BlueOrchard’s response to NY Times comments on LAPO (Nigeria)
Why BlueOrchard has invested in LAPO

As one of the leading institutions in Nigeria and West Africa, Lift Above Poverty Organization (LAPO) is a good MFI which merits BlueOrchard’s financial support. LAPO demonstrates a strong social commitment, healthy growth and proven international support. We believe LAPO is the strongest candidate for BlueOrchard to extend loans in Nigeria. 
BlueOrchard extended a USD 2 million loan in November 2009. BlueOrchard identified the following strengths and weaknesses of the institutions:

Risks and Mitigants

· Country risk: Nigeria presents a range of political and economic risks. Risks remain at the level of corruption and rule of law.

· Market risk: The current microfinance market is hit by the ripple effects of the confidence crisis in the banking sector. This is very much mitigated at LAPO’s level, because as a leader with a unique market position, it has been able to better withstand reputational risks.

· Ambiguous legal status: LAPO is currently an NGO without shareholders. Plans to transform have been delayed but this is mitigated by the fact that LAPO has strong support from the Central Bank and official transformation should take place in the next 6 months. 

Strengths:

· Deep social mission and vision and committed management and staff. LAPO specifically serves the lowest market niche, poor individuals whose activities are essentially petty trading and subsistence farming. LAPO has historically focused on women (95% as of today).

· Excellent positioning: Thanks to a strong group methodology and fast growth, LAPO is positioned as a leader and faces limited competition at the lower end of the market

· Strong loan portfolio quality thanks to a proven group methodology.
· High profitability  allows for continued growth and healthy margins are reinvested fully in the institution (no dividends have been paid so far) 

· Firm support from international technical providers (e.g. Grameen foundation) and leading US and European microfinance investors.
Comments in response to compulsory savings
Compulsory savings, or “forced savings” as mentioned in the article are common practice in microfinance. According to the Microfinance Gateway
: 

“Savings payments are required as part of loan terms or as a requirement for membership, usually in a credit union, cooperative, microfinance institution, village bank or savings group. Compulsory savings are often required in place of collateral. The amount, timing, and level of access to these deposits are determined by the institutional policies rather than by the client. Compulsory savings policies vary: deposits may be required weekly or monthly, before or when the loan is disbursed, and/or each time a loan instalment is paid. Clients may be allowed to withdraw their savings at the end of the loan term; after a set number of weeks, months or years; or when they terminate their memberships.”

LAPO has an adapted and proven methodology (based on the Bangladeshi ASA model) which does require some savings before the loan is disbursed. Compulsory savings are a way to increase outreach to borrowers without collateral. 

Effective April 1 2010 LAPO will decrease the level of compulsory savings from 20% to 10%. We note however, that the average pre-loan deposit in the Nigerian industry is between 20-45%. 
Comments in response to high interest rates 

LAPO has been criticized for charging high interest rates. Indeed, nominal interest rates range from 2-3% flat per month, which brings the effective interest of their main product to a range of 70% to 80%. 
LAPO’s interest rates are to cover its high operational costs. Disbursing such small loans (USD 137 as of Dec 09) is very labor intensive and thus costly. Still, BlueOrchard and other lenders believe LAPO should benefit from economies of scale and could reduce the number of its administrative staff overtime. Currently some staff is being reorganized, with expected improvements in efficiency and productivity.
LAPO is a highly profitable MFI: the institution was motivated to reach the minimum capital requirements for transformation into a state microfinance bank (USD 8 million) and reached these equity levels through retained earnings only. It is important to note LAPO is an NGO and all profits are capitalized (no shareholder dividends).

In mid-2009, LAPO received pressure from the Grameen Foundation as well as other lenders for charging high interest rates and booking large profits. Requests for LAPO to lower its interest rates by 0.5% per month in October 2009 were met with approval by the management and board and quickly implemented.
In conclusion

Nigeria is an extremely difficult country to operate in. LAPO is one of the most reliable organizations in Nigeria, in view of its strong social mission, very low average loan size, and one of the lowest interest rates (if not the lowest in the country). LAPO has been very open to feedback, and has been very proactive in implementing recommendations from its partners. BlueOrchard Finance looks forward to continuing working with this institution in the future.

 
� http://www.microfinancegateway.org/p/site/m/template.rc/1.11.48257/1.26.9214/





