The Luxembourg Fund Labelling Agency (LuxFLAG) and Microfinance

{LuxFLAG) ks an Independent organization based

In Luxembourg that aims to promote the ralsing of
capital for Microfinance by awarding a distinctive Labsl
to eligible Microfinance Investment Vehicles (MIVE).
LuxFLAG represents another step In helping make
Luxembourg attractive as an Innovative centre for MIVs
and Its Label ensures Investors that the Investment
wehicles to which they commit their money are indsed
Investing In Microfinance.

The Luxemboung Fund Labelling Agency a.5.b.1,

Background

Thanks to the 2005 International Year of Microcradit,
the eward of the 20068 Mobel Peacs Prize to a
Microfinance practitionsr and strong medla coverage,
awarenass of Microfinance and access to financlal
services as tools that can alleviate poverty have taken a
massive leap fonward.

LuxFLAG is & fitting Hustration of the synergy presant
ni the Luxembourg financial centre. In October 2005,
as part of the United Mations’ Year of Microcredit,
Luxembouwrg promoted a Round Table on Microfinance
at which a number of studies were presented and at
wihich the idea a& to how Luxembourg could establizh
Iitzelf as a key centrs for Microfinance was debatad.
Through the Round Table, the Luxembourg Govemment
gawve Its support to two studies on MV commissioned
by ATTF (Financial Technology Transfer Agency). The
first study called for a label for MIVs. The second study
confirmed the attractivensss of Luxembourg structures
and suggested Initlatives, Including a label. One of the
prjects resulting from the Aound Table was therefore
the launch of a MIV Label {later to become LuxFLAG),
a niche product In the fast growing untverse of ethical
Investment vehicles.

The lab=l project was subseguently taken forward by the
ALF| Soclalty Responsible Imvestmient Funds Working
Group. In Spring of 2006, a concrate proposal was

then prepared by a task force of potential partners. On
20 Juby 2006 LuxFLAG was formally launched in the
presence of Her Royal Highness the Grand Duchess
Maria Teresa, who accepted Honorary Presidency of the
Agency. Both Mr. Luc Frizden, Minister of the Treasury
and the Budget, and Mr. Jean-Louls Schiltz, Minister of
Drevelopment and Cooperation, ware present to sign the
Statutes of LuxFLAG.

Kznneth Hay, Thomas Seale

Charter Members

The Agency Iz an example of successful cooperation
betwssan the privata sector, the NGO sector and the
State, and benefits from the full support of both the
Ministry of Finance and of the Minlstry of Forelgn Affalrs.
LuxFLAG s founding partners (Charter Mambers) reflect
the broad Interest that Microftnance has elicited in the
Luxembourg financial centre. These are:

Appul au Développement Autonoms (ADA)
Aszsociation of the Luxembourg Fund Industry (ALFT)
European Inwestment Fund (EIF)

Fimancial Technology Transfer Agency (ATTF)
Luxembourg Bankers" Assoclatlon (ABBL)
Luxembourg Stock Exchange

State of the Grand Duchy of Luxembourg

LuxFLAG 1s managed by a Board of Directors that
represents its founding membsars.

Why a Label?

The primary objective of the LuxFLAG Microfinance Label
I= to reassure Investors that the MV actually ivvests,
directly or Indirecthy, In the Microfinance sector. Investing
indirectly means that the MIV can, rather than ghving
direct loans to Microfinance Institutions (MFlz), Invest
Into other MIWs themsshees Investing mors than 50% In
Microfinance. The label, which iz avallable to eligible MIVs
domiciled in any jurisdiction where regulation i equivalant
to that avallable in EU membser states, facilitates
distribution and thersfore fund ralsing, and contributes
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to the visibility of the relathvely young MIV sector. The
labs=] also enhances the Image of the MIV, by proving that
It k= regularly scrutinized by an expert panel and mests
Intarmaticnally recognized standards in the Microfinance
sector. Although the main objective Is to confirm that the
MY actually imvests In Microfinance, it is also Intendad
that funds recating the label should comply with minimum
requirements In terms of transparency and investor
protection. Howewver, the LuxFLAG Microfinance Laksl 1=
niot @ guarantes of performance, nor doss It constitute 8
recommendation to invest.

& label for MIVE 15 particulary Important because MFls
are Increasingly turning to International markets to ralze
capital to Increase thelr reach Into the poor urban and
rural areas, and a growing number of MIVs are baing
created to serve this need. Moreover, Institutional

and retall imvastor demand for soclally responsible
Imeestment opportunities 1s also growing at a dramatic
pace and as the numbser of funds expands, there Iz a
nead to assist investors In thelr cholce of Investment,
espaclally since the complexity of different structurss
avallable and similarity of iInvestment policies make

it difficult for potential Investors to choose thelr
imesstment in Microfinance.

ther benefits for labelled funds

Labelled funds that have recetved the label benefit from
increasad wslbility. Indeed, LuxFLAG markets tsalf
actively and 13 widely promoted by its Members wa Its
website, promotional brochures, press conferences,
articles, conferences, seminars, iIndustry related media
opportunities, as well as via regular press releasss,
thereby adding value to the brand and providing a
platform from which to attract investors. Not only does
the labelled fund appear on the LuxFLAG website (wew.
hxfiag.org), but it i5 also dentified with a specific labal In
a dedicated list on the databass of CClux (a subsidiary

of the Luxembourg Stock Exchange, www cclux. lu) which
1= made avallabls to major International data wendor
companies. LuxFLAG also publishes statements relative
to labelled MIVs on its website. Moreover, a fund that
has been granted the LuxFLAG Microfinance Label may
alzo use the distinctive LuxFLAG Logo In 1ts marksting
and promotional activities.

Criteria

The purposa of LuxFLAG 1= to grant a label to MIVs on
the basis of agreed and publizhed criteria (available on
wnw Juxflag.org). Indeed, In order to obtain a LuxFLAG
Microfinance Label, a fund must comply with a numbsr
of criteria set by LuxFLAG. The principle conditions are
that the MIV must:

" be subject to supsrvision equivalent to that in EU

Member States;

" have a Microfinanca portfolio corresponding to at
least 50% of the MIV's total assets;

© have at l=ast 25% of its Microfinance portfolio
Invested in MFiz rated by a Microfinance rating
agency recognized by LuxFLAG;
have a commercial objective (the labsl will not be
granted to donor organizations, such as state donor
entities or charitable trusts).

Procedure

The BIW must complete and sign an application form
{which iz avallable on the www luxflag_org) and return
it to LuxFLAG together with a seres of addenda In
hardcopy or electronic format. These documents ara:

© the prospectus of the imeestmeant vehicle;
-~ the Statutes or Articles of incorporation:
* the latest audited financial statements;
" the unaudited semi-annual financial statemants, IF
MOre recent;
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& full kst of assets in the portfolio (If not includad
In the financlal statements) together with evidence
that at least S0% of the portfolio 1= invested
In Microfinance and that at least 25% of the
Microfinance portfolio ks Invested in MFis rated by a

rating agency recognized by LueFLAG.

Process

Analysls of the candidate funds 1= defegated to an Eligibility
Committes, composed of Board Members and extemal
Microfinance experts. This panel makes recommendations
to the Board, which takes the final decision.

Successful applicants will be reguired to pay an annual
fea and to sign a set of Terms and Conditions relating to
the use of the LuxFLAG Label. The labal will b= granted
for a period of one year, and renewable subject to review
for continued fulfiiment of the eligibility criterta.

Labels

The first LuedFLAG Labals were grantad on Wednssday,

31 January 2007 (end renewed on 7 April 2008) in the
presance of Mr Jsan-Louls Schiftz, Mintster of Development
Cooperation and Humanitaran Action to three Microfinance
funds domicled in Luxembourg and managed and
distributed by Intemationally renowned Institutions.

Thres further funds have obtained the LuxFLAG Labsl
I 2008

Deatalls of the labelled funds, which are all promoted by
major Europ=an financial | lons, ars ilabde on
LueFLAG's website: www luxflag.org.

Associate Members

LuxFLAG also welcomes Associate Members. Many
renowwned organizations have joined LuxFLAG as
Agsociate Members, and numerous others are In the
process of doing so.

Wehsite

LuxFLAG's website, www. luxflag.org, contains
Information about the Agency and Microfinance. critera
and procedures to obtain a label, as well as detalls of
labelled funds.

Thamas Seale,

Chnirman — ALF Board of Directors (200320070

ice Chairman, Intermatonad Afsim
Member of the ALFl Board of Directors
Ewropean Fund Administration 5S4
Chief Erecutive Officer

Information about Microlinance

Microfinance Iz defined as the supply of loans, sevings,
Inzurance, transfer ssrdcas and other financlal

products to poor and low-Incoms cllents excluded

from the traditional banking systam. Typicalky,
Microfinance Includes providing financlal services to
micro-entreprensurs to set up a business. Microfinance
Investment Wehicles (MIVs) are investment vehicles
ralzing funds from social, commercial, private or
Institutional investors In order to Invest them In
Microfinance sssets. In general, Microfinance Institutions
(MFIE) In which MIVE Invest will have an average loan
size of less than EUR 5,000 (or EUR 10,000 within
Euwrop=). Microfinancs Institutions (MFis) refer to all
types of formal and semi-formal Institutions that offer
Microfinance services and devote a major part of their
resources to provids Microfinance services and.‘or whose
chient base conslsts S0% or more of poor and low-Income
people and the micro-enterprisas owned by them.

The M market Increased significantly in size during
the first half year of 2008 to reach EUR 5.5 killion

and Is projected also to grow strongly this year. Owver
93 MIVs exist, using widely varying legal structures
(source: CGAP, February 2008) out of which more
than S0% are regulated investment vehicles. Chver half
af the regulatad and supsrvised MNs are domiclled In
Luxembourg with a total Microfinance portfolio of USD
1.32 bdllion. At 30 June 2008, MIMVs with the LuxFLAG
Lakel hold assets under management of USD 1.3 billkan,
whereof the Microfinance portfolio amounts to more
than USD 1 billion.




