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PROCESS FOR SELECTION OF MICROFINANCE INSTITUTIONS FOR FINANCING

 A diagram outlining the process used by Global Partnerships (GP) in selecting microfinance institutions (MFIs) for financing is shown in Figure 1.  The same general process is used both for GP-sponsored funds and for funds sponsored by other organizations for which GP is acting as a manager or agent.  In the latter case, the fund sponsor may participate in some steps in the process. 

THE SCANNING PROCESS

Country  Scanning

In cases where the eligible countries for investment have not already been decided by the fund sponsor, GP scans the countries of Latin America and the Caribbean to select countries in which to search for MFI partners.  Based on a set of criteria, data is collected and used to rank the countries.  The criteria include measures of the microfinance market potential (e.g., size of population living in poverty, severity of poverty in the country), the regulations on microfinance operations and financing, and the extent of development of the microfinance industry. The result of this process is a decision on which countries will be included in the fund.  In some cases, this process is done in tandem with MFI scanning, since the availability of suitable MFIs may be one of the country selection criteria.  

GP's investment analysis staff in Seattle has prime responsibility for the country scanning process.

MFI Scanning

GP maintains a database of over 300 MFIs in Latin America and the Caribbean, with basic information on each one.   Information on each MFI includes:

• Name

• Type of Institution (bank, NBFI, NGO, cooperative, etc.)

• Network Affiliation

• Gross Loan Portfolio & Two-Year Growth in Portfolio

• Number of Active Borrowers & Two-Year Growth in Borrowers

• Average Loan Size & its Percentage of Per-Capita Gross National Income

• Portfolio at Risk (PAR30)

• Operating Self-Sufficiency Ratio

• Debt-Equity Ratio

• Latest Rating by Rating Organizations

Figure 1
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Using this data, GP scans the list of MFIs using the criteria established for the particular microfinance fund, The result is a list of MFIs that can be considered for possible financing by the fund.

GP's investment analysis staff in Seattle has prime responsibility for the MFI scanning process, but relies on the Managua office for important inputs.  The final list of MFIs to contact is decided by the Latin American Programs leadership team in Seattle and Managua.

THE SCREENING PROCESS

Contacting MFIs

Using the list developed in the scanning process, MFIs are contacted in person or by phone to ascertain their possible interest in financing by the fund.  If the MFI is interested, GP requests some basic statistical and financial information from the MFI, if not already available, and discusses with them their growth plans and their need for financing.   We then begin to complete a MFI Screening Worksheet that rates the MFI on a series of criteria -- financial strength, social impact, competitiveness, management and values.  Upon receipt of the requested information, it is expected that all the quantitative data in the worksheet will have been collected.  This process is managed by the Director of GP's Managua office.

Pre-Screen Review

Before scheduling a screening visit to an MFI, we review the information in order to answer two questions:

1. Is the organization strong enough financially that we would recommend financing if we determine that all the information is accurate?  

2. Does the organization appear to have a strong enough social impact that we are confident that it fits well within the mission of the microfinance fund?

The answer to each question is Yes, No or Maybe.  In the case of Maybe, we try to clarify our doubts before a screening visit, but in some cases we may decide that a screening visit is still worthwhile even with some doubts.  In the case of Yes on both questions, we go ahead.  In the case of No on either one, we do not go ahead.

This review is conducted by Latin American Programs leadership team in Seattle and Managua in order to reach a consensus on the decision.

The Screening Visit

The purpose of the screening visit is to obtain a first-hand impression of the organization, its mission, microfinance model, plans and management.  The visit is scheduled for one whole day, enough time to meet with key managers in different areas.  After the visit, we complete the rest of the MFI Screening Worksheet and write up notes on the interviews.  

The screening visit is conducted by the investment analysis team in GP's Managua office.  

Screen Review

The MFI Screening Worksheet is the basic document used in this review.  While we tabulate the numerical scores in order to compare organizations, much more important are our answers to important subjective questions.  In addition to revisiting the questions listed above in "Pre-Screen Review", we discuss three additional questions:

3. Are we convinced that this MFI has an excellent chance to be a long-term successful organization in an increasingly competitive microfinance industry?

4. Are we comfortable that the management and board of this organization will be a partner that we want to be associated with for the next several years?

5. Are we convinced that this MFI is seriously interested in the funding that we are offering and committed to accepting it if we agree to go ahead?

Assuming that we answer all these questions in the affirmative, and are enthusiastic about the organization, we move ahead to the next step.

This review is conducted by the Latin American Programs leadership team in Seattle and Managua in order to reach a consensus on the decision.

Senior Management Visit and Negotiation of Basic Financing Terms

Before proceeding with due diligence, we always schedule a meeting between the leadership of the MFI and two or more senior GP managers.  In some cases this is done as part of the screening visit, but in other cases is a separate visit.  The purpose is to provide a chance for the senior managers of the two organizations to meet, to discuss the purposes and nature of the proposed financing, and to agree on the basic terms of the proposed financing.  A Letter of Interest summarizing the agreed terms is signed, and the MFI submits a retainer fee to GP.  This is a key decision point before beginning due diligence.

THE DUE DILIGENCE PROCESS

At the completion of the screening process, we will have identified MFIs that appear to (a) fit with the GP strategy, (b) have good financial performance and social impact, (c) have an exciting and persuasive business model and plan, (d) have a solid organization with good management and systems, and (e) have a commitment to integrity and transparency.  The due diligence process is intended to verify and amplify the information already collected, and to confirm whether our impression of the organization and its plans is correct.

Due Diligence Visit Preparation

To begin due diligence we send to the MFI a fairly extensive information request, including an electronic template in which to enter data on the MFI's finances, loan portfolio and clients. After this information is received from the MFI, we verify that we have all the important information, including past financials plus a current business plan and projections.  We then begin to prepare (1) a Due Diligence Workbook, an Excel workbook with extensive data on the MFI, and (2) a summary that outlines what we know about the MFI, using the same outline that we use in the Due Diligence Report and Investment Recommendation.  This includes background on the organization, financial strength, the business plan and projections, management and systems, and social impact.  

Note that at this point, or sometimes at an earlier or later point in the process, we may discover that the MFI needs our assistance in preparing some of the materials required for the due diligence process.  For example, many of the smaller MFIs that we consider may not have complete and credible five-year financial forecasts.  If we have a strong interest in the organization, we may provide technical assistance to the MFI in preparing these materials and building the capabilities of its staff.

This data collection and analysis process is managed by the investment analysis staff in Managua, with some support from the staff in Seattle.

Pre-DD Visit Review

Before beginning the due diligence visit, we review the summary and workbook prepared above, and identify elements of missing information and key issues on which to focus during the due diligence visit. If the organization has not been able to produce the requested information, or if we see too many yellow flags, we postpone or cancel the due diligence visit.

This brief review is conducted by the investment analysis staff in Seattle and Managua. 
Due Diligence Visit

The due diligence visit has three purposes: (a) to verify/audit the financial and portfolio data, (b) to complete the Due Diligence Workbook, which is in draft form before the visit, and make sure we have clarified any of the typical financial reporting problems, and (c) to go deeper into key issues that were identified during the screen and the pre-visit analysis.  

The due diligence visit is conducted by the investment analysis staff of GP's Managua office.  

DD Visit Review

At the conclusion of the due diligence visit, there is a discussion within the investment analysis staff in Seattle and Managua to review what was learned, and to decide if there is any change in our opinion of the organization.  If the results of the visit were positive, we set a timetable for producing the final Due Diligence Report and Financing Recommendation.

THE FINANCING DECISION

Due Diligence Report and Financing Proposal

A report entitled Due Diligence Report and Financing Recommendation summarizes the GP staff's conclusions and its recommendation to the GP Investment Committee or to the fund sponsor.

The report is prepared by GP's investment analysis staff in Managua and Seattle.  The final report is approved by the GP leadership team in Seattle and Managua.

Financing Decision Process

For GP-sponsored funds, all financing must first be approved by the GP Board, which evaluates the proposed MFI partner mostly from a mission point of view.  That is, the Board evaluates the compatibility of the proposed MFI partners with the GP mission.  The proposed financing is then evaluated by Investment Committee, which evaluates the investments mainly from a financial point of view.  That is, the committee evaluates the likelihood that the proposed investment will be successful from a financial point of view. 
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* The steps through Screen Review are eliminated for MFIs already having financing from Global Partnerships.  


* The diamonds and rounded rectangle indicate key decision points.  The normal rectangles indicate data collection and analysis activities.
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