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1.Loan appraisal is only concerned with assessing a borrower's credit history.
2.The 5Cs of credit analysis include Character, Capacity, Capital, Collateral, and
Conditions.

3.A borrower's creditworthiness is determined solely by their collateral.

4.Credit scoring models are used to assess a borrower's repayment risk.

5.A high debt-to-income (DTI) ratio suggests that a borrower has strong financial

stability.
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FIRST+II

1.Loan appraisal is only concerned with assessing a borrower's credit history.

False (It involves evaluating multiple factors, including capacity, character, capital, collateral,
and conditions.)

2.The 5Cs of credit analysis include Character, Capacity, Capital, Collateral, and Conditions.
True

3.A borrower's creditworthiness is determined solely by their collateral.

False (Collateral is just one factor; income, credit history, and other conditions also matter.)
4.Credit scoring models are used to assess a borrower's repayment risk.

True

5.A high debt-to-income (DTI) ratio suggests that a borrower has strong financial stability.

False (A high DTI ratio indicates a heavy debt burden, increasing the risk of default.)
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FIRST+] 6.Cash flow analysis helps determine a borrower's ability to repay a loan. S0 CapitalPlus Exchang

7.Loan structuring involves determining the appropriate loan amount, interest rate, and

repayment period.

8.Microfinance institutions do not need to evaluate a borrower’s business plan before

granting a loan.

9.Character assessment in loan appraisal evaluates a borrower’s willingness to repay a

loan.

10.Liquidity ratios measure how easily a borrower can convert assets into cash to repay

debts.
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FIRST+II True

7.Loan structuring involves determining the appropriate loan amount, interest rate, and
repayment period.

True

8.Microfinance institutions do not need to evaluate a borrower’s business plan before
granting a loan.

False (Assessing a business plan helps determine the viability and repayment capacity.)
9.Character assessment in loan appraisal evaluates a borrower’s willingness to repay a
loan.

True

10.Liquidity ratios measure how easily a borrower can convert assets into cash to repay
debts.

True
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FIRST+II
11.A borrower’s past repayment behavior is irrelevant when assessing a new loan

application.
12.Portfolio at Risk (PAR) is an important metric in credit risk management
13 .Loan monitoring is necessary only when a borrower defaults on their loan.

14.External economic factors, such as inflation and interest rates, can impact a borrower’s

ability to repay a loan.

15.Loan covenants are conditions imposed by lenders to reduce lending risks.
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application.

False (Past repayment history is a key indicator of future repayment behavior.)
12.Portfolio at Risk (PAR) is an important metric in credit risk management.

True

13 .Loan monitoring is necessary only when a borrower defaults on their loan.
False (Ongoing monitoring helps prevent defaults and ensures timely repayments.)
External economic factors, such as inflation and interest rates, can impact a borrower’s
ability to repay a loan.

True

True

15.Loan covenants are conditions imposed by lenders to reduce lending risks.

True
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FIRST+II

16.The ability to provide collateral guarantees loan approval.

17.A borrower with a strong cash flow but a poor credit history should be approved for a

loan without further review.

18.Diversification in lending reduces credit risk for financial institutions.

19.The loan approval process includes reviewing documentation, risk assessment, and

final decision-making.

20.Creditworthiness assessment is only important for large business loans, not for small

microfinance loans.
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True P 9

16.The ability to provide collateral guarantees loan approval.

False (Collateral alone does not guarantee approval; the borrower's ability to repay is also crucial.)
17.A borrower with a strong cash flow but a poor credit history should be approved for a loan without
further review.

False (Both factors should be carefully assessed before approval.)

18.Diversification in lending reduces credit risk for financial institutions.

True

19.The loan approval process includes reviewing documentation, risk assessment, and final decision-
making.

True

20.Creditworthiness assessment is only important for large business loans, not for small microfinance

loans.

nes of loans to
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Philosophy of Credit

“Credit without strict discipline is nothing
but charity. Charity does not help to
overcome poverty...

Mohammad Yunus — 1998
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To make a
Correct Credit
Decision

To judge the viabilty To Decide the
of a project Quantum of Credint
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By the end of the training, participants will:

Understand the principles of loan appraisal and credit risk assessment tailored to
the microfinance Industry in Ghana.

Learn key financial and non-financial factors in loan evaluation.

Gain practical skills in analyzing borrower financial statements and cash flows.
Develop strategies to minimize credit risk and improve portfolio quality.

Apply knowledge through practical case studies and hands-on exercises.

Develop action plan to improve loan appraisal and assessment.
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FIRST+II
Definition and Importance of Loan Appraisal

Definition: Loan appraisal is the process of evaluating the
creditworthiness of a loan applicant to determine their ability and

willingness to repay the loan.

This involves assessing various financial and non-financial factors

to ensure that the loan is a sound investment for the lender.
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Importance: Loan appraisal helps in:

(1 Reducing the risk of loan defaults.

1 Ensuring the financial stability of the lending institution.
1 Promoting responsible lending practices.

1 Building trust and maintaining a good relationship with borrowers.



. In partnership with
?i%ﬂ

mastercard ) quplus

foundation 2. Role of Credit Assessment in Microfinance and Mainstream Traditional Banking | coitaiplus Exchange
FIRST+II

Credit Assessment: The evaluation of a borrower's creditworthiness, including their
financial stability, repayment history, and overall risk profile.

Microfinance Context: In microfinance, credit assessment is crucial for:
Assessing the creditworthiness of small and micro-entrepreneurs who may not have
formal credit histories.

Understanding the unique financial needs and challenges faced by low-income
borrowers.

Tailoring or designing loan products to meet the specific needs of the microfinance
sector.

Traditional Banking Context: In traditional banking, credit assessment involves more

formalized processes and documentation, often dealing with larger loans and more
established businesses.
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. 3. Key Credit Risks in Lending
mastercard

rounaation  Credit Risk: The risk that a borrower will default on their loan obligations,
FIRST+Il leading to financial losses for the lender.

Types of Credit Risks:
Default Risk: The risk that the borrower will be unable to make the required
payments.

Collateral Risk: The risk that the collateral provided will not cover the
outstanding loan amount in case of default.

Market Risk: The risk that changes in market conditions will affect the
borrower's ability to repay.

Operational Risk: The risk arising from inadequate or failed internal processes,
people, and systems.

Mitigation Strategies Against Credit Risks: Implementing robust credit
assessment processes, diversifying the loan portfolio, and using credit scoring
models
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FIRST+II
Overview: The Bank of Ghana (BoG) sets regulations and guidelines for financial

institutions to ensure safe and sound lending practices [Rule 40 c1&2 a-b].
Key Regulations:
Capital Adequacy Requirements: Ensuring that financial institutions maintain sufficient

capital to cover potential losses.

Loan Classification and Provisioning: Guidelines for classifying loans based on their risk
profile and making provisions for potential losses[Rule 42 c1].

Consumer Protection: Regulations to ensure fair treatment of borrowers and
transparency in lending practices.

Compliance: Financial institutions must comply with BoG regulations to maintain their
licenses and operate legally[eg. the single limit obligor rule].
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FIRST+II

Fairness: Ensuring that all loan applicants are treated equally and
evaluated based on objective criteria.

Transparency: Providing clear and accurate information to
borrowers about loan terms, interest rates, and fees.

Responsibility: Lending responsibly to avoid over-indebting or over
financing borrowers and promoting financial inclusion.

Confidentiality: Protecting the privacy and confidentiality of
borrowers' financial information
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This group exercise is to discuss the specific challenges MFI’s encounter in their loan GROUP EXERCISES
appraisal processes.
The at.tempt is to sha.re expe_riences.and insights through group presentations, ééz:a
fostering a collaborative learning environment. D>

Potential discussion points:

GROUP 1. Five difficulties encountered in verifying borrower information and how
they are addressed.

GROUP 2.Five challenges faced in assessing creditworthiness without formal credit
histories and how they are resolved.

GROUP 3. Six ways of managing credit risk in economically volatile environments.

GROUP 4. How does cultural factors affect loan repayments and ways to mitigate?
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Limited Credit Histories: Many borrowers in the microfinance sector may not have
formal credit histories, making it challenging to assess their creditworthiness.
Economic Volatility: Fluctuations in the economy can affect borrowers' ability to
repay loans, especially in sectors like the importation industry.

Informal Economy: A significant portion of the Ghanaian economy operates
informally, presenting challenges in verifying income and business activities.
Cultural Factors: Understanding and addressing cultural factors that influence

borrowing and repayment behaviors.
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FIRsT+IThe Credit Appraisal Process
Objective:
Identify and analyze the key steps in the loan appraisal process, typical of microfinance
institutions in Ghana.
1. Steps in the Loan Appraisal Process
Initial Screening:
Preliminary evaluation to determine if the loan applicant meets the basic eligibility criteria.

Includes a review of the applicant's credit history, income sources, and business viability
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FIRST+II  Know Your Customer (KYC):
Collecting and verifying personal information to establish the identity of the borrower.
Importance of KYC in preventing fraud and ensuring compliance with anti-money
laundering regulations and Sustainable Development Goals (SDG’s).
Background Checks:
Conducting thorough background checks to assess the borrower’s credit history,
reputation, and past financial behavior.
Using credit bureau reports, references, and other reliable sources.
Credit History:
Reviewing the borrower’s credit history to determine their track record in repaying
loans.
Assessing the borrower’s credit score, payment patterns, and any past defaults or

delinquencies
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FIRST+II
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How to Practically Conduct a Detailed and Comprehensive Residential and
Business Appraisals in Ghana’s Largely Informal Economy

In Ghana, a significant portion of the economy is informal, therefore conducting
effective residential and business appraisals requires tailored approaches that go

beyond conventional documentation-based assessments.

Below is a structured guide on conducting residential and business

appraisals in this context.
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FIRST+II . . : :
A. Objectives of Residential Appraisal

Assess the ownership, condition, and market value of the property.
Verify the borrower’s stability in terms of residence.

Establish the liquidity of the property as collateral.

B. Key Appraisal Steps
1. Verify Ownership & Documentation
L Check land and property documentation (Title Deed, Indenture, or Lease Agreement).

L4 If no formal documentation, verify customary ownership through chiefs or local
authorities.

L Cross-check utility bills (electricity, water) to confirm occupancy.
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FIRST+II

Assess the location, neighborhood, and marketability of the property.

Determine the structural condition (foundation, roofing, water supply, electricity).

Confirm whether the property is self-occupied or rented (impacts ownership risk).
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L If formal valuation records exist, cross-check with a certified property valuer.

L In the absence of formal valuation, use comparative pricing (check recent sales in the

area).

L Interview local property agents, landlords, or community elders for value estimates.
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FIRST+II

4. Socioeconomic and Lifestyle Assessment
L Assess the living conditions (basic amenities, standard of living).

L Cross-check with neighbors or community leaders to verify borrower’s

credibility.
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FIRST+II
Background:

. In partnership with
) CapPlus

Martha, a trader in Makola Market , applies for a micro-loan of GHS 20,000. She offers
her residence as collateral, but lacks formal title documents.

Appraisal Process & Findings:

Ownership Verification:;

No land title, but has an indenture issued by the local chief.

Utility bills (ECG & Ghana Water) in her name for the past 5 years.
Community elders confirm she has lived there for over 10 years.
Property Inspection:

Two-bedroom self-contained house in a developing area.
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FIRST+II i .

Valuation based on nearby sales: Estimated market value of GHS 150,000.

Socioeconomic Assessment;
Stable residence with a reliable source of income.

Neighbors confirm she has no known disputes or debt issues.

Decision:

L Loan approved, but with an additional co-guarantor to mitigate title risk.
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FIRST+II
2. Business Appraisal

A. Objectives of Business Appraisal

1. Assess the business viability, cash flow, and creditworthiness.

2. \erify the business ownership, location, and operational capacity.

3. Determine business risks and repayment ability
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FIRsT+II B. Key Appraisal Steps
1. Verify Business Existence & Ownership
L Conduct an on-site visit to confirm business operations.
L Request business registration documents (if available).
L If unregistered, verify through trade associations, suppliers, or customers.

L Check business licenses or tax records (GRA TIN if available).
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FIRST+II

2. Evaluate Business Operations
Assess business model, customers, and suppliers.

Observe inventory levels and daily transactions.

Track seasonal trends and demand cycles.
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FIRST+Il Case Study 3: Risk-Based Credit Assessment — Agro-Processing Business
Background:

Ama runs a gari and starch cassava processing business in the Central Region and requests

a GHS 20,000 loan Work and Happiness Micro-Finance Ltd to procure equipment.
Appraisal Process & Findings:

Business Verification:

Business has been operating for five years.

Registered with GRA, has a TIN number.

Market & Risk Analysis:

Seasonal fluctuations in cassava supply pose moderate risk.

Key buyers (local restaurants & bulk buyers) confirm steady demand.
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Uses both cash and mobile money transactions, confirmed with supplier records.
Loan-to-revenue ratio within acceptable limits.
Decision:

L4 Loan approved, but disbursed in two tranches to monitor equipment purchase and

performance.
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FIRST+II

3. Cash Flow & Income Assessment (For Informal Businesses)

L Review sales records, invoices, or order books (if available).
L If no formal records, conduct cash flow estimation:

Daily sales observations over a period (e.g., one week).
Supplier verification (credit purchases, payment terms).
Customer interviews on demand trends.

L Estimate profitability margins based on expenses and revenue trends.
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FIRST+II

[ Assess existing loans or informal debts with suppliers or micro-creditors.

L Calculate the Debt Service Coverage Ratio (DSCR) to evaluate repayment ability.

L Consider alternative collateral sources (guarantors, business assets).
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FIRST+Il 5 Market & Industry Risk Analysis

Identify economic factors affecting the business (inflation, currency depreciation,

competition).

Assess supply chain stability and business resilience




mastercard

foundation  Case Study 2: Business Appraisal — A Mobile Money and Accessories Vendor 2 ComitalPlus Exchange
FIRST+II

. In partnership with
) CapPlus

Background:

Kwame operates a mobile money and phone accessories shop in Kumasi. He applies for a
GHS 15,000 loan from Grace Capital Micro-Finance Ltd for expansion but lacks formal
financial records.

Appraisal Process & Findings:
Business Verification:
Business has existed for three years.

Verified by observing daily transactions (GHS 3500 turnover).
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No formal records, but sales tracked for one week:
Daily revenue: GHS 3,500

Daily expenses: GHS 550

Estimated weekly profit: GHS 14,750

Cross-checked with suppliers and bank deposits.

Debt Repayment Capacity:
No outstanding loans, and mobile money service providers confirmed his good standing.
Decision:

L Loan approved with structured repayment over six months.
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Challenges Solutions
Lack of formal documentation Use alternative verification methods (
utility bills, trade references, Momo statements).
No financial records Conduct observational sales tracking and cross-
check  with suppliers/customers if possible.
Unstable income sources Consider seasonal trends and diversify risk
assessment.
Difficulty in collateral valuation Use alternative collateral such as guarantors or

inventory as security.
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A successful residential and business appraisal in Ghana’s informal economy requires a

mix of formal and informal assessment techniques.

By combining physical verification, financial estimation, and community-based

validation, Micro-Fiancnce Institutions can largely and accurately assess risk and

creditworthiness while ensuring financial inclusion for informal sector entrepreneurs.
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FIRsT+II Business Models:

Analyzing the borrower’s business model to understand how the
business generates revenue and profits.

Assessing the viability and sustainability of the business operations.
Income Sources:

|dentifying and verifying the borrower’s primary and secondary
sources of income.

Evaluating the stability and reliability of the income streams.

Considering seasonal variations and economic factors that may affect

income.
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FIrsT+1 Borrower Behavior: =SS coplaP oo
Assessing the borrower’s financial behavior, including spending habits, savings
patterns, and financial discipline.
Understanding the borrower’s attitude towards debt and repayment
obligations.
External Factors:
Evaluating external factors such as economic conditions, industry trends, and
political stability that may impact the borrower’s ability to repay the loan.

Considering the impact of external shocks such as natural disasters, market

fluctuations, and regulatory changes.
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FIRST+Il  Credit Application:
The borrower submits a detailed loan application, providing necessary financial
and personal information.
The application form should capture essential details such as the loan amount,
purpose, and repayment plan. Finally in compliance with the borrowers and
lenders ACT, a pre-agreement forms must be signed with the client to ensure
transparency.
Documentation:
Gathering and verifying all required documents, including identification, financial
statements, and business licenses(.i e. for more formalised businesses)

Ensuring compliance with regulatory requirements and internal policies
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FIRST+II
In-depth assessment of the borrower’s creditworthiness using both quantitative

and qualitative factors.

Evaluation of the borrower’s financial health, repayment capacity, and collateral.
Approval Decision:

Based on the credit analysis, the loan officer makes a recommendation to be
justified before the credit committee who then makes a decision to approve,
reject or defer the loan application pending further and better particulars.
Consideration of the borrower’s risk profile and the potential impact on the

institution’s portfolio is critically considered here.
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FIRsT+I Upon approval, the loan is disbursed to the borrower following the

agreed-upon terms and conditions.

Ensuring that all legal documentation is perfected, signed ,
recorded and kept under lock and key for easy retrieval.
Monitoring and Follow-Up:

Regular monitoring of the borrower’s repayment performance and
financial condition.

Implementing measures to address any signs of financial distress or

default.
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FIRST+II

Session 3: The 5Cs of Credit Analysis

Objective:

* Understand and apply the 5Cs framework to evaluate
borrowers.

* Improve decision-making in credit assessment.

* |dentify strengths and weaknesses in a borrower’s

creditworthiness.
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The 5Cs of credit are fundamental criteria used by lenders to assess the risk and

reliability of potential borrowers.

They include:

Character

Capacity

Capital

Collateral

Conditions

A balanced evaluation of these factors helps lenders make informed lending

decisions, minimize defaults, and maintain portfolio quality.



1. Character: Evaluating Borrower Integrity and Reliability

What is Character?

Character assesses the borrower’s honesty, trustworthiness, and willingness to repay the loan.
It is a qualitative measure based on credit history, references, and past borrowing behavior.
Key Factors Considered in Character Assessment:

L Credit History: Past loan repayment patterns (e.g., reports from Credit Bureaus).

L] Reputation & Integrity: Business ethics, honesty in disclosures, and fraud risks.

L Stability: How long the borrower has been in business or employment.

L] References & Guarantors: Third-party confirmations of borrower credibility.

How to Evaluate Character?

Review credit bureau reports for repayment history.

Interview the borrower to assess transparency and financial responsibility.

Check references from suppliers, landlords, and community leaders.
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Red Flags When Evaluating Character:

X Frequent loan defaults.

X Discrepancies in borrower-provided information.

X History of legal disputes related to finances.
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Aquaye a large second clothing trader in malata market applied for a microloan from
Royal Trust Micro-Finance Ltd to expand his wholesale business.

Upon reviewing his credit history, the institution discovered multiple late repayments
with another lender.

A deeper analysis of his cash flow showed excessive personal withdrawals affecting
business liquidity.

The institution declined the loan but rather offered financial literacy training, which later

helped him qualify for credit after six months of improved financial discipline.
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rirsT, Case Study 2: Using Alternative Credit Assessment for First-Time Borrowers
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Akosua Frema, young female entrepreneur in Sunyani, running a cosmetics business,

applied for a loan from Cashway Micro-Finance Ltd but had no formal credit history.

The microfinance institution used an alternative credit scoring model based on mobile

money transactions and supplier references.
The analysis showed a consistent revenue stream, leading to loan approval.

The borrower successfully repaid and later qualified for a larger loan to expand her

business.
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FIrsT+I What is Capacity?
Capacity measures the borrower’s ability to generate sufficient income to repay
the loan.
Capacity comes in two forms:
Technical Capacity: Does the client have the know-how, experience, knowledge
and business acumen in the business being run?
Financial Capacity: Does the business have the ability to generate regular and
consistent cash flow to service the loan repayments?
It is quantitative and assessed through income, expenses, and debt burden

analysis.
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FIRST+II
Key Factors Considered in Capacity Assessment:

L Income Stability: Regularity of business revenue or salary.

| Debt-to-Income Ratio (DTI): Evaluates if debt obligations exceed earnings.
L] Business Viability: For business loans, the profitability and sustainability of
operations.

L Cash Flow Management: Ensures the borrower has a stable cash flow for

repayments.
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Analyze bank statements if available, audited financials if available, and income

statements if possible.

Calculate Debt-to-Income Ratio:

DTI=Total Monthly Debt Payments/Gross Monthly Incomex100%
Examine business operations to assess revenue consistency.
Red Flags When Evaluating Capacity:

X{ High debt burden with minimal income.

X{ Inconsistent revenue streams.

ver-relian nal in

me with no alternative reven



. In partnership with
mostercgrd . . . [gs‘% quplus
feundation - Case Study 3: Assessing Loan Repayment Capacity for a Small Agro-Processing sS85

CapitalPlus Exchange

Cashfield Micro-Finance Ltd received a loan request from a woman-led natural pineapple
fruit juice agro-processing business in kwahu in the Eastern Region.

The business owner had strong character references but irregular cash flow due to seasonal
demand especially during festive seasons.

The institution analyzed her financial statements, conducted site visits, and structured a
loan with flexible repayment terms based on cash flow projections.

Through effective monitoring, the borrower successfully repaid the loan
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FIRSTHI \What is Capital?

Capital refers to the borrower’s own financial investment in the business or
project.

It reflects financial commitment and resilience to economic shocks.

Key Factors Considered in Capital Assessment:

L Equity Contribution: The borrower’s own investment in the business venture.
L] Savings and Reserves: Availability of backup funds for emergencies.

L] Net Worth: Value of personal or business assets minus liabilities.

L Past Financial Performance: Trends in profitability and retained earnings if possible.
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FIRST+II
Check personal savings, business retained earnings, and net worth statements.

Assess the borrower’s financial reserves and ability to sustain operations during
downturns.

Review the borrower’s ability to contribute part of the financing need.

Red Flags When Evaluating Capital:

X{ No personal or business savings.

2{ Heavy reliance on loans for business expansion.

2{ Negative net worth due to excessive liabilities



Capital ( Working Capital)

WORKING CAPITAL INFORMATION
(Prepared on the date of stock taking) IN GHS

Cash-In-Hand

Overdraft

Cash with other banks

Balance on goods purchased on
credit

Balance on goods sold on credit

Monies owed to others

Stock of Goods

Other payables

Total

Total
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A small poultry farmer in Kumasi requested a loan of GHS 15,000 from Relief All Micro-

Finance Ltd to increase production capacity.

Upon assessment, the microfinance institution found that the business Debt-to-Income

(DTI) ratio exceeded 60%, making repayment unlikely without restructuring.

Instead of rejecting the loan, the institution provided financial advisory services, helping

the business reduce existing debt and improve financial stability.

The Business later qualified for a loan with better repayment prospects.
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FIRST+II

What is Collateral?

Collateral refers to assets pledged as security to back a loan.

It reduces the lender’s risk by providing a fallback option in case of default.

Key Factors Considered in Collateral Assessment:

[ Asset Value: The worth of the collateral relative to the loan amount.

L Liquidity: How easily the asset can be converted into cash.

L Ownership and Legality: Ensuring the borrower has legal rights to pledge the asset.

L] Depreciation Risk: Some assets lose value over time, impacting recovery in default

cases.

Common Types of Collateral in Microfinance:
Fixed Assets: Land, buildings, machinery.
Movable Assets: Vehicles, equipment, inventory.

Financial Assets: Cash deposits, investment accounts like T. Bills.
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FIRST+II
guarantee each other.

How to Evaluate Collateral?

 Conduct independent asset valuation to determine market worth.
e Utilize the Bank of Ghana Collateral Registry

* Verify ownership documents (land titles, vehicle logbooks).
Ensure insurance coverage for high-value assets.

Red Flags When Evaluating Collateral:

X Collateral pledged by multiple lenders.

X{ No legal proof of ownership.

X{ High depreciation rate (e.g., electronic items).
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A transport business in Accra applied for a loan to purchase a new commercial vehicle.

. In partnership with
) CapPlus

While the borrower had inconsistent financial records, the Abusua Micro-Finance Ltd
institution accepted the vehicle itself as collateral after registering its interest at the collateral

registry.

The loan agreement included a clause that allowed the institution to track the vehicle’s

performance and repossess it if payments were not made on time.

The borrower completed repayment without default due to close monitoring and structured

loan terms.
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What are Conditions?

Conditions refer to external factors that impact the borrower’s ability to repay.

These include economic trends, industry performance, government policies and

market risks.

Key Factors Considered in Conditions Assessment:

| Economic Environment: Inflation rates, interest rate fluctuations, currency

stability.

L Industry Trends: Growth or decline in borrower’s business sector.

| Regulatory Risks: Changes in government policies affecting lending.

L] Social and Political Stability: Political risks that may affect business

sustainability[eg. the bawku conflict up north]
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Analyze economic reports, industry trends, and government policies.

Assess the borrower’s industry for market risks and competitive challenges.
Monitor inflation, currency exchange risks, and interest rate changes.

Red Flags When Evaluating Conditions:
X Business highly sensitive to economic downturns.
X Frequent government policy changes affecting the industry.

X High competition or declining demand for the borrower’s product/service.
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FIRST+II .
" Case Study 5: Impact of Industry Conditions on Loan Performance

A small Cold Store business in Tema called Enampa House sought funding of Ghs20,000

from Ability Micro-Finance Limited to expand operations.

The microfinance institution conducted a sector analysis and found that the industry faced

rising intermittent power failure which could affect sales.

Instead of outright rejection, the institution offered a smaller loan amount of Ghs 10,000
and encouraged the borrower to explore solar powered generator to offset the cost of

rising intermittent power uncertainties .

This proactive risk mitigation strategy ensured successful repayment.
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Activity: Case Study — Assessing a Real-Life Borrower Using the 5Cs

Scenario:

A small business owner, Amina Shaibu, applies for a loan of GHS 15,000 from
Rich Royal Micro-Finance Ltd to expand her sachet water trading business. She
has a stable income but a high debt burden. Her collateral is a KIA Trade Vehicle
meant for distribution with no insurance, and she operates in a highly
competitive industry.

Exercise:

1. Evaluate Amina’s loan application using the 5Cs framework.

2. Identify strengths and weaknesses in her credit profile.

3. Decide whether to approve, reject, or modify the loan terms.
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FIRST+II
Summary & Key Takeaways

L] The 5Cs framework helps assess a borrower’s creditworthiness
comprehensively.

L A holistic approach is necessary—no single factor should determine
approval.

L Risk mitigation strategies should be in place for weak areas in credit
profiles.

By applying the 5Cs of credit analysis, lenders can reduce loan defaults and

strengthen portfolio quality.



. In partnership with
A

mestercord — G@gsjon 4: Financial Statement Analysis for Loan Appraisal @4 CapPlus

foundation SKND| capitalPlus Exchange

FIRST+II
Objective:

* Equip participants with skills to analyze borrower financial
statements.

* Understand key financial reports and what they reveal about
borrower creditworthiness.

* |dentify red flags and risks in financial statements.

e Utilize financial ratios for loan appraisal.

* Learn how to use financial analysis tools to support decision-

making.
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Financial statements provide a structured snapshot of a business’s
financial health. The three most important reports in loan appraisal
are:

1. Balance Sheet

Shows the company’s assets, liabilities, and equity at a specific
point in time.,

Used to assess the borrower’s financial position and stability.
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Key Components of the Balance Sheet

.. Assets — What the borrower owns (cash, inventory,

equipment).

Liabilities — What the borrower owes (loans, accounts payable).

Equity — The owner’s investment and retained earnings.

Loan Appraisal Use:
A high debt-to-equity ratio indicates excessive borrowing.
Low working capital signals potential cash flow issues.

ue.
P P
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FIRST+II

Summarizes revenues, expenses, and profits over a given period.
Used to assess the borrower’s earning capacity and ability to repay the loan.
Key Components of the Income Statement

L] Revenue (Sales) — Total income from business operations.

L Cost of Goods Sold (COGS) — Expenses directly related to producing goods/services.
L Gross Profit — Revenue minus COGS.

L] Operating Expenses — Rent, salaries, utilities, marketing costs.

L Net Profit (Bottom Line) — The final profit after all expenses.

Loan Appraisal Use:

A declining profit margin may indicate financial distress.

Inconsistent revenue patterns signal business instability.

A high operating expense ratio reduces repayment capacity.
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FIRST+II
Tracks the movement of cash in and out of the business.

Helps lenders understand if the borrower has enough cash to service the loan.
Key Components of the Cash Flow Statement

~ Operating Activities: Cash from core business operations.

L Investing Activities: Cash from asset purchases/sales.

L] Financing Activities: Cash from borrowing or equity injections.

Loan Appraisal Use:

A negative cash flow from operations signals liquidity problems.

Heavy loan repayments in financing activities may indicate over-indebtedness.

A business with strong cash reserves is less likely to default.
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Financial Ratios for Loan Appraisal

Ratios provide quick insights into financial health and help
compare businesses.

1. Liquidity Ratios — Can the Borrower Meet Short-Term
Obligations?

Current Ratio =

Current Assets/ Current Liabilities: 1

Measures if a business can cover short-term debts.

Ideal ratio: 1.5 - 2.0 (Below 1.0 means liquidity risk).
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FIRST+II

Quick Ratio (Acid Test) =
(Current Assets - Inventory) /Current Liabilities: 1
Excludes inventory to assess real short-term liquidity.

Ideal ratio: Above 1.0.

Loan Appraisal Use:
A low liquidity ratio means the borrower may struggle with
payments.

High inventory levels with slow turnover can be a risk.
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FIRST+Il  Gross Profit Margin =
Gross Profit /Revenuex100 %
Indicates profitability before operating costs.
Net Profit Margin =
Net Profit /Revenue x 100%
Measures how much profit is earned after all expenses

Higher margins mean better loan repayment ability.

Loan Appraisal Use:
A declining profit margin suggests cost inefficiencies.

Low net profit could indicate high expenses or mismanagement.
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FIRST+II 3. Leverage Ratios — How Much Debt Does the

Borrower Have?

Debt-to-Equity Ratio =

Total Liabilities /Total Equity

Measures the borrower’s reliance on debt vs. personal
investment.

High ratio (>2:1) suggests high financial risk.
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FIRST+I Debt Service Coverage Ratio (DSCR) =

Net Operating Income /Total Debt Service

Measures if the borrower can cover debt payments.

DSCR above 1.5 is ideal.

Loan Appraisal Use:

A high debt ratio means the borrower depends too much on

borrowing.

A low DSCR (<1) suggests potential repayment issues.



Red Flags in Financial Statements

X Inconsistent or declining revenues (Business instability).

X{ High debt burden (Over-reliance on loans).

X{ Negative cash flow from operations (Liquidity crisis).

X{ Unusually high expenses (Poor cost control).

X{ Mismatch between reported profits and cash flow (Possible fraud).
X{ Rapidly growing sales but no cash to show for it (Weak credit

collection).
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L] Excel Spreadsheets: For financial ratio calculations.
L] Loan Management Software: To assess loan risk.
L Credit Scoring Models: Automated assessment of borrower risk.

L Financial Dashboards: Real-time borrower performance tracking.

Examples:

Microfinance Institutions (MFIs) in Ghana use software like Musoni, T24, or
BankOne, Zigloi Micro-Banking Suite for automated financial analysis.

Mobile money credit platforms like MTN Qwikloan use Al-based credit scoring

models.
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ABC Microfinance Company Ltd is reviewing the loan application of a retail
business owner, Kwame, who wants a GHS 18,000 loan for expansion. His
summary financial statements show:

1. Current Ratio: 0.9

2. Net Profit Margin: 5%

3. Debt-to-Equity Ratio: 3:1

4. Negative Cash Flow from Operations

Task for Participants:

1 Identify risks and red flags in Kwame’s financials.

2 Calculate whether or not he can afford the loan.

3 Decide whether to approve, reject, or modify loan terms.
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FIRST+II

Summary & Key Takeaways

L] Financial statement analysis is critical in loan appraisal.

L Liquidity, profitability, and leverage ratios help assess borrower risk.

L Red flags like high debt and negative cash flow indicate potential defaults.
| Technology and financial tools improve accuracy in credit decisions.

By mastering financial statement analysis, lenders can minimize risk and

improve portfolio quality!
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kgl ADVANCED CREDIT ASSESSMENT AND RISKS MANAGEMENT

FIRST+II

Session 5: Cash Flow Analysis and Loan Structuring

Objective:
* Teach participants how to assess cash flow for loan applicants.
* Understand cash flow estimation methods for small businesses.

* Learn how to structure loan terms effectively based on cash flow.
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FIRST+II

Cash flow is the lifeblood of a business and a critical factor in determining loan
repayment ability.

Why is Cash Flow Analysis Important?

Ll Helps determine whether a borrower can meet loan repayments.

L Identifies seasonal trends in income and expenses.

Ll Prevents loan defaults by ensuring repayment schedules align with cash
flow patterns.

L] Assists in structuring loans with appropriate tenure, grace periods, and

repayment plans.
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FIRST+II

Methods for Estimating Cash Flow for Small Businesses
Small businesses often have irregular income streams, making cash

flow estimation challenging but essential.

Key Methods for Estimating Cash Flow
1. Direct Method (Cash Flow from Operations)
Tracks actual cash inflows and outflows over a specific period.

Used when businesses maintain proper financial records.
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FIRST+II

Formula:

Net Cash Flow=Total Cash Inflows-Total Cash Outflows.

Example:

A trader records:

L Sales Revenue (Cash): GHS 10,000

Ll Purchases & Expenses: GHS 6,000

L] Loan Repayment: GHS 2,000

L4 Net Cash Flow: GHS 2,000

This means the borrower has a positive cash flow and can afford loan

repayments.
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FIrsT+I Used when financial statements are available but do not show actual cash
movements.
Adjusts net profit by adding back non-cash expenses (e.g., depreciation,
amortization).
Formula:
Net Cash Flow=Net Profit+ Depreciation + Other Non-Cash Adjustments.
Example:
A small business reports:
L Net Profit: GHS 5,000
L] Depreciation: GHS 2,000
L Increase in Payables: GHS 1,000
[ Net Cash Flow: GHS 8,000




In partnership with

@4y CapPlus

SKND CapitalPlus Exchange

. 3. Projected Cash Flow Method (For Future Estimations)
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FIRST+II
Estimates future cash flow based on expected sales, expenses, and loan

Used when a business does not have complete financial records.

repayments.

Formula:

Projected Cash Flow=Expected Inflows—-Expected Outflows.
Example:

A market vendor expects:

L Daily Sales: GHS 500

L] Monthly Expenses: GHS 10,000

L] Projected Net Cash Flow: GHS 5,000

This helps determine loan repayment feasibility




Cashflow

+ Total Business Income

- Total Business Expenses

= Net Business Income (Business Income - Expenses)

+ Total Household Income

- Total Household Expenses

= Net Household Income (HH Income - Expenses)

= TOTAL NET INCOME
(Net Business Income + Net HH Income)
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Structuring Loan Terms Based on Cash Flow S| capitalPlus Exchange

After analyzing cash flow, lenders must structure loans to match repayment capacity.
Key Factors in Loan Structuring
1. Loan Tenure (Duration of Loan Repayment)

Should align with cash flow cycles and business type.

Short-term loans (3-12 months): Ideal for businesses with frequent cash flow (e.g.,
traders, retailers).

Long-term loans (12+ months): Suitable for capital-intensive businesses (e.g.,
manufacturers).

Example:

A cash crop vegetable farmer with seasonal income should not receive a monthly

repayment loan but rather quarterly payments.
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FIRSTH! 2. Interest Rates and Repayment Schedules

Should be structured based on cash flow predictability.

Flat rate vs. reducing balance: Choose based on affordability.
Grace periods: Allow time before repayments begin.

Example:

A small business with high seasonal sales in December could have

lower repayments during off-peak months and higher repayments

in peak months.
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FIRST+ll Case Study: Loan Application Assessment

Scenario:

Ama owns a small restaurant called Eatwell Eatery and applies for a GHS 20,000 loan
from Above All Micro-finance Ltd to expand. Her financial data:

L Monthly Sales Revenue: GHS 10,000

L Monthly Expenses: GHS 4,000

L Existing Loan Repayment: GHS 3,000

L Requested Loan Repayment: GHS 2,000

Task for Participants:
1 Analyze Ama’s cash flow: Can she afford an additional loan?

2 Recommend a suitable loan structure (tenure, grace period, repayment schedule).

3 Identify risks and propose mitigation strategies.
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FIRST+II
Summary & Key Takeaways

L] Cash flow analysis is essential for evaluating loan repayment ability.
L Different methods (direct, indirect, projected) help estimate cash flow.
L Loans should be structured to align with business cash flow cycles.

L Poorly structured loans increase default risks.

By applying cash flow-based lending, micro-credit institutions can reduce risk

and improve portfolio quality!
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Objective:
e |dentify common credit risks in microfinance and SME lending.
* Implement risk mitigation techniques to reduce loan defaults.

* Recognize early warning signs of borrower distress.

* Analyze case studies on successful risk mitigation strategies
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cipsT,y iMpact portfolio performance.

Borrower fails to repay due to financial A second hand clothing client loses clothes
Default Risk .
dlstress. to fire and cannot repay the loan.

Business failure due to poor management or A trader’s sales drop due to increased
Business Risk " ..
market conditions. competition.

. Macroeconomic factors like inflation and High inflation and exchange rates reduces
Economic Risk , , _
exchange rate hikes. borrowers’ purchasing power.
A new law imposes strict lending

Political & Regulator
Risll( : gt g Policy changes affecting lending conditions. requirements(eg the single limit obligor rule
of not more than Ghs 20,000).

Misrepresentation of financial data or A borrower uses fake documents to secure
identity theft. multiple loans.
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foundation  Effective credit risk management requires a combination of proactive
FIRST+Il  3ssessment, monitoring, and intervention.

Technique  Descripton __Application in Microfinance
. . Assigning risk scores to borrowers based on  Use automated scoring tools to
Credit Scoring : . . :
financial history and repayment capacity. assess clients before loan approval.
Group lending models where

members guarantee each other’s
loans.

Portfolio Reducing risk by lending to diverse sectors and Avoid over-concentration in a single
Diversification client segments. industry like trading.

Loan Structurin Adjusting repayment schedules based on Seasonal businesses get flexible
£ business cycles. repayment plans.

Accept alternative forms of collateral
like gold or inventory.

. . - . . In partnership with
2. Risk Mitigation Techniques CCIpP'US
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Securing loans through personal or group
guarantees.

Loan Guarantees

Securing loans with tangible assets.
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Portfolio Reducing risk by lending to diverse Avoid over-concentration in a single

Diversification sectors and client segments. industry like trading.

Adjusting repayment schedules based Seasonal businesses get flexible
on business cycles. repayment plans.

Loan Structuring

Collateral-Based , , , Accept alternative forms of collateral
. Securing loans with tangible assets. _ ,
Lending like gold or inventory.
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Participants will be divided into groups and assigned different high-risk borrower

scenarios. Each group will:

1 Identify key risks in the loan application.

2 Propose risk mitigation strategies.

3 Present their recommendations to the class.

Example Scenario:

Case Study — Loan Request from a Small-Scale Fisherman

Kojo, a fisherman, applies for a GHS 15,000 loan.

His income is seasonal, and he has no collateral.

He has an existing GHS 5,000 loan with another MFI.

He claims to make GHS 3,000 monthly but has no formal records.

Discussion Questions:

1 What credit risks are present in Kojo’s loan request?

2 What risk mitigation techniques can be applied?

3 Should the loan be approved, modified, or rejected?
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Summary & Key Takeaways

L Credit risk assessment is crucial for loan portfolio stability.

| Diversified lending, credit scoring, and loan guarantees reduce
risk.

L Early warning signals must be addressed proactively.

L] Technology-driven risk assessment enhances decision-making.
By implementing these strategies, women-led microfinance

institutions in Ghana can enhance loan portfolio quality and

financial sustainability!
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FIRsT+II Session 7: Credit Documentation and Loan Approval Process

Objective:

Understand the importance of credit documentation in mitigating risk.
e Learn about essential loan documents required for approval.
* Examine the loan approval workflow and decision-making process.

* |dentify common documentation mistakes and best practices for compliance.

* Understand legal considerations in credit documentation.
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FIrsT+1 are key documents required in a loan transaction.

Purpose Key Details

HeET WAV o Ie= 1o 1 Captures borrower details and loan Name, loan amount, purpose,
request. repayment period.

Assesses borrower’s financial history Past loans, repayment history,

Credit Report , _ ,
P and creditworthiness. credit score.

Legal contract outlining loan terms  Interest rate, tenure, repayment

Loan Agreement . ,
: and conditions. schedule, penalties.
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Asset description, valuation,
Specifies the assets pledged as security. rights of lender in case of

default.
Ensures a third party guarantees Guarantor’s name, obligations,
repayment if the borrower defaults. liability terms.

Balance sheet, income
Evaluates borrower’s financial health. statement, cash flow
statement.

Financial
Statements
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A structured approval process ensures transparency and reduces lending risks.
Typical Loan Approval Steps:
1. Loan Application Submission — Borrower submits documents.
2. Preliminary Screening — Credit officers verify documentation completeness.
3. Credit Analysis & Risk Assessment — Financial statements, credit reports, and
collateral evaluation.
4. Loan Committee Review — Approval, rejection, or modification based on risk
analysis.

5. Loan Documentation & Signing — Formalization of terms and borrower obligations.

6. Disbursement & Monitoring — Funds released, and loan performance monitored.

L] Best Practice: Develop clear approval thresholds based on loan size and risk
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X Errors in Loan Documentation:

Incomplete or missing information (e.g., unsigned agreements).
Ambiguous loan terms leading to disputes.

Incorrect collateral details affecting recovery in case of default.
Failure to verify borrower identity and financial history.

L Best Practice: Use digital loan management systems to reduce

human errors and streamline documentation.
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FIrsT+II Key Legal & Regulatory Requirements in Ghana:

1 Bank of Ghana (BoG) Guidelines — Ensure compliance with lending policies and
risk management requirements.

2 Data Protection Act, 2012 (Act 843) — Safeguard borrower information.

3 Borrowers and Lenders Act, 2020 (Act 1052) — Defines legal frameworks for
lending, borrower rights, and collateral management.

4 Credit Reporting Act, 2007 (Act 726) — Mandates financial institutions to use
credit bureau reports.

L] Best Practice: Ensure all loan agreements are legally enforceable and

comply with BoG regulations.
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FirsT+i Activity: Role-Playing - Loan Approval Committee Simulation
Task:
Participants will simulate a loan approval committee meeting to:
1 Review a loan application based on provided case details.
2 Assess documentation accuracy and completeness.
3 Decide whether to approve, reject, or request additional

information.

4 Resolve any documentation issues presented in the case.
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FIRST+II gcenario:

A small business owner, B.Foster Bakery, applies for a GHS 20,000 loan to expand his
bakery.

His business has been operational for 3 years, and he has no previous loan defaults.

He submits financial statements, a business plan, and a guarantor agreement but does
not provide collateral.

The committee must decide whether to approve, decline, or request additional
guarantees.

Discussion Questions:

1.Does the loan documentation meet the minimum requirements?

2.What risk factors should the committee consider?

ined?
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Summary & Key Takeaways
L] Loan documentation is essential for legal protection and credit risk

management.

L A structured approval process ensures consistency and reduces loan losses.

L] Avoiding common documentation errors improves operational efficiency.
L] Compliance with Ghanaian financial regulations is mandatory for
sustainable lending.

By following these principles, microfinance institutions can improve credit

quality and reduce defaults

> %
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FIRST+II
Objective:

Summarize key learning points from the training.

Develop individual and institutional action plans for improved
credit assessment.

Provide guidance for continuous improvement in loan appraisal

and credit management.

Address any remaining questions or concerns from participants.
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1. Recap of Key Learning Points = CapPlus
L Session 1: Introduction to Loan Appraisal — Understanding the importance of =2 capitalius Exchange
proper credit assessment.

L] Session 2: Credit Assessment Frameworks — Evaluating borrowers

systematically.

L] Session 3: The 5Cs of Credit — Character, Capacity, Capital, Collateral, and

Conditions.

L] Session 4: Financial Statement Analysis — Interpreting balance sheets, income

statements, and cash flow.

L] Session 5: Cash Flow Analysis & Loan Structuring — Ensuring loan affordability

and appropriate repayment terms.

L] Session 6: Risk-Based Credit Assessment — Identifying and mitigating risks in

lending.

L] Session 7: Credit Documentation & Loan Approval — Ensuring compliance and

minimizing risks.

Discussion: What are your key takeaways from the training?




In partnership with
. 2. Developing Individual and Institutional Action Plans = CapPlus

mastercard ,(
foundation AN

FIRsT+II Steps for Action Plan Development:

CapitalPlus Exchange

1 Identify Key Areas for Improvement — What are the main gaps in your current
credit assessment practices?

2 Set SMART Goals — Specific, Measurable, Achievable, Relevant, and Time-
bound actions for improvement.

3 Assign Responsibilities — Define who will be responsible for implementing
changes.

4 Set a Timeline — Establish short-term and long-term targets.

5 Monitor Progress — Regularly review and adjust the plan based on outcomes.

L] Best Practice: Integrate action plans into institutional policies and workflows.
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2. Developing Individual and Institutional Action Plans %)

CapitalPlus Exchange

Steps for Action Plan Development:

1 Identify Key Areas for Improvement — What are the main gaps in your current
credit assessment practices?

2 Set SMART Goals — Specific, Measurable, Achievable, Relevant, and Time-
bound actions for improvement.

3 Assign Responsibilities — Define who will be responsible for implementing
changes.

4 Set a Timeline — Establish short-term and long-term targets.

5 Monitor Progress — Regularly review and adjust the plan based on outcomes.

L] Best Practice: Integrate action plans into institutional policies and workflows.
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4. Feedback & Closing Discussion

Feedback Session:

What were the most valuable insights gained from this training?

What challenges do you anticipate in implementing these strategies?

What additional support or resources would be helpful for your institution?
Closing Remarks:

Encouragement to apply lessons learned in daily operations.

Networking opportunity for future collaboration among participants.

Certificate issuance (if applicable).

In partnership with

&4 CapPlus
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FIRsT+Il Topic: Effective Loan Appraisal and Creditworthiness Assessment
1. Loan appraisal involves assessing only the financial statements of the borrower.

2. The 5Cs of credit analysis—Character, Capacity, Capital, Collateral, and Conditions—help

In determining a borrower's creditworthiness.
3. A borrower's ability to repay a loan is more important than their willingness to repay.
4.Collateral can completely eliminate the risk of default.

5.Loan structuring involves setting the right loan amount, interest rate, and repayment schedule

based on risk assessment.
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Post-Training Assessment Questions
Topic: Effective Loan Appraisal and Creditworthiness Assessment
1. Loan appraisal involves assessing only the financial statements of the borrower.

False (It includes multiple factors such as character, cash flow, collateral, and external
conditions.)

2. The 5Cs of credit analysis—Character, Capacity, Capital, Collateral, and Conditions—help
In determining a borrower's creditworthiness.

True

3. A borrower's ability to repay a loan is more important than their willingness to repay.
False (Both ability and willingness are equally important in credit assessment.)
4.Collateral can completely eliminate the risk of default.

False (Collateral reduces risk but does not eliminate the possibility of default.)

In partnership with

% CapPlus

) CapitalPlus Exchange

5.Loan structuring involves setting the right loan amount, interest rate, and repayment schedule
based on risk assessment.
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FIrsT+l 0-Credit risk assessment includes analyzing the borrower's business environment and

CapitalPlus Exchange

industry trends.

7.A high Portfolio at Risk (PAR) indicates a healthy loan portfolio.

8.A borrower's credit history provides insights into their repayment behavior.
9.Loan covenants are unnecessary restrictions imposed by lenders

10.Microfinance institutions should not lend to first-time borrowers as they have no credit

history.
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FIRST+Il industry trends.

True

7.A high Portfolio at Risk (PAR) indicates a healthy loan portfolio.

False (A high PAR suggests a high percentage of loans at risk of default.)
8.A borrower's credit history provides insights into their repayment behavior.
True

9.Loan covenants are unnecessary restrictions imposed by lenders.

False (Loan covenants protect both lenders and borrowers by managing risks.)

10.Microfinance institutions should not lend to first-time borrowers as they have no credit
history.
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12..A high Portfolio at Risk (PAR) indicates a healthy loan portfolio.

13.A borrower's credit history provides insights into their repayment behavior.

14.Loan covenants are unnecessary restrictions imposed by lenders.

15.Microfinance institutions should not lend to first-time borrowers as they have no credit
history.

16. Automated credit scoring models can replace human judgment in loan appraisal.

False (While helpful, human judgment is still necessary for comprehensive risk assessment.)
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FIRST+IITrue
12..A high Portfolio at Risk (PAR) indicates a healthy loan portfolio.

False (A high PAR suggests a high percentage of loans at risk of default.)
13.A borrower's credit history provides insights into their repayment behavior.
True

14.Loan covenants are unnecessary restrictions imposed by lenders.

False (Loan covenants protect both lenders and borrowers by managing risks.)

15.Microfinance institutions should not lend to first-time borrowers as they have no credit
history.

True

16. Automated credit scoring models can replace human judgment in loan appraisal.

False (While helpful, human judgment is still necessary for comprehensive risk assessment.)
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17.Non-financial factors such as industry reputation and business ethics are irrelevant in
creditworthiness assessment.

8

CapitalPlus Exchange

False (These factors influence the likelihood of loan repayment.)

18. A well-documented loan appraisal process helps financial institutions maintain a
strong and sustainable credit portfolio.
True
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Thank youl

first.capplus.org
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