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The Consultative Group to Assist the Poor (CGAP) produced its first guide to appraising

microfinance institutions (MFIs) in 1996, for internal use in evaluating MFIs being con-

sidered for grants. Before long, colleagues from other organizations were asking for copies

and adapting the document for other purposes. CGAP published a version for general use

in 1999. 

The present updated version is intended primarily for two types of users: funders that

are considering support for, or investment in, MFIs and MFIs that are conducting self-

evaluations. 

This revised MFI Appraisal Guide includes new sections on analyzing savings, social

performance, information systems, and risk management. In addition, this Guide includes

new indicators and financial statement formats agreed within the microfinance indus-

try from 2003 to 2005. 

Users should note some important cautions:

• The Guide is not a one-size-fits-all tool. It calls for a lot of detail and analysis because

it was designed for use with relatively mature MFIs (generally, MFIs with more than

3,000 clients and three years’ experience) being considered for large investments (often

several million dollars). For smaller or newer MFIs, or for smaller investments, a less

intense review may be appropriate. Indiscriminate use of the format may result in

MFIs being burdened with requirements to produce information that is either unnec-

essary or unlikely to be used by the donor or investor requesting it. Sample terms of

reference for a lighter analysis and a more thorough analysis are included in the

Resource Manual that accompanies this Appraisal Guide.

• The Guide assumes the involvement of a highly knowledgeable analyst. It is essen-

tially a checklist of information to be gathered, and the analyst’s judgment is critical

in deciding which information is worth pursuing and in evaluating the information

collected. If the person conducting the appraisal lacks substantial experience with

MFIs and good financial analysis skills, the results will not be reliable.

Foreword



• This revised Guide gives more attention to assessing poverty levels and social perform-

ance impact of the MFI’s clients. However, a serious poverty analysis may require more

resources than are budgeted during a typical appraisal. The Resource Manual refer-

ences several guides for determining client poverty, including CGAP’s Poverty

Assessment Tool.

Please send questions or comments by email to Jennifer Isern (jisern@worldbank.org) or

contact us at the CGAP Operational Team offices (mailing address: CGAP, 1818 H Street

NW, Washington, DC 20433, USA; fax 202-522-3744).

Elizabeth Littlefield

Chief Executive Officer

Consultative Group to Assist the Poor

xii Foreword



xiii

This appraisal guide (and its companion resource manual and electronic spreadsheet,

appraise.xls) incorporates the latest microfinance knowledge and best practices1 to form

a comprehensive guide analysts can use to evaluate microfinance institutions (MFIs). For

the purposes of this guide, MFIs are defined as licensed and unlicensed financial institu-

tions that include nongovernmental organizations (NGOs), commercial banks, credit

unions and cooperatives, and agricultural, development, and postal savings banks. They

range from specialized microfinance providers to programs within larger, multipurpose

development organizations. 

Purpose of an appraisal

Funders use appraisals to help them make informed funding decisions. Funders can be

foreign or domestic donors, foundations, development agencies, or NGOs. Funding can

take the form of loans, grants, equity investments, or financing for technical assistance.

Reports generated through the process described in this appraisal guide enable existing

and potential funders of MFIs to assess the following:

• How well does the MFI match the funder’s strategic priorities?2

• Is the MFI efficient, well managed, and profitable (or en route to being so)?

• What is the quality of the MFI’s products? Do they meet client needs?

• Would funding add value to the MFI?

This guide is primarily for funders and their qualified consultants who analyze the MFI.

But others, such as MFIs conducting self-assessments or diagnostics or commercial banks

or investors considering issuances of debt or equity, will find it useful. Commercial and

quasi-commercial investors and raters are not the primary target of this guide because

they typically have their own assessment and due diligence processes. 

Microfinance Appraisals—Why and How?

1 For a comprehensive look at best practices for donors, see CGAP 2006.
2 For example, a donor may want to have an impact on certain regions, target MFIs at a certain point in their institutional
life cycle, target certain types of clients, fulfill certain types of MFI funding requirements, or focus on social performance.
Ideally, the donor should be clear on what its objectives and focus are, and if this investment would further those objectives.



Before initiating an appraisal, a funder should find out whether an MFI has

received a rating from a rating agency3 or analysis by another reputable organization.4

If high quality and recent, information in an MFI’s rating report is sometimes suffi-

cient for making a funding decision.5 In other cases, rating information may need to

be supplemented by an appraisal. If no rating exists, a funder may want to consider

commissioning one, or hiring a rating agency to conduct a confidential, less formal

evaluation in place of an appraisal.

This guide is organized in the form of an outline of a complete appraisal report. The

report should begin with a funding recommendation that is one to two pages long. The

recommendation should include a summary of key factors and any mitigating circum-

stances. The body of the report should be brief—about 10 pages—but it should provide

sufficient supporting information for the funder to make an informed funding decision.

A complete report covers seven areas:

1. Overview—summarizes the MFI’s vision and mission, organizational strengths and

weaknesses, and macroeconomic, political, and other external factors.

2. Institution—describes the MFI’s ownership and governance, organizational structure,

regulation and supervision, management, external relationships, human resource man-

agement, information and communications technology, information availability and

quality, internal controls, and external auditing.

3. Products—analyzes the MFI’s voluntary savings, lending, and financial and nonfinan-

cial products.

4. Social performance—assesses how well the MFI translates its social goals into prac-

tice, looking at systems, outreach, and potential for achieving impact.

5. Loan portfolio quality—reviews how the MFI measures, monitors, and manages its

loan portfolio, including delinquency and write-offs.

6. Financial performance and risk management—analyzes the MFI’s financial perform-

ance, risk management, and financial ratios.

7. Business planning—evaluates the MFI’s strategic and business planning processes and

financial projections.

xiv Appraisal Guide for Microfinance Institutions

3 Ratings and other information about the risk and performance of MFIs are available from the Microfinance Rating and
Assessment Fund (www.ratingfund.org), an initiative sponsored by CGAP, the Inter-American Development Bank, and
the European Union.
4For example, Symbiotics sells credit risk reports on more than 80 MFIs. (http://www.symbiotics.ch/en/mfi_data/microfinance-
credit-risk-reports.asp) The Calvert Foundation has more than 30 MFI due diligence reports available for purchase.
(http://www.calvertfoundation.org/)
5 See the Microfinance Rating and Assessment Fund (www.ratingfund.org) for more information.



Microfinance Appraisals—Why and How?

Each area has a corresponding section below, with key questions and issues for funding

decisions identified using the following format:

• Essential information is starred (H) and appears in boldface.

• Crucial information is starred (H).

• Topics of material concern are indicated with this symbol:

The accompanying resource manual provides supplemental information, analysis, and ref-

erences, though it is too comprehensive to be used as the basis for terms of reference for

an MFI appraisal. Finally, a companion spreadsheet—appraise.xls (for use with Microsoft

Excel)—provided on the CD-ROM included with this publication and on the CGAP Web

site (www.cgap.org) can be used to generate summary tables for appraisal reports. Selected

summary tables are included below; the resource manual contains additional tables and

instructions for using the spreadsheet.

This guide intentionally avoids weighting or rating the importance of the seven key

areas above or subtopics. The funder’s priorities and the MFI’s specific circumstances will

determine the importance of each topic during an appraisal mission. 

Conducting an appraisal

The amount of time required to conduct an appraisal depends on the funder’s desired

outputs and deliverables. A qualified, experienced analyst would need at least two to

three weeks to complete a comprehensive appraisal—including a site visit of 5–7 days

or more—depending on how much information is readily available from the MFI. A

complete appraisal would be appropriate only for significant funding decisions, and

even then, the topics for analysis should be carefully selected. It rarely makes sense

to apply the full appraisal guide.

A shorter appraisal may involve 2–3 days in the field and lighter reporting. Funders

should consider a full or shortened appraisal only if preliminary discussions indicate that

funding is reasonably likely, because gathering and analyzing information needed for the

appraisal requires the MFI to collect substantial preparatory data.

An appraisal must answer two overarching questions:

1. Does the MFI’s mission align with the funder’s?

2. Is the MFI a viable and profitable institution (or does it have realistic and timely plans

to become one)? 

xv
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Answering the second question requires thoroughly analyzing an MFI’s operations to

determine whether it is a fundamentally sound institution with a clearly identified and

implemented mission and strong management and processes that support its goals. The

analyst also should assess the potential impact of extreme or unexpected situations, such

as drought, national or local civil unrest, severe inflation or exchange rate devaluation,

or sudden loss of a key manager or technical staff, on the MFI and its portfolio.

Although a lot of information is available about most MFIs, funders generally prefer

brief decision documents. The analyst should focus on topics relevant to the funding deci-

sion, and not simply apply an exhaustive checklist of information. Appraisals should pro-

ceed in carefully conceived stages—from deciding its design, to planning and conduct-

ing the site visit, to preparing the appraisal report.

Step 1: Structuring the appraisal

Before commissioning an appraisal, the funder should identify its main goals for doing so

and establish clear terms of reference for the analyst. For an investment to succeed, the

funder should be familiar with the type of MFI it is considering funding and the envi-

ronment in which it operates.6

Terms of reference should draw on various sections of this guide, based on the

appraisal’s purpose, the type of funding proposed, and features of the MFI gleaned from

a rating or other informed sources. Only in rare cases involving major funding propos-

als should the entire appraisal guide be used as the terms of reference for analysts. Sample

terms of reference, including a short appraisal of 2–3 days and a more complete appraisal

with 5–7 days for a site visit, are provided in Annex 1 of the resource manual.

Step 2: Identifying and selecting the analyst

Successful appraisals require experienced analysts with excellent judgment. This guide

assumes that the appraisal will be conducted by at least one external analyst who has

direct experience with microfinance appraisals or ratings. The analyst also should be flu-

ent in speaking and reading the working language of the MFI. Given the brief timeframe

and many topics to be covered, the analyst must prioritize which information to collect

and synthesize relevant findings for the funding decision.

xvi Appraisal Guide for Microfinance Institutions

6 For donor guidance on selecting the most appropriate funding initiatives visit CGAP’s Donor Information Resource Centre
(www.cgap.org/direct).



Microfinance Appraisals—Why and How?

Analysts should be chosen carefully. Recommendations may not be reliable unless their

source is knowledgeable about microfinance (or at least financial services). Although the

Microfinance Gateway maintains a registry of consultants (www.microfinancegateway.org/con-

tent/member/), keep in mind that this list is subject to only minimal quality control. After pre-

liminary selection, the quality of an analyst’s work should be assessed by asking for references

from relevant completed projects or by requesting copies of previous appraisal reports, then

having a microfinance specialist review them.

Step 3: Mapping out the appraisal

The analyst should first devise a plan for conducting the appraisal. The first step is to clar-

ify expectations and processes with the funder, the MFI’s board and management, and

other major stakeholders. Involving the MFI’s leadership from the outset can help them

better understand their organization’s operations and improve its performance.

The analyst should identify the best ways of collecting and compiling information from

the board, staff, and clients at the MFI’s head office and selected branch offices. The ana-

lyst—not the MFI—should make the final decisions about which branches to visit and

whom to interview, ensuring that these represent the MFI’s diverse operations.

Step 4: Gathering documents before the site visit

Before the visit, the analyst should ask the MFI to provide the following information:

• External reports about the MFI from the past two years, such as ratings, assessments,

evaluations, and impact studies

• Audited financial statements for the past two years

• Unaudited financial statements for the year to date7

• Complete chart of accounts for the year to date

• Complete set of summary reports from the loan tracking system

• Documentation of funding liabilities

• Organizational chart

• List of board of directors, including curriculum vitaes, if possible

• List of committee memberships of board of directors (if board has committees)

• Minutes from past three meetings of board of directors8

xvii

7 When possible, internal financial data should be sent as Excel files.
8 The minutes can help determine if there is continuity and follow-up between board meetings.



• Description of financial and nonfinancial services

• Operations manual

• Personnel manual

• Credit manual

• Loan loss provisioning, write-off, and recovery policies (if not in credit manual)

• Savings manual

• Internal controls manual

• Internal audit policies and manual

• Risk management policies

• Relevant microfinance regulations from national regulator

• Relevant regulatory interest rate ceiling policies

• Internal reports monitoring clients at entry, dropouts, market assessments, and other research

The MFI should provide this information only if it already exists and is readily avail-

able; it should not calculate new data, draft policies, or make any other significant efforts

in response to the appraisal. If an item is unavailable before the site visit, the analyst can

try to obtain it during the visit.

After receiving the financial statements and other documents, the analyst should deter-

mine whether appraise.xls (the accompanying spreadsheet) is the best format for com-

piling the MFI’s data, based on the amount and quality of data. (If little information is

available, the analyst should consider using a simpler spreadsheet.) If appraise.xls is used

and information is provided in advance, input the data before the visit and verify on-site

with key MFI personnel.

Appraise.xls is designed to help the analyst collect and calculate key data and finan-

cial ratios, such as return on assets, using methods consistent with standards proposed by

CGAP and the Small Enterprise Education and Promotion (SEEP) Network’s Financial

Services Working Group.9 If a proposed method cannot be used, the analyst should thor-

oughly explain the reason and the alternative method used. Data can be entered into the

spreadsheet in local currency or U.S. dollars and can be converted to different curren-

cies automatically and displayed in both constant and nominal amounts. Templates of the

basic data to be entered in appraise.xls are provided in Annex 4 in the Resource Manual.

Numerous tables for the appraisal report are generated from the data.

xviii Appraisal Guide for Microfinance Institutions

9 All financial variables and indicators are consistent with the MicroBanking Bulletin.



Microfinance Appraisals—Why and How?

Before the site visit, the analyst should schedule interviews with internal and exter-

nal MFI officials, experts, and stakeholders, such as members of the MFI’s board, the

national banking or financial services regulator, local providers of technical assistance,

and possibly domestic donors or foreign donors with offices in the country (if relevant).

The questions for each interview should be developed in advance.

To support various calculations, the analyst may want to obtain information on the

country’s per capita gross national income (GNI); historical inflation, interest, and

exchange rates; and peer group benchmark rates. Income, monetary, and exchange

rate data compiled by the International Monetary Fund (IMF) are available at

www.mixmarket.org/ en/environment/environment.search.asp. International benchmarks

for peer groups based on age, target market, size, region, and the like are available from

MicroBanking Bulletin (MBB) (www.mixmbb.org). The analyst also may want to review

national microfinance regulation to be familiar with regulatory issues facing the MFI. Such

information is being compiled by CGAP through the University of Maryland’s IRIS Center

and is available for selected countries at http://microfinancegateway.com/resource_

centers/reg_sup.

Step 5: Conducting the visit 

The funder should decide on the scope of the appraisal (shorter or more complete)

depending on the potential funding amount, the MFI’s level of development, and the fun-

der’s key areas of interest. When visiting the MFI, the analyst should meet with the board,

chief executive officer (CEO), and management team. Depending on the scope of the

analysis and size of the institution, the analyst should visit a representative sample of the

MFI’s branches (e.g., urban/rural, recent/mature) and interview a wide range of clients

(old, new, and delinquent), staff, and other stakeholders. At the end of the visit, the ana-

lyst should organize a debriefing meeting with the board, CEO, and management team.

Additional activities may be needed, based on the goals of the appraisal. For example, an

analyst hired to assess an MFI’s social performance should budget extra time for more

extensive client interviews.

Step 6: Preparing and sharing the draft report

Depending on the amount of data collected, the appraisal report could easily become

unwieldy. Thus the analyst should focus on information and analysis most relevant to the

funding decision.

xix



The draft report should be shared with the MFI’s board and management to con-

firm the accuracy of its information and to draw on their understanding of the insti-

tution and its clients. The analyst should discuss initial findings with the board and

management and request written feedback on the draft report. The final report should

contain a statement from the MFI’s board or management about any matter where it

disagrees with the analyst.

Step 7: Distributing the final report

The final report should provide the funder with useful insights on whether to provide

funding. A quality appraisal report would also help the MFI better understand its capac-

ity and improve its performance. The commissioning funder, in consultation with the MFI,

should decide on the distribution of the final report.

xx Appraisal Guide for Microfinance Institutions



The funding recommendation should succinctly state whether funding is recommended

based on a summary of key factors and any mitigating circumstances. The recommen-

dation also should answer key questions about the MFI relevant to the appraisal’s focus:

• If funding is recommended, what is the suggested amount and type, and over what

period?

• What are the MFI’s main strengths and weaknesses? How would the funding

strengthen the MFI?

• Especially with large amounts of funding, are there any risks of overwhelming the

institution or shifting incentives or operations?

• Is the MFI profitable? If not, is it expected to be profitable within a reasonable time-

frame? What are the drivers of its (current or anticipated) profitability?

• Are there any concerns, contingencies, requirements, or improvements the MFI should

address or achieve before funding is approved or disbursed? What areas should the

funder monitor over time?

• What are the main internal and external risks facing the MFI? What are the mitigat-

ing factors?

The analyst also should discuss any other essential findings in the funding recommendation. 

Most funders want to finance MFIs with reasonable portfolio quality, as indicated

by measures, such as a portfolio at risk greater than 30 days (PAR30) below 10 percent

combined with a write-off ratio below 5 percent. If the MFI’s performance does not meet

this threshold, or if it is operating in an extreme environment (such as an area recently

emerging from conflict), the funder may want to consider providing technical assistance

grants instead of direct financing.

1

1

Funding Recommendation



2.1 Summary institutional data

H Are the MFI’s performance, management, and governance reasonable, given its length

of time in operation?

• Briefly describe the MFI’s history and evolution, to provide context for its current

operations. Essential information includes the MFI’s legal name, year of incorpora-

tion, year operations commenced, and current and planned legal structure. If the MFI

is part of a larger organization, describe the structure, strengths, and weaknesses of

this arrangement (including the relationship between the organization’s microfinance

and other activities, and whether the organization keeps separate accounts for micro-

finance activities).

• Does the MFI’s legal structure meet its current and long-term needs? If not, will

transformation be possible? If the MFI plans to adopt a new legal structure,

explain how and why the proposed structure was selected, and identify related

risks.

2

2

Overview

Table 2.1 Summary of Key Data

Currency:

Actual Projected

Prior Prior       Current, as MBB Peer     Projected Projected 
Year 1 Year 2    of (date) Group           Year 1 Year 2

Clients and Products

1 Number of 
borrowers

2 Number of active
loans



Overview 3

Currency:

Table 2.1 Summary Actual Projected

of Key Data Prior Prior       Current, as MBB Peer     Projected Projected 
Year 1 Year 2    of (date) Group           Year 1 Year 2(continued)

Clients and Products

3 Total gross loan 
portfolio

4 Number of 
voluntary savings 
clients 

5 Total balance of 
voluntary savings 
accounts 

Portfolio Quality
6 Adjusted PAR30 
7 Adjusted write-off

ratio 
8 Adjusted risk 

coverage ratio 
Efficiency and Productivity
9 Average loan 

balance 
10 Average savings 

balance
11 Adjusted operating 

expense ratio 
12 Adjusted cost 

per active client 
13 Adjusted average 

outstanding loan 
size

14 Client turnover



4 Appraisal Guide for Microfinance Institutions

2.2 Vision and mission

H Do the MFI’s management and board have the vision, ability, leadership, and expe-

rience to lead it, now and in the future?

H Does the MFI have a clear mission that is embraced and implemented by its board and staff?

Are the MFI’s mission and vision consistent with the goals of the commissioning funder?

H Include the MFI’s mission statement (verbatim), and discuss whether it is embodied in

the MFI’s daily work.

Currency:

Table 2.1 Summary Actual Projected

of Key Data Prior Prior       Current, as MBB Peer     Projected Projected 
(continued) Year 1 Year 2    of (date) Group           Year 1 Year 2

Profitability
15 Adjusted return 

on assets (AROA)
16 Adjusted return 

on equity (AROE)
Asset/Liability Management
17 Yield on gross 

portfolio 
Macroeconomic Data
18 Year-end free 

market exchange 
rate (local currency/
other currency)

19 GNI per capita

Note: MFI can use GNI per capita or GDP per capita, depending on which figure is more readily available.



Overview

H What are the main strengths and weaknesses of the MFI’s mission?

H Does the MFI have a clear target market it is trying to reach? Does it have a coher-

ent strategy for reaching that market? How successful has it been in reaching it?

Does the MFI have an unclear or vague mission? Does it have a well-defined mission

that it is not fulfilling?

2.3 Organizational strengths, weaknesses, and competition

H What are the MFI’s key strengths and weaknesses?

H What opportunities and threats does it face?

H What are the MFI’s greatest comparative and competitive advantages and disadvantages?

H Who are the MFI’s main competitors –and potential new entrants--and how are they posi-

tioned in the local market as compared with this MFI?

• How does the MFI’s competitive environment affect its outreach, growth, operations, effective-

ness, and profitability? Briefly describe management’s view of the MFI’s competitive situation.10 

• How does the MFI differentiate itself from competitors (e.g.,  products, service, pricing,

a combination, or other factors)?

• To what extent does the MFI take competitors into account when making key decisions

regarding operations, products, and interest rate policy?

• How has the MFI handled its growth thus far? Is it prepared to manage (often rapid)

growth, in terms of   staffing, products, and funding?

• Does the MFI operate in nontransparent ways? For example, are loan files available as

needed, can portfolio quality be easily monitored, are there any unusually high inter-

branch balances, etc.? Did the appraisal unearth any concerns about transparency in terms

of reporting, operations, or behavior?

2.4 Macroeconomic and political environment

H How does the domestic macroeconomic and political environment affect (positively and

negatively) the MFI’s operations, including its ability to execute its stated strategy?

5

!

10 If the MFI is large or faces serious competition, a more comprehensive competitive analysis may be appropriate. This
could include analysis of the number, scale, and market focus of MFIs in the local market (regionally or nationally, depend-
ing on the MFI’s context). If data are available, provide the market share and competitive advantages of each competitor,
including commercial banks and their subsidiaries, consumer lenders, NGOs, cooperatives and credit unions, postal sav-
ings banks, and other financial service providers. Based on the potential market, evaluate overall microfinance market
penetration and saturation and the implications of the competitive environment for the MFI’s current and future market
share and profitability. This information should be as quantitative as possible and accompanied by qualitative insights.



• If the economic, political, or social environment has undergone significant changes

that affect microfinance, discuss any positive or negative impacts on the MFI.

2.5 Other external environmental factors

H What other external environmental factors bear significantly on the MFI?

• Identify the impact of any influential local conditions, such as a high incidence of

HIV/AIDS, a post-conflict environment, seasonal loan cycles (because of agriculture,

for example), or market disruptions because of natural disasters. Indicate how the

environment could or does adversely affect the quality of infrastructure (roads, elec-

tricity, water), availability of qualified staff, and so on. Specify the potential disrup-

tions and risks they pose to the MFI’s operations.

6 Appraisal Guide for Microfinance Institutions



3.1 Ownership and governance

H Does the MFI’s board have the experience and commitment needed to provide fidu-

ciary and strategic oversight of the MFI? Is the board capable of enabling the MFI

to achieve its mission, guiding its strategic direction, managing and mitigating risks,

and ensuring accountability throughout the institution?

H Is the board appropriately qualified, active, and experienced in fields such as banking,

law, accounting, and social development?

3.1.1 Ownership

• What is the MFI’s legal structure? (Most MFIs are NGOs, cooperatives, credit unions,

nonbank financial institutions, or commercial banks.)

• If the MFI is a bank or nonbank financial institution, complete Table 3.1, providing

the names and types of owners and their ownership amounts and shares. (Ownership

in Table 3.1 should sum to 100 percent and to the MFI’s stated equity book value. If

market value is used instead, that should be specified.)

• Indicate any relevant recent change in ownership or significant impact the composi-

tion of ownership has on the MFI’s mission, strategic direction, and operations. Also

note any significant contingencies in ownership, or puts, calls, or buyout options per-

taining to the owners. Finally, note if not all allowable capital is subscribed, or if there

is a significant upcoming increase in the number of shares.

3.1.2 Governance11

H Evaluate if and how the MFI’s board practices sound governance in terms of defin-

ing and upholding the MFI’s mission (and changing it as needed), guiding major strate-

gic decisions, managing risks and maintaining the MFI’s health, and ensuring account-

ability throughout the institution.12

7
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11 See also Natilson and Bruett 2001.
12 Adapted from Council of Microfinance Equity Funds 2005.



H Does the board have the skills and ability to lead the MFI strategically?

H Do board members’ roles extend beyond governance and into management of the MFI?

H Do all board members agree on the MFI’s mission and strategic direction?

• Indicate the criteria for board membership, including professional experience and edu-

cation level. Note the number of board members and their expertise. How many board

members are “independent directors” with no other ties to the MFI? If there are out-

side investors in the MFI, how many seats do they hold on the board?13

• How often does the board meet? (Base your determination on minutes of meetings and

discussions with board members). Are the board’s committees appropriate, given the

MFI’s stage of development?14

• Does the board have policies stipulating term limits and rotation for its members?

• Does it follow those guidelines?

• If board is not fulfilling its oversight and strategic role, explain how that evolved, and

what practices should be established to provide adequate board oversight.

• Confirm that the MFI has guidelines preventing conflicts of interest among board members.

Specifically, do the guidelines prohibit related-party (insider) lending, require full disclosure

of all conflicts of interest, and require arm’s length business transactions? 15

8 Appraisal Guide for Microfinance Institutions

As of (Date):

Amount of    
Type (individual,  Domestic or Ownership
company, bank,     International    (in local Percentage

Owner Name NGO, other) currency) Ownership

1

2

3

Etc…

13 Equity investors with a 15% or higher ownership position typically seek a seat on the board as a condition of their investment.
14 A young or small MFI may not have or need a lot of committees. Typical committees in mature MFIs include an audit
and finance committee, executive committee, compensation and personnel committee, risk management and investment
committee, committees related to social performance management (client monitoring, market research), and temporary com-
mittees for specific, time-limited issues. If an MFI accepts deposits or has reached a scale where asset–liability manage-
ment is a challenge, it will likely want to form an asset–liability committee as well.
15 See guideline 5.3 on “Related-party (insider loans)” in CGAP 2003.

Table 3.1 MFI Ownership Summary
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• If loans to board members are allowed, are the criteria for eligibility and loan size the same as

for all borrowers? Are all board members current on their loan repayment? Are loans to board

members subject to periodic review? If a board member is delinquent on a loan or receives pref-

erential loan terms, what are the consequences or sanctions, such as removal from board, etc.?

• For credit unions and other deposit-taking institutions, do board members receive the

same deposit rate as other members?

• Does the MFI have any of its invested funds in a financial institution or other company

in which a board member has significant ownership?

Have any events damaged the MFI’s reputation and operations?

3.2 Management

H Does management have the experience, ability, vision, and leadership to lead the MFI

to achieve its mission?

H Describe the backgrounds and positions (CEO, chief financial officer, and so on) of the man-

agement team. Provide an evaluation of top management, based on fact and opinion.

H Has management handled any particularly challenging internal or external circumstances?

H Has management been candid with the analyst (and others) about past or current chal-

lenges facing the MFI?

H If the MFI is new, does management include anyone with a track record of achieving sustain-

able microfinance in another institution or setting? If not, does management have access to

intensive support (more than a few weeks a year) from someone with such a track record?

H How effective is management in representing the MFI externally, responding to crises

(cite examples if possible), and advancing the MFI’s vision and mission?

Would the MFI be able to operate if, for any reason, certain members of the man-

agement team were suddenly unable to fulfill their obligations?

3.3 Organizational structure

H Does the MFI’s organizational structure ensure staff accountability?

H Is the organizational structure designed to optimize the MFI’s branch network (if it has one)?

H Does the organizational structure enhance the MFI’s efficiency and productivity? Does

it lower costs for the MFI and its clients? Do staffing levels meet client demands?

9
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H Does the organizational structure support effective management oversight?

H How do branch structure and management influence the MFI’s ability to effectively

and efficiently meet clients’ needs?

H For cooperatives, is it a member of a network or federation? If so, in what ways does

the cooperative’s membership in the network affect its operations? What revenues,

funding, costs, expenses, or services does the network or federation incur or provide

to the cooperative? What decisions are made at the network or federation level that

affect the institution? Is its membership in the network or federation a clear benefit to

the cooperative?

H Include the MFI’s organizational chart as an appendix to the appraisal report. Are key

functions represented in the structure?

Evaluate how the organizational structure supports management:

• How are departments or units organized (e.g., cost centers and profit centers)? Does

the organizational structure contribute to efficient processes and decision-making?

Is it appropriate for the MFI’s mission, scale, target client base, geographic dispersion,

and local environment?

• Do the number and type of staff in the MFI’s headquarters and branches match their

levels of responsibility and delegated authority? (The headquarters may be an admin-

istrative head office but is often a key branch as well.)

• Are branches treated as cost or profit centers? How effective is this approach? Are

head office costs fully and appropriately allocated among the branches?

• How is the branch reporting system organized? What inputs do branch managers have

in the annual planning and budgeting process?

• Are staff functions assigned appropriately? (For example, are too many functions given

to one person, or is a single function spread inefficiently across too many people?)

3.4 Human resource management

H Does the MFI have enough motivated, trained, capable staff to implement its mission?

Table 3.2 can be used to summarize key human resource information and compare with

the MFI’s peer group.

10 Appraisal Guide for Microfinance Institutions
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H Evaluate the MFI’s human resource management in terms of recruiting, training, com-

pensation (including salary and performance-based incentives), sanctions and promotions,

retention and turnover, and termination of staff members. To what extent are these poli-

cies and procedures institutionalized? How big a priority are they for managers?

H If the MFI has recently experienced a significant expansion in staff because of rapid

growth, provide information on the increase.

Table 3.2 Staffing Summary Data

Variance (between
Prior     Prior      MBB Peer       MFI and MBB
Year 1   Year 2     G roup             Peer group)

1 Total # staff
2 Total # client officers
3 Staff turnover
Staffing Efficiency
4 Personnel expense/Loan portfolio
5 Average Salary/GNI per capita
Staffing Productivity
6 Borrowers per client officer
7 Borrowers per staff member
8 Clients per staff Member
9 Personnel allocation ratio (client 

officers/# of personnel)

Notes: 

• The analyst can select which (if any) of these indicators is relevant to the analysis of human resources management.

• Data on MBB peer groups are available at www.mixmbb.org.

• Loan officers are defined as staff that interact with clients regularly specifically for loan administration.

• Savings officers are client officers who mobilize or handle savings.

• Administrative staff includes management, finance, bookkeeping, internal control, and management information sys-

tem staff; it does not include loan or savings officers, cashiers, and others who spend most of their time dealing with

clients.

• Line staff includes loan and savings officers, cashiers, and other staff with direct and continual client contact.

• The term client officers refers broadly to all staff that interact with clients for loan administration, deposits, repayment

collections, and the like. This broader staff officer definition can be useful for productivity metrics looking at a full

range of financial services, including savings and money transfers.



3.5 Information and communications technology16

H Does information and communications technology provide relevant informa-

tion for the right people at different levels of the MFI?

H Is the information reliable and available in a timely manner?

H How many days does it take for a loan officer, branch manager, and headquarters

manager to become aware of a missed payment?

H Does the MFI use the information it produces?

Functionality and expandability

H Can the MIS handle the MFI’s growth? Or is it a bottleneck to growth? (See Annex

2 in the Resource Manual for more information.)

H Can the MIS easily incorporate new MFI products or expand to accommodate new

reporting needs?

• If there are plans for technology upgrades or MIS staff additions, how realistic are

those plans? Identify any MIS shortcomings and their impacts on data quality and con-

trol, as well as the MFI’s proposed solutions.17

Usability

• How do staff members feel about the MIS—particularly its ease of use?

• Does the MIS interact with any applied delivery technologies, such as handheld

computers, point-of-service (POS) terminals, and automated teller machines

(ATMs)?18

Reporting

H How many days does it take for a loan officer, branch manager, and headquarters

manager to become aware of a missed loan payment?

12 Appraisal Guide for Microfinance Institutions

16 See also Ivatury 2006. 
17 More information about MISs and other technology issues can be found at CGAP’s Technology Resource Center (www.microfinance-
gateway.org/resource_centers/technology), including a helpful checklist from Mainhart 1999. See also Waterfield and Ramsing 1998.
18 This question helps to assess the MFI’s technological savvy and to determine whether the MFI has used good planning
processes, measured results against expectations, effectively managed any donor funds for such initiatives, and been inno-
vative in, or willing to experiment with, new technologies.
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H How timely are financial performance data received by managers at various

levels?

H Identify which of the following the MIS provides: supervisor reports (operations,

staffing), monitoring reports (compliance, liquidity), management accounts (statisti-

cal summaries, cash flow projections, branch office and loan officer performance

data), analytical systems (costing, etc.), client interface data, market intelligence, back

office data processing, and accounting ledgers?

Client loan and savings files and resulting data in loan tracking and accounting sys-

tems ideally should be identical; if not, it should vary by less than 5 percent.

Standards and compliance

Using a small sample, verify that paper or electronic loan files correspond to loan data

in the MIS. Confirm that general ledger or accounting records flow correctly into the

financial statements. Is the loan portfolio system fully integrated with the account-

ing system? If not, comment on any quality-control measures used to ensure adequate

data transfer.

Administration and support

• Analyze data security, and determine whether adequate safeguards are in place for data

retrieval, fraud protection, and physical security. Also ensure that data backup and

physical security are timely and appropriate for the local environment (based on

weather conditions, electricity supplies, and the like).

Technical specifications and correctness

• Does management have the capacity to implement technology and make technology

decisions that benefit the MFI?

13
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Cost

• What are the costs of purchasing, installing, and operating the MIS? Include hardware,

software, training, project management, consulting, staff time, and operating costs.

Software costs should include base prices, maintenance agreements, installations,

training, and upgrades. (Note: This could be a time-consuming cost analysis and may

be useful only if the funder is considering support for the institution’s MIS.)

3.5.1 Information quality, availability, and transparency

H Is the MFI’s information—including internal, MIS, internal and external audit, prod-

uct, and portfolio data—reliable and readily available to management and staff? Is the

MFI able and willing to be transparent with its information?

H Does the MIS support the client and transaction information required for AML/CFT compliance?

H Is there a willingness to provide information and a consistency of answers across the MFI?

Describe any significant data quality or availability issues encountered during the

appraisal and their implications for the report and funding decision.

3.6 Internal controls

H Does the MFI have adequate policies and procedures to manage its operational risks?

H Does the MFI have an operations manual? Are its contents appropriate and widely

accessible to MFI staff? Does the MFI have and adhere to written policies and pro-

cedures to manage operational risks in the following areas:

• Financial operations: credit (applications and approvals, disbursements and collec-

tions, refinancing and repeat loans19), savings (approvals for opening and closing

accounts, deposits and withdrawals), portfolio quality review, and provisioning

• Procurement: purchases (requisitions through payments), payroll (hiring, remunera-

tion, personnel file documentation), and fixed assets (budget requests and approvals,

purchases, uses, security, depreciation policy, disposition)

• Treasury: cash handling, banking (accounting, account opening and closing, deposits, transfers,

withdrawals), investments, funding (donations, capital stock, debt), and liquidity management

14 Appraisal Guide for Microfinance Institutions

!

19 Fictitious loans are the most common form of fraud in MFIs.
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• Financial management: budget controls, asset safeguarding, production of accurate

financial statements, and fulfillment of statutory requirements

• Other applicable areas

H How effective is the MFI at detecting fraud or other significant operational risks? Does

the MFI have adequate safeguards in its procedures, policies, and practices to prioritize

risks, detect fraud, and maintain fair and transparent human resource management?

H How are interbranch balances monitored and cleared? What are procedures for

uncleared interbranch balances?

H Does the MFI have appropriate and sufficient AML/CFT internal controls in place?20

Ask if there have been any instances of fraud or embezzlement by clients or staff. If

so, provide detailed descriptions, along with related changes in procedures and safeguards.

Has the MFI made the changes needed to avoid future occurrences of fraud or embez-

zlement? Was it sufficiently transparent about the issue?

3.7 Internal audit

Internal audit is an important tool for internal control. Although it is a function of the

internal control system, internal audit warrants special attention.

H Do the MFI’s internal audit functions ensure effective use of resources, accurate finan-

cial reporting, and ample random spot checks of MFI branches, clients, and staff?

H Assess the effectiveness of internal audit functions, staffing, and responsibilities. Does

the internal audit manager report to the head of the MFI or to a committee of the

board of directors? Is the reporting structure appropriate and effective?

Include any material irregularities found by internal auditors, recommendations made,

the extent and success of their implementation, and any remaining issues to be resolved.

3.8 External audit21

H Does the MFI have an external auditor? If not, is there a valid reason? What are the

MFI’s future audit plans and requirements?
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20AML: Anti-money laundering and CFT: combating the financing of terrorism. Based on international guidelines by the Financial Action
Task Force, four main activities arerequired for AML/CFT compliance: (1) internal controls; (2) customer due diligence, including “know
your customer” requirements; (3) surveillance and record-keeping; and (4) reporting of suspicious activities. Further information on
AML/CTF implications for microfinance can be found in Isern, Porteous, Hernandez-Coss, and Egwuagu 2005 and Isern 2006.
21 Further information on MFI audits is available at the Microfinance Audit Information Center (www.microfinancegateway.org/
audit/index.htm). See also CGAP’s “Disclosure Guidelines for Financial Reporting by Microfinance Institutions” (2003), to be used
in addition to an MFI’s compliance with International Financial Reporting Standards or national accounting standards.



H Does the external audit accurately reflect the MFI’s financial picture? Can the board

and management adequately monitor and manage the audit process?

H Does the MFI generate an annual audited set of financial statements? Has the auditor issued

an unqualified letter supporting the financial statements? If not, summarize the key reasons.

H Are the financial statements reliable and publicly available?

H Attach all audit reports from the past two years.

H Does the MFI adhere to generally accepted accounting standards, such as national

standards or International Financial Reporting Standards, or the microfinance-

specific CGAP “Disclosure Guidelines for Financial Reporting”?

H Are auditors familiar with the specific risks related to and monitoring required for

microfinance and for voluntary savings mobilization?

H Evaluate the quality of audited financial statements, the composition and qualifica-

tions of the external auditors, and the frequency and track record of the MFI’s audits.

Is the audit opinion clean? How consequential are the reservations, if any? Did the

auditors produce a meaningful, useful management letter, with specific recommen-

dations emerging from the audit? Did the MFI follow up any findings in the manage-

ment letter? Did the MFI and its board address and resolve any outstanding issues?

Did the MFI implement all material recommendations made by the auditors?

3.9 Regulation and supervision22

H If the MFI is regulated, how does the prudential and nonprudential regulatory and super-

visory environment affect its ability to charge appropriate interest rates or access com-

mercial funding? Do regulation and supervision affect its operations in other ways?

H Do local laws (such as interest rate ceilings) affect the MFI’s operations and profitability?

H If the MFI is a licensed intermediary, is it out of compliance with any regulations? Review and

include any reports issued to the MFI by the supervisory authority in the past two years. Note

any corrective actions required by supervisors and whether the MFI has implemented them.

H What are the AML/CFT regulations in the country that affect the MFI?23 Is it com-

pliant with all relevant regulations?
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22 More information on regulation and supervision can be found at the Microfinance Regulation and Supervision Resource Center,
created by CGAP and the University of Maryland’s IRIS Center (http://microfinancegateway.com/resource_centers/reg_sup). The
site contains profiles for selected countries and a comparative database.
23This will vary, depending both on the extent and type of AMF/CFT regulation in place in the country. For more information on
AML/CFT, see Isern, Porteous, Hernandez-Coss, and Egwuagu 2005. 
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H Do any of the MFI’s operations clearly function outside the prescripts of the law? For

example, is the MFI collecting deposits illegally?

• Is the MFI regulated? If so, by whom. If the institution is a credit union, does the for-

mal financial sector supervisor regulate it? If not, who does? 

• Does the regulatory environment provide an appropriate framework for the MFI’s cur-

rent and potential operations and legal status? Does the supervisory agency provide

adequate supervision of the MFI?

3.10 Ratings24

H Attach all the MFI’s rating reports for the past two to three years. If it is a credit union,

has it undergone a PEARLS or other similar rating?

H Summarize the conclusions and scores of all ratings and any key areas of strength or

concern.

H If there are concerns about the quality of a rating report and such information is avail-

able, evaluate the composition and qualifications of the rating team.

3.11 External relationships

H What are the MFI’s most significant external relationships? What impact have they had?

H What are the MFI’s most significant relationships or alliances with donors, domestic

or foreign networks (such as microfinance or banking networks), technical assistance

providers, and domestic political or commercial institutions?

• How have any of these relationships affected the MFI’s ability to manage or improve

its operations? Does the MFI depend on any of these relationships? If so, what would

happen to the MFI if the relationship ended?

• If the MFI is a member of a national, regional, or international federation or network,

what is the extent of the network’s influence on the MFI’s strategy and/or operations?

What is the role of the network on prudential oversight, financial support or costs,

liquidity and cash management, internal controls, training, product mix, branding,

and marketing?25
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25 For further questions to consider on the role of an MFI’s network, see Isern and Brown 2007.



The extent of possible analysis of an MFI’s products heavily depends on its stage of development.

If an MFI is young and small, the analyst does not need to spend much time analyzing its prod-

ucts and should mainly assess whether management is focused on making the institution’s initial

products stable and profitable. In such cases, most of the detailed questions below can be skipped.

H For larger and more advanced MFIs: Does the mix of products adequately meet cur-

rent and anticipated client demand?26 Does the MFI have the capacity to meet the

evolving demands of its clients and expand its client base? Does the MFI offer a suit-

able variety of financial products—voluntary savings, loans, transaction accounts

(such as checking), insurance, money transfers, leasing, and so on—that reflect client

demand and are aligned with its capacity? Does the MFI have effective strategies for

product design, marketing, delivery, maintenance, and evaluation?

H Summarize the MFI’s products in Table 4.1, including a brief description and the

period covered for each. Provide any useful breakdowns of these products, such as

individual relative to group loans or microcredit relative to consumer loans.

18
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Products

As of (Date):

Number           Total          Average
Number        of Active         Balance        Account Balance

of Products       Clients           or Value (Means or Median)
1 Savings Products
2 Loan Products
3 Other Financial Products
4 Other Nonfinancial Products

Notes: 

• Analyst can use average or median figures in this table, noting any significant outliers and their implications.

• Analyst can select number of active clients or number of active accounts, depending on what data are available from MFI.

26 Information about clients and product choices appears in the next section, on social performance.

Table 4.1 Product Summary



Products

H Does the MFI have a formal or informal code of conduct or ethics? Does it have a pro-

consumer statement or policy? If so, are these enforced? To what extent is a prod-

uct’s full cost disclosed to clients?27

• To what extent does the MFI’s mix of financial products reflect its mission and strategy?

• How are products marketed? Comment on the strategy, mix, and appropriateness of lending, vol-

untary savings, money transfers, insurance, and other financial and nonfinancial products offered.

• Are any products designed specifically for poorer clients?

• Do the MFI’s products seem appropriate given its current and anticipated growth?

Have there been any material crises related to the MFI’s products—involving, for

example, mismanagement, repayment, default, or liquidity? If so, what was the impact?

What is the current status? 

Are there any significant concerns about the design, marketing, pricing, or delivery of

any of the products?

4.1 Voluntary savings28

This section addresses voluntary savings only. If an MFI requires clients to save as a con-

dition of receiving loans (forced savings), see the next section on loans. If the MFI does

not offer voluntary savings, eliminate this section from the appraisal report. If it plans

to establish voluntary savings, comment on whether the plan is credible and realistic.

H Does the MFI offer, or plan to establish, voluntary savings products? If it offers them,

what have been the main outcomes and challenges? How have these products affected

the MFI’s cost of funds, client satisfaction, and market demand? 

H Is the MFI legally allowed to collect voluntary savings?

H Is savings a requirement for borrowing? (If so, these are forced or compulsory savings.)

H To what extent do the MFI’s savings products reflect its mission and strategy?

H Are voluntary savings used to fund loans? If so, what percentage of the loan portfo-

lio does savings fund?

19
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27 For more information on product transparency and consumer protection, see McAllister 2000, Porteous and Helms
2005, Rhyne 2003, and ACCIÓN Network 2004.
28 See also CGAP’s Developing Deposit Services for the Poor: Preliminary Guidelines for Donors (2002) and Savings
Information Resource Center (http//:www.microfinancegateway.org/resource_centers/savings).



H Do the lower financing costs of using savings to fund portfolio growth exceed the costs

of administering a savings program?29

H How does the MFI manage the operational risks (fraud) and the financial risks (liq-

uidity) associated with mobilizing deposits?

H To what extent is the MFI exposed to repricing risk on its deposits?

• How well does the MFI deliver it savings products?

• Has the MFI determined the fully loaded cost of its voluntary savings program? If

so, what contribution does it make to overall profitability?

• Can the MFI give a breakdown of savings deposits by size? Is it achieving its desired

average deposit size? Is it trying to increase deposits by attracting new clients, increas-

ing balances of existing clients, or a combination?

• If deeper analysis of the MFI’s savings products would offer useful insights, assess the products

using any of the following features (as needed and if available): individual relative to institutional

clients, short-termproducts relative to long-term products (such as passbook versus time deposits),

and client characteristics (such as socioeconomic levels and types of savings products).
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29 Many MFIs would not be able to answer this question easily, because many have not done a complete cost allocation for their sav-
ings programs. Even if the MFI cannot answer this question, it should be posed to consider the effectiveness of savings as a fund-
ing mechanism.
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Table 4.2 Voluntary Savings Product Summary

Currency:

Prior Prior       Current, as Projected Projected 

Year 1 Year 2    of (date) Year 1 Year 2

Savings Product 1

1 Interest rate (%) 

and calculation 

method

2 Minimum deposit

to open account

3 Fees to open 

account

4 Minimum deposit

per transaction

5 Fees per 

transaction

6 Penalty for early 

withdrawal

7 Minimum  

account balance

8 Withdrawl  

frequency (average

per period)

9 Deposit 

frequency (average

per period)

10 Number of 

active individual

savings accounts 

11 Number of 

inactive indivi-

dual accounts 
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Table 4.2 Voluntary Savings Product Summary (continued)

Currency:

Prior Prior       Current, as Projected Projected 

Year 1 Year 2    of (date) Year 1 Year 2

Savings Product 1

12 total individual

balance, end of

period

13 Individual account

balance as 

percentage of 

total savings

balance

14 Average individual 

account balance 

(mean ofr median)

15 Number of active 

institutional  

savings accounts

16 Number of inactive 

institutional 

accounts

17 Total institutional 

account balance,  

end of period 

18 Institutional 

account balance, 

as percentage of

total savings

balance

19 Average insti-

tutional account 

balance (mean 

or median)



Products

4.2 Loans30

Note: Loan portfolio quality is addressed in Section 6.

H What are the main features of the MFI’s loan products? What have been the key results

and challenges of each? Which products are most important to the MFI and its clients?
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Table 4.2 Voluntary Savings Product Summary (continued)
Currency:

Prior       Prior       Current, as Projected Projected 

Year 1    Year 2    of (date) Year 1 Year 2

Savings Product 2

1 Interest rate (%) 

and calculation 

method

2 Minimum de-

posit to open 

account

Etc. Fees to open 

account

Notes:

• Analyst has option of using institutional or individual breakdowns or both.

• Analyst can select number of active clients or number of active accounts, depending on what data are avail-

able from  the MFI.

• The analyst may want to compare savings fees and reates to local financial institutions or benchmarks deposit

rates against MBB.

30 For more information on microfinance loans, see the MicroSave toolkit (www.microsave.org/toolkits.asp?ID=14)



H How well does the MFI deliver its loan products? What contribution do they make to

the MFI’s profitability and strategic goals?

H Do the types of loans offered (size, individual versus group, tenor, seasonality) seem

to address client needs in that market?

H What percentage of outstanding loans is accounted for by forced savings? (If it is a

high percentage, this is a serious drawback from a client’s perspective.)

H Complete Table 4.3, summarizing loan products for the past two years and the year

to date. Where useful and feasible, distinguish between loan types, such as microcre-

dit, consumer, and mortgage.
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Prior Year 1 Prior Year 2 Current, as of (date)
Loan Product 1
1 Initial amount
2 Increment /maximum
3 Term
4 Repayment frequency
5 Interest rate
6 Commissions and fees
7 Guarantees and collateral
8 Theoretical interest yield (APR)
9 Savings requirement (if any)

10 Number of active loans (clients), 
end of period

11 Average principal balance per client
12 Median principal balance per client
13 Average principal balance out-

standing, over period
14 Total principal balance outstanding,

end of period
15 Percentage of total loan balance
16 Total outstanding balance 

associated with loans that are:
On time (and never renegotiated)

Table 4.3 Loan Products Summary
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Table 4.3 Loan Product Summary (continued) Prior Year 1 Prior Year 2 Current, as of (date)

Loan Product 1
Overdue 1 to 30 days (and never 

renegotiated)
Overdue 31 to 90 days (and never 

renegotiated)
Overdue 91 to 180 days (and 

never renegotiated)
Overdue 181 to 365 days (and 

never renegotiated)
Overdue over 365 days (and never 

renegotiated)
Renegotiated loans—On time

Renegotiated loans—Overdue 1 
to 30 days

Renegotiated loans—Overdue 31 
to 90 days

Renegotiated loans—Overdue 91 
to 180 days

Renegotiated loans—Overdue 
181 to 365 days

Renegotiated loans—Overdue over 
365 days

Loan Product 2 …
1 Initial amount
2 Increment /maximum

Etc. Term

Note: Regarding Average Principal Balance per Client, if possible, calculate monthly averages by summing the open-

ing balance and end-month balances, then dividing by the number of months plus one. Or calculate quarterly or

annual balances. If the income statement and balance sheet include an inflation adjustment according to gener-

ally accepted practice in the MFI’s country, leave this section blank. The use of average balances here and in the

accompanying spreadsheet is a simplified deviation from standard inflation accounting. If desired, opening bal-

ances can be used instead. In this case, a separate adjustment should be calculated if there has been a major change

in the balance sheet during the year (such as a large grant), using the inflation accumulated between the time of the

grant and the end of the year.



H Does the MFI have a forced savings program?31 If so, what are its terms? Do clients have

to save in order to receive loans? Under what circumstances can clients access their sav-

ings? Is the MFI’s real reason for taking members’ savings to cover defaults by other mem-

bers of their lending groups? Does the MFI intermediate (use) the savings, or does it deposit

them in a bank? If the MFI deposits the savings in a bank, do clients earn interest?

4.3 Other financial products

H Does the MFI offer other financial products, such as checking, insurance,32 money

transfers, remittances, or leasing?33

H How useful are these products to the MFI and its clients?

H What is the institution’s capacity to manage other financial products?

• Many MFIs are beginning to offer services, such as money transfers, remittances, and

insurance, while fewer currently offer checking or leasing.

• How do other financial products offered by the MFI contribute to client satisfaction

and retention? Is each of the other financial products offered appropriate for the mar-

ket, well designed, and well managed? Do each of these products add value to the insti-

tution? What are the key components of each of the financial products in terms of spe-

cific product management, branding, and pricing? 

• Has each product shown consistent growth in usage and revenues?

4.4 Nonfinancial products

H What nonfinancial products—such as marketing services or financial management

training—does the MFI offer? 

H How do these contribute to the MFI’s overall services and respond to client demand? 

• Summarize all the MFI’s nonfinancial products, indicating whether they are tied to

financial products (for example, if business training is a loan condition). Note whether

they are managed separately from financial products and whether the accounting sys-

tem separates income and expenses for financial and nonfinancial products. 

• What is the measurable impact of nonfinancial products on clients and the MFI’s profitability?
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31 Forced (compulsory) savings are savings payments required by loan terms or for membership, usually in a credit union, cooperative, MFI,
village bank, or savings group. Compulsorysavings areoften required in place of collateral. The amount and timing of these deposits, as well
as the level of access to them, are determined by the institution, not the client. Compulsory savings policies vary: deposits may be required
weekly or monthly, before the loan is disbursed, when the loan is disbursed, or whenever a loan installment is paid. Clients may be allowed
to withdraw deposits at the end of the loan term, after a set number of weeks, months, or years, or when they end their memberships.
32 See Churchill et al. 2003. 
33 Checking and payment accounts are uncommon in many MFIs. For information on money transfers and MFIs, see Isern,
Deshpande, and van Doorn 2005 and Isern, Donges, and Smith, 2006. For information on insurance, see Microinsurance Focus
(sponsored by the CGAP Working Group on Microinsurance) at www.microfinancegateway.org/section/resourcecenters/
microinsurance. For information on leasing, see www.itcltd.com/microleasing/ and “Leasing in Development: Lessons from Emerging
Economies” (www.ifc.org). See also Westley 2003.



34 For further information, see Microfinance Gateway Social Performance Resource Center: http://www.microfinancegateway.
org/resource_centers/socialperformance/.
35 For a list of countries in which these tools are available, go to http://www.povertytools.org/USAID_Tools/USAID_Tools.htm and
http://www.microfinance.com/#Poverty_Scoring. More information on poverty tools maybe found at http://www. microfinancegate-
way.org/resource_centers/socialperformance/.
36 In the absence of credible data, M-CRIL uses a quick sample survey of recent clients for social rating purposes. For a list of relative
poverty tools, go to http://www.microfinancegateway.org/resource_centers/socialperformance/targeting.
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Table 5.1 Outreach Summary

H Does the MFI have clearly defined social goals—and a strategy for achieving them? 

5.1 Intent and design

H Does the MFI have systems that are aligned with its social goals?

H To what extent has the MFI adapted its product designs, loan policies, and staff hir-

ing, training, and incentives to ensure it reaches its target clients?

5.2 Depth and breadth of outreach

Note: Rather than compiling data for funders, this section is designed to gather infor-

mation for MFIs to show how they are serving their clients and examine their social per-

formance. (See Annex 3 in the Resource Manual.)

H Is the MFI achieving its desired depth and breadth of outreach, or does it have cred-

ible plans to do so?

• Depending on available information, summarize the MFI’s outreach in Table 5.1. Include

historical data if readily available, and identify the poverty tool used. Use absolute poverty

assessment tools, such as the Progress out of Poverty Index (PPI) or USAID Poverty

Assessment Tool (PAT), if they are available.35 If these tools are not available, a relative

poverty tool can be used. The analyst should cite the tool used when presenting data.36

Prior Year 1 Prior Year 2        % Change
1 Population of region(s) covered
2 Market size (if available)
Breadth of Outreach
3 Total number of active clients

(end of period)



Prior Year 1 Prior Year 2        % Change
4 Total number of loan clients
5 Total number of savings clients 

(voluntary)
6 Percentage of clients who are women
7 Percentage of clients located in 

rural areas
Depth of Outreach*
8a** Percentage of recent clients 

living below the national 
poverty line

8b Percentage of clients living on 
less than PPP adjusted 
US$1 per day

9 Average or median loan  
balance as % of national 
poverty line  or GNI

10 Average or median voluntary 
savings balance as % of national 
poverty line or GNI

* If relative poverty is being measured, specify the assessment tool being used.

** The MFI should define what it means by the term recent clients. For example, M-CRIL rating agency defines recent as

less than two completed years.

Provide any variations on the data in Table 5.1 that the MFI tracks, such as average first

loan size. If the MFI targets a group other than women or rural clients, adapt Table 5.1

to reflect the institution’s focus.

5.3 Changes in the social and economic lives of clients and their households

This section applies only if the MFI is explicitly trying to improve the social and economic

lives of its clients.

H Have the social and economic lives of the MFI’s clients improved since they became clients?

• If needed, open-ended questions can be posed to clients (and savings and loan officers)

about their perceptions of the MFI, such as what they like and do not like about its

products. 

• If further information is required, the analyst can consider incorporating additional

market research, adding time to the appraisal to do so.
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Table 5.1 Outreach Summary (continued)



H Is the MFI effectively measuring, monitoring, and managing portfolio risk to main-

tain its viability? 

Prepare an aging of the loan portfolio in Table 6.1, including a breakdown based on

whether loans have been renegotiated.
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37 For more on how to test a loan portfolio, see Christen 2005 and MicroSave’s Loan Portfolio Audit Toolkit (www.microsave.org/
relateddownloads.asp?id=14&cat_id=313&title=Loan+Portfolio+Audit+Toolkit). 

Currency:
% of            Current,          % of 

Average as of Average      
Prior Year 1 Prior Year 2 Gross Loan (Date) Gross Loan
(Amount) (Amount) Portfolio        (Amount)      Portfolio

1 Number of 
overdue loans

2 Loans at risk
3 Loan loss amount
4 Loan losses 

written off over
the period amount

5 Increase in 
impairment all-
owance over 
the period

6 Principal loan
balance for 
loans that have
never been 
renegotiated:

Current

Table 6.1 Loan Portfolio Report



H What method does the MFI use to determine portfolio quality? Does this method hide risk?

H What is the trend in portfolio quality? How is portfolio quality affected by seasonal factors?

H Provide a two-year summary of the portfolio, including allowance for impairments (formerly

called loan loss allowances), loan loss rates, and write-offs, noting trends in the combined story
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Currency:
% of Current,         % of

Table 6.1 Loan Average as of Average
Portfolio Report    Prior Year 1 Prior Year 2 Gross Loan (Date) Gross Loan

(Continued) (Amount) (Amount) Portfolio        (Amount)     Portfolio

1–30 days 

overdue

31–90 days 

overdue
91–180 days 

overdue
181–365 days 

overdue
> 365 days 

overdue
7 Principal Loan 

Balance for 
Renegotiated 
Loans

Current
1–30 days 

overdue
31–90 days 

overdue
91–180 days 

overdue
181–365 days 

overdue
> 365 days 

overdue
8 Total gross loan 

portfolio

Note: If the MFI does not have systems in place to calculate portfolio at risk, it can calculate loans at risk manually instead. In

addition, the analyst can calculate the current recovery rate, even from a sample of loans. (See also Rosenberg 1999.)



Loan Portfolio Quality

of these variables. (This can possibly integrate findings from Table 4.3 and Table 6.1.) Is the MFI’s

loan loss provisioning policy adequate and in compliance with legal requirements?38 Is the MFI’s

allowance for impairments adequate, given its historical portfolio quality and write-offs? 

H What is the write-off policy? Is it prudent, given the MFI’s history and operations?

H What is the MFI’s policy and practice for restructuring loans? 

H What percentage of the portfolio of renegotiated loans is more than 30 days past due?39

H Does the MIS provide a clear idea of the MFI’s PAR, by product, branch, or loan officer? If

so, is risk concentrated in a certain product, branch, loan officer, or other identifiable area?

H How easy is it to track loans from disbursement to final payment? Are in-kind, delin-

quent, and refinanced loans tracked separately in the MIS?

H What do the MFI’s board and management consider acceptable levels of delinquency? 

H Has the MFI experienced any delinquency crises in the past five years? (How does the

MFI define crisis?) If so, what did it do about them, and with what result?

H Is the MFI’s collections policy sufficiently aggressive and effective? 

H What is the extent of loans to the MFI board and staff? Does the MFI board or staff receive pref-

erential interest rates on loans or preferential treatment for loan disbursement or collection?

H Has the MFI had any independent testing of its portfolio, such as special audit pro-

cedures arranged for that purpose?40 If not, the analyst may want to consider evalu-

ating the procedures auditors used to test the MFI’s portfolio information, especially

for delinquency and default. (The risk of inadequate control and reporting of port-

folio quality is among the most significant in an appraisal.)

H The analyst should conduct a spot check on 20–50 of the MFI’s largest loans. (This

can include detailed scrutiny of loan files, payment vouchers, and electronic data in

the local accounting system as well as spot checks on a random sample of customers.) 

When reviewing trends in loan portfolio quality, the analyst should pay close atten-

tion to both absolute amounts of the past due portfolio and indicators of the past due

portfolio relative to the total portfolio, because rapid growth in the portfolio can mask

increases in delinquency and so dilute measures of portfolio at risk.

Does the MFI have a PAR30 of more than 10 percent, a write-off ratio of more than 5

percent, or a large number or percentage of renegotiated loans? If so, is management aware

of such concerns—and taking realistic, sufficient steps to strengthen the portfolio? 

31
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38 Legal requirements are often less stringent than needed for MFIs because they are based on collateral-based lending.
39 If the MFI has significant overdue loans in the renegotiated loan portfolio, it may be on the verge of collapse and
should be examined carefully.
40 Normal audits and ratings seldom include procedures sufficient to provide reliable assurance that an MFI’s portfo-
lio quality reporting is accurate. 
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H Is the MFI efficient and profitable? If not, does it have a credible plan to become prof-

itable in a reasonable timeframe? What is management’s attitude toward profitability? 

H Do the MFI’s financial statements and performance reflect a sound financial institu-

tion, as shown by strong portfolio quality, profitability and sustainability, asset–

liability management, and efficiency and productivity ratios—relative to other MFIs

in the country and relevant international benchmarks?

H Does the MFI use sound financial risk management to protect against losses, attract

capital, and instill confidence in the institution? Does the MFI adequately monitor,

manage, and mitigate its main financial risks?

H Can the MFI manage the financial implications of its growth—for example, by attract-

ing new funding, increasing savings, improving cash and liquidity management, and

strengthening its portfolio?

• Financial performance is best evaluated in light of the institution’s context and stage

of development. Note where the MFI’s key strategic moves may have adverse short-

term financial consequences but positive long-term effects.

• Before completing this section, the analyst may first want to input and adjust the

MFI’s income, balance sheet, and cash flow data in appraise.xls. Annex 5 in the

Resource Manual describes each of the line items needed for the income statement,

balance sheet, and cash flow statement. Appraise.xls then requires inputs to make

analytical adjustments to the financial statements and calculate information that can

be benchmarked against the MFI’s peer group, as defined in the MBB (see

www.mixmbb.org and Annex 8 in the Resource Manual). Annex 6 of the Resource

Manual describes these adjustments. Table 7.6 summarizes the macroeconomic data

inputs; Table 7.9 shows the analytical adjustments (found in the Resource Manual).

The analyst should provide explanatory notes for all appropriate items—especially

for adjustments derived using methods that differ from the instructions. 
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Financial Performance and Risk Management



7.1 Financial statement analysis

H Do the MFI’s financial statements and performance reflect a sound financial institution?

Include the MFI’s income statement and balance sheet in the final appraisal report. If a

cash flow statement is available and/or required by the funder,  it should be included in the

appraisal.41

Table 7.1 Income Statement

Currency:

Prior Year 1 Prior Year 2 Current, as of (date)
1 Financial revenue
2 Financial revenue from 

loan portfolio
3 Interest on loan portfolio
4 Fees and commissions on

loan portfolio
5 Financial revenue from 

investments
6 Other operating revenue
7 Financial expense
8 Financial expense on 

funding liabilities
9 Interest and fee expense 

on deposits
10 Interest and fee expense 

on borrowings
11 Other financial expense
12 Net financial income
13 impairment loan
14 Provision for loan 

impairment
15 Value of loans recovered
16 Operating expense
17 Personnel expense

34 Appraisal Guide for Microfinance Institutions

41If needed, the cash flow statement can be created in Appraise.xls. It does not need to be created unless specifically requested
by the funder. A growing number of funders require a current cash flow statement and one to two years of historical cash
flow statements.
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Currency:

Table 7.1 Income statement 

(continued) Prior Year 1 Prior Year 2 Current, as of (date)
18 Administrative expense
19 Depreciation expense
20 Other administrative 

expense
21 Net operating income
22 Net nonoperating 

income/(expense)
23 Nonoperating revenue
24 Nonoperating expense
25 Net income (before taxes

and donations)
26 Taxes
27 Net income (after taxes 

and before donations)
28 Donations
29 Donations for loan 

capital
30 Donations for operating 

expense
31 Net income (after taxes 

and donations) 

Currency:

Prior Year 1         Prior Year 2         Current, as of (date)

Assets
1 Cash and due from 

banks
2 Trade investments
3 Net loan portfolio
4 Gross loan portfolio

Table 7.2 Balance Sheet
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Currency:

Table 7.2 Balance Sheet 

(continued) Prior Year 1         Prior Year 2         Current, as of (date)

Assets
5 Allowance for 

impairment
6 Interest receivable on 

loan portfolio
7 Accounts receivable 

and other assets
8 Other investments
9 Net fixed assets

10 Fixed assets
11 Accumulated depre-

ciation and amortization
12 Total assets
Liabilities
13 Demand deposits: 

voluntary savings
14 Demand deposits: 

forced savings
15 Short-term time deposits
16 Short-term borrowings
17 Interest payable on 

funding liabilities
18 Accounts payable and 

other short-term 
liabilities

19 Long-term time 
deposits

20 Long-term borrowings
21 Other long-term

liabilities
22 Total liabilities
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Currency:

Table 7.2 Balance Sheet

(continued) Prior Year 1         Prior Year 2         Current, as of (date)

Equity
23 Paid-in capital
24 Donated equity
25 Prior years
26 Current year
27 Retained earnings
28 Prior years
29 Current year
30 Reserves
31 Other equity accounts
32 Adjustments to equity
33 Total equity

Note: Demand deposits are broken out between voluntary and forced savings (rows 13–14), which differs from the

SEEP FRAME tool. 

Currency:

Prior Year 1 Prior Year 2 Current, as of (date)

Cash Flows from Operating Activities
1 Cash received from 

interest, fees, and 
commissions on loan 
portfolio

2 Cash received from 
interest on investments

3 Cash received as other 
operating revenue

4 Value of loans repaid
5 (Cash paid for financial 

expenses on funding 
liabilities)

Table 7.3 Cash Flow Statement
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Currency:

Table 7.3 Cash Flow Statement

(continued) Prior Year 1 Prior Year 2 Current, as of (date)

Cash Flows from Operating Activities
6 (Cash paid for other 

financial expenses)
7 (Cash paid for operating 

expenses)
8 (Cash paid for taxes)
9 (Value of loans disbursed)

10 Net (purchase)/sale of trade 
investments

11 Deposits/(withdrawals) 
from clients

12 Cash received/(paid) for 
other operating assets 
and liabilities

13 Net cash from operating 
activities

Cash flows from investing activities
14 Net (purchase)/sale of other 

investments
15 Net (purchase)/sale of 

fixed assets
16 Net cash from investing 

activities
Cash flows from financing activities
17 Net cash received /(repaid) 

for short- and long-term
borrowings

18 Issuance/(repurchase) of 
paid-in capital
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H Analyze the main components of the financial statements, adapting the guidelines

below as needed.42

What are the MFI’s key accounting policies? Does it use cash or accrual accounting? How does

it account for interest on delinquent loans? Does it unduly capitalize expenditures, such as for

group formation? Does it have a policy on accounting for foreign exchange gains (or losses)?

39

Currency:

Table 7.3 Cash Flow Statement

(continued) Prior Year 1 Prior Year 2 Current, as of (date)

Cash Flows from financing activities
19 (Dividends paid)
20 Donated equity
21 Net cash from financing 

activities
22 Net cash received/(paid) 

for nonoperating 
activities

23 Net change in cash and 
due from banks

24 Cash and due from banks 
at the beginning of the 
period

25 Exchange rate gains/(losses) 
on cash and cash equivalents

26 Cash and due from banks 
at the end of period

42 See section 3.8 External Audit for further questions regarding the MFI’s audited financial statements.



Income statement analysis

INCOME

H Evaluate income growth over the past two to three years. 

H Has income growth kept pace with portfolio growth? 

H Have there been any significant changes in the composition of income (interest versus fees)?

H How have changes in product composition affected income? 

H How has asset allocation affected income? 

EXPENSES

H Have expenses grown faster or slower than income?

H What are the largest components of expenses? How have these evolved? 

H What (if any) measures is the MFI taking to contain expenses?

H How do the MFI’s expense ratios compare with peer benchmarks?

H Are there any unusual one-time expenses, such as large foreign exchange rates or infla-

tion adjustment loss?

NET INCOME

H How have profit margins evolved (net operating income as a share of total operat-

ing revenue)?

H Have absolute profit levels increased proportionate to growth in portfolio, number of

clients, or other drivers?

Balance sheet analysis 

ASSETS

• Describe the MFI’s main assets and calculate the loan portfolio as a percentage of total assets.

• To what extent does the MFI maximize asset returns through appropriate asset allocation?

• Have assets grown significantly over the past three years? Has portfolio growth kept

pace? Does the MFI maintain sufficient liquid assets for its liquidity needs? If the MFI’s

assets are highly liquid, is there a prudent financial reason? Are any assets restricted,

such as mandatory reserves placed in a central bank? Are there any significant issues

with large fixed assets (such as if the MFI buys a building)?

• Are assets primarily funded by debt or equity?

• Are assets used productively, with a majority funding the portfolio?

40 Appraisal Guide for Microfinance Institutions
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• How well does the MFI manage its funds?

LIABILITIES

• Are the MFI’s funding liabilities by source, product, and pricing competitive (in pric-

ing and terms), given its age and size? How stable and assured are the MFI’s sources

of funding liabilities now and in the short term?

• What percentage of the loan portfolio do voluntary savings fund? How has this

affected the MFI’s cost of funds? 

• What percentage of the portfolio do funding liabilities finance? Has the MFI accessed

commercial funds? If so, what has been its experience? Describe the sources, terms,

and track record (credit history, repayment experience, and so on).

• If known, what have been the historical trends in the MFI’s funding liabilities, in terms

of commercial versus noncommercial, domestic versus international, and short term

versus medium and long term?

• Are the MFI’s assets and liabilities in different currencies? If so, is there a significant

mismatch? Does it expose the MFI to foreign exchange risk?

• Using data from Table 7.4, summarize trends in funding liabilities based on their type,

range, and average tenor and cost. What is the MFI’s weighted average cost of funds?

• If the institution is a cooperative or credit union, does it classify member shares as liabilities or

as equity?43  What are the implications of how member shares are classified on its balance sheet?

41

Funding Structure
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43 See IASB 32 Financial Instruments: Disclosure and Presentation and IFRIC Interpretation 2: Member Shares in Co-oper-
ative Entities and Similar Instruments. The World Council of Credit Unions advocates classifying member shares as liabil-
ities because they can be withdrawn.



CONCENTRATION RISK

Are the MFI’s assets, liabilities, or both are heavily concentrated in one or two finan-

cial institutions? How strong are those institutions? What are implications of their poten-

tial failure?

In the case of a deposit-taking MFI, are liabilities concentrated among a few individ-

uals or nonfinancial institutions with large deposits? How would the MFI be affected by

a run on deposits or sudden significant withdrawal of funds? 

As of (Date):

Currency:

Liability 1
1 Creditor (specify if domestic or international)
2 Commercial or noncommercial liability 

(note method of calculation if needed)
3 Tenor (Term)
4 Original principal balance
5 Balance outstanding
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Commercial Funding Liabilities Ratio
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Table 7.4 Composition of Funding Liabilities
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Table 7.4 Composition of Funding Liabilities (continued)

6 Currency in which repayment is due
7 Interest rate
8 Amortization schedule
9 Details of external guarantee backing the credit 

extended to the MFI, if any
10 Other relevant information
Liability 2 …

Note: The risk-free interest rate is the basis to determine whether liabilities are priced at commercial or noncommer-

cial rates (and so track the degree of subsidy). This table excludes deposits, accounts payable, and other nonfunding

obligations.

Table 7.5 External Grants and Subsidies

As of (Date):

Source, Date, Terms Amount           Currency Funding Status

Grants

1

2

3

Etc…

Significant In-kind Subsidies

1

2

3

Etc…

Note: Include in-kind subsidies and an estimate of their value.

EQUITY

H What are the MFI’s main sources of equity?

H How much of the MFI’s equity is donated or subsidized, as opposed to derived from retained

earnings? If a lot of its equity and funding is donated, does the MFI have a realistic plan

for mobilizing commercial funds and/or raising net income to increase retained earnings?



H Does the MFI have any current or anticipated funding shortfalls?

H Do sources of equity capital (current or original investors, donors, or shareholders)

exercise ownership of the MFI? Is the MFI appropriately leveraged?

• Analyze cumulative gains and losses from operations.

• For cooperatives or credit unions and, if relevant, for other share-capital companies,

analyze the MFI’s net capital44 position. What are the trends in net capital over time?

If it has declined, was it because of losses in loans, failure to provision, operating

losses, or deposits growing faster than capital reserves? If there was a large drop in net

capital, what shock caused the drop, and how is the institution rebuilding its net cap-

ital base? More broadly, what does current net capital reveal about the institution’s

history of retained earnings, business and social philosophy (based on extent of rein-

vested retained earnings), asset quality, provisioning, pricing, and cost management?

Using data from Table 7.5, calculate the MFI’s accumulated losses—including a break-

out between grants plus subsidies and operating results—since its inception.45

Cash flow statement analysis

Include this only if the MFI calculates a cash flow or the analyst feels that such analysis is needed.

H Has the MFI had a positive cash flow for the past two years?

H What are the significant trends in cash flow?

Asset–liability management

H Is the mix of the MFI’s assets and liabilities appropriate for the scale and maturity of

its operations?

H Is the MFI matching the rates and tenors of its assets and liabilities?

H How leveraged is the MFI when compared to peers with similar legal structures?46

H How does the MFI’s cost of funds affect its profitability?

H Does the MFI have a credible strategy for lowering its cost of funds?

44 Appraisal Guide for Microfinance Institutions
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44 Net capital in a credit union is defined as tier one capital less any losses.
45 Refers to historical and current grants for equity and concessional liabilities. There are several accounting methods for book-
ing donor grants to an MFI. The important point is that all grants for current and previous years should appear separately from
retained earnings and other items in the equity section of the balance sheet. Material in-kind subsidies should be included as well.
46 The MBB (www.mixmbb.org) can be used to benchmark the MFI’s leverage against peer institutions.
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H Does the MFI have any significant asset–liability risks that should be further investigated?

(For example, to what degree is it exposed to repricing risk on its deposits or other liabilities?)

• If the MFI is mature and has sophisticated systems, the analyst can review the effective-

ness of the stated asset–liability management policies, the functioning of any risk man-

agement committee(s) the MFI convenes, and the abilities of staff or board involved in

asset–liability management.

• Have there been any significant changes in asset and liability risk levels or risk tolerance? 

• If the analyst has cause for concern that asset–liability mismatches—such as those driven by

interest rates, the tenor of assets versus liabilities, concentration of savings deposits, or large

foreign exchange risks—may cause significant damage to the MFI’s financial position, fur-

ther analysis is available in Annex 7 of the Resource Manual. The typical MFI being appraised

will not need this more in-depth analysis; it should be used only if there is a serious concern.

7.2 Analytical adjustments 

Key financial rates are required to calculate the analytical adjustments to the MFI’s finan-

cial statements.47 Shadow prices from a standard source, such as the International

Monetary Fund (IMF),48 are recommended to create a data set comparable with those

in the MBB. Several different rates can be used as shadow prices, including the following:

• Inflation rate or GDP deflator

• Rate commercial banks charge conventional, medium-grade customers or, if the MFI already

borrows commercial funds, the marginal rate charged to the MFI for any additional loan

• 90-day deposit rate (if using a deposit rate lower than the rate for 90-day certificates of deposit,

an appropriate amount should be added to reflect the MFI’s likely cost of managing such deposits) 

• Overdraft lending rate from the central bank49

The selected shadow prices and exchange rates should be shown in Table 7.6.50 In all

cases, indicate what kind of rate has been selected and the source for determining it. Note

the adjustment amounts for the past two years and current period, and use them to cal-

culate the adjusted line items for the income statement and balance sheet in Table 7.9,

45

47 More details on analytical adjustments are available in SEEP Network 2005, pp. 39–64.
48 Regularly updated IMF statistics are available on a country-by-country basis at www.mixmarket.org/en/environment/
environment.search.asp.
49 The overdraft lending rate is the minimum interest rate at which banks can access funding.
50 For interest rates, use annual percentage rates (APRs) when available. To calculate APRs starting with the effective rate for one
period, annualize the rate by multiplying it by the number of periods in a year. Indicate when rates are not APRs. Average infla-
tion and exchange rates over a period should be used to adjust flows (income statement items); end-of-period figures should be
used to adjust stocks (balance sheet items).



Analytical Adjustments (found in the Resource Manual).51 These adjustments are used to

calculate adjusted financial ratios.

These adjustments can be calculated easily using appraise.xls. The results will flow into Table

7.7, on performance ratios. If explanatory details are required, Table 7.9 on Analytical

Adjustments (found in the Resource Manual), can be included as an annex to the appraisal report.

7.3 Financial performance ratios analysis

H Does the MFI’s financial performance reflect a sound financial institution as demon-

strated by strong portfolio quality, profitability and sustainability, asset–liability man-

agement, and efficiency and productivity ratios, relative to other MFIs in the coun-

try and relevant international benchmarks?

Multiple indicators, when evaluated and together, tell a story about the MFI’s perform-

ance. This Appraisal Guide (and its accompanying Resource Manual) examines 18 key

financial ratios recommended by SEEP (R1–R18 in Table 7.7) that address four areas of

financial performance: portfolio quality, profitability and sustainability, asset–liability
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Prior Year 1 Prior Year 2 Current, as of (date)
1 Inflation rate
2 GDP deflator
3 Market rate for borrowings 

(IMF statistics)
4 90-day certificate of deposit rate
5 Prime rate paid by commercial 

bank borrowers
6 Marginal commercial rate 

available to the MFI 
7 Per capita GDP
8 Per capita GNI
9 Exchange rate (local currency/

other currency)
10 National poverty line
Note: Analyst should pick either GDP or GNI as basis for calculations, depending on which figure is more readily available.

Table 7.6 Macroeconomic Data 

51 Analysts may use opening balances instead. In this case, a separate adjustment should be calculated if there has been a major
change in the balance sheet during the year (for example, a large grant), using the accumulated inflation between the time of
the grant and the end of the year.
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management, and efficiency and productivity (SEEP Network 2005). Table 7.7 presents

these ratios and other selected performance indicators. Analyze the MFI’s financial per-

formance over time, noting trends and possible explanations.

Benchmarking helps MFI management and board members understand their per-

formance relative to other MFIs that are similar in terms of age, legal structure (NGO,

nonbank financial institution, etc.), lending methodology (individual versus group

lending), outreach (number of borrowers), region, and scale (size of loan portfolio).

The indicators used in appraise.xls can be used to benchmark against MBB data.

Details on MBB peer groups are provided in Annex 8 of the Resource Manual.

Benchmark the most recent available full-year results for the MFI to appropriate peer

institutions using the MBB benchmark definitions and data.52 If information is avail-

able and the analysis is useful, consider benchmarking the MFI’s most mature branch

to the appropriate MBB peer group.53

Credit union financial performance can be evaluated using appraise.xls and the

PEARLS54 or a similar rating system, and benchmarked against both MicroBanking

Bulletin data and International Credit Union Safety and Soundness Principles55 devel-

oped by the World Council of Credit Unions.
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52 Details on MBB peer groups can be found in Annex 8 and at http:// www. mixmbb.org/Templates/Methodology.aspx
53 In a rapidly growing MFI, most clients, staff, and branches are new, so today’s performance may not indicate the perform-
ance likely in the future as growth slows and clients, staff, and branches mature. Benchmarking against mature branches and
institutional peers helps explain the MFI’s performance and trends. 
54 Further information on PEARLS can be found at http://live.woccu.org/dev/pearls/aboutpearls
55 http://woccu.org/functions/view_document.php?id=SafetyOperGovPrinciples
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Profitability and sustainability

H What are the MFI board and management’s attitudes toward profitability? Is it

considered a desirable and attainable goal? A pipe dream? Or is it viewed with

suspicion? 

H Is management aware of the factors impeding profitability? If so, how is it address-

ing them (for example, by repricing products, managing expenses more stringently,

lowering the cost of funds)?

• How do trends in portfolio quality, pricing, and efficiency affect the MFI’s prof-

itability?

• How do the MFI’s leverage and cost of funds affect its return on equity?

• How does the MFI set interest rates?

• Does the MFI have control over its product pricing, to assure profitability?

• Do competitive pressures, usury limits, or other factors affect pricing?

• Does the MFI rely on a single financial product to drive profitability?

• How do trends in the distribution of the MFI’s assets, liabilities, and equity affect prof-

itability?

49
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Efficiency and productivity

H Is the MFI efficient and productive relative to peer institutions and good practices?56

H What are the key drivers of trends in efficiency?

H Is the MFI operating at optimal efficiency and productivity levels? To answer this ques-

tion, compare its performance to similar MFIs using MBB data and evaluate manage-

ment’s plans to increase efficiency—including the measures and timeframe. 

7.4 Risk management57

This section is relevant only to large or mature MFIs. Further information on financial-

risk management is available in section 7.4 and Annex 7 of the Resource Manual.
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56 Benchmarks can be found at http://www.mixmbb.org/Templates/BenchmarksTrendLines.aspx. An explanation of the bench-
marking process is found in Annex 8 of the Resource Manual.

57 More information on risk management in microfinance can be found at www.microsave.org/relateddownloads.asp?id=
14&cat_id=59&title=Institutional+and+Product+Risk+%20Management.

Table 7.7 Performance Ratios and  Peer Group Benchmarking

Prior      Current, as    MBB Peer      

Year 2      of (date)       Group [1]      Mature Branch

Profitability & Sustainability
R1 Operational Self-sufficiency (OSS)
R1 Financial Self-sufficiency (FSS)
R2 Return on Assets (ROA)
R2 Adjusted Return on Assets (AROA)
R3 Return on Equity (ROE)
R3 Adjusted Return on Equity (AROE)
Asset/Liability Management
R4 Yield on Gross Portfolio
R5 Portfolio to Assets
R6 Cost of Funds Ratio
R6 Adjusted Cost of Funds
R7 Debt to Equity
R7 Adjusted Debt to Equity
R8 Liquid Ratio
Portfolio Quality
R9 Portfolio-at-risk (PAR) Ratio 30
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H Does the MFI understand the concept of risk management?

H Is the MFI adequately measuring, monitoring, and managing its financial and opera-

tional risks?

• Evaluate any financial risk management policies and practices. If the MFI is not famil-

iar with financial risk management, discuss any training and steps being taken to bet-

ter understand and address this topic.

• Does the MFI perform scenario or sensitivity analyses? If so, discuss the findings and

how this information has been used.

• How complex is the MFI’s balance sheet? Do the tenors of its liabilities and portfo-

lio require active financial management? Mature MFIs usually form an asset–liabil-

ity committee that meets regularly (weekly, monthly, or less desirably, quarterly). 

Table 7.7 Performance Ratios and  
Peer Group Benchmarking (continued)

Prior      Current, as    MBB Peer      
Year 2       of (date)      Group [1]      Mature Branch

R9 Adjusted PAR Ratio
R10   Write-off Ratio
R10   Adjusted Write-off Ratio
R11   Risk Coverage Ratio
R11   Adjusted Risk Coverage Ratio
Efficiency & Productivity
R12   Operating Expense Ratio
R12   Adjusted Operating Expense Ratio
R13   Cost per Active Client
R13   Adjusted Cost per Active Client
R14   Borrowers per Loan Officer
R15   Active Clients Per Staff Member
R16   Client Turnover
R17   Average Outstanding Loan Size
R17   Adjusted Average Outstanding 

Loan Size
R18   Average Loan Disbursed
Note: appraise.xls includes additional performance indicators that may be useful for deeper analysis.



7.5 Liquidity risk management58

H Does the MFI adequately monitor and manage its liquidity?

H Has the MFI set guidelines for how many months of operating cash it wants to main-

tain? If so, is it a realistic goal? Is it being achieved?

H What liquidity management measures does the MFI have in place?

H What plans does the MFI have to address liquidity shocks? How efficient are these

plans?

H Does the MFI have cash flow projections? If so, have earlier projections been close

to actual results? 

H Does the MFI adequately match assets and liabilities to reduce liquidity risk? 

H Does the MFI have an overdraft line of credit with a local bank? If the MFI takes

deposits, does it adequately balance savings and liquidity requirements? 

H Does MFI management actively monitor liquidity management? If so, note account-

ability, liquidity trends, ratios used, etc.

Has the MFI experienced any liquidity crises? If so, how were they handled?

Did they affect loan disbursement or repayment of loans to the MFI or its abil-

ity to honor savings withdrawal requests from clients?

7.6 Interest rate analysis

H Given the local market, has the MFI set appropriate interest rates that will allow it

to be profitable?

H How big is the gap between the weighted theoretical interest yield and the actual yield

on portfolio? If it is more than 10 percent, explain possible reasons.

• How does the MFI establish and update loan (and deposit) interest rates?

• Are the MFI’s interest rates appropriate and responsive both to its financial require-

ments and to external factors, such as inflation? 

• Do external factors affecting interest rates—such as price competition and legal con-

straints—limit the interest rates the MFI can charge on loans? 
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58 For more information on liquidity and cash management policies, see Women’s World Banking 2005. 
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Loan Product 1
1 Theoretical interest yield (APR)
2 Monthly average of outstanding 

balance on this loan product for the 
year (opening balance plus 12 month-
end balance divided by 13).

3 Line 1 times line 2
Loan Product 2
1 Theoretical interest yield (APR)
2 Monthly average of outstanding 

balance on this loan product for the 
year (opening balance plus 12 month-
end balance divided by 13).

3 Line 1 times line 2
Loan Product 3 …
4 Weighted theoretical interest yield 

(sum of line 3 for all loan products)
5 Actual yield on portfolio
6 Yield gap ratio (line 5 as a percentage 

of line 4)

Table 7.8 Comparison of Actual and Theoretical Yield

Prior Year 1      Prior Year 2     Current as of (date)



H Does the MFI have a credible three- to five-year business plan and realistic financial pro-

jections to achieve or maintain profitability given its current institutional capacity?

H How have the MFI’s vision and mission changed over time? 

H Where does the MFI want to strategically position itself in the local market?

H Does the MFI’s business planning process support its direction and goals?

H If the MFI is not yet profitable, describe its plan and timeframe for becoming prof-

itable and assess the plan’s credibility. Identify any potential threats to achieving the

plan, including institutional risks (such as changes in target clients, limits in institu-

tional capacity, labor disputes, and continued donor dependency) and external risks

(such as regulatory, competitive, demographic, macroeconomic, political, etc.).

• Does the MFI use short-term planning tools, such as budgeting and variance analysis?

• Does its management or board check variance analyses regularly during the year? If

so, what are the findings? How is the information used?

• Does the MFI conduct a strategic or business planning process? If so, describe it: What

and whom does it involve? Do staff members have an opportunity to provide input?

Do the method and results appear sound? If the MFI has plans for any proactive or

reactive shifts in strategy, comment on their feasibility.

8.1 Financial projections

H Has the MFI developed realistic financial projections? 

• How does the MFI create its projections? What planning software, if any, does it use? 

• Are the underlying assumptions and growth expectations plausible given the MFI’s

local environment and past performance (including costs, productivity, loan demand,

and growth trajectory of mature branches and loan officers), as well as industry bench-

marks (such as those produced by the MBB) for similar MFIs?
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Business Planning

• Include two years of projections for the indicators in Table 8.1, if available. Are the

projections technically coherent? If the MFI does not have projections for the indi-

cators in the table, provide any prospective financial planning data it has available. 

Do not prepare financial projections for the MFI. Such projections should be prepared by

the MFI, in a process that usually takes several months. Business plans prepared by con-

sultants in response to external requirements, with input from the client organization, typ-

ically are not useful.

8.2 Funding strategy

H Does the MFI have a well-designed strategy to finance its anticipated growth?

• Is the MFI’s funding plan credible given current funding relationships, amounts, and

interest rates? 

• Is funding the MFI’s primary constraint to growth? Or are there more significant fac-

tors (such as institutional capacity or local competition)?

• Evaluate trends in the MFI’s cost of funds and sources of liabilities and equity relative

to its projections for future growth. How does the MFI plan to diversify funding risk?
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Currency:

Projected              Projected 

Year 1                   Year 2

1 Total number of clients
2 Total gross loan portfolio
3 Number of active loans
4 Total balance of voluntary savings accounts
5 Number of voluntary savings clients
6 Number of staff
7 Number of branch offices
8 Return on assets (ROA)
9 Return on equity (ROE)
Note: Use clients rather than accounts whenever possible. Add projections for other financial products as relevant.

Table 8.1 Projected Performance
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