insur-
ance are also needed. According to Dr.
Nguyen Hai Huu, Director of Social
Protection Bureau at MOLISA, most of
Vietnam’s 32 million poor or near-poor peo-
ple don’t have access to commercial insur-
ance. This suggests a vast unmet demand for
microinsurance in Vietnam, with the poten-
tial for microinsurance to reduce the vulner-
ability for millions of low-income house-
holds.

Bao Viet’s Deputy General Manager of the
Personal Accident Department, Mr. Do
Hoang Phuong, has expressed a willingness
to work with other microfinance organiza-
tions in providing microinsurance products.

By Nguyen Thi Bich Van

National Project Coordinator, Microfinance
Project, ILO Office in Viet Nam

Email: bichvan@ilo.org

Website: www.microfinance.org.vn
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TYM and Microinsurance:

ON THE WAY TO SETTING UP ANEW
MUTUAL ASSISTANCE FUND

By Duong Thi Ngoc Linh, TYM Deputy Director

Email: linh_tym@yahoo.com

Despite already having a successful microinsurance program (described in Section 1 of this
article), microfinance provider TYM has decided to set up a new microinsurance fund (see
Section 2 for their reasons). Unlike M7 Ninh Phuoc, discussed in the previous article, TYM
has decided to set up a new independent Mutual Assistance Microinsurance Fund rather
than undertaking the partner-agent model (see section 3 for their reasons). At the time of
writing, the new MAF is being pilot-tested, and is expected to be rolled out to all branches
from late summer 2008. Sections 4 and 5 include a discussion of the way the new Fund is
being developed and document the better services that the new fund will provide to clients.

1. Current model of TYM’s Mutual
Assistance Fund

The Mutual Assistance Fund (MAF) has
been a distinctive feature of TYM since
1992 and is proof of the strong solidarity
between TYM and poor women. Recent sur-
veys suggest it is one the most popular prod-
ucts with clients. With a contribution of as
little as 200 VND (1 cent) per week, TYM
members and their families facing difficul-
ties can receive, in a prompt and un-bureau-
cratic manner, some monetary support for
hospitalization (200,000 VND), burial costs
(500,000 VND) and most important, all out-
standing debt is written off immediately.

2. So why change a successful
model?

The main reason TYM wants to upgrade the
MAF is that it always strives to meet the
demands and expectations of its clients.
During the same survey where members
expressed their satisfaction with the "old"
MAF, they also voiced their desire to

receive higher and more diverse benefits.
Priority was given to the idea of a life insur-
ance product for all family members and a
pension fund for retirement. Members were
also asked if and how much they would be
willing to pay for the expanded benefits, and
the results were surprisingly positive.

The second reason is the belief that in the
long run all products and services offered by
an organization should be sustainable. The
MAF during 12 years of operations has
accumulated a small surplus of just under
one billion Dong ($70 000). But the level of
premiums and benefits were set arbitrarily,
costs were subsidized by TYM, and there
were no real reserves for the evolving risk
profile of the portfolio (for example related
to a growing average age of members).

The third reason is that under the final ver-
sion of Decree 28 & 165, TYM would not
be allowed to provide insurance activities
directly any more, but only to act as an
insurance agent.
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3. An insurance agent or an insur-
ance provider?

After careful consideration TYM decided to
go for the option to set up its own, separate
insurance operation (as against an alterna-
tive of the partner-agent model). It will still
serve TYM members and their families, but
it will be separated legally, have a separate
management and its own accounting and
financial system. The main reasons for this
decision are:

e The insurance products can be tailored
exactly to the needs of TYM's members.
Changes and adjustments can be made in a
responsive and flexible manner.

e A Mutual Insurance Fund will eventually
be owned and controlled by the policy
holders, i.e. the TYM members. Members
themselves will have the final word on the
products, on management and on financial
matters. Any surplus earned by the Fund
will directly benefit the members, as it
will be used to lower premiums, increase
benefits or improve the capital reserves.

TYM staff will handle collections, claims
and payouts on a weekly basis alongside
their regular work. They are very familiar
with their clients and will not just sell an
insurance policy of a commercial insurer,
but the services on which the members
and the Fund have mutually agreed.

Government Decree 18 provides an excel-
lent legal framework for creating a Mutual
Insurance Fund. Since no such Insurance
Fund has been licensed yet, TYM's MAF
would be (once again) a pioneer. The
Ministry of Finance is supportive of
TYM's endeavors, and has encouraged us
to go ahead with a pilot test. They prom-
ised to consider implementing guidelines
for Decree 18 which would be suitable to
the needs and capacity of poor women.

* TYM has been able to secure the support
of strong partners, namely CORDAID as
the main sponsor, and RIMANSI (Risk

Management Solutions for Asia) and
CARD (who has built a strong Mutual
Benefit Association with more than 2 mil-
lion members) as technical advisers.

TYM has been looking into the possibility
of cooperating with existing commercial
insurers, and we will keep this option open
for the future. But we found that the prod-
ucts and premiums offered were not really
suitable for poor rural people.

4. Current status

In 2007 TYM created a task force, which
went to the Philippines for training and
then, together with foreign consultants,
started to develop the concepts and ideas for
the new MAF. The basis for the decisions
was a client satisfaction survey and needs
assessment among 300 randomly selected
members. In the next step, TYM collected a
complete set of information on members,
their families and the history of claims. On
this basis, an international actuarial expert
calculated the risks, the necessary reserves
for payouts and several scenarios for the
possible level of premiums and benefits for
each insurance product. As the final deci-
sion will be taken only in summer 2008 after
testing, we do not want to go into the prod-
uct details yet (see Table 1 for an overview
of products). But for an affordable level of
premiums, the TYM members will get sig-
nificantly improved benefits. The payouts in
case of death and hospitalization will
increase sharply and include also the client’s
spouse and children. A new pension fund for
members will, for the first time in Vietnam,
provide poor rural women with additional
income when they become old.

11
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Table 1: A comparison between the products
of the new and old Mutual Insurance Funds

"Old" MAF New TYM Mutual Insurance Fund
Start Date 1996 Summer 2008
Provider TYM Mutual Insurance Fund
Distributor TYM TYM
Regulated No Likely under Decree 18
Beneficiaries (2008) 30,000 120,000 (incl. family members), up to 250,000
people by 2012
Sustainability Doubtful Operationally break-even after 1 year
Premium 200VND/week Higher

Death benefit

500,000 VND for member
200,000 VND for spouse

3,000,000 VND for member
1,000,000 VND for spouse and children

Hospitalization benefit | 200,000 VND once only

1,000,000 VND in 5 years

Credit life protection
ance

Write-off outstanding bal-

Write off outstanding balance and reimburse pre-
vious loan payments

Pension Fund None

Payout of all contributions plus accumulated
interest

At the moment, TYM is testing the products
in one branch and so far has received over-
whelmingly positive feedback. In summer
2008, TYM will finalize all products and
procedures and then start to roll-out the pro-
gram to all 26 branches.

5. The future

TYM's new MAF still faces many chal-
lenges. The most serious ones are the quali-
fications and level of understanding of
TYM's staff, who will not just have to han-
dle (as agents of the TYM Insurance Fund)
new products and procedures, but who will
also have to be convinced of the new model
themselves, so they can convince our
clients. We also still need to improve and
upgrade the accounting system and modify
our software. Finally, we want to make the
Fund truly "Mutual”, and so will have to
find ways to ensure members’ participation
in supervision and management.

According to our very conservative projec-
tions, the Mutual Assistance Insurance Fund

12 1 That is, membership is compulsory.

will cover its costs, including all necessary
reserves, right from the first year. Over a
period of 4 years, the Fund is projected to
have a membership of 250,000 poor people
(all the projected 60,000 TYM clients and
their families).* It will also have accumulat-
ed the legal capital of VYND 10 billion
($700,000) as required by Decree 18. At the
latest after 5 years (earlier if the capital
requirements were lower), TYM's Insurance
Fund will have sufficient funds to consider
increasing the benefits or lowering the pre-
miums for its members.

Once all operations run smoothly, the Fund
wants to consider additional insurance prod-
ucts, such as crop, cattle or property insur-
ance. TYM is very much open to sharing its
experiences and cooperating with other
microfinance projects and organizations (in
particular those of the Vietnam Women's
Union) to give these organizations access to
client-focused, innovative risk prevention
models.
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Institutional Transformation in Thanh Hoa:

ORGANIZATIONAL RESTRUCTURING
AND HUMAN RESOURCES

Tim Gorman, Save the Children /US

Before they can register under Decrees 28 & 165, microfinance programs must transform
into professional institutions with clear, efficient organizational structures and capable staff.
The Thanh Hoa Microfinance Program has already undergone such a restructuring process,
which has resulted in greater efficiency, improved customer service, stronger internal con-

trols, and increased fundraising.

Introduction

In the context of Vietham, many discussions
on microfinance “transformation” tend to
focus on the legal registration of microfi-
nance providers, as outlined in Decree 28 &
165. Transformation, however, involves
more than just a change in legal status; for a
microfinance provider to become a profes-
sional, sustainable, and effective institution,
it must also upgrade the capacity of its
human resources and adopt a clear and
efficient organizational structure.

From 2005 to 2007, the Thanh Hoa
Microfinance Program implemented a wide-
ranging restructuring plan designed to meet
these two objectives. Founded in 1998 as a
project of the Thanh Hoa Women’s Union
(with technical support and funding from
Save the Children US), the program is how
preparing to register as an independent MFI
under Decree 28 & 165. Before doing so,
however, the program and is backers decid-
ed to first focus on institutional develop-
ment, hiring a professional team to run its
management and operations, and creating a
new, more streamlined organizational struc-
ture. As a result of these changes, the pro-

gram has become more efficient, strength-

ened its internal controls, and has
improved the quality of its customer serv-
ice. The program has also become function-
ally independent of the Women’s Union in
its day-to-day operations.

Why Restructure?

The restructuring plan was aimed at over-
coming some of the key challenges facing
the program. Chief among these challenges
was the limited capacity of the program’s
staff members; under the old system, most
of the staff were Women’s Union employees
who worked for the program on a part-time,

13

unsjIng 92UrUIOIDIN WeuldIA


http://www.pdffactory.com

Microfinance Working Group

Vietnam Microfinance Bulletin

14

joint responsibility basis. While experi-
enced in the provision of social services, the
Women’s Union staff had limited ability in
delivering financial services. This lack of
expertise led to problems in client selection
and internal control, resulting in a large
number of “ghost” clients (those who used
the names of friends or relatives to take out
multiple loans). Though there was (from
2003 onward) a small provincial manage-
ment office, the program also lacked a pro-
fessional team to guide its operations and
plan for the future.

The program was also constrained by an
inefficient and overly complicated orga-
nizational structure. The old organization-
al structure was three-tiered (see Figure 1),
but roles and responsibilities between the
different tiers were not clearly delineated,
and some functions were needlessly dupli-
cated at multiple levels. These multiple lay-
ers of authority also limited the contact
between the program’s management and the
clients and credit officers in the communes.

As a result, the management’s responsive-
ness to clients and its monitoring capacity
were both severely limited.

Another reason to restructure was the pro-
gram’s intention to become a registered
MFI under Decree 28 & 165. In order to
register under these laws, a program will
need to have a professional organizational
structure, with a head office and skilled
management staff, as well strong gover-
nance, internal controls, and risk manage-
ment practices. The objective of the restruc-
turing plan, then, was to move closer to
compliance with these Decrees, while at the
same time building a strong, independent
institution that will function well in
Vietnam’s changing microfinance environ-
ment. Specifically, the restructuring process
aimed to create an autonomous institution in
which the Women’s Union will no longer
play the direct operational role that it played
in the past, but “step back” to a governance
and ownership role.

Figure 1: Organizational Structure Before and After Restructuring

Old Structure

[ Provincial Women's Union } --------

Primary Responsibilities

! - Limited monitoring duties

! sharing between districts

1
1
...... 1 - Coordination of quarterly meetings and information |
1
1
]

! - Management of program funds

1
1
1
N . . . 1
District Women'’s District Women's District Women's ! - Program monitoring and supervision !
Union Union Union "1 - Development and implementing of program strategy 1
1
‘ 1 - Program marketing and promotion !
1
| | | DR o s 3
| - Disbursal and collection of loans :
Commune Commune Comr’nune __ - Selection and assessment of dlients !
Women's Union Women's Union Women's Union | - . ) 1
1 - Additional marketing and promotion 1
] 1

New Structure

[ Head Office ]. ............

1 .
----- 4 - Human resources and personnel issues

________________________________________ 1
- Strategic and business planning

(- . o
1 - Financial management and coordination of funds

1 . . . . n

1 - Monitoring and supervision of branch operations
‘- Development of policies and procedures

1

1 . .

1- Approval, disbursal and collection of loans
1 . .

1- Client selection and assessment

1
1
i
[ Branch } { Branch J [ Branch J { Branch }-- - - Organization and supervision of group meetings :
1
i
1
1
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