transparency

Promoting Transparent Pricing in the Microfinance Industry

Defining True Price

Chuck Waterfield
Africa Pricing Transparency
Leadership Forum
Nairobi
June 2013




Income (Price)

What price DO we charge?
What is a “transparent price”?

How should we DEFINE price?
L J
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How did we end up with such
non-transparent pricing?




The Downward Spiral

1. How did prices get so confusing and non-
transparent?

2. Itis a combination of:
* lLack of transparent pricing regulation

e |nitial motivation of a small minority to
mask the true price

3. The result is a downward spiral drawing in
nearly all MFls

% mftransparency.org



* Interest: 3.0% de
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2. MFI 2:
* Interest: 2.0% flat
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The Downward Spiral

1. All MFIs have 1. MFI 1:

transparent prices e Interest: 1.75% flat
2. Some MFIs shift to flat

interest
3. All MFls shift to non- 2. MFI 2:

transparent pricing * Interest: 2.0% flat
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The Downward Spiral

1. All MFls have 1. MFI 1:
transparent prices e Interest: 1.75% flat
2. Some MFIs shift to flat
interest
3. All MFls shift to non- 2. MFI 2:
transparent pricing.. * Interest: 1.6% flat, 2%
And it continues upfront fee
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The Downward Spiral

1. All MFIs have
transparent prices

2.  Some MFIs shift to flat
interest

3. All MFIs shift to non-
transparent pricing

4. Consumers struggle to
choose.... Which would
YOU choose?
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1.

2.

MFI 1:
Interest: 1.75% flat

MFI 2:

Interest: 1.6% flat, 2%
upfront fee




The Downward Spiral

1. All MFIs have
transparent prices

2.  Some MFIs shift to flat
interest

3. All MFIs shift to non-
transparent pricing

4. Consumers struggle to
choose... Because the
prices are far from clear
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1.

2.

MFI 1:
Interest: 1.75% flat
APR: 37%

MFI 2:

Interest: 1.6% flat, 2%
upfront fee

APR: 57%



The Downward Spiral

1. All MFIs have
transparent prices

2. Some MFIs shift to flat
interest

3. All MFIs shift to non-
transparent pricing

4. Consumers struggle to
choose

5. Profits are correlated
to price when loans
are identical
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1.

2.

MFI 1:
Interest: 1.75% flat
APR: 37%
ROE: 10%

MFI 2:

Interest: 1.6% flat, 2%
upfront fee

APR: 57%
ROE: 40%



The Downward Spiral

1. Prices are far from clear, and thus:
. Consumers over-consume
 Market competition is hindered
 Strong temptation from high profits
e The poor are harmed
e Public image is tarnished
e Governments urged to intervene
2. Transparency, and particularly pricing
transparency, is a key element to correct this
serious problem in the microfinance industry
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How should we define a
“Transparent Price”?

Total Cost of Credit (TCC)?
Annual Percentage Rate (APR)?
Effective Interest Rate (EIR)?

(And can’t we just keep using portfolio yield as

4




Total Cost of Credit

“Isn’t Total Cost of Credit sufficient? It’s
what clients ask for. They don’t
understand abstract percentages!”




Which would you buy?




Which would you buy?

)

O

-~ orrq- =

1 liter 3 liters
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Prices of loans are much
harder....

We aren’t buying an item, we are renting
money, and we are renting a variable




Example 1

| loanl | loan2 _

Amount S1,000 S1,000
Term 12 months 12 months
Total Cost S130 S119
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Which would you buy?

Example 1

| loanl | loan2 _
Amount S1,000 S1,000
Term 12 months 12 months
Total Cost $130 $119
APR 24% 22% ©)

L J
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Example 2

| loanl | loan2 _

Amount S1,000 S1,500

Term 12 months 18 months
Total Cost S179 S333
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Which would you buy?

Example 2
| loanl | loan2
Amount S1,000 S1,500
Term 12 months 18 months
Total Cost S179 S333
APR 33% 28% ©)

L J
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Now which?

Example 3

| loanl | loan2
Amount S2,000 S3,000
Term 6 months 12 months
Corr.ipulsory 10% 0%
Savings
Total Cost S245 S568

. J
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Now which?

Example 3

"

| loanl | loan2 _
Amount S2,000 S3,000
Term 6 months 12 months
g:;‘:g‘:'”ry 10% 0%

Total Cost S245 5568
APR 50% 35% @

J
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« No!! TCC only works for exactly identical products
e TCCis flawed even for products that seem very similar.
e TCCis deceptive for comparing dissimilar products

« Why?
* Aclient doesn’t buy a loan.

 Aclient rents a variable amount of money for a variable
amount of time.

* We shouldn’t use a “purchase price”, we need to use a
“rental price”
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What is the APR?

(Annual Percentage Rate)
The APR indicates the cost for you to borrow $1.00

for one year. It is a unit rental cost.

An APR of 30% means it would cost you 30 cents to
borrow $1.00 and keep the entire $1.00 for one full
year.




Interest: Certainly!

What else? Everything that is a compulsory
requirement for receiving the loan.

Fees: Any compulsory fees must be included

Training fees? Yes, if the training is a requirement for the
loan. The full-price is then for “credit-plus-training”

Insurance fees? Yes, if insurance is a requirement. The
client can then compare: “Loan-only for 34% APR, loan-
and-insurance for 38% APR”

Compulsory Deposits (“Savings”): Yes! We’ll see later.

.0rg



can use our MFT Pri
Calculator to deepen you

erstanding and to calculate a
prices of loans




MFT Pricing Calculation Tool —
Basic Analysis

Calculation of APR based on Loan Conditions and Pricing -- SIMPLE APPROACH

Basic Loan Conditions Loan Balance and Pricing
Loan Amount:
Term & Repay Freq. $1,200
Loan Pricing Inputs '"crg:;"m APR Factor
Interest Method 51,000 T'® T'E 7' T'® 7' T'® 7' 7T T 7T o —
Annual Interest Rate (%) 41.7% 1.7
Up-front Fee (%) 41% 45.8% 1.9 $800
value-Added Tax (%) 0.0% 45.8% | 19
Security Deposit (%) 0.0% 45.8% 1.9 ﬁ
Interest Paid on Deposit (%) . % $600
Total Financial Cost to the Client E
lotal Cost (less Sec.Dep. int): - in12 Months E $400
Annualized in1lyear
Avg net loan balance:_ 52% of original loan amount 5200

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

Client Breakeven Point: Months 50

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

Amount of Time with Negative Net Balance
Months:

% of loan term:




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing Display EIR values Loan Balance and Pricing
1,200
Basic Loan Conditions Amortization: | Equal principal payments e MPR threhold
Loan Amount] $1,000 Interest: | Multiple installments - 6 1,000
Term & Repay Freq. 12 Maonths E] Days/per (t): 30 800
Capital Int Pmt Int Calc Balloon Per/Mon [m) 1.00
Grace or Prepay [Months}l | | | | Per/Yr (n): 12.00 = 600
w
Loan Pricing Period |MPR (nom)] APR (nom)|EIR (comp)| 2,
Nominal interest Rate (%) 24.00% | Per year i i*m i*n (1+i)"-1 'S'
Nominal Annual & Method Initial amount, or “flat” 3.475% 3.48% | 41.70% | 50.57% E 200
Upfront Ongeing | Increment < ]
Fee (%) 1.00%

3646% | 3.65% |43.76% | 53.58% -200

Fee (fixed amount)
Insurance (%)

3.646% 3.65% | 43.76% | 53.58% mmmm Met Loan Balance s IntErest Rate Balance g Sz crity Deposit
Insurance (fixed amount)
Value-Added Tax (% On Fees: Total Financial Cost to the Client Transparency Index| 46
B 3606% | 3.65% |43.76% | 53.58% —
On Interest: Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year

Security Deposit (%) 10.0% Avg net loan balance: which is 43% of original loan amount
by Deposit (%) 4.36% | 52.30% | 66.69% y :

Security Deposit (fixed) Client Breakeven Point: Years until total loan cost equals the avg loan balance
Interest Paid on Deposit (%) . Negative Net Balance for: Months, which is.... % of loan term




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Display EIR values

Basic Loan Conditions Amortization:

Equal principal payments

5

MPR threshold

Loan Amount:| $1,000 Interest: | Multiple instaliments 6
Term & Repay Freq. 12 Manths | Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Perf¥r(n): 12.00
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear v i i*m i*n (1+i)"-1
Mominal Annual & Method| 24.00% | Initial amount, or “flat™ |v 3.475% 3.48% | 41.70% | 50.57%
Upfront Ongoing | Increment
Fee (%) 1.00%
. 7 - 21% | 3646% | 3.65% |43.76% | 53.58%
Fee (fixed amount)
Insurance (%
| v 00% | 3846% | 3.65% |43.76% | 53.58%
Insurance (fixed amount)
Value-Added Tax (% On Fees:
(%) 00% | 3646% | 3.65% |43.76% |53.58%
On Interest:
Security Deposit (%)| 10.0%
surity Deposit (%) : 85% | 436% | 4.36% |52.30% |66.69%
Security Deposit (fixed)
Interest Paid on Deposit (%)
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MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing Display EIR values
Basic Loan Conditions Amortization; |Egual principal payments v MPR threshald
Loan Amount:| $1,000 Interest: |Multiple installments |v 6
Term & Repay Freq. 12 Manths |;I Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Per YT n
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear v i i*m i*n (1+i)"-1
Nominal Annual & Method| 24.00% | Initial amount, or "flat™ 3.475% 3.48% | 41.70% | 90.57%
————
Lnfront Onnoing locremont
oo (e All the standardized prices — |3 65% |43.76% | 53.58%
x| MPR, APR, and EIR - are : : :
nsurance (fixed | d€rived from the same 3.65% (43.76% | 53.58%
Value-Addeq process: 3.65% | 43.76% | 53.58%
Security Deg - AT
Security Depos| ® Detern_wme the dlsc_ou nt 4.36% | 52.30% | 66.69%
Interest Paid on Dey rate” (|) fOI‘ the perIOd
: « Convert to an annual (or

=.,_ﬂmff§[@n§p@ﬁ| monthly) figure




Even Interest can be complicated

1. Declining Balance
* Do grace periods affect price?

2. Flat Interest
* Do grace periods affect price?

3. Up-front Interest
* Does the timing of when interest is paid affect price?
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ining Balance, no g

Loan Balance and Pricing

1,200
— APR
1,000 12 0% Declining| 12.00% |Interest
\'”-M
2.0
200 ocngoing
? 600 upfront! 412 00% |+ Insurance
E" ongoing
£ on fees) o
s 00 12.00% |+ Taxes
E an interest
< 200 upfront] 42 poes + Security
ongoing Deposit
(1}

0 1 2 3 4 3 B 7 8 g 10 11 12

m Met Loan Balance e IntErest Rate Balance — SEC Wty DEposit

Transparency Index| 100
in )2 Months, or ..... in 1year

ich is 54% of original loan amount

Total Cost (less Sec.Dep. int):
Avg net loan balance:

[ ]
(]
L)
L]
L]
.
)
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at Interest, no gra

Loan Balance and Pricing

— APR
< 12 0% Flat| 21.46% | Interest

\
UPTTON o4 46% |+ Fees

ongoing
2 upfront| 94 46% |+ Insurance
200 -
a ongoing
E f
E N 21.46% |+ Taxes
3 on interest
o upfront| o4 4% + Security
angoing Depaosit

0 1 2 3 4 3 B i B e 10 11 12

mm Met Loan Balancoe s N tETEST REtE Balance i S5 W Ty DO

Transparency Index| 56
12 Months, or ..... in 1 year

ich is 54% of original loan amount

Total Financj

Total Cost (less Sec.Dep. int):
Avg net loan balance:

[ ]
(]
L)
L]
L]
.
)
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Amount [USS)

ining Interest, no g

Loan Balance and Pricing

1,200

1,000

800

600

400

200

0 1 2 3 4 3 B 7 8 g 10 11 12

m Met Loan Balance e IntErest Rate Balance

i SEC T Ty DE it

Total Financial Cost to the Cli

[ ]
(]
L)
L]
L]
.
)

*.

Total Cost (less Sec.Depfint):
Avg net loan bala

Transparency Index| 100
in 1} Months, or ..... in 1year

is 54% of original loan amount
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APR

12.0% Declining| 12.00% |Interest

upfront

ongoing

12.00% |+ Fees

upfront| 419 00% |+ Insurance

ongoing

on fees

on interest

12.00% |+ Taxes

upfront] 42 poes + Security

ongoing

Deposit




ing Interest, 1 month

Loan Balance and Pricing

1,200
APR
1,000 12.0% Declining| 12.00% | Interest
uPfront] 15 00% [+ Fees
800 ohngoing
?  s00 upfront] 12 00% |+ Insurance
E" ongoing
E on fees o
3 0 12.00% |+ Taxes
£ on interest
< 200 upfront| 42 00% + Security
ongoing Deposit

o 1 2 3 4 5 B 7 8 g 10 11 12

mmm Met Loan Balanoe s INbErest Rate Balanos e S0 Tty DhEpOcEit

Total Financial Cost to the Clie

Total Cost (less Sec.Dep.
Avg net loan balars

Transparency Index

in 1§ Months, or ..... in 1year
y/h is 58% of original loan amount
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ing Interest, 4 months

Loan Balance and Pricing

1,200
APR
1,000 12.0% Declining] 12.00% [Interest
upfrent] 15 00% |+ Fees
200 chgoing
600 upfrontl 42 00% |+ Insurance
ongoing
on fees

400 12.00% |+ Taxes

on interest

Amount [USS)

200 upfront| 42 gge + Security

ongoing D'prsit

0 1 2 3 4 3 & ) a8 9 10 11 12
mmm Met Loan Balance s INtETEST R3te Balanoe e SEC W Ty DEpOETE

Transparency Index| 100
in}2 Months, or ..... in 1year

ch is 71% of original loan amount

Total Financial Cost to the Clj

Total Cost (less Sec.Def
Avg net loan balaR
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Loan Balance and Pricing

1,200

1,000

200

B600

400

Amount [US5)

200

o 1 P 3 4 5 o 7 & g 10 11 12

m Met Loan Balanoe e IN120EST Rate BElance e SEC UMY DO

ning Interest, 11 months

Total Financial Cost to the Cljs Transparency Index| 100
Total Cost (less Sec.DEQ!E in 32 Months, or ..... in 1year

Avg net loan bald #Ch is 100% of original loan amount
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APR

12.0% Declining

12.00%

Interest

upfront
ongoing

12.00%

+ Fees

upfront

ongoing

12.00%

+ Insurance

on fees)

on interest

12.00%

+ Taxes

upfront

ongoing

12.00%

+ Security
Deposit




Loan Balance and Pricing

600

400

Amount [(USS)

200

o 1 2 3 4 5 6 7 8 9 10 11 12
m— Met Loan Balanoe e 12025t R3tE B3lanoe e SEC U Y DEQOETT

t Interest no gra

Total Financial Cost to the Clig Transparency Index| 56
Total Cost (less Sec.Dep [ Months, or ..... in1year
Avg net loan halag whith is 54% of original loan amount

[ ]
(]
L)
L]
L]
.
)
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12.0% Flat
upfront

ongoing

upfront

ongoing

APR

21.46%

Interest

21.46%

+ Fees

21.46%

+ Insurance

on fees)

an interest

21.46%

+ Taxes

upfront

ongoing

21.46%

+ Security

Deposit




nterest, 1 month

Loan Balance and Pricing

Chatt 2oea
APR
LLL 12.0% Flat| 19.98% | Interest
upfrontl 19 9% |+ Fees

800 ongoing

] upfront! 49 989 |+ Insurance
200 _

E' Oongoing

=

= 400 on fees)

o

£

g

19.98% |+ Taxes
200

on interest

upfront 19.98%, + Security
ongoing Deposit

0 1 2 & 4 = B K 8

m Het Loan Balanoe

9 10 11 12
——SECurity Deposit

Transparency Index| 60
in}12 Months, or ..... in 1year

pHich is 58% of original loan amount

Total Financial Cost to the

Total Cost (less Sec.De
Avg net loan baly

[ ]
(]
L)
L]
L]
.
)
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Interest, 4 months g

Loan Balance and Pricing

1,200
APR
Ll 12.0% Flat| 16.61% |Interest
UPFront 46.64% |+ Fees
800 ongoing
@ 600 upfrontl 46 64% [+ Insurance
2 ocngoing
g on fees, o
s 16.61% |+ Taxes
£ on interest
R upfront] 16.61% + Security
ongoing Deposit

0 1 2 = 4 2 & 7 a8 9 10 11 12

mmm Net Loan Balanoe s Interest Rate Balanos e ST W Ty DEposit

Transparency Index| 72
inf12 Months, or ..... in 1 year

yhich is 71% of original loan amount

Total Financial Cost to the Clis

Total Cost (less Sec.Dej
Avg net loan balag

[ ]
(]
L)
L]
L]
.
)
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Interest, 11 months g

Loan Balance and Pricing
1,200
APR
1,000 12.0% Flat] 12.00% |Interest
upfront 12.00% |+ Fees
. o
a00 ongoing
@ 600 upfront] 42 00% [+ Insurance
= ongoing
= f
3 100 oM E=112.00% |+ Taxes
£ on interest
< 200 upfront| 42 00% + Security
ongoing Deposit
0
o 1 2 3 4 3 5] 7 8 g 10 11 12
et Loan Balance sy Int2rEst Rate Balance e SEC T Ly DEpoEit
Total Financial Cost to the Clie Transparency Index
Total Cost (less Sec.Dej injL2 Months, or .....
Avg net loan baly pAich is 100% of original loan amount

[ ]
(]
L)
L]
L]
.
)
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Amount [USS)

ing Interest, paid m

Loan Balance and Pricing

1,200

1,000

800

600

400

200

0 1 2 3 4 3 B 7 8 g 10 11 12

m Met Loan Balance e IntErest Rate Balance

i SEC T Ty DE it

Total Financial Cost to the Cli

[ ]
(]
L)
L]
L]
.
)

*.

Total Cost (less Sec.Depfint):
Avg net loan bala

Transparency Index| 100
in 1} Months, or ..... in 1year

is 54% of original loan amount
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APR

12.0% Declining| 12.00% |Interest

upfront

ongoing

12.00% |+ Fees

upfront| 419 00% |+ Insurance

ongoing

on fees

on interest

12.00% |+ Taxes

upfront] 42 poes + Security

ongoing

Deposit




Amount (USS)

1,200

1,000 -

Total Financial Cost to the Cli

[ ]
(]
L)
L]
L]
.
)

*.

800

600

400

200

0 1 2 3 4 a B 7 8 g 10 11 12
et Loan Balance sy Int2rest Rate Balance e SEC U Ty DEpoEit

Total Cost (less Sec.Dej
Avg net loan baldg

inYL2 Months, or ..... in 1 year
gMich is 48% of original loan amount
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o declining, paid up-

Loan Balance and Pricing

upfront

ongoing
on fees

on interest

upfront

ongoing

terest

+ Fee:

~

+ Insurance

12.59%

+ Taxes

12.59%

+ Security
Deposit




Loan Balance and Pricing

Chart Area

36% declining becomes 42%
APR - as the interest rate
increases, the impact of up-
front interest increases.

800

600

400

200

Amount (USS)

mmmm Net Loan Balance sy |riterest Rate Balance

e SECUTTY Deposi

Total Financial Cost to the Client Transparency Index] 0
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1vyear
Avg net loan balance: which is 35% of original loan amount

mftransparency.org

)
*.
S5

*.

6% declining, paid up-fron

0.0% Declini
195.0

oing

upfront

ongoing
on fees

on interest

upfront

ongoing

front

APR

-0-60%-

J,g!:ere st

42.07%

r—
42.07%

/

+ Insurance

42.07%

+ Taxes

42.07%

+ Security

Deposit




or another q
loan amounts, same
and...

same interest rate, no fees

(should be easy, right?)




L
Loan term: onths 12 months onths

Interest Rate: 36N j.a. “flat” 36% p.a. “flat” 6% p.a. “flat”
Paid upfront Paid monthly Paid monthly

Grace period No 3 months grace No

Total Cost Credit $360 $360 $360
T S N TS NN
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o flat interest, no g

Loan Balance and Pricing

1,200
APR
36.0% Flat| 60.96% | Interest
front
HPITOM 60.96% |+ Fees
ongoing
7 upfrontf 60 96% [+ Insurance
2 ongoing
= f
o o e 60.96% |+ Taxes
E on interest
q -
upfront| &0 ggoz + Security
ongoing Deposit
0 1 2 3 4 5 5] 7 2] a 10 11 12
e [t Loan Balance s INtErest Rate Balance S Uity Deposi Amount 51,000
Term 12 Months
Total Financial Cost to the Client Transparency Index| 59 Int. on Savings 0.0% Annually

Total Cost (less Sec.Dep. int):
Avg net loan balance:

in 12 Months, or ..... in 1year
which is 54% of original loan amount

[ ]
(]
L)
L]
L]
.
)
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Amount (USS)

at interest, 3 month

Loan Balance and Pricing

1,200

0 1

2 3 4 5 6 7 8 9 10 11 12
mmmm Net Loan Balance s IMterest Rate Balance e SorUrity Deposic
Total Financial Cost to the Client Transparency Index| 71
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year

Avg net loan balance:

which is 67% of original loan amount

[ ]
(]
L)
L]
L]
.
)

m

.l
®

ftransparency.org
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APR
36.0% Flat| 50.73% | Interest
front
PO 50.73% |+ Fees
ongoing
upfront] 50 73% |+ Insurance
ongoing
on fees
50.73% |+ Taxes
on interest
Upfant 50 ?3% +5EEurit¥
ongoing Deposit
Amount  $1,000
Term 12 Months
Int. on Savings 0.0% Annually




rest,

Loan Balance and Pricing

1,200
APR
1,000 -
0.0% Flat| 0.00% | Interest
800 360.0 upfront 91.64% |+ Fees
ongoing )
w upfront| 94 4% |+ Insurance
2 ongoing
E f
o 71152 91.64% |+ Taxes
= on interest
q -
upfront| g4 g4 + Security
ongoing Deposit
mm Net Loan Balance s Mterest Rate Balance g ScUrity Deposic Amount SLDDD
Term 12 Months
Total Financial Cost to the Client Transparency Index|] 0 Int. on Savings 0.0% Annually

Total Cost (less Sec.Dep. int):
Avg net loan balance:

in 12 Months, or ..... in 1year
which is 18% of original loan amount

[ ]
(]
L)
L]
L]
.
)
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36% flat interest, paid up-front

h

.. mftransparency.org

Payment Date Loan Cost and Cashflow Interest ﬁee
Period # Principal | Principal Interest Cashflow )
# Date Days | Disbursed |  Paid Balance Paid |incl interest | /%% Paid
0 13-Jun-10 1,000.00 1,000.00 1,000.00 360.00
1 13-Jul-10] 30 83.33 916.67 - (B83.33 -
Z 13-Aug-10] 31 83.33 833.33 - (83.33 -
3 13-5ep-10| 31 83.33 fh0.00 - (B3.3F) -
4 13-0ct-10] 30 83.33 666.67 - (B3.3F) -
5 13-MNov-10| 31 83.33 hB83.33 - (82.2E) -
G 13-Dec-10| 30 83.33 500.00 - (B83.2F) -
7 13-Jan-11| 31 83.33 416.67 - (82.2§) -
a 13-Feb-11| 31 83.33 333.33 - (83.2%) -
4 13-Mar-11| 28 83.33 250.00 - (83.33)
10 13-Apr-11| 31 83.33 166.67 - (83.33
11 13-May-11| 30 83.33 83.33 - (83.33)
12 13-Jun-11| 31 83.33 - - (83.33)
365  1,000.00 1,000.00 0.00 0.00
MPR 0.000%
APR 0.000%




And what about EIR instead of APR?

1.

The terms APR and EIR actually have no standard
definition outside of MFTransparency. They are
used interchangeably.

All approaches use this formula to solve for “I”

T

2 T iE 2 50,

k=1 j—] 4
“i” is then converted to an annual rate either

nominally or by compounding, eg:
APR=ix12  EIR=(1+i)r12th -1

% mftransparency.org




Practicing with "i" for Discounted Present Value
Estimated "i" 0.0% APR (i * n)
Try a HIGHER discount rate to get DIFF to $0 0.0% EIR: (1+i)An-1
Nominal Values Discounted Values Difference
TOTALS $1,000.00 $1,200.00 i $1,000.00 $1,200.00 ($200.00)
Period Inflow Outflow Divisor % Inflow Outflow
0 51,000.00 1.00000 $1,000.00 S0.00 $1,000.00
1 $100.00 1.00000 o0.00% $0.00 $100.00 (5100.00)
2 $100.00 1.00000 0.00% $0.00 $100.00 (5$100.00)
3 $100.00 1.00000 0.00% $0.00 $100.00 (5100.00)
4 5$100.00 1.00000 o0.00% 50.00 $100.00 (5100.00)
5 5$100.00 1.0000 Formula
6 $100.00 1.0000 m i
7 $100.00 1.0000 A _ Z b
8 $100.00 1.0000 (1+14); — (14 1)
9 $100.00 1.0000 <=1 - =l J
10 $100.00  1.0000 Solve for i, and then,
11 $100.00 1.0000 APR=1%n
12 5100.00 1.0000
o Use previous formula to solve for i, and then
This is the sec
: EIR = (1+i)" -1
. mftransparency.org




Practicing with "i" for Discounted Present Value

Estimated "i"

Nominal Values
$1,000.00 $1,200.00

Trya
TOTALS
Periof Inflow
0 $1,000.00
1
2
3
4
5
6
/
8
9
0

[
[

Outflow

$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
5100.02

This is the secret "correct answer” --->

Jivisor
00000

1.90000

1.00000

1.09000
1.04000
1.00000
1.0p000
1.00000
1.0000

00000
A.00000
1.00000
1.00000

i
%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

GHER dissount rate to get DIFF to SO

0.0% APR (i * n)

0.0% EIR:(1+i)~n-1

Discounted Values

Inflow

$1,000.00

$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00
$0.00

$1,000.00 $1,200.00

Outflow

S0.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

Difference
($200.00)

$1,000.00
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)

IRR (i) = 2.923%




Practicing with "i" for Discounted Present Value

Estimated "i"

Try a HIGHER discount rate to get DIFF to $O

TOTALS
Period

Ww 0o~ o ks W= O

=
N O

Nominal Values
$1,000.00 $1,200.00
Outflow

Divisor
1.00000
1.00000
1.00000
1.00000

Inflow
$1,000.00

$100.
$100.
$100.

$100. 1.00000
$100. 1.00000
$100. 1.00000

$100. 1.00000
$100. 1.00000
$100. 1.00000

1.00000

This is the sec

Inflow

1,000.00
$0.00
$0.00
S0.00
50.00
$0.00
S0.00
S0.00
50.00
$0.00
S0.00
S0.00
50.00

%

correct answer" --->

0.0% APR (i * n)

0.0% EIR:(1+i)~n-1

Discounted Values
$1,000.00 $1,200.00

Outflow
S0.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

Difference
($200.00)

$1,000.00
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)

IRR (i) = 2.923%




Practicing with "i" for Discounted Present Value

Try a HIGHER discount rate to get DIFF to SO

-

TOTALS
Period

Ww 0o~ o ks W= O

=
N O

Estimated "i"

Nominal Values
$1,000.00 $1,200.00

Inflow
$1,000.00

Outflow

$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

Divisor

1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000
1.00000

%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.0% APR (i * n)

0.0%

Inflow

$1,002700
50.00
$0.00
S0.00
50.00
$0.00
S0.00
S0.00
50.00
$0.00
S0.00
S0.00
0.00

This is the secret "correct answer" >

Discounted Values
1,000.00 $1,200.00
ULTowv

$0.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

EIR:(1+i)An-1

Difference
($200.0C

$1,0Q0.00
($100.0Q)
($100.00

($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00

($100.90)

IRR (i) =

923%




12.0% APR (i * n)

Try a HIGHER discoun DIFF to $0 12.7% EIR: (L +i)An-1
Nominal Values Discounted Values Difference
TOTALS $1,000.00 $1,200.00 $1,000.00 5$1,125.51 ($125.51)
Period Inflow Outflow Divisor Inflow Outflow

0 $1,000.00 1.00000 1,000.00 $0.00 $1,000.00
1 $100. 1.01000 1.00% $0.00 $99.01 (5100.00)
2 $100. 1.02010 1.00% S0.00 598.03 (5100.00)
3 $100. 1.03030 1.00% S0.00 $97.06 (5100.00)
4 $100. 1.04060 1.00% $0.00 $96.10 (5100.00)
5 $100. 1.05101 1.00% $0.00 $95.15 (5$100.00)
6 $100. 1.06152 1.00% S0.00 594.20 (5100.00)
7 $100. 1.07214 1.00% S0.00 $93.27 (5100.00)
8 $100. 1.08286 1.00% $0.00 $92.35 (5100.00)
9 $100. 1.09369 1.00% 50.00 $91.43 (5100.00)
10 S100.00\ 1.10462 1.00% S0.00 $90.53 (5100.00)
11 S0.00 $89.63 (5100.00)

[
(=

$0.00 $88.74 ($100.00)

This is the sec correct answer” ---> IRR (i) = 2.923%




[
(=

l'li L)

Estimated "i"

$1,000.00 $1,200.00

OQOutflow

$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

Practicing with
Nominal Values
TOTALS
Period Inflow
0  $1,000.00
1
2
3
A
5
6
7
3
9
10
11

Divisor

1.00000
1.01000
1.02010
1.03030
1.04060
1.05101
1.06152
1.07214
1.08286
1.09369
1.10462
1.11567
1.12683

1.00%

i
%

1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%

Try a HIGHER discount rate to get DIFF to $O

for Discounted Present Value

12.0% APR (i * n)

12.7%

EIR:(1+i)”*n-1

Discounted Values
$1,000.00 S$1,125.51

Inflow
$1,008700
$0.00
$0.00
$0.00
S0.00
$0.00
$0.00
$0.00
S0.00
$0.00
$0.00
$0.00
S0.00

This is the secret "correct answer" ®

CIutTriow

$0.00
$99.01
598.03
597.06
$96.10
$95.15
594.20
593.27
592.35
591.43
590.53
$89.63
588.74

Difference
(5125.51)

$1,9Q0.00
($100.Q)
($100.00

($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00
($100.90)

IRR (i) =

323%




Practicing with "i” for Discounted Present Value
:at;...md#i&m\ 12.0% APR (i * n)
@a HIGHER discount rate to get DIFF t@> 12.7% EIR: (1 +i)An-1
Nominar vares i nted Values Diffe
TOTALS $1,000.00 $1,200.00 i @r $1,125.51®
Period Inflow Outflow Divisor % Intlow SerHlews
0 $1,000.00 1.00000 $1,000.00 $0.00 5$1,000.00
1 $100.00 1.01000 1.00% $0.00 $99.01 ($100.00)
2 $100.00 1.02010 1.00% $0.00 $98.03 ($100.00)
3 S100.00 1.03030 1.00% S0.00 $97.06 ($100.00)
4 $100.00 1.04060 1.00% S0.00 $96.10 ($100.00)
5 $100.00 1.05101 1.00% $0.00 $95.15 ($100.00)
6 $100.00 1.06152 1.00% $0.00 $94.20 ($100.00)
7 S100.00 1.07214 1.00% S0.00 $93.27 ($100.00)
3 $100.00 1.08286 1.00% S0.00 $92.35 ($100.00)
9 $100.00 1.09369 1.00% $0.00 $91.43 ($100.00)
10 $100.00 1.10462 1.00% $0.00 $90.53 ($100.00)
11 S100.00 1.11567 1.00% S0.00 $89.63 (5100.00)

[
(=

$100.00

This is the secret "correct answer" --->

1.12683

1.00%

$0.00

588.74

($100.00)

IRR (i) = 2.923%




TOTALS
Period Inflow

0 $1,000.00
1
2
3
A
5
6
7
8
9

10

(R
[Ny

$1,000.00 $1,200.00 i

Outflow Divisor %

1.00000 $1,000.00
$100.00 1.03000 3.00% $0.00
$100.00 1.06090 3.00% S0.00
$100.00 1.09273 3.00% $0.00
$100.00 1.12551 3.00% $0.00
$100.00 1.15927 3.00% $0.00
$100.00 1.19405 3.00% S0.00
$100.00 1.22987 3.00% $0.00
$100.00 1.26677 3.00% $0.00
$100.00 1.30477 3.00% $0.00
$100.00 1.34392 3.00% S0.00
$100.00 1.38423 3.00% $0.00

S100.00 1.42576 3.00% S0.00

This is the secret "correct answer" ---»

unted Values

36.0% APR (i * n)

42.6% EIR:(L+i)~n-1

$995.40

$0.00 $1,000.00
$97.09 ($100.00)
$94.26 ($100.00)
$91.51 ($100.00)
$88.85 ($100.00)
$86.26 ($100.00)
$83.75 ($100.00)
$81.31 ($100.00)
$78.94 ($100.00)
$76.64 ($100.00)
$74.41 ($100.00)
$72.24 ($100.00)
$70.14 ($100.00)

IRR (i) = 2.923%




ted Present Value
34.8% APR (i * n)
DIFF to SO 40.9% EIR: (1+i)An-1
i nted Values Ditte
TOTALS $1,000.00 $1,200.00 i 1,000.00 $1,001.37 ($1.37)
Period Inflow Outflow Divisor % IntloWr Srblay

0 $1,000.00 1.00000 $1,000.00 $0.00 5$1,000.00

1 $100.00 1.02900 2.90% $0.00 $97.18 (5100.00)

2 $100.00 1.05884 2.90% $0.00 $94.44 (5100.00)

3 $100.00 1.08955 2.90% $0.00 $91.78 (5100.00)

4 $100.00 1.12114 2.90% S0.00 $89.19 ($100.00)

5 $100.00 1.15366 2.90% $0.00 $86.68 (5100.00)

6 $100.00 1.18711 2.90% $0.00 $84.24 (5100.00)

7 $100.00 1.22154 2.90% $0.00 $81.86 (5100.00)

3 $100.00 1.25696 2.90% S0.00 $79.56 ($100.00)

9 $100.00 1.29342 2.90% $0.00 $77.31 (5100.00)

10 $100.00 1.33093 2.90% $0.00 $75.14 (5100.00)

11 $100.00 1.36952 2.90% $0.00 $73.02 (5100.00)

[
(=

$100.00 1.40924 2.90% $0.00 $70.96 ($100.00)

This is the secret "correct answer" ---> IRR (i) = 2.923%




Practicing with "i" for Discounted Present Value
Somated [ 2.92%] 35.0% APR (i * n)
| hat looks close enbgh',> 41.3% EIR:(1+i)An-1
Nominal Values rstounted Values Differ

TOTALS $1,000.00 $1,200.00 i 1,000.00 $1,000.17 (50.17)

Period Inflow Outflow Divisor % Inflow SeteTe
0 $1,000.00 1.00000 $1,000.00 $0.00 $1,000.00
1 $100.00 1.02920 2.92% S0.00 $97.16 (5100.00)
2 5100.00 1.05925 2.92% 50.00 594.41 (5100.00)
3 $100.00 1.09018 2.92% $0.00 $91.73 ($100.00)
4 $100.00 1.12202 2.92% $0.00 $89.13 ($100.00)
5 $100.00 1.15478 2.92% S0.00 $86.60 (5100.00)
6 5100.00 1.18850 2.92% 50.00 $84.14 (5100.00)
7 $100.00 1.22320 2.92% $0.00 $81.75 ($100.00)
8 $100.00 1.25892 2.92% $0.00 $79.43 ($100.00)
9 5100.00 1.29568 2.92% S0.00 §77.18 (5100.00)
10 $100.00 1.33351 2.92% $0.00 $74.99 ($100.00)
11 $100.00 1.37245 2.92% $0.00 $72.86 ($100.00)

=
]

$100.00

1.41253

2.92%

$0.00

$70.80

($100.00)

This is the secret "correct answer" --->

IRR (i) = 2.923%




Practicing with "i" for Discounted Present Value

TOTALS
Period

W 00~ h B WM O

[
N O

Estimated "i"

That looks close enou

Discounted Values

Nominal Values
$1,000.00 $1,200.00

Inflow
$1,000.00

Qutflow

$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

This is the secret "correct answer" --->

Divisor

1.00000
1.02920
1.05925
1.09018
1.12202
1.15478
1.18850
1.22320
1.25892
1.29568
1.33351
1.37245
1.41253

2.92%

i
%

2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%
2.92%

35.0% APR (i * n)

41.3% EIR: (1+i)*n-1

$1,000.00 $1,000.17

Inflow
$1,000.00
S0.00
$0.00
$0.00
S0.00
S0.00
$0.00
$0.00
S0.00
S0.00
S0.00
$0.00
S0.00

Outflow
S0.00
$97.16
$94.41
$91.73
$89.13
$86.60
$84.14
$81.75
$79.43
§77.18
$74.99
$72.86
$70.80

(50.17)

$1,000.00
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)
($100.00)

IRR (i) = 2.923%




Difference between APR (nominal annualization

and EIR (compound annualization)

Period "I" APR EIR Difference
0.5% 6.00% 6.17% 0.17%
1.0% 12.00% | 12.68% 0.68%

0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%

* mftransparency.org




Difference between APR (nominal annualization
and EIR (compound annualization)

Period "I" APR EIR Difference
0.5% 6.00% 6.17% 0.17%
1.0% 12.00% | 12.68% 0.68%
1.5% 18.00% | 19.56% 1.56%
2.0% 24.00% | 26.82% 2.82%

0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%

% mfiransparency.org




Difference between APR (nominal annualization

and EIR (compound annualization)

Period "I" APR EIR Difference
0.5% 6.00% 6.17% 0.17%
1.0% 12.00% | 12.68% 0.68%
1.5% 18.00% | 19.56% 1.56%
2.0% 24.00% | 26.82% 2.82%
3.0% 36.00% | 42.58% 6.58%
4.0% 48.00% | 60.10% 12.10%
5.0% 60.00% | 79.59% 19.59%

0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%
0.00% 0.00% 0.00%

% mfiransparency.org




Difference between APR (nominal annualization

and EIR (compound annualization)

Period "I" APR EIR Difference
0.5% 6.00% 6.17% 0.17%
1.0% 12.00% | 12.68% 0.68%
1.5% 18.00% 19.56% 1.56%
2.0% 24.00% 26.82% 2.82%
3.0% 36.00% | 42.58% 6.58%
4.0% 48.00% | 60.10% 12.10%
5.0% 60.00% 79.59% 19.59%
6.0% 72.00% |101.22%| 29.22%
7.0% 84.00% |125.22% | 41.22%
8.0% 96.00% |151.82%| 55.82%
9.0% 108.00% | 181.27% | 73.27%
10.0% 120.00% | 213.84% | 93.84%

0.00% 0.00% 0.00%
0.00% 0.00% 0.00%

% mfiransparency.org




Difference between APR (nominal annualization
and EIR (compound annualization)

Period "I" APR EIR Difference
0.5% 6.00% 6.17% 0.17%
1.0% 12.00% 12.68% 0.68%
1.5% 18.00% | 19.56% 1.56%
2.0% 24.00% 26.82% 2.82%
3.0% 36.00% | 42.58% 6.58%
4.0% 48.00% | 60.10% 12.10%
5.0% 60.00% 79.59% 19.59%
6.0% 72.00% |101.22% | 29.22%
7.0% 84.00% |125.22% | 41.22%
8.0% 96.00% |151.82% | 55.82%
9.0% 108.00% | 181.27% | 73.27%
10.0% 120.00% | 213.84% | 93.84%
12.0% 144.00% | 289.60% | 145.60%
15.0% 180.00% | 435.03% | 255.03%

% mfiransparency.org




Understanding Fees

1. Up-Front Fees
* Percentage
* Fixed Amount

2. On-going Fees
* Percentage
* Fixed Amount

3. Sensitivity of Up-front fees and loan terms
4. Sensitivity of Fixed fees and loan amount
5. Upfront fees are more expensive than on-going

% mftransparency.org



nt Fee
loan terms




f 1% up-front, 12 mo

Loan Balance and Pricing

1,200
1,000 50.0% Declining| 30.00% |Interest
1.0% upfront] 35 08% |+ Fees
A S—ChETing ]
¥ 600 upfront] 29 08% |+ Insurance
E" ongcing
= on fees
3 0° 32.08% |+ Taxes
E on interest
< 200 upfront| 29 gges, + Security
ongoing Deposit

L o X o W ¥

0 1 2 5 4 3 B F 8 9 10 11 12 A0

mmmm Met Loan Balance sl INTETEST RE1E BalEnoe i SEC U Ty DEQOETE
T

Total Financial Cost to the Client Transparency Index| 94
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year
Avg net loan balance: which is 53% of original loan amount

[ ]
(]
L)
L]
L]
.
)

mftransparency.org

.l
®

*.




Amount (USS)

of 1% up-front, 6 mo

Loan Balance and Pricing

1,200 "

1,000

800

600

400

200

0 1

mmm Het Loan Balanoe

2 &

e Interest Rate Balance

4 o B

¢

[ ]
(]
L)
L]
L]
.
)

.l
®

*.

Total Financial Cost to the Client

m

—t—Security Deposit
39

Total Cost {less Sec.Dep. int):
Avg net loan balance:

Transparency Index
in 6 Months, or ..... in 1year

which is 57% of original loan amount

ftransparency.org

30.0% Declining

30.00%

Interest

1.0% upfront

oing

33.69%

+ Fees

upfront

ongoing

33.69%

+ Insurance

on fees

on interest

33.69%

+ Taxes

upfront

ongoing

33.69%

+ Security
Deposit

A -
Term

g

& MDchE)




of 1% up-front, 3 mo

Loan Balance and Pricing

1,200

1,000

¢

800

600

400

Amount [USS)

200

0

m Het Loan Balanoe

1

s INterest Rate Balanoe

2 i

—4— SEcurity Deposit
83

Total Financial Cost to the Client

Transparency Index
in 3 Months, or ..... in 1year

Total Cost (less Sec.Dep. int):
Avg net loan balance:

which is 65% of original loan amount

m

.l
®

[ ]
(]
L)
L]
L]
.
)

ftransparency.org

*.

==

30.0% Declining| 30.00%

|m

1.0% upfront

ain

35.3uiy

upfront

36.30%

ongoing

+ Insurance

on fees|

36.30%

on interest

+ Taxes

upfront

36.30%

ongoing

+ Security
Deposit

A S
Term 3

MDchE)




nt Fee
loan amounts

%, mftransparency.org




of 1% up-front, Sm

Loan Balance and Pricing

1,200 AR
1,000 30.0% Decliningl 30.00% |Interest
™ upfront) 35 08% [+ Fees
800 \unguing
7 upfront 32.08% |+1
CL .08% |+ Insurance
E" ongcing
£ on fees o
g 00 32.08% [+ Taxes
E on interest
< 200 upfront| 29 gges, + Security
ongoing Deposit
0

0 1 2 & 4 o B Fi 8 9 10 11 12

Ao e
mmm Met Loan Balance s INE0EST REtE Balanos

—tp SEC Tty DEROST T

Grm 12 MunthD
Total Financial Cost to the Client \

Transparency Index| 94
Total Cost (less Sec.Dep. int):

in 12 Months, or ..... in 1 year
Avg net loan balance: which is 53% of original loan amount
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’of 1% up-front, m

Loan Balance and Pricing
600

APR
500 w'&ﬂrﬂﬁﬁ- st
( 1.0% upfront
32.08% |+ Fees
400 ain °
300 ""pfr'f'”t 32.08% |+ Insurance
ongoing
f
200 N5 32.08% [+ Taxes
on interest
L upfront| 39 ggey, + Security
ongoing Deposit
(1]
0 1 2 3 4 3 (] 7 & 9 10 11 12

Amount 5500

@m 12 M unth5>

Amount [USS)

= Met Loan Balance i INPETEST R3te Balance e SEC T Y DEpOEt

Total Financial Cost to the Client Transparency Index| 94
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year

Avg net loan balance: which is 53% of original loan amount
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ees
loan amounts
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-fee of $10 up-front,

Loan Balance and Pricing
1,200
APR
1,000 30.0% Declinin .00% |Interest
< 10.0 upfront 39 08% |+ Fees
a00 \Dnguing
3 600 upfront] 39 08% |+ Insurance
= ongoing
= f
o 400 o1 TE] 32.08% |+ Taxes
E on interest
< 200 + Securi
upfront 32.08% ’ ity
ongoing Deposit
i}
a 1 2 3 4 3 & ) ) 9 10 11 12
mmm Met Loan Balance g [N terest Rate Balance —— S ity Deposit <ﬂm ount 51,@0‘])
Term 12 Months
Total Financial Cost to the Client Transparency Index| 94
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1year
Avg net loan balance: which is 53% of original loan amount

% mftransparency.org
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Amount [USS)

-fee of $10 up-front,

Loan Balance and Pricing

600

200

400

300

200

100

0 1 2 3 4 3 B F 8 5 10 11 12

mmm Met Loan Balance s Imtenest Rate Balanoe e S Ty DEposit

30.0% Declini
10.0 upfront

\Jnguing

APR

o
34.20%

Interest

+ Fees

upfront
ongoing
on fees

on interest

upfront

ongoing

34.20%

+ Insurance

34.20%

+ Taxes

34.20%

+ Security
Deposit

50>

Total Financial Cost to the Client

[ ]
(]
L)
L]
L]
.
)

*.

Transparency Index| 88
in 12 Months, or ..... in 1year

which is 52% of original loan amount

Total Cost (less Sec.Dep. int):
Avg net loan balance:

mftransparency.org

.l
®

12 Months







of 1% up-front, $S1,

Loan Balance and Pricing

1,200

30.0% Degliningl30.00%% | Interest
1.0% upfront

( "1 32.00% |+ Fees
vngomg
w upfront) 32 00% |+ Insurance
2 ongoing
= f
3 o %1 32.00% [+ Taxes
= on interest
< .
Upfant 32 un% +5EEur|t¥
ongoing Deposit
0 1 2 3 4 5 6 7 8 9 10 11 12
mmmm Met Loan Balance s [Mterest Rate Balance e SECUr ity Deposic @t sl’DDD )
Term 12 Maonths
Total Financial Cost to the Client Transparency Index| 94
Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year

Avg net loan balance: which is 56% of original loan amount
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Fee of 1% up-front, $1,000

Payment Date Loan Cost and Cashflow Interest Fees
FPeriod # Principal Principal Interest Caghflow ) Caghflow
# 2T Days | Disbursed FPaid BLETIE Paid incl. Interest @\incl. Fees
0 13-Jun-10 I 1,000.00 1,000.00 1,000.0 10.00 990.00
1 13-Jul-10| 30 72.48 927.51 2500 (97.4§) - (97.49)
2 13-Aug-10| 31 74.30 853.21 2318 (97.49) - (97.49)
3 13-Sep-10| 31 T6.16 777.06 21.33 (97.49) - (97.49)
4 13-0ct-10| 30 78.06 699.00 19.43 (97.49) - (97.49)
5 13-Mov-10| 31 30.01 615.98 17.47 (97 49) - (97.49)
& 13-Dec-10| 30 g82.01 536.97 15.47 (97 39) - (97.49)
7 13-Jan-11| 31 84.06 452 91 13.42 (97 _§49) - (97.49)
8 13-Feb-11| 31 86.16 366.74 11.32 (97.49) - (97.49)
g 13-Mar-11| 28 88.32 278.43 8.17 (97.49) - (97.49)
10 13-Apr-11| 37 90.53 187.90 6.96 (97.4¥) - (97.49)
11 13-May-11| 30 92.74 9511 470 (97 .49 - (97.49)
12 13-Jun-11| 31 9511 - 238 (97.49) - (97.49)
365  1,000.00 | 1,000.00 169.85 (169.8 1[].[][1/ (179.85)
MPR 2.500% 2 666%
APR 30.000% 31.997%
.
. mftransparency.org
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f 1% on-going, 12 m

Loan Balance and Pricing

31.68% |+ Taxes

APR
1,000 30.0% Declini % | Interest
front
( UPTTONY 31.68% [+ Fees

800 Wﬂgomg
v 600 upfront| 34 68% |+ Insurance
2 ongoing
E 400 on fees
o
E
<L

on interest

200

Upfant 31-53% +5EEurit¥

ongoing Deposit
0
0 1 2 3 4 5 6 7 g 9 10 11 12
mm MNex Loan Balance e [rterest Rate Balance —p SECUity Deposic Amount Si'DDD )
erm 17 Months

Total Financial Cost to the Client

Total Cost (less Sec.Dep. int):
Avg net loan balance:

Transparency Index| 95
in 12 Months, or ..... in 1vyear
which is 56% of original loan amount
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Fee of 1% on-going, 12 months

Payment Date Loan Cost and Cashflow Interest Fees
Period # Principal FPrincipal Interest Cashflow / \ Cashflow
it Date Days | Disbursed FPaid Balance Faid incl. Int&r&st/ S \inn:l. Fees
0 13-Jun-10 1,000.00 1,000.00 1,000.0 -1 \1,000.00
1 13-Jul-10| 30 7248 927.51 25.00 (97 .48) 072 (93.21)
2 13-Aug-10| 31 74.30 3h3.21 23.19 (97.49) 0.74 (98.23)
3 13-Sep-10| 31 f6.16 Fi7.06 21.33 a7 49) 0.76 (98.25)
4 13-0ct-10| 30 78.06 G99.00 19.43 (97 p9) 0.78 (98.27)
5 13-Mov-10| 31 80.01 G18.98 17.47 (97 |19) 0.80 (98.29)
3] 13-Dec-10| 30 g82.01 536.97 165.47 (97 |9) 0.82 (98.31)
7 13-Jan-11| 31 84 06 452 91 13.42 (97 B9) 0.84 (98.33)
g8 13-Feb-11| 31 86.16 366.74 11.32 (97 .39) 0.86 (93.35)
g 13-Mar-11| 28 88.32 278.43 917 (97.49) 0.88 (98.37)
10 13-Apr-11| 31 a0.53 187.90 G.96 (97 .4¢) 0.91 (98.39)
11 13-May-11| 30 8279 95.11 470 (97 .43 0.93 (93.42)
12 13-Jun-11| 31 a5 11 - 238 (97 .49 0.95 (98.44)
365  1,000.00 1,000.00 169.85 (169.85) 10.00 (179.85)
MPR 2.500% 2.640%
APR 30.000% 31.677%
.
. mftransparency.org
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e of pushing the

act of high up-front Fees with s
loan term




Amount {USS)

1,200

1,000

-front fee on 52-wee

Loan Balance and Pricing

800

0 2 4 6 810121416182022242628303234362840424446485052

mmmm Net Loan Balance s [riterest Rate Balance

Total Financial Cost to the Client

[ ]
(]
L)
L]
L]
.
)

m

.l
®

*.

e SoCUrity Deposic
74

Transparency Index
in 52 Weeks, or ..... in 1 vyear

which is 48% of original loan amount

Total Cost (less Sec.Dep. int):
Avg net loan balance:

ftransparency.org

APR
30.00%

30.0% Declining Interest

/ﬁ upfront
\Dng oing

upfront

40.75% |+ Fees

40.75% |+ Insurance

ongoing

.I:
O TEE51 40.75% [+ Taxes

on interest

+ Security
Deposit

u p'Fant 4n- ? 5%

ongoing

Amount

Term 52 Weeks




-front fee on 26-wee

Loan Balance and Pricing

1,200

1,000

800

Amount [USS)

01234567 8 91011121314151617181920212223242526

mmmm Net Loan Balance s [riterest Rate Balance

e SoCUrity Deposi

< . | 50.57% |+ Fees
\Dngolng

Total Financial Cost to the Client

Total Cost (less Sec.Dep. int):
Avg net loan balance:

Transparency Index| 59
in 26 Weeks, or ..... in 1year

which is 48% of original loan amount
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L]
L]
.
)
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APR
30.00%
e ———

Interest

30.0% Declinin
/Mpﬁor‘i

upfrontl 50 57% |+ Insurance

ongoing

on fees

50.57% |+ Taxes

on interest

upfront + Security

Deposit

50.57%

ongoing

Amount

Term 26 Weeks




-front fee on 12-wee

Loan Balance and Pricing

1,200
APR
1,000 w 30.00% | Interest
e
.0% upfront
800 ( PO 72.19% |+ Fees
N OME0ing
¥ 600 upfront| 72 19% |+ Insurance
= ongoing
E f
S 400 N1 72.19% |+ Taxes
E on interest
q -
0 upfront{ 2o 490z + Security
ongoing Deposit

0 1 2 3 4 5 6 7 8 9 10 11 12

Amount __ $1.000
mmmm MNet Loan Balance e [riterest Rate Balance e SoCUrity Deposic

S
Total Financial Cost to the Client Transparency Index| 42
Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1vyear

Avg net loan balance: which is 50% of original loan amount
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-front fee on 8-wee

[ ]
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L)
L]
L]
.
)

.l

*.

mftransparency.org

Loan Balance and Pricing
1,200
APR
W % | Interest
5.0% upfront
( HPTOM™ 90.78% [+ Fees
N Ongoing
i1 upfront{ g9 789% [+ Insurance
2 ongoing
= f
3 1% 90.78% | + Taxes
E on interest
I .
Upfant gn-?s% +5EBu.r|t¥
ongoing Deposit
0 1 2 3 4 5 6 7 8 Amoust 44000
mmmm MNet Loan Balance s INterest Rate Balance e Sor Uity Deposi .
Term 8 WEE
Total Financial Cost to the Client Transparency Index| 33
Total Cost (less Sec.Dep. int): in 8 Weeks, or ..... in 1vyear
Avg net loan balance: which is 52% of original loan amount




Understanding Security Deposits

1. Called “savings” in some countries, but it is
collateral, inaccessible to client during the loan

2. Frequently part of the loan, but adds to cost even
if the client deposits the money before the loan

3. Frequently, the MFIs pay interest on the “savings’,
but
* The “savings” is part of the loan balance
 The client is paying a higher interest rate on the loan

* Therefore, the “savings” increases the true cost of the
loan.

% mftransparency.org



p-front security d

Loan Balance and Pricing
1,200
APR
1,000 30.0% Declining| 30.00% | Interest
front
800 HPTOM 30.00% |+ Fees
ongoing
= 600
b upfront) 30.00% |+ Insurance
2 400 ongoing
I f
2 oo °" % 30.00% | + Taxes
E on interest
<L
D MUpfant 35 En% +5EEur| '
i ) Deposit
ongoing 4
_zm \
mmmm Net Loan Balance s INterest Rate Balance e SoC UMty Deposic Amount 51,DDD
Term 12 Weeks
Total Financial Cost to the Client Transparency Index| 82 Int. on Savings 0.0% Annually
Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1year
Avg net loan balance: which is 45% of original loan amount
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p-front security

Avg net loan balance:

which is 35% of original loan amount
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Loan Balance and Pricing
1,200
APR
1,000 30.0% Declining| 30.00% | Interest
front
800 HPTTOM 30.00% |+ Fees
ongoing
+ 600
b upfront] 30.00% [+ Insurance
2 400 ongoing
I f
2 oo °" 1 30.00% |+ Taxes
E on interest
<L
0 ~70.0% | upfront 46.84% + Securi '
i ) Deposit
ongoing
mmmm Net Loan Balance s INterest Rate Balance e SoC UMty Deposit Amount 51,DDD
Term 12 Weeks
Total Financial Cost to the Client Transparency Index| 64 Int. on Savings 0.0% Annually
Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1year




ont securl

Loan Balance and Pricing

APR

30.0% Declining| 30.00% | Interest
upfront

30.00% |+ Fees

ongoing

upfront{ 39 00% |+ Insurance
ongoing

.I:
O TE%5( 30.00% [+ Taxes

on interest

mup{rﬂnt 54-5?% + Securi

\ongoing Deposit 4

mm M et Loan Balance s INterest Rate Balance s STty DEPOSE Amount 51,000
Term 12 Weeks

Int. on Savings 0.0% Annually

Amount (USS)

-

Total Financial Cost to the Client Transparency Index| 46

Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1vyear
Avg net loan balance: which is 25% of original loan amount
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Amount (USS)

-front, pay 5%

Loan Balance and Pricing

s Net Loan Balance s INterest Rate Balance e SoCUrity Deposic

APR

30.0% Declining| 30.00% | Interest
upfront

30.00% |+ Fees

ongoing

upfrontf 39 00% |+ Insurance
ongoing

.I:
711525 30.00% |+ Taxes
on interest

7 30.0% upfront + SEBUFiE:

59.33%

Mngging DEP‘DSit ﬁ

Amount 51,000
Term 12 Weeks

Total Financial Cost to the Client Transparency Index| 51
Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1year

[ ]
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L)
L]
L]
.
)

Int. on Savings 5.0% Annually

Avg net loan balance which is 25% of original loan amount

mftransparency.org
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Loan Balance and Pricing

Amount (USS)

mmmm Net Loan Balance s INterest Rate Balance

-front, pay 10%

e SoC UMty Deposit
Total Financial Cost to the Client Transparency Index] 56
Total Cost (less Sec.Dep. int): in 12 Weeks, or ..... in 1year
Avg net loan balance:

which is 24% of original loan amount

APR

30.0% Declining

30.00% |Interest

front]
HPTOY 30.00% [+ Fees
ongoing

upfront| 30 00% [+ Insurance

ongoing

on fees

30.00% |+ Taxes

on interest

/m upfront
N 7" oing

+ Securi
Deposit

53.83%

Amount 51,000
12 Weeks

10.0% Annually

Term

Int. on Savings
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L)
L]
L]
.
)
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-front, pay 20%

Loan Balance and Pricing

APR
30.0% Declining| 30.00% |Interest
front
HPITOM 30.00% |+ Fees
ongoing
w upfront| 30 00% |+ Insurance
2 ongoing
E f
5 o121 30.00% |+ Taxes
E on interest
=L
m upfront 42 .30% + Securi '
N Ongoing jﬁiz
e et Loan Balance s INtEr st Rate Balance g S UMY DEpOSE Amount 51,000
Term 12 Weeks
Total Financial Cost to the Client Transparency Index| 71 Int. on Savings  20.0% Annually

Total Cost (less Sec.Dep. int):
Avg net loan balance:

in 12 Weeks, or ..... in 1year
which is 24% of original loan amount
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Loan Balance and Pricing

Total Cost (less Sec.Dep. int):
Avg net loan balance:

in 12 Weeks, or in 1 year
which is 24% of original loan amount
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m
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ftransparency.org

APR
30.0% Declining| 30.00% | Interest
front
HPTTOT 30.00% [+ Fees
ongoing
w upfront] 30.00% |+ Insurance
2 ongoing
E f
3 ontees 30.00% |+ Taxes
E on interest
=
~30.0% upfront EU.DM'
N Ongoing DLDF.H:A
mmm Met Loan Balance e [riterest Rate Balance =g S Urity Deposi Amount 51,DDD
Term 12 Weeks
Total Financial Cost to the Client Transparency Index| 100 Int. on Savings  30.0% Annually




X loan, 20% security

Loan Balance and Pricing

Avg net loan bala Ach is 32% of original loan amount
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m
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1,200
APR
) 30.0% Flat| 54.35% | Interest
2.0% upfront
500 HPTOM 71.07% |+ Fees
ongoing
= 600
7 1.0% upfront| 79 629 |+ Insurance
2 400 ongoing
E f
o 200 on Tees 79.62% |+ Taxes
E on interestl
q
L 20.0% upfront 123.56% ‘I; 5EBU:E<
ongoing eposi
200 S~ >
e [t Loan Balance s INttEr St Rate Balance S Uity Deposi Amount 51,000
Term 12 Weeks
Total Financial Cost to the Client Transparency Index| 24 Int. on Savings 0.0% Annually
Total Cost (less Sec.Dep. ip 12 Weeks, or ..... in 1year




oan, pay 79% on

Loan Balance and Pricing

Chart Area Ii

1,000 -

Amount (USS)

mmmm Net Loan Balance s INterest Rate Balance e SoC UMty Deposit

2.0% upfront
ongoing
1.0% upfront
ongoing
on fees

on interest

APR

30.0% Flat| 54.35% |Interest

71.07% |+ Fees

79.62% |+ Insurance

79.62% |+ Taxes

2N\

Aﬁ upfront
N ON8 oing Deposit d

79 62% + Securi
= (1]

Total Financial Cost to the Client

Total Cost (less Sec.Dep. int):
Avg net loan balance:

Transparency Index| 38
in 12 Weeks, or in 1year
which is 31% of original loan amount
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.
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0
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Term

Int. on Savings

Amount 51,000

12 Weeks
79.6% Annually




can use our MFT Pri
Calculator to deepen you

erstanding and to calculate a
prices of loans




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing Display EIR values Loan Balance and Pricing
1,200
Basic Loan Conditions Amortization: | Equal principal payments e MPR threhold
Loan Amount] $1,000 Interest: | Multiple installments - 6 1,000
Term & Repay Freq. 12 Maonths E] Days/per (t): 30 800
Capital Int Pmt Int Calc Balloon Per/Mon [m) 1.00
Grace or Prepay [Months}l | | | | Per/Yr (n): 12.00 = 600
w
Loan Pricing Period |MPR (nom)] APR (nom)|EIR (comp)| 2,
Nominal interest Rate (%) 24.00% | Per year i i*m i*n (1+i)"-1 'S'
Nominal Annual & Method Initial amount, or “flat” 3.475% 3.48% | 41.70% | 50.57% E 200
Upfront Ongeing | Increment < ]
Fee (%) 1.00%

3646% | 3.65% |43.76% | 53.58% -200

Fee (fixed amount)
Insurance (%)

3.646% 3.65% | 43.76% | 53.58% mmmm Met Loan Balance s IntErest Rate Balance g Sz crity Deposit
Insurance (fixed amount)
Value-Added Tax (% On Fees: Total Financial Cost to the Client Transparency Index| 46
B 3606% | 3.65% |43.76% | 53.58% —
On Interest: Total Cost (less Sec.Dep. int): in 12 Months, or ..... in 1 year

Security Deposit (%) 10.0% Avg net loan balance: which is 43% of original loan amount
by Deposit (%) 4.36% | 52.30% | 66.69% y :

Security Deposit (fixed) Client Breakeven Point: Years until total loan cost equals the avg loan balance
Interest Paid on Deposit (%) . Negative Net Balance for: Months, which is.... % of loan term




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Display EIR values

Basic Loan Conditions Amortization:

Equal principal payments

5

MPR threshold

Loan Amount:| $1,000 Interest: | Multiple instaliments 6
Term & Repay Freq. 12 Manths | Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Perf¥r(n): 12.00
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear v i i*m i*n (1+i)"-1
Mominal Annual & Method| 24.00% | Initial amount, or “flat™ |v 3.475% 3.48% | 41.70% | 50.57%
Upfront Ongoing | Increment
Fee (%) 1.00%
. 7 - 21% | 3646% | 3.65% |43.76% | 53.58%
Fee (fixed amount)
Insurance (%
| v 00% | 3846% | 3.65% |43.76% | 53.58%
Insurance (fixed amount)
Value-Added Tax (% On Fees:
(%) 00% | 3646% | 3.65% |43.76% |53.58%
On Interest:
Security Deposit (%)| 10.0%
surity Deposit (%) : 85% | 436% | 4.36% |52.30% |66.69%
Security Deposit (fixed)
Interest Paid on Deposit (%)

.. mftransparency.org




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

| Display EIR values

A broad variety of

Basic Loan Conditions Amortizat Id
Loan Amount:| $1,000 m FEDayment frequenC|eS
Term & Repay Freq. 12 /| months | Days/per (t): 30
Capi';ﬂ 3?;;@ lloon Per/Mon (m) 1.00
Grace or Prepay (Months) 2-wk periods Per/Y¥r (n): 12.00
15-day periods
Loan Pricing ﬁmw_ Pédriod |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.0006 Qu;rters / i i*m i*n (1+i)"-1
Mominal Annual & Method] 24.00% ?:ar_gears 3.475% 3.48% | 41.70% | 50.57%
Upfront ing | Incr t
Fee (%) 1.00%
o feeld - 214% | 3646% | 3.65% |43.76% | 53.58%
Fee (fixed amount)
insurence (%9 00% | 3646% | 3.65% |43.76% | 53.58%
Insurance (fixed amount)
Value-Added Tax (%) On Fees: 0.0% - 3.65% | 43.76% | 53.58%,
On Interest:
. " L]
Security Deposit (%) 10.0% 8.5% e 4.36% | 52.30% | 66.69%

Security Deposit (fixed)
Interest Paid on Deposit (%)

.. mftransparency.org




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricin il Display EIR values
Basic Loan Conditions Amortization: |Faual prindpal payments |§|\F‘chreshl}ld
Loan Amount:| $1,000 Interest: |Multiple installments | ;ﬂ // 6
. . - 1 umﬁ]: 30
Configure different Balloon per/Mon (m]|  1.00
¢4 repayment schedule options per/¥rin):| 12.00
Loan PTICINE - Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear || i i*m i*n (1+i)"-1
Mominal Annual & Method| 24.00% | Initial amount, or “flat™ |Z|| 3.475% 3.48% | 41.70% | 50.57%
Upfront Ongoing | Increment
;. 1.00%
o feeld 21% | 3646% | 3.65% |43.76% | 53.58%
Fee (fixed amount)
| insurance (79 00% | 3846% | 3.65% |43.76% | 53.58%
nsurance (fixed amount)
Value-Added Tax (%) On Fees: 0.0% B 3.65% | 43.76% | 53.58%
On Interest:
Security Deposit (%) 10.0% . . o o o
Security Deposit (fixed) 8.5% 4.390% 4.36% |92.30% | 66.69%

Interest Paid on Deposit (%)

.. mftransparency.org




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Basic Loan Conditions

Amortization:

Display EIR values

Equal principal payments

5

MPR threshold

Loan Amount:|  $1,000 Interest: |Multiple installments 6
Term & Repay Freq. 1 - Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
@paﬂhﬂunthﬁ} Perf¥r(n): 12.00
Loan PriciRg : np)
Nominal interest Rate (%)| 24.00% | Per year Different options for grace 1
NDmiﬂElAr‘lﬂuﬂ &Methﬂd 24.““% Il-lltlﬂl EIITIDLII'It. periods and balloon payments %
Upfront Ongoing “T TITCTETITET
Fee (I 24% | 3646% | 3.65% |43.76% |53.58%
Fee (fixed amount)
S 00% | 3646% | 3.65% |43.76% | 53.58%
Insurance (fixed amount)
Value-Added Tax (%) On Fees: 0.0% B 3.65% | 43.76% | 53.58%
On Interest:
Security Deposit (%) 10.0% . . o o o
Security Deposit (fixed) e 4.358% 4.36% | 92.30% | 66.69%

Interest Paid on Deposit (%)

.. mftransparency.org




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Basic Loan Conditions

Loan Amount:

Term & Repay Freq.

Grace or Prepay (Months)

Loan Pricing
Mominal interest Rate

Mominal Ann

Amortization:

Display EIR values

Equal principal payments

5

MPR threshold

$1,000 Interest: |Multiple installments &
12 Manths | Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Perf¥r(n): 12.00
| Period [MPR {(nom)| APR {nom)|EIR (comp)]
Per year

24.00%

s amount, or “flat™

Many options to mix upfront
and ongoing pricing criteria

.. mftransparency.org

Upfront Ongoin Incren .
/ ree 0| 1.00% \21 an_d_ percentage or fixed
Fee (fixed amount) ] pI‘ICI ng
insurance (79 \.u% 2646% | 3.65% | 43.76% | 53.58%
nsurance (fixed amount)
\ Value-Added Tax (%) On Fees: /.ﬂ% B 3.65% | 43.76% | 53.58%
On Interest: ] ) ]
Security Deposit (%) 10.0% . .
Sedrity Deposit (fixed) //3-5’5 4358% | 4.36% | 92.30% | 66.69%
Interest Palon Deposit (%)




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Basic Loan Conditions

Amortization:

Display EIR values

Equal principal payments

5

MPR threshold

Loan Amount:| $1,000 Interest: | Multiple instaliments 6
Term & Repay Freq. 12 Manths | Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Perf¥r(n): 12.00
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear M i i*m i*n (1+i)"-1
Mominal Annual & Method| 24.00% | tnitial amount, op/fiat” |+ 3.475% 3.48% | 41.70% | 50.57%
Upfront Ongoing/| Increment
Fee (%) 1.00%
o el - L1 24s | \ouww | 3.65% |43.76% | 53.58%
Fee (fixed amount)
insurance (79 00% | {sie% | 3.65% |43.76% | 53.58%
Insurance (fixed amount)
Value-Added Tax (%) On Fees: 0.0% e 3.65% | 43.76% | 53.58%
On Interest:
S ity D it (%) 10.0%
=y Tl : \ ss% [z | 436% |52.30% | 66.60%

Security Deposit (fixed)
Interest Paid on Deposit (%)

.. mftransparency.org

N

Shows incremental cost of
each different price
component




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing

Basic Loan Conditions

Amortization:

Display EIR values

Equal principal payments

MPR threshold

5

Loan Amount:| $1,000 Interest: | Multiple instaliments 6
Term & Repay Freq. 12 Manths | Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Per YT n
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear v i i*m i*n (1+i)"-1
Nominal Annual & Method| 24.00% | Initial amount, or "flat™ 3.475% 3.48% | 41.70% | 90.57%
Upfront Ongoing | Increment
i . . .
e (h Shows pricing for the Period }.65% |43.76% | 53.58%
ee (fixed a| = r f
I.€., repayment rrequenc
[ (€., repay quency) | ese, |43.76% | 53.58%
Insurance (fixed 3l gnd then converts that price
valuendded| +5 3 Monthly Rate (MPR), a  }.65% |43.76% | 53.58%
ey oend NOMiNal Annual Rate (APR),  26% | 52.30% | 06.00%
security Deposit|f @Nd @ compound Annual Rate [~77% |7a~ 7% =775
Interest Paid on Depd (EIR)

.. mftransparency.org




MFT Pricing Calculation Tool —
Advanced Analysis

Re paymen Schedule The following table shows the repayment schedule and cashflow for the loan given the conditions indicated on the companion sheet with the Interest Rate Graph.
1 Enter Manual Mode to modify dates and specific amounts
13-Jun-10}<-- Disbursment Date  Maturity: 13-Jun-11 Days: 365
Payment Date Loan Cost and Cashflow Interest Fees Insurance Taxes Security Deposit
Period Date # Principal Principal Balance Interest Cashflow 3 o Cashflow | Period |Insurance |Cashflow incl I Cashflow Security Interest Deposit Deposit Ca;hflluw
# Days | Disbursed Paid Paid incl nterest | oo o incl. Fees | APR Paid insurance axes Incl. Taxes | Deposit Paid Withdr. Balance SEIECD'ED
0 13-Jun-10 1,000.00 1,000.00 1,000.00 10.00 1.0% - 990.00 - 990.00 100.00 100.00 890.00
1 13-Jul-10| 30 83.33 916.67 20.00 (103.33) - 24 4% - (103.33) - (103.33) - - - 100.00 (103.33)
2 13-Aug-10| 37 83.33 833.33 20.00 (103.33) - 25.7% - (103.33) - (103.33) - - - 100.00 (103.3
3 13-Sep-10( 37 83.33 750.00 20.00 (103.33) - 28.3% - (103.33) - (103.33) - - - 100.00 (103.
4 13-0ct-10| 30 83.33 G66.67 20.00 - 32.5% - - - - - 100.00 (103.
5 13-Mov-10| 37 83.33 583.33 20.00 - 35.3% - - - - - 100.00 (103.
i] 13-Dec-10| 30 83.33 500.00 20.00 - 41.7% - - - - - 100.00 (103.
7 13-Jan-11| 31 83.33 416.67 20,00 - 47.1% - - - - - 100.00 (103.
8 13-Feb-11| 31 83.33 333.33 20.00 - 56.6% - - - - - 100.00 (103.
9 13-Mar-11| 28 83.33 250.00 20.00 - 78.3% - (103.33) - - - - 100.00 (103.
10 13-Apr-11| 31 83.33 166.67 20.00 - 94 3% - (103.33) - - - - 100.00 (103.3
1 13-May-11| 30 83.33 83.33 20,00 - } 146.1% - (103.33) - - - - 100.00 (103.
12 13-Jun-11| 37 83.33 - 20.00 - )| 282.8% - (103.33) - - - 100.00 = (3.33)
365 1,000.00 1,000.00 240.00 10.00 0.00 (250.00) 0.00 100.00 0.00 100.00 (250.00)
MPR 3.475% 3.646% 3.646% 3.646% 4.358%
APR 41 703% 43 756% 43 756% 43 756% 52_300%
EAIR 50 .573% 53.582% 53.582% 53.582% 66.686%
client, which is used to
[ ]
~ o
: mftrfaﬂspa[’rency or calculate the true price.
-
.. . g




MFT Pricing Calculation Tool —
Advanced Analysis

Interest Fees /

In;eari:;st Cwverride ini?ﬁ:t::;qst Fees Paid Cwverride Cﬂsm% P}:g;d I

1,000.00 10.00 0.0%

20.00 (103.33) - 3.33)| 244%

20.00 (103.33) 3.33)| 25.7%

20.00 (103.33) 3.33)| 28.3%

20.00 (103.33) 3.33)| 32.5%

20.00 (103.33) 3.33) 35.3%

20.00 (103.33) 33) 41.7%

20.00 (103.33) 3.33) 47 1%

20.00 (103.33) 3.33) 56.6%

3 33} 78.3%

It includes a useful calculation \o2)| 243

of the APR for each period, 3.3g)|282.8%
. a 00 (250.00
showing how pricing changes o0,
dramatically with “flat 43.682%
interest” calculations. SERSEL

\ mftransparency.org



MFT Pricing Calculation Tool —
SIS

Repayment Sche e The following table shows the repayment schedule and cashflo
Enter Manual Mode to modify dates and specific amounts

r the loan given the conditions indicated on the col

13-Jun-10 isbursment Date Maturity: 13-Jun-11 ays: 365
Payment Date d Cashflow est Fees
Period # Principal | Principal . Interest . Cashflow . . Cashflow | Period
" Days OR Date Date Days | Disbursed Paid Cwerride Balance Paid Cwerride incl. Interest Fees Paid Cwverride incl Fees APR
0 13-Jun-10 1,000.00 I 1,000.00 1,000.00 10.00 0.0%]|
1 13-Jul-10| 30 33.33 916.67 20.00 (103.33) - 24 4%,
2 13-Aug-10| 31 83.33 833.33 20.00 - 25.7%
3 13-Sep-10| 31 83.33 750.00 20.00 - 28.3%
4 13-0ct-10| 30 33.33 666.67 20.00 - 32 5%
5 13-Nov-10| 31 83.33 583.33 20.00 - 35.3%
B 13-Dec-10| 30 83.33 500.00 20.00 - 41.7%
7 13-Jan-11| 31 33.33 416.67 20.00 - 47 1%
8 13-Feb-11| 31 83.33 333.33 20.00 - 56.6%
9 13-Mar-11| 28 83.33 250.00 20.00 - 78.3%
10 13-8pr-11| 371 33.33 166.67 20.00 - 94 3%
11 13-May-11| 30 83.33 83.33 20.00 - 146.1%
12 13-Jun-11| 31 83.33 = 20.00 ] - 1| 282 8%
365 1,000.00 [ 1,000.00 0.00 240.00 0.00 | {240.00) 10.00 0.00 | (250.00)
MPR 3.469% 3.640%
APR A1 5240 43.682%
EAIR A\ 53.582%
You can also enter “manual
n -
mode” to put in exact dates
and amounts when the
; . ’ ;
. automatic options don’t give
[ ]
. .
[ ]
.. mftransparency.org you the exact price.




MFT Pricing Calculation Tool —
Advanced Analysis

Calculation of Transparent Pricing Display EIR values
Basic Loan Conditions Amortization; |Egual principal payments v MPR threshald
Loan Amount:| $1,000 Interest: |Multiple installments |v 6
Term & Repay Freq. 12 Manths |;I Days/per (t): 30
Capital Int Pmt Int Calc Balloon Per/Man (m) 1.00
Grace or Prepay (Months) Per YT n
Loan Pricing Period |[MPR (nom)| APR (nom)|EIR (comp)
Nominal interest Rate (%)| 24.00% |Peryear v i i*m i*n (1+i)"-1
Nominal Annual & Method| 24.00% | Initial amount, or "flat™ 3.475% 3.48% | 41.70% | 90.57%
————
Lnfront Onnoing locremont
oo (e All the standardized prices — |3 65% |43.76% | 53.58%
x| MPR, APR, and EIR - are : : :
nsurance (fixed | d€rived from the same 3.65% (43.76% | 53.58%
Value-Addeq process: 3.65% | 43.76% | 53.58%
Security Deg - AT
Security Depos| ® Detern_wme the dlsc_ou nt 4.36% | 52.30% | 66.69%
Interest Paid on Dey rate” (|) fOI‘ the perIOd
: « Convert to an annual (or

=.,_ﬂmff§[@n§p@ﬁ| monthly) figure




COLLATERAL DEPOSITS (“"SAVINGS")

Though potentially offering some benefits
to the client, compulsory deposits clearly
have a financial cost to the client.

_ _

% mftransparency.org




“The full cost of a loan
must include not only
interest and fees, but also
Compulsory Deposits, that
we often call “savings”




“I believe it should be

what the client pays -
interest and fees. The
Total Cost of Credit is the
real cost. Savings is a
benefit, not a cost.”




“Savings does have some
perceived benefit - the
client leaves with cash in
their pocket. But when
borrowing and saving at the
same time, that savings
affects the price of the loan”




“Let's look at a simple
example, following a loan
to a client, to understand

why.”




“Here’'s a loan.... AND we
help you SAVE”

(savings is a requirement
of this loan)




Loan Term = 10 months
Loan Amount = $1000
Compulsory deposit = 20%
Interest Rate = 2.5% per
month (flat) or $25 per

SAVINGS

- W

BUSINESS




mer 1 month

Part of the loan
0/ Interest interest paid is for the
= part of the loan that is
in “savings”

— .

SAVINGS

BUSINESS

[N

: ;_:;1 @100

% interest + principal




/[Kf?er 6 months — Amounts are equal ‘j\

% interest

SAVINGS

BUSINESS

S 00

= ‘$20 @100

% interest + principal




/[Kfier 8 months - none of original loan Ief?j\

% interest

SAVINGS

BUSI N ESS Loan payments are

now coming out of
$O her business assets,
S as all the loan that
went to the business
is repaid




So client may be
forced to liquidate
stock in order to repay
the loan

SAVINGS

BUSINESS
Negative $!!




/[;t,end of loan - savings are repaid to client j

e,

$200

SAVINGS
' l




/[_Ba what has client actually paid? j
Using TCC — Total Cost of Credit

PRINCIPAL With Savings Without Savings
Loan repayments = $1000 INTEREST INTEREST
Interest paid on loan = $200  |nterest paid on loan = $250

Interest paid on savings = $50

TCC = $250 TCC = $250

Av. Loan Balance for Av. Loan Balance for
business = $350 business = $550




/[E‘IE what has client actually paid? \j\
U

sing APR — Annual Percentage Rate

PRINCIPAL With Savings Without Savings
Loan repayments = $1000 INTEREST INTEREST
Interest paid on loan = $200  |nterest paid on loan = $250

Interest paid on savings = $50

Total APR = 75% Total APR =51%

Av. Loan Balance for Av. Loan Balance for
business = $350 business = $550




——
Burning off the Fog of Pricing

aking sense of the complications of the
price communicated

* mftransparency.org




Fanikiwa Microfinance Company Limited

Zanzibar
Loan Repayment Schedule
Client Name I Cliant ID ]
Account 1D ] Loan Series 1
Product Mame :  Personal Loans
Loan Ameount :  3,000,000.00 (TZS ) Interest Rate 24.00 % Flat
Term .12 {Monthis) ) Recavment Term : 12 { Monthly )
Irstaliment Me. Installment Due Date Instaliment Amount
1 20/Mar'2013 310,000.00
2 22/Apri2013 310,000.00
3 20/May 2013 310,000.00
4 20 Jun/2013 310,000.00
& 22 Juli2013 310,000.00
& 200 Aug2013 310,000.00
T 2Sapl2013 310,000.00
a 210ck2013 310,000.00
3 20/ MNow/2013 310,000.00
10 20Dec/2013 310,000.00
11 20 Jan/2014 310,000.00
12 20/Febi2014 310,000.00

mitransparency.org
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MicroFinance Transparency Pricing Calculation

Institution: Fanikiwa Microfinance Company Limited Country: Tanzania

Product 4: Personal Loan
Sample 3 of 5, Variation 1 of 1

Full Price: 62.42%

Transparency Index: 38/100

FileMarmme: T2-006-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF Date of Analysis: 2013-05-22

Loan Amt:  3,000,000.00 Pricing Info Quoted info Total Pd Imcr MPR APR EIR

Avg Balance: MNA* Interest 24,00% annual, Flat F20,000.00 41.24% 3.44% 41.248% 51.01%

Disb Date: 20-Feb-13 Fees 2.00%% upfront &0,000.00 4.023% 3.77% 45.26% 57.205

Term [Months): 12.0 Insuranoe 1.00% upfront 30,000.00 2.05% 3.94% 47.31% 60.45%

Grace (Months): -0, Mone .00 0.00% 3.94% 47.31% 60.45%

Deposit (0% upfrant 15.11% 5.20% 62.42% Bb6.58%
38 Total Cost 810,000.00 5.20% | 62.42% | B6.58%

Total Cost of Lo Compulsory Deposit
P Disburse Prin+int Fees Insuramn Taxes Deposit Interest Withdraw Balance
nsparent Price (nominal APR) 41.24% 45.26% 47.31% 47.31% 62.42%
3,000,000 3,720,000 60,000.00 30,000.00 0.00 450,000.00 0.00 (450,000.00) 0.00
20-Feb-13 3,000,000.00 . 60,000.00 30,000.00 450,000.00 . 450,000.00
1 20-Mar-13 - 310,000.00 - - - 450,000.00
2 22-Apr-13 310,000.00 450,000.00
3 20-MMay-13 310,000.00 450,000.00
4 20-lun-13 310,000.00 450,000.00
5 22-Jul-13 310,000.00 450,000.00
& 20-Aup-13 310,000.00 450,000.00
7 20-5ep-13 310,000.00 450,000.00
21-0ct-13 310,000.00 450,000.00
9 310,000.00 450,000.00
10 310,000.00 450,000.00
11 310,000.00 - - 450,000.00
12 310,000.00 / [450,000.00)
/

% mftransparency.org




Loan Amount & Balance

Per

Date

Disburse

Transparent Price (nominal APR)

Totals

a

o O sl O LR e e R

i el =
bd =

20-Feb-13
20-Mar-13
22-Apr-13
20-May-13
20-lun-13
22-Jul-13
20-Aug-13

20-5ep-13
21-0Oct-13

20-Nov-13
20-Dec-13
20-Jan-14
20-Feb-14

3,000,000
3,000,000.00

Prin+int

41.24%
3,720,000

310,000.00
310,000.00
310,000.00
310,000.00
310,000.00
310,000.00

310,000.00
310,000.00

310,000.00
310,000.00
310,000.00
310,000.00

Total Cost of Loan
Fres Insurance
45.26% 47.31%
60,000.00 30,000.00
60,000.00 30,000.00

.
)
‘.
®

.
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MicroFinance Transparency Pricing Calculation
Institution: Fanikiwa Microfinance Company Limited

Product 4: Personal Loan
Sample 3 of 5, Variation 1 of 1

FileMarme: T2-006-V02-FMFC-PO4-Pricg@ale-53-1-20130208.PDF

Full Price: 62.42%
agcy Index: 38/100

: 2013-05-22

Loan Amt:  3,000,000.00 Pricing Info Quoted info Total Pd IR
Avg Balance: MNA* Interest 24,00% annual, Flat F20,000.00 41.24% 3.44% 41.248% A
Disb Date: 20-Feb-13 Fees 2.00% upfront &0,000.00 4,02% 3.77% 45.26% 57.20
Term [Months): 12.0 Insuranoe 1.00% upfront 30,000.00 2.05% 3.94% 47.31% 60.45
Grace [Months): 0.1 Taxes None .00 0.00% 3.94% 47.31% '
Deposit 15.00% upfront 15.11% 5.20% 62.42% .
Transp INDEX: 38 Total Cost 810,000.00 5.20% 62.42% .28%
Loan Amount & Balance Total Compulsory Depgst
Per Date Disburse Prin+int Fees Su[a Taxes Deposit Interest draw Balance
Transparent Price (nominal APR) 41.24% 45.26% 47.31%
Totals 3,000,000 3,720,000 £0,000.00 30,000.00 0.00 450,000.00 0.00  (450,000.00)  0.00
a 20-Feb-13 3,000,000.00 . 6i0,000.00 30,000.00 450,000.00 . 450,000.00
1 20-Mar-13 - 310,000.00 - - - 450,000.00
2 22-Apr-13 310,000.00 450,000.00
3 20-May-13 310,000.00 450,000.00
4 20-Jun-13 310,000.00 450,000.00
5 22-Jul-13 310,000.00 450,000.00
6 20-Aug-13 310,000.00 450,000.00
7 20-5ep-13 310,000.00 450,000.00
g 21-0ct-13 310,000.00 450,000.00
9 20-Naow-13 310,000.00 450,000.00
10 20-Dec-13 310,000.00 450,000.00
11 20-Jan-14 310,000.00 . 450,000.00
12 20-Feb-14 310,000.00 {450,000.00)
H
*. mft
. mftransparency.org




ympany Limited Country: Tanzania

¥06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF

Quoted info Total Pd
Interest 24.00% annual, Flat 720,000.00
Fees 2.00% upfront &0,000.00
Insurance 1.00% upfront 30,000.00
Taxes MNone 0.00
posit 15.00% upfront
Total 810,000.00

[ 1 ]
o*®

mftransparency.org

.
%,
.
| .

.

Imcr
41.24%
4.02%
2.05%
0.00%
15.11%

Full Price: 62.42%

Transparency Index: 38/100
Date of Analysis: 2013-05-22

MPR EIR
3.44% 51.01%
31.77% 57.20%
3.94% 60.45%
3.94% 60.45%
5.20% B6.58%

5.20% B6.58%




ympany Limited Country: Tanzania

¥06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDE

Pricing Info Quoted info Incr
Interest 24.00% annual, Flat 41.24%
Fees 2.00% upfront 4.02%
Insurance 1.00% upfront 2.05%
Taxes MNone D.00%
Deposit 15.00% upfront 15.11%
Total Cost

[ 1 ]
o*®

mftransparency.org

.
%,
.
| .

.

Transparency Index: 38/100

MPR
3.44%
3.77%
3.94%
3.94%
5.20%

5.20%

Full Price: 62.42%

Date of Analysis: 2013-05-22

51.01%
57.20%
60.45%
B0.45%
B6.58%

B6.58%




ympany Limited Country: Tanzania

¥06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF

Pricing Info Quoted info
Interest 24.00% annual, Flat
Fees 2.00% upfront
Insurance 1.00% upfront
Taxes MNone
Deposit 15.00% upfront
Total Cost 810,000.00

[ 1 ]
o*®

mftransparency.org

.
%,
.
| .

.

Transparency Index: 38/100

MPR
3.44%
3.77%
3.94%
3.94%
5.20%

5.20%

Full Price: 62.42%

Date of Analysis: 2013-05-22

51.01%
57.20%
60.45%
B0.45%
B6.58%

B6.58%




ympany Limited

Country: Tanzania

¥06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF

Pricing Info
Interest
Fees
Insurance

Taxes
Deposit

Total Cost

[ 1 ]
o'.

Quoted info Total Pd
24.00% annual, Flat 720,000.00
2.00% upfront &0,000.00
1.00% upfront 30,000.00
None .00
15.00% upfront
810,000.00

mftranspar@ncy.org

Imcr
41.24%
4.02%
2.05%
0.00%
15.11%

Full Price: 62.42%
Tmrmpumw Index: 38/100




ympany Limited

Country: Tanzania

¥06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF

Pricing Info
Interest
Fees
Insurance

Taxes
Deposit

Total Cost

[ 1 ]
o*®

.
%,
.
| .

.

Quoted info Total Pd
24.00% annual, Flat 720,000.00
2.00% upfront &0,000.00
1.00% upfront 30,000.00
None .00
15.00% upfront
810,000.00

mftransparency.org

Imcr
41.24%
4.02%
2.05%
0.00%
15.11%

Transparency Index: 38/100

MPR
3.44%
3.77%
3.94%
3.94%
5.20%

5.20%

Full Price: 62.4

of Analysis: 20

51.01%
57.20%
60.45%
B0.45%
B6.58%

B6.58%




ympany Limited Country: Tanzania Full Price: 62.42%

Transparency Index: 38/100

Y06-V02-FMFC-PO4-PriceCale-53-1-20130208.PDF Date of Analysis: 2013-05-22

Pricing Info Quoted info Total Pd

Interest 24.00% annual, Flat 720,000.00

Fees 2.00% upfront &0,000.00

Insurance 1.00% upfront 30,000.00

Taxes MNone 0.00

Deposit 15.00% upfront
Total Cost 810,000.00

[ 1 ]
o*®

mftransparency.org
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Group Exercise - Part 1

Sample Strengths Weaknesses
Gatsby
Microfinance

% mftransparency.org




Group Exercise - Part 11

Price Components
Interest
Should flat interest be allowed?

Should there be a single defined approach to
how interest is calculated

Fees
Should there be a limit to the number of fees
charged?

mftransparency.org




transparency

Promoting Transparent Pricing
in the Microfinance Industry

MicroFinance Transparency is an NGO registered in the USA




