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For a full year, | have seen consistent confusion over what interest rate Compartamos charges its clients.

They generally claim to charge approximately 82%, a figuredlagy tobase on their portfolio yield.
This 82% figure isot the interest rate paid by the client€Eveno €
pay an annual interest rate of 105%, including the 15% governmenttaxf f SELJX | Ay KSNB
rate calculationsvork, why there is so much confusion over wlithe interest rates really areand how,

from the perspective othe clients, the interest rate is actualh29%.

Loan pricing can be extremely confusing

/ 2YLI NI IFY24aQ 26y 6So

Recent dscussiorand debateabout interest ratesand profitshasfallen mostly into two campsOne
group says thaexcessivelhigh profts earned ofiexcessively high interest ra¢@re inappropriate and
unfair. The opposing group saykat ¢ in line with standard market theory, when two parties enter
into an agreement to selind-buy, that both parties are benefiting and itddair transaction.The
interest rate may be high, but the client knows that and determitieg the benefit of theloanexceeds

the cost.

Thesignificantlimitation of thedfree marke€ argument is, in my opinion, that product pricing in
microfinance is anything but transpareniudging the price of a loan is extremely difficult except in the
simplest of cases, and very few loans that we are offered are sivagkes.[ S (i Q & thé ex&@npleof (i
Compartamos.Compartamos advertises loansat interest rate o#%per month Moneylenders are
known to charge at least 10% per mont@omparamos looks better. L& look at some actual
numbers: Which of these two loans would you believe to be a better price?

LoanOption A: Receive dan of 3,000 Pesos, for 16 weeks, with payments of 221 Pesos per week.
The total cost of that loan is 547 Pesos, as your repaysehredule shows total
paymentsof 3,547 Pesos. You can then get another loan immediately.

LoanOptionB: You are given a loan of 1,300 Pesos for 12 months. You make interest payments
weekly, butyou keep the entire principle for the entire year anethrepay it all.
During that year you are to pay 1,88@sosn interest payments.You repay a total of

3,100 for a loan of 1,300 for a year.

Loan Product | Initial Loan Amount|  Total Cost Length of time
Loan Option A 3,000 Pesos 547 Pesos 16 weeks
Loan Option B 1,300 Pesos 1,800 Pesos 12 months
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Which looks like the lower cost alternative to you? To most people, Option A seems like a bigger loan
foralowercosth LJGA2Yy . ft221a fA1S @2dz2aNB LI @Ay HalYdzOK Y2N.
amount of the loan (and, in fact, you are).

Interestingly, these two loans are exactly the same loan when looked at from a financial perspective.
Option A is the standard Compartamos loan. Optidadks like it may be a moneylender loan at 10%
interest a month.However, itisthe financialequivalent ofwhat a client would have if she continued to
borrow from Compartamos for a full year.

Both loang; OptionA and Option B havean equivalenannualinterest rate. This article will explain
why this is the caselt will explain Annual Percentage Rate (APR) cailcntaind will also propose the
dzaS 2F | yS¢é aoNBI 1SOSY LRAyGE FAIANB (G2 KSt LI Of A

What do Compartamos clients actually pay?

Compartamos tells their clients that loans are charged an interest rate of 4% per mbhithas been
reported to a number of journalists who have interviewed clier@®@mpartamoslso (I expegitells

them what their weekly payment would be. The Compartamos website also has repayment schedules
posted. The following figure iscéip from the @mpartamos websit®f a loan of 3,000 Pespsr
approximately US$300(Note that in the figures throughout this documentathountsare really values

in Mexican Pesos and the exchange rate is approximately 10 Pesos td. IAIS®HmMpartamos group
loansare for 16 weeks, with weekly payments. The repayment schedule shows that the client makes an
even payment of 221.68 Pesos per week. Doing the math, one sees that makes a total payment of 3,547
Pesos, or 547 Pesawmre than the loan principalin factthat 547 Pesoslso includes a 15% value

added tax in addition to the interest and principal. That seemssodiad for a 3,000 Peso loaRut

% S Qf fconbidetayymore as we dipeper.
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Producto GEMERADORAS DE INGRESO (GDI)
Monto solicitado $32,000.00
Plazo 4 MESES
Frecuencia de Pago Semanal
$3,000.00
1 52,839.57 160.43 $61.25 $221.68
2 $2,675.86 163.71 $57.97 $221.68
3 $2,508.81 167.05 554.63 $221.68
4 $2,338.35 170.46 $51.22 $221.68
5 52,164.41 173.94 547.74 $221.68
[ $1,986.92 177.49 $44.19 $221.68
7 $1,805.81 181.11 540.56 $221.68
a $1,621.00 184.81 $356.87 $221.68
9 $1,432.41 188.58 $33.09 $221.68
10 $1,239.98 192.43 $29.24 $221.68
11 51,043.61 196.36 $25.31 $221.68
12 5843.24 200,37 $21.31 $221.68
13 5638.78 204.48 517.22 $221.68
14 5430.14 208.54 513.04 $221.68
15 $217.24 212.9 $8.78 $221.68
16 50,00 217.24 54,44 $221.68

Tu pago Semanal es de$221.68

Esta informacidn constituye un ejercicic numeérico correspondiente @ una simulacién de condidones de crédite, por lo que |z

informacién que se obtenga, no constituye unz solicitud de crédito, ni implica para Banco Compartamos, 5.A., [nstitucién de Banca

Multiple, ebligacién alguna.

Lz informacidn del producto y politicas de creédito
| - .

westigacién en el Burd Naciona

contenidas, est2n sujetos a cambic sin previo aviso

La aprobacicén fi
res caF]

rezlizz Bance Compartames, S.A., Institucidn de Banca Mualtiple v del

El CAT (Costo Anual Total) de este crédito es de 105% (incluye 15% de IVA), Bes para fines informatives v de comparacién

Si deseas mayor Srtamos mMas cercana o comunicate sin costo al teléfone 01 800 220 S000.

[221 FG GKS FTAYS LINAYy(d OBRNRKRIIKSR2AE02DSGESHFRI eRrUDT 6 { &
LyydzZ £ /2aGé0 27T wvaddeitax. Goyhpaftatzbsidyed thisickl&ilation i$ dore by the

P { o a! t wE(APRiNDE d@zxpliined further belawAnd rote that thisCATcalculation is not done

with the legal CAT formula required in Mexfc@ompartamos has since changed their CAT calculation

on their websiteto match the Mexican legal definition

How does 4% per month become 105% per year?

Now, one curiosityhat people ask me about constantly isow does a stated 4%er-month interest

rate become a 105% interest ratd=ew people understand, let alone the clients. | have had to explain

this to industry practitioners, journalists, industry leaders, and the donor community. What | will do in

the following explanation is to walk you through this logicfactRS Y2 y A G NI G Ay 3 GKF G /2 YL

! The Mextan CAT law follows the European Union definition of APR calculations and includes compounding
effects. Interest paid in the first week is more valuable than interest paid in the sixteenth week, because you could
have been using that money for anothetdién weeks.
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per-month rate is actually even higher than th85% figure we have been using. kcsually129%
from the perspective of the client.

¢ 2 0 S3A yhitoftb&Kgdnd dh Avhat interest rates meafihe textbook definitiorof interest is

GGKS OKIFNHS F2NJ 0KS dzaS 2F Y2ySe 20SNJ GAYSodE ¢ KA
calculation of interestHowever, many finance institutions use a egyiof techniques to mask the

actual cost of the loan. In response, governments have passed consumer protection laws, such as the

P adnIEYRA Y 3¢ Ol mixtwreknte@dt ani feeacalduliatibn mietkddls down to a basic,

consistent measur® I f f SR GKS a! yydzZf t SNOSydl3S wkidSzé 2NJ !
2FGSy OFftfSR GKS aSTFTFSOGABS AyiSNBad NI G Seyd 20K
are considered synonyms h&re S@Sy (K2dZAK SIFBOVMBDBa AL SENBRIINING S ¢
different calculation.

In the figure below, you will see that the table to the left, we have a $3,000 Peso loan for 16 weeks,

GAGK ny s Fyydzrt AyiSNBadG OKFNHSR 2y | a&bpant AyAy3
oFtlFyOS¢é O0AYy NBRU I YR (ei)SAsgolyai SelBaahiwemidrasts o £ I yOS¢é
calculated on the amount actually held by the cliemthe previous month Interest in the first weels

charged on $3,00. Interest in the saand weekis charg@d on $2,813. Interest in Wedl6 is charged on

$188. This is both logical and intuitive, matching the textbook definition of interest.

Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions Relation of Net Loan, Interest Method, and
Compulsory Savings

Loadn Amoiant

Term & Repay Fre 53,500

Effec
Inlerest
Rate [APR)

n Pricing 53,000

Interest Method
Baain | ntesest Rate (%) A8, 0
Up-front FR

52,500

Valug-added Tax (%) [ 4B.0% E $2,000
Coenpulsory Savings (%) [N 45.0% ]
Lavings Interest Paid (%) 'E §1,500
Total Financial Cost to the Client [excl. savings) 41,000
Totsl It Fees/VaT Paid  [REESSNN in 16 Weeks
Annwalired &7Es | inxvear
Avg ret lcan balance ! 5500
Thils i Bhe Sl Be clibal o B inver sl i Mer Bogineis
Breakeven Borrowing Point Bt i
The month when the total lsan cost equols the ovg fown bodonoe o 1 2 1 4 5 6 T B 9 1 11 17 13 14 15 16
Mtantbn with Negative Net Balance Waaks
wieeks:[NBO|
% of losn term . Nt Loan Balence Inberest Rate Balance —i— Compulsory Savings

The next figure shows an expected repanhtable for such a loan.h€ circled columuisplayshe

GOFakK Ff2¢6¢é¢ FNRBY (GKS LISNELISOGAGS 2F GUKS OfASyido
which $27.69 is interest. The interest amount is calculated as: 48% annual interest rate / 52 weeks *
$3,000 = $27.69. The total payment is 2136 second week, and continues until the thoia repaid.

The bottom line showsthat y:'2 A& GKS !'tw F2NJ GKA&a f2Fyod LG A
wS G dzNy ¢ 0L ww-knowh 2pgdgatdi ink fiBande to déSefniine what the bresalen returnis for

Q)¢
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interest rate chargeonsistently in every week,.

Repayment Schedule
The following table sh the repay hedule and cashflow for the loan given the conditions indicated on the Cost to Client sheet.
Loan Cost and Cashflow " Compulsory Savings

Morth#| Balance Prinopal  Iferest Commssion VAT / w:;’:ﬂ’“” N:::"" ""‘"J;’: " Savings  iferest  wmndrawal ;:_:::' Cashfiow
0 3,000 .| 300000 3,000.00 . 3,000
1 2813 18750 2769 215.19) (215.19) . [215)
2 2625 18750 2596 (213.46) (213)
3 2438 18750 2423 (211.73) (212)
4 2,250 18750 2250 (210.00) 2 . (210)
5 2,083 18750 2077 (208.27) . - (208)
6 1875 187 50 19.04 (206.54) (207)
7 1,688 187 50 17.31 (204.81) (208)
8 1,500 187 50 1558 (203.08) . (203)
9 1,313 187.50 1385 (201.35) . (201)
10 1,125 187 .50 1212 (199.62) (200)
1 938 18750 10.38 (197.88) (198)
12 750 187 50 865 (196.15) (196)
13 5683 187.50 692 (194.42) : : (194)
14 375 18750 519 (192.69) . (193)
15 188 187 50 346 (190.96) (191)
16 : 187 50 173 189 23) (189.23) (189)
3,000 235 0 0 48.0 48.0% 0 0 0 | 48%

UnderstandingKS a Tt G AyiSNBadé YSUiK2R

Unfortunately, what we show above isot what Comparamos does. Like mamFls they do not

calculate interest rate charges based on the actual amount owed by the client. They inséead

YSGK2R 3ISySNrffe OFfftSR aFfftlid AyiSNBaaGg=zé | YSGK2R
that has been ver commonly utilized by the microfinance industry. In this approach, the quoted

interest rate is charged on thariginalloan balance, even though the client does not have (and often

neverhad, as we will see) that much money at her disposal.

Thenextd dzZNB &aK2gad GKS INBSyt ay$ibrHB & G1Fikdredt S chakfds by O8 v
on $3,000 and th client has $3,000. Each weéhe client pays back part of the loan, but interest is still

charged on theriginal loan amount. In Weel6, the client ha®only $188 to invest in her business, but

she is still chargenhterest on $3,000. Clearly, there is no textbook definition that can matize why

interest should evebe charged this way in a fair system. Why did such a system appeading? The

answer is obvious and cannot be debated: it allows the institution to charge nearly twice as much

interest forthe samenominal quoted interest ratas with the declining balance methodt is in the

interests of the institution to adveide a lonnominal interestrate and charge a much higher APR. As

shown in thetable to the left, 48% flat interest results in an APR of 86.BYther words, charging

86.8% using the declining balance method would generate an equivalent cost of the loan



Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions
Loan Amount
Term & Repay Freq.

Effective
Interest
Rate (APR)

Incrementa
ICost

Loan Pricing
Interest Method

86.8%

86.8%

0.0%
0.0% 86.8%
0.0%

86.8%

Inputs
Annual Interest Rate (%)
Up-front Fee (%)
Value-Added Tax (%)
Compulsory Savings (%)
Savings Interest Paid (%)

Total Financial Cost to the Client [excl. savings)

Total Int/Fees/VAT Paid
Annualized
Avg net loan balance

in 16 Weeks
inlvYear

This is the amount the client has to invest in her business

Breakeven Borrowing Point: -

Months

The month when the total loan cost equals the avg loan balance

Months with Negative Net Balance
Weeks

% of loan term

Amount

43,500

$3,000

$2,500

$2,000

41,500

$1,000

$500

Relation of Net Loan, Interest Method, and
Compulsory Savings

s Netloan Balance

1 2 3 4 5 6 7 8§ 9 10 11 12 13 14 15 16
Weeks

Interest Rate Balance —4— Compulsory Savings

A general rule known by financial managers is that when flat interest is used, the APR is almost twice as

much as the quoted interest rate. In looking at the above graph, you can see why. APR interest is the
charge for the use of money over time,tbe diagonal red areq the area shaded red shows tlhength

of time that the client has differeramounts of money With the green, flat interest line you can

visualize a rectangular box. If you visualize the red area as a diagonal straight line@uloamsee that

the line divides the green rectangular box in half. Thus, interest is being charged on twice the amount
actually held by the client. However, because of the stip approach of the red area, the area of the
red area islightlymore than half the area of the green, rectangular boXhus, the APR is slightly less

than double the nominal rate.

Oneway toli S & (i

GKA& A&

g2

asSsS oKL

g2dzZ R KI LIWISYy AT
and thenhavepayments distributed ovethe final twelve weeks. As shown in the figure below, the red
area is significantly larger as a proportion of the green, rectangular area. The APR drops from 86.8%
without a grace period to 71.1% with the grace period. As might be expected, gracdspare rare in
microfinance when flat interest methods are employed, because the MFI earns less interest by allowing
the client the use of more money for more time.

idKS



Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions Relation of Net Loan, Interest Method, and
Loan Amount Compulsory Savings
Term & Repay Freq. $2,500

Incrementa HLEERE
Loan Pricing Inputs | Cost Interest $3,000
Rate (APR)
Interest Method
2,500

Annual Interest Rate (%) 71.1% :

Up-front Fee (%) 0.0% 71.1%

Value-Added Tax (%) 0.0% 71.1% E $2,000

Compulsory Savings (%) 0.0% 71.1% E

Savings Interest Paid (%) 4 $1,500
Total Financial Cost to the Client (excl. savings) $1,000

Total Int/Fees/VAT Paid in 16 Weeks
Annualized inlYear
Awvg net loan balance $500

This is the amount the client has to invest in her business

Breakeven Borrowing Point:- Months S0

The month when the total loan cost equals the avg loan balance o 1 2 3 1 5 6 7 8 9 10 11 12 13 14 15 16
Months with Negative Net Balance Weeks
Weeks:
% of loan term: B Netloan Balance Interest Rate Balance —4#— Compulsory Savings

Below is a repayment schedule for the 48%-iitdierest loan with no grace period. hews how
principal and interest amounts are constant throughout the sixteen weeks.

Repayment Schedule
The following table shows the repayment schedule and cashflow for the loan given the conditions indicated on the Cost to Client sheet.
Loan Cost and Cashflow Compulsory Savings
Month#| Balance  Principal Interest  Ccommission VAT Cashflow just)Cashfiow incl.|Cashflow Incl. Savings Interest  withdrawal SIIES Cashflow
Interest Comm VAT Balance

0 3,000 - -| 3,00000| 3,000.00| 3,000.00 - - 3,000
1 2,813 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
2 2,625 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
3 2438 187.50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
4 2,250 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
5 2,063 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
6 1,875 187.50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
7 1,688 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
8 1,500 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
9 1,313 187.50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
10 1,125 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
11 938 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
12 750 187.50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
13 563 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
14 375 187.50 27.69 - - (215.19) (215.19) (215.19) - - - - (215)
15 188 187.50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
16 - 187 .50 27 69 - - (215.19) (215.19) (215.19) - - - - (215)
3,000 443 0 0 86.8% 86.8% 86.8% 0 0 0 87%

How many weeks in a month?

ZAAAN

b2é AGK /2YLI NIl Y2aQ agSAiSYR ankKA FYi2AVWIEK fieK SA yOi- § NI i
Ay (i SdNE &till fall short of what we sein theactualrepayment schedule they assign to their clients

and we are short of the 105% interest rate that Compartamos notes on that repayment schédhdee

FNBE Y2NB AaadzsSa ¢S KI@gSyQi &Sié (2 dzOKS Rres?pérd CA N&A
month. They charge 4% flat intest everyfour weeks and four weeks does not a month make. A

month is 4.3 weeks, and if one uses tio®nvenienceé of saying that a month is four weeks, there are

F OGdzl £t & OGKANISSY Y 2wawegaks/month =52 weSks. Nlius, Cenmpartamosg iy’ i K & £
charging an additional month of interest from what they tell their clients. The figure below shows that

with 52% annual flat interest, the APR increases to 93.7%.



Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions
Loan Amount
Term & Repay Freq.

43,500

Incremental HEEnTE
Loan Pricing Inputs | Cost Interest $3,000
Rate (APR)
Interest Method
2,500
Annual Interest Rate (%) 93.7% $
Up-front Fee (%) 0.0% 93.7%
Value-Added Tax (%) 0.0% 93.7% § 52,000
Compulsory Savings (%) 0.0% 93.7% E
a4

Savings Interest Paid (%)

Total Financial Cost to the Client [excl. savings)

Total Int/Fees/VAT Paid
Annualized

Avg net loan balance

inlvYear

in 16 Weeks

This is the amount the client has to invest in her business

Breakeven Borrowing Puint:- Months

The month when the total loan cost equals the avg loan balance

Months with Negative Net Balance
Weeks|

% of loan term|

41,500

$1,000

$500

Relation of Net Loan, Interest Method, and
Compulsory Savings

0 1 2 3 4 5 6 7 8 5
Weeks

10 11 12 13 14 15 16

N Netloan Balance ~——— Interest Rate Balance —#— Compulsory Savings

Commission fees and taxes

Fees and comissions are very common in microfinance, and they often have a significant impact on the
total cost of the loan. To my knowledge, Compartamos does not charge any(idesy may, but the

fees do not appear on the repayment schedules they show on theliisite) However, they do charge
avalueadded tax. This is required by Mexican law and is calculated as 15% of income. Thus, itis
charged on the interest income, and the client must pay this in addition to the interest payments. The
figure below show that this VAT adds an incremental 13.4% to the ABWRraising it to 107.1%.

Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions
Loan Amount
Term & Repay Freq.

$3,500

Incrementa HUEELE
Loan Pricing Inputs | Cost Interest $3,000
Rate (APR)
Interest Method
2,500

Annual Interest Rate (%) 93.7% S

Up-front Fee (%) 0.0% 93.7%

Value-Added Tax (%) 13.4% 107.1% E $2,000

Compulsory Savings (%) 0.0% 107.1% g

Savings Interest Paid (%) . < $1,500
Total Financial Cost to the Client (excl. savings) $1,000

Total Int/Fees VAT Paid in 16 Weeks

Annualized in1Year

Avg net loan balance

This is the amount the dlient has to invest in her business

Breakeven Borrowing Point: -

Months

The month when the total loan cost equals the avg loan balance

Months with Negative Net Balance
Weeks:|
% of loan term;

Summarizing how we got to an APR of 105%

£500

Relation of Net Loan, Interest Method, and
Compulsory Savings

(1] 1 2 3 4 5 6 7 8 5
Weeks

10 11 12 13 14 15 16

B Net Loan Balance —— Interest Rate Balance —+— Compulsory Savings




We are now very close to the stated rate of 105% given by Compartamos. Why the slight difference? |
attribute this partly to sora rounding errors. But the more likely reason is that Compartamos does not

actually calculate flat interest in their repayment schedule. They actually are calculating interest based

on a declining balance calculation, as you can see if you go back @agdeathe first figureshowing the

repayment schedule Compartamos usdsterest charges decline each week. In other words,
Compartamosadvertised f 2¢ GFf I G AyGaSNBadé NIGS G2 GKS Of ASy
then applies aompleely differentinterest rate internally, when generating the repayment schedules

that the clients must legally followl. have never seen this done in other MFIs. In my experience, an MFI
claiming to charge a flat interest rate calculates interest udnegfliat interest rate method.

This brings us to a deeper understanding of how an advertised 4% monthly interest rate would actually
officially0 S I mnpz2 AYGSNBaG NI GS AT (GKS Yy SyRhgz@k2y OB2f
which was passdin response to deceptive pricing tactics by parts of the financial industry in the US.

The impact of compulsory savings on APR

Now we will move on to an analysis of how that 105% APR actually becomes a 129RardRRdo the

discussions of Compartaramention thatCompartamosalsoactuallyNB Ij dzA NBa |t Of ASy i a
of their loan amount. Thase ofthel SNY dGal gAy3aé¢ Aa NBIFffe NIGKSNI Ay
accesghosedsavings until she has repaid the loan. In fact, Compartamossinot even pay any

interest to the client. The client comes to Compartamos to get adaay $3,000. In order to get the

loan, she must let Compartamos have $300inad o YA G & G al gAy3a | 002 dzy i d¢ L
Compartamos seizes ttsavings. In other words, this is not savings, but rather it is partial loan

collateral. Again, Compartamos is not alone in this, as many MFIs require compulsory savings.

This compulsory savings requirement resulta significant additional cost to thdient. She want&

borrow $3,000 for her business. She gets only $2,700 to invest in her business, but she is charged

interest on $3,000. The next figure helps to visualize this. There is now a blue line indicating the

G/ 2YLJz a2NE {bPAgIREadl 6 KYyOIdKS OSER Acb SD dheX |2y S NID
client has $2,700, whilaierest is charged on $3,000. The red area is now a smaller percentage of the

green, rectangular area. In fact, in the last two weeks, the client actuadlyanegativenet loan

balance. Shehasore2 ¥ KSNJ Y2y Seé o6daal gAy3Iaéo KSEtR o6& [/ 2YLI NI
business. And even withreegativeloan balance, she is being charged interest ondhginalloan

balance of $3,000There is ndionestway to justify this method of charging clients as truly being

G Ay (i SThdtable dréthe left shows how this compulsory savings requirement adds 21.8% to the

APR, raising it to 129%.



Calculation of Effective Interest Rate based on Loan Conditions and Pricing

Basic Loan Conditions Relation of Net Loan, Interest Method, and
Compulsory Savings

Loan Amount
Term & Repay Freq. $2,500

Effective
Loan Pricing Inputs Inclr?:r::tnta Interest $3,000
Rate (APR)

Interest Method $2,500
Annual Interest Rate (%) 93.7%
Up-front Fee (%) 0.0% 93.7% $2,000
Value-Added Tax (%) 13.4% 107.1%
Compulsory Savings (%) 21.8% 129.0% $1,500
Savings Interest Paid (%) .

-
c
=
o
E
q
51,000
Total Financial Cost to the Client (excl. savings)
Total Int/Fees/VAT Paid 5552 in 16 Weeks $500
Annualized 51,794 in1Year
Avg net loan balance 51,294 S0
This is the amount the dlient has to invest in her business 0 1 2 2 4 5 6 7 8 9 10 11 12 12 14 15 16
Breakeven Borrowing Po'lnt: Maonths -5500
The month when the total loan cost equals the avg loan balance
Months with Negative Net Balance Weeks
Weeks: 2
3 of loan term:] 138 N Netloan Balance Interest Rate Balance —#— Compulsory Savings

The next figure now shows the repayment schedule for this lwenhyding flat interestthe valueadded
tax,and the compulsory savings requirement. The cash flow stream in the column on-tiighfar
which shows the savings beingfurned to the client in Weel6, generates an APR of 129%.

Repayment Schedule
The following table shows the repayment schedule and cashflow for the loan given the conditions indicated on the Cost to Client sheet.
Loan Cost and Cashflow Compulsory Savings
Month#| Balance  Pnncipal Interest ~ Commission VAT Cashflow just)Cashfiow incl.|Cashflow Incl. Savings Interest  withdrawal SIS Cashflow
Interest Comm VAT Balance

0 3,000 - -| 3,000.00 | 3,000.00 3,000.00 300 300 2,700
1 2813 187.50 30.00 - 450 (217.50) (217.50) (222.00) - - - 300 (222)
2 2,625 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
3 2438 187.50 30.00 - 450 (217 .50) (217.50) (222.00) - - - 300 (222)
4 2,250 187.50 30.00 - 450 (217.50) (217.50) (222.00) - - - 300 (222)
5 2,063 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
6 1,875 187.50 30.00 - 450 (217 .50) (217.50) (222.00) - - - 300 (222)
7 1,688 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
8 1,500 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
9 1,313 187.50 30.00 - 450 (217 .50) (217.50) (222.00) - - - 300 (222)
10 1,125 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
11 938 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
12 750 187.50 30.00 - 450 (217 .50) (217.50) (222.00) - - - 300 (222)
13 563 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
14 375 187.50 30.00 - 4.50 (217.50) (217.50) (222.00) - - - 300 (222)
15 188 187.50 30.00 - 450 (217 .50) (217.50) (222.00) - - - 300 (222)
16 - 18750 30.00 - 4.50 (217 .50) (217.50) (222.00) - - 300 - 78

3,000 480 0 72 93.7% 93.7% 107.1% 300 0 300 129%

How does the APR trafate into what the client actually pays?

Finallyf St Qa €221 4 6KIFIG GKA& mMHBE: !'tw NBIffe& YSIya
Compartamos and pay their loans ba@&ut how much do they payThe next table highlights the
lowerleftsSOG A2y GKIFG 6SQ@S aSSy Ay 2 iKSvidtafed B theNfist (0 K NP c
paragraphs of this explanatiorhe client borrows $3,000 and pays $552 in interest and VAT over the 16
week life of the loan. That seems much lower than &% 28erest rate. But it is also much less than a
year. ltis only 16 weeks. If the client turns around again borrows $3,000 and goes through another
cycle and continues for a year, sill have paid a total of $1,794 in interest and VAT over those 52
weeks.
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