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INTRODUCTION: 

With worldwide demand for financial services estimated to be around 

500 million poor households, most discussions within the 
microfinance industry focus on the challenges of opening more 

microfinance institutions and scaling up services, not on closing or 
exiting those that exist.  As practitioners of microfinance, we prefer to 

focus on future opportunities, not talk about past mistakes. 

However, microfinance is no longer a nascent field and it is important 

to acknowledge what has gone wrong as much as what has gone right.  
Over the years, we as an industry have learned a great deal from our 
successes, but even more so, from the strategies that failed to achieve 

the results they intended.  Nearly every organization working in the 
microfinance field over the last 20 years has experienced some shift in 

strategy, the result of internal or external shocks that has necessitated 
exiting, closing down, or disaffiliating a partner or microfinance 

subsidiary. 
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  Abstract  This series explores how 

organizations have dealt with their decision 

to divest of microfinance operations or 

disaffiliate a partner or a microfinance 

subsidiary. Born of a collective recognition 

of the dearth of peer sharing on this 

process, the following paper represents the 

beginnings of Exit “Guidelines”.  Common 

themes include managing the affiliation 

relationship through communication (quality 

and quantity) and establishing exit policies 

and performance criteria. The need for 

respect and sensitivity to all stakeholders, 

particularly microfinance clients, is also 

addressed. 
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This accumulation of experience 

has taught us that how we deal 
with issues of exit has a substantial 
impact on our ability to achieve 
our missions. 

If we are truly to achieve scale, we 
must make good business decisions 
– good investment decisions – that 
balance the principles of 
partnership and local capacity 
building with the practicalities of 
efficient allocation of time, effort, 
and resources. Experience has 
taught us to appreciate the 
importance of establishing clear 
guidelines -- including an exit 
strategy -- at the beginning, rather 
than at the end, of relationships 
with microfinance partners or 
affiliates. 

The following papers are the 
outcome of a discussion hosted by 
The SEEP Network in Fall 2006, 
when it became apparent to 
panelists and audience alike that 
despite the rich cumulative 
experience of the sector, little 
formal sharing had been done.  

These papers share the candid 
experiences of four organizations:  
CHF International, Adventist 
Development Relief Agency 
(ADRA), FINCA International, 
and Women’s World Banking 
(WWB). 

CHF, ADRA, and FINCA provide 
specific case studies on their exits 
from a MFI in a particular country, 
while WWB offers a general view 
of its approach to establishing 
performance criteria and a 
disaffiliation policy for network 
members.  Though each network 
organization and each situation 
outlined is unique, certain common 
themes weave through each of the 
four papers:   

 The objective of each case study 

is not to detail the factors that led 

to a decision to exit; although 
some history and origins of each 
of the relationships and 
background to the decisions are 
provided as a context.  Rather, 
the focus is on the process of 
exiting once the need to sever a 
relationship was decided, and 
what was learned from that 
process.  

 ADRA, CHF, FINCA, and 
WWB all highlight that 
establishing and communicating 
consistent performance criteria, 

standards and guidelines across 
all network programs from the 
beginning are critical factors to 
managing affiliate relationships 
with clarity and consistency, 
even as they dissolve. Doing so 
also helps to develop and explain 
a network’s rationale for resource 
allocation of limited funding, 
staffing, and management time. 

 Just as important as applying 
clear and measurable 
performance criteria is placing 

equal emphasis on treating 
stakeholders with sensitivity and 
respect. This includes a desire to 
ensure that clients continue to 
have access to microfinance 
services after the program exit or 
disaffiliation. There is a very 
human side to MFI exits.  

 The networks expected their 
member programs to become 
self-sustaining over time, and 
were unwilling to put in 
significant additional investment 

if the programs eventual financial 
autonomy was in doubt.  

 In the case of CHF, ADRA, and 
FINCA, an appropriate local 
partner that could acquire the 
program so as to continue to 
serve clients was crucial. 

 In the case of portfolios that were 
sold to other MFIs, the networks 
found it challenging to value 
their own portfolio and 
intangible assets to determine a 
sales price due to lack of prior 
MFI sales data, comparables, 
and benchmarks. 

 In the microfinance industry, a 
culture of opening and expanding 
MFIs predominates over 
shuttering or disaffiliating a 
microfinance lending program. 

 Communication – both in quality 
and quantity – was crucial to the 
process.  Communication with 
stakeholders at all levels is 
important, but especially with the 
key decision-makers -- and 
ultimately, for the benefit of 
smoothing any transition with 
the end microfinance borrower in 
mind. 

By sharing their experiences and 
lessons, we hope that these four 
contributions are the beginning of a 
larger body of literature in 

microfinance that takes a careful 
look at where we have come and 
where we are going.  With a whole 
new group of investors entering the 
microfinance field - from private 
philanthropists and foundations to 
venture capitalists and capital 
markets investors - it is a step 
towards greater transparency. It 
may also assist others to establish 
successful investments, 
partnerships, or new affiliations 
with MFIs, and give them some 
tools and approaches when or if 

they decide to exit. 
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INTRODUCTION 

CHF International established its first microcredit program in Central 
America more than 20 years ago, offering home improvement loans to 

individuals who were not being served by formal financial institutions. 
Since then, CHF International’s lending activities have expanded to 11 

countries using a variety of methodologies and institutional models to 
fill market gaps and complement other financial actors, often serving 
as an intermediary between the traditional microfinance and 

commercial banking markets.  

 The flexibility and variety of lending operations that CHF implements 

is a reflection of its evolution over the years.  Almost all of CHF’s 
early microfinance operations were started with a grant from USAID 

or other private donors, and were often one of many projects operated 
directly out of a CHF country office.  As the microfinance industry has 
evolved, CHF has had to evolve in its philosophy and approach. Many 

of CHF’s early programs were not set up or financed with the goal of 
building long-term, profitable microfinance institutions.  In fact,
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institution building has always been 

a secondary goal; the primary goal is 
to provide access to financial 
services for low-income populations. 

As CHF has begun to focus 
increasingly on the “missing 
middle,” serving the upper 
microfinance markets and 
prioritizing its investments in small 
businesses that have greatest ability 
to create jobs for the poor and 
contribute to local economic 
development, it has shifted towards 
models that can integrate with the 
formal financial sector wherever 
possible, with capability to grow to 
scale and become sustainable more 
quickly.  This shift in strategy and 
the need to allocate resources most 
efficiently across CHF’s geographic 
spread of operations has meant 
weeding out programs that do not 
meet long-term performance 
standards or do not have the 
potential to contribute to CHF’s 
overall goals.   

The focus of this article, CHF 
Honduras, is one such example.  

When CHF began to assess its 
programs in early 2005, it was forced 
to make some difficult business 
decisions. After an extensive 
introspective process, the lending 
program in Honduras was CHF’s 
first portfolio sale.  This article takes 
a closer look at the history and 
background leading up to that 
decision, the impact it had across the 
organization, and the influence it has 
had on CHF’s strategy moving 
forward. 

BACKGROUND/HISTORY OF 

INSTITUTIONAL RELATIONSHIP 

CHF International is a 501(c)3 non-
profit corporation established in 
1952 as the Foundation for 
Cooperative Housing to help low- 

and moderate- income families in 

the United States improve their 
quality of life through the 
construction of affordable housing.  

Later renamed the Cooperative 
Housing Foundation, since the 
1960s, CHF has focused increasingly 
on international issues.  Today, as 
CHF International, it has expanded 
its work to address housing as well 
as the areas of disaster relief, 
environmental management, 
infrastructure rehabilitation, 
economic development, civil society 
development, and post-conflict 
response. CHF’s mission is to be a 
catalyst for long-lasting positive 
change in low- and moderate-income 
communities around the world, 
helping them to improve their social, 
economic, and environmental 
conditions. With a total annual 
operating budget in FY2007 of US$ 
280 million, CHF International has a 
global staff of 3,000 employees 
working in over 30 countries around 
the world.   

CHF’s program in Honduras began 

microfinance lending as part of its 
response to Hurricane Mitch in 
1998. Funded by a USAID grant, 
the credit program known as the 
Starter Home and Municipal Credit 
Program was designed to offer home 
improvement and sanitation-related 
loans for specific populations. The 
USAID grant agreement ended in 
early 2002, at which time CHF 
Honduras had built up a US$ 1 
million outstanding portfolio.   

The program was not originally 
designed to become a stand alone, 
sustainable microfinance institution.  
Although CHF International 
considered transitioning the program 
to become a local institution under 
new legislation in 2003, it lacked the 
financial and human resources 
needed to support the effort and cost 

of transition.  As a result, operations 

stagnated and the capital base began 
to erode as a result of persistent 
arrears and high operating costs.  
Key contributing factors included: 

 Increased competition. The 

Honduran microfinance market 
was relatively saturated with MFIs 
including Fundación Covelo, 
ODEF, FinSol, FUNDEVI, World 
Relief, FINCA and IDH.  
Differentiation between price and 
terms was not substantial and 
many MFIs were beginning to 
offer home improvement loans, 

which had been CHF’s signature 
product and the reason for its 
establishment.   

 Unpredictability of capital funding and 
longer tenor of housing loans restricted 

liquidity. After completion of the 

USAID grant, CHF had difficulty 
securing significant amounts of 
longer term funding to support its 
housing loans.  The program had 
several loans outstanding, 
including one from the Central 
American Bank for Economic 

Integration, as well as two loans 
administered through CHF 
headquarters from the MacArthur 
Foundation and the Ford 
Foundation. However, each of 
these loans was preceded by at 
least several months of uncertainty 
regarding future funding, during 
which times the program had to 
cut back on disbursements to 
clients. This starting and stopping 
hindered the program’s ability to 
project a consistent, confident 

message of permanence and 
growth both among loan officers 
and clients. 

 Operational weaknesses. As just one 

among other programs operated 
out of the CHF Honduras office, 
the microfinance program was not 
the sole focus of a management 
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team constantly faced with the 

competing priorities associated 
with running the overall country 
office. In addition, the program 
budget was inadequate to hire 
sufficient senior microfinance 
technical skilled staff to expand the 
program.  The lack of a separate 
accounting system also made it 
more difficult to track costs 
separately and fully see the true 
cost of the microfinance program 
as part of operations. 

 Persistently high arrears. Honduras 

had a weak repayment culture in 

general, and credit officers had to 
carry out a strict policy to 
minimize arrears. The CHF 
Honduras microfinance program 
carried a Portfolio at Risk Greater 
than 30 Days (PAR) consistently 
well above 15% for several years.  
Although the recuperation of 
written-off loans was generally 
high, for example 87% in 2004, 
this was a substantial and ongoing 
drain on resources, staff time, and 
morale.  

 Lack of motivation to secure additional 

capital given the existing problems.  

Since December 2003, the 
portfolio had been substantially 
shrinking due to the combination 
of low client retention, high 
delinquency and write-offs, and 
insufficient funding to sustain 
operations.  CHF executive 
management was reluctant to 
borrow any additional capital (on 
CHF International’s balance sheet) 
until it was confident the problems 

could be addressed. 

BASIS FOR EXIT 

Although many of the CHF 
Honduras microfinance program 
weaknesses had been apparent for 
some time, it took some time for 

CHF management to make a final 

decision to either allocate additional 
resources to it, or to exit the 
program.   After several months of 
discussions, three internal 
assessments, and an external 
evaluation by an independent 
consultant, CHF recognized that 
significant additional investment in 
time, money, and capacity building 
would be required in order to 
achieve a scale of operations that 
would be competitive and achieve 
long-term financial self-sufficiency. 
Ultimately, when CHF management 
weighed all the factors, it was 
unwilling to make that level of 
financial and institutional 
commitment and decided to exit. 

Since then, CHF has begun to 
enforce the internal standards it has 
set through its own rating tool, and a 
philosophy to reallocate resources in 
a more efficient manner across the 
organization.  The sale of its 
Honduran microfinance portfolio 
enabled CHF to start up in another 
country where there was greater 

market need and better strategic fit. 

FACTORS ENABLING EXIT 

With a growing microfinance 
portfolio on its books, in 2004 CHF 
International established a separate 
Office of Development Finance 
(ODF) in its Headquarters office to 
monitor performance and provide 
technical assistance to the three 
stand-alone subsidiaries it had spun 
off from country programs.  The 
following year, the duties and 

responsibilities of ODF were 
expanded to assume full 
management control over its 
microfinance subsidiaries as well as 
to provide stronger strategic 
guidance and financial reporting for 
all of its lending operations, 
including   Development Finance 

Institutions as well as credit 

programs.  This prompted an overall 
assessment of each program in order 
to address any funding constraints 
that limited growth, personnel 
weaknesses (of management and 
field staff) and performance 
problems.  

Because of the long history of the 
CHF lending portfolio in Honduras, 
ODF contracted an outside 
consultant to perform an assessment 
and essentially be a “neutral” third 
party to advise on problems that had 
been identified.  Once it was 
determined that the costs were too 
great and the market opportunities 
too small to convert the program 
into a productive asset for the rest of 
CHF, ODF received approval from 
management to pursue exit options. 

CHF International had successfully 
completed the project under USAID 
and thus was granted the capital as 
equity with no further 
conditionalities; nevertheless CHF 
sought a way to maintain the 
original intent of funds in support of 

microfinance in the country. CHF 
began to identify potential buyers 
that could assume control over the 
portfolio.   

After exploring several exit options, 
sale of the portfolio was determined 
to be the best choice.  Important 
criteria when selecting a buyer were: 

 Common philosophy and shared 
social mission in microfinance; 

 Compatible methodologies and 
geographic overlap; 

 Good reputation for services and 
strong balance sheet; and 

 Ability to pay upfront and have a 
relatively quick transaction. 

CHF had three potential buyers; in 
the end it selected Prisma 
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Microfinance, Inc. as the preferable 

partner.  Prisma is a US-based 
holding company dedicated to 
providing high-quality, affordable 
financial services to markets in the 
developing world.  Prisma currently 
operates two wholly owned 
subsidiaries, one in Honduras and 
another in Nicaragua.  Prisma 
Honduras has approximately 2,000 
active clients in five branches.  
Because Prisma is a small private 
company, it is relatively agile in 
governance and decision-making. 
There were several in-person 
meetings between Prisma and CHF 
management at both headquarters 
and country levels.  CHF was 
prepared to hire an external party to 
do due diligence, however, Prisma 
preferred to conduct its own due 
diligence process in-country. 

After a 10-day due diligence review, 
Prisma came back to CHF with a 
range of proposals; the one selected 
was a straight discount of PAR with 
sale proceeds paid upfront upon 
signing of the agreement. 

FACTORS INHIBITING EXIT 

The CHF Honduras portfolio sale 
was the first of its kind for CHF, and 
like most NGOs, it was a difficult 
decision to give up what had been a 
successful program at the outset.  
The usual suspects -- pride, inertia, 
and tension between field and 
headquarters management staff, as 
well as between regional staff and 
microfinance technical staff – all 
contributed to more than a year of 

analysis and decision-making at 
CHF. 

Aside from internal factors, there 
were also external factors that made 
the decision difficult.  CHF had little 
experience in valuing what its 
portfolio should be worth.  There 

were few valuation examples in the 

industry to reference. There was also 
a sense that the personnel and other 
less tangible assets, like goodwill, 
should be taken into consideration in 
arriving at a fair sale value. 

In the end, CHF decided to forego a 
lengthier process of negotiating price 
for the sake of expediency, 
protecting staff morale (who faced 
job uncertainty and needed some 
form of closure) and accepted the 
offer to receive the proceeds upfront 
– which it could invest elsewhere for 
a better return, both financially and 
socially. 

For Prisma, at least from a 
management perspective, the 
strategy to expand through 
acquisition had already been 
established. But the fact that the 
CHF portfolio was disbursed in 
different regions of the country made 
ongoing profitable operations for 
Prisma impossible with CHF 
Honduras’ existing geographic 
dispersion. As a result, Prisma 
management had to ensure a large 

enough discount on the acquisition’s 
book value of the portfolio in order 
to write off many loans in regions 
where it did not have coverage to 
collect repayment on the existing 
loan portfolio. It then discontinued 
operations in those locations.  

OUTCOME OF THE DECISION FOR 

CLIENTS, STAFF, AND ASSETS 

All CHF loans were reassigned to 
Prisma Honduras. CHF staff was 

encouraged to apply for positions 
with Prisma, however, CHF made it 
clear upfront to its local staff that 
automatic hiring by Prisma was not 
guaranteed.  Non-portfolio items 
(fixed assets, etc.) were kept with 
CHF Honduras as these had been 
shared among several other CHF 

programs that would continue to 

operate. 

The entire acquisition took Prisma 
about eight months to fully integrate 
the accounting, personnel, and loan 
tracking systems of CHF into its 
own. In the end, Prisma kept four 
out of eight CHF employees who 
were recommended by CHF 
Honduras' General Manager.  Two 
are in the Pedregal branch and the 
other two in Choluteca.  According 
to Prisma’s Chief Executive Officer 
David Sattherthwaite, the CHF staff 
has proven to be very valuable.  
They were trained in Prisma’s 
system of underwriting and 
sales/marketing, have shown good 
performance and, in turn, are happy 
to be working with a larger financial 
institution that can promise better 
opportunities for promotion and 
career advancement.   

In addition, the former CHF 
Honduras legal team has been used 
effectively at Prisma. The team was 
offered a commission to collect 
delinquent loans, and according to 

Prisma management this was been a 
very successful arrangement.  The 
team worked solely on a commission 
basis and thus was not considered 
part of the staff although they shared 
space in Prisma’s head office.  

Ultimately, as a result of the 
acquisition, CHF clients have also 
benefited.  There is a wider variety of 
loans available to them.  Prior to the 
acquisition, CHF offered primarily 
housing loans and to a much lesser 
extent, microenterprise and 
consumer loans.  Clients can now 
access all of Prisma's products and 
services - consumer loans, working 
capital for businesses, mortgages, 
home improvement, etc.  
Furthermore, clients have benefited 
from lower interest rates.  Due to 
greater scale and efficiency, Prisma 
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loan rates are approximately 6% 

lower on an annual percentage basis, 
based on declining balance than 
CHF rates, which were offered at 
36% flat. 

According to Satterthwaite, Prisma 
believes that the effect on the market 
was also significant as major 
competitors began to lower their 
interest rates soon after the 
acquisition.  The number of clients 
acquired alerted competitors to 
Prisma’s prices and services, forcing 
a price shift in the market.   

LESSONS LEARNED 

From the Buyer’s (Prisma’s) 
Perspective: 

For Prisma, there were several 
critical success factors.  First, the 
price was right. Second, the 
geographical location of CHF clients 
was close enough to integrate the 
two portfolios.  Most importantly, as 
is always the case with mergers and 
acquisitions, the cultural or human 

element required great care and 
attention.  The local CHF 
management and employees were 
anxious about the transaction, which 
could have proven a major obstacle.  
Prisma paid special attention to this, 
holding several meetings with 
managers to clarify all questions and 
also present its company philosophy.  
Once local management felt 
comfortable that Prisma staff held 
similar ideals – a commitment to 
fight poverty and treat each 
individual employee and client with 

respect – things went smoothly.  In 
addition, Prisma held an event for all 
employees of both organizations to 
meet one another -- a humanizing 
process which built a mutual culture 
of cooperation.   

From the Seller’s (CHF’s) Perspective: 

For CHF, the lessons learned from 

the Honduras sale prompted a larger 
process to reassess its strategy and 
priorities. This resulted in several 
positive outcomes: 

Separate business model to house its 
lending activities 

The Honduras sale turned out to be 
the beginning of a larger process to 
reassess priorities, reallocate monies 
more efficiently and effectively, and 
ultimately centralize microfinance 
operations under a separate holding 
company owned and operated by 

CHF. In September 2006, CHF 
registered a limited liability company 
that will hold the assets of its 
subsidiary companies and provide 
greater control and accountability 
through a centralized board of 
directors and more stringent 
performance criteria.   

Prioritizing human capital 

Even with a more commercial 
business model and better systems 
and policies in place, success or 
failure highly depends on the people 

on the ground, and sufficient 
financial resources invested upfront 
to build capacity and to take an 
institution through to sustainability, 
in order to survive 
management/staff turnover, 
outgrow donor dependency, and 
weather political and economic 
storms.  To build capacity for the 
future, in the last two years, CHF 
has begun to: 

 Invest more in managers at both 
Field and HQ levels with a mix of 
management, finance and banking 
skills needed to run operations at a 
larger scale; 

 Recruit additional board members 
at both Field and HQ levels who 
bring a range of professional skills 

to strengthen governance as 

operations expand;  

 Implement a more rigorous 
performance review process with 
bonuses and incentives tied to 
performance goals at the Field 
level. 

Reporting systems that track more 
detailed financial and portfolio indicators 

 Monthly data collection that 
includes financial statements and 
adjusted financial ratios and 
portfolio reports broken out by 
product type and funding source; 

Monthly cash forecasting tool that 
includes portfolio and operations’ 
cash flows as well as investments, 
with adjustments for seasonality; 

 CHF is currently rolling out its first 
web-based loan tracking software 
WebAbacus that will allow 
automated reporting and real time 
information across all MFIs. 

CHF internal rating tool applied across 
CHF 

Partly as a response to the CHF 
Honduras case, CHF developed an 
internal assessment tool that can be 
applied more objectively across the 
organization, to avoid 
misperceptions that certain country 
programs were being targeted.  
Essentially, CHF took the best of 
several assessment or rating tools 
and adapted them to its own 
methodology, weighting certain 
areas according to the MFI’s phase 
of maturity what was most 
important at this particular stage of 

development. The “LLAMA” 
internal rating tool, somewhat 
jokingly named, but fitting to its 
purpose, builds upon other rating 
methodologies such as the ACCION 
CAMEL and the PlaNet Finance 
GIRAFE, for use solely by CHF 
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with three objectives: 

1. Advise Development Finance 
managers how to build on 
organizational strengths and 
address weaknesses. 

2. Provide CHF Executive 
Management guidance on how 
best to allocate financial and 
technical resources across 
programs. 

3. Ensure greater consistency among 
programs to enforce minimum 
standards set by CHF and in 
general use microfinance 

industry” best practices.”  

The LLAMA has five main areas, 
each divided into several qualitative 
and quantitative indicators.  Each 
indicator is assigned a number, from 
zero to five.  Each score is weighted 
to give a grade for each area and is 
adjusted with time to put more 
emphasis on certain areas most 
relevant to the maturity/phase of 
development.  The area scores are 
then combined to give a total rating.     

Clear policy guidelines to set performance 
standards across CHF 

Shortly after the Honduran sale, 
ODF completed an agency wide 
“Development Finance Policy 
Manual” to document best practices 
and hold all programs accountable to 
the standards and expectations 
specific to CHF.  This policy 
includes:  

 An approved 3- or 5- year business 
plan according to an accepted 
template, updated yearly;   

 Separate financial systems 
established from the outset (i.e. no 
longer integrated as a component 
of other CHF programs attached to 
a country office; 

  Minimum two years’ funding 

secured before launching a new 

start up, achieving break-even 
within three years, and long-term 
return on equity (ROE) of no less 
than 5-10%. 

Ability to reallocate resources and 
maximize efficient use of funds 

The portfolio sale in Honduras was 
only possible with the consent of the 
donor, which allowed the sale. In 
many cases, a limiting factor to 
reallocating resources in 
microfinance is donor restrictions on 
use of funds after the end of the 

grant period. Rightly so, donors may 
wish to place conditions on the 
funds to preserve their original 
intent. Yet there are ways to 
continue to provide effective 
microfinance without impeding the 
“trade-ability” of assets in 
microfinance, to allow for a more 
efficient marketplace in microfinance 
and most effective use of funding. In 
CHF Honduras’ case, an external 
buyer essentially “replaced” the 
funds in cash, leaving no net effect; 
CHF was able to use the proceeds to 

launch a new MFI in Ghana with a 
private bank. In fact, USAID 
encouraged and provided a small 
amount of seed funding to this effort 
as well, making it mutually 
beneficial for all parties -and the 
clients -in both countries. 

Future strategy: the CHF Finance Group 

In late 2006, CHF registered the 
CHF Finance Group, a limited 
liability company registered in the 
United States and majority owned 

by CHF International. The Group 
will initially hold five microfinance 
subsidiaries owned and operated by 
CHF International. The rationale 
behind this new business model is to 
provide a centralized vehicle in 
which assets are controlled through 
ownership participation, risk is 

diversified by geographic area, and 

management and technical 
assistance to build capacity is 
integral to scaling up operations 
under a specialized board of 
directors and dedicated management 
team. Over time, CHF intends to 
add new CHF subsidiaries to the 
Group, as they meet performance 
standards, as well as start up 
“greenfields,” and potentially take 
equity positions in qualifying 
external MFIs.  The operating 
model, through a unified web-based 
tracking system offered by 
WebAbacus, could also provide the 
added benefit of a specialized asset-
holding mechanism to aggregate 
funds, and potentially securitize 
them in the long term as markets and 
institutions mature over time.  

As financial markets continue to 
evolve, CHF’s strategy will 
undoubtedly also evolve and adapt 
to changes, both internal and 
external. There are still challenges 
associated with balancing financial 
performance and social mission, 

particularly given many of the places 
where CHF operates such as Iraq, 
Afghanistan, Lebanon and West 
Bank/Gaza.  The ultimate decision 
to exit Honduras was a painful 
realization that CHF may not 
always have the means to succeed in 
a market for the long term.  
Fortunately, the fact that the 
Honduras microfinance portfolio 
sale turned out to be a mutually 
beneficial success for CHF and 
Prisma further propelled CHF 
management in the direction to shift 

strategy and make the hard business 
decisions needed to be competitive, 
effective, and ultimately serve low-
income families better.  
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BACKGROUND/HISTORY OF INSTITUTIONAL RELATIONSHIP AND ROLE OF 

EACH PARTNER 

The Adventist Development and Relief Agency (ADRA) was initiated 
by the Seventh-day Adventist Church. The basis for its existence and 
its reason for being is to follow Christ’s example by being a voice for, 

serving, and partnering with those in need.   ADRA seeks to identify 
and address social injustice and deprivation in developing countries. 

The agency’s work seeks to improve the quality of life of those in need. 
ADRA invests in the potential of these individuals through community 

development initiatives targeting Food Security, Economic 
Development, Primary Health and Basic Education. ADRA’s 
emergency management initiatives provide aid to disaster survivors. 

The Adventist Development and Relief Agency (ADRA) was 

established in November 1956 by the Seventh-day Adventist Church to 

provide humanitarian relief and welfare. By 2004 it had assisted nearly 
24 million people with more than US$ 159 million in aid. More than 

4,000 ADRA staff members currently work in 125 countries. 

In 1998, ADRA entered into a partnership to provide microfinance 
services to 1,500 clients in two districts of Champassak Province in 

southern Lao People’s Democratic Republic (PDR) with funding from 
ADRA Australia, ADRA Lao PDR, and the Champassak Province 

Lao Women’s Union (LWU), its local partner.  The partnership was 
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based on the following elements:  

 The strengths of ADRA’s existing 
good reputation in the partnership 
communities through more than 
six years of development activities 

 ADRA’s increased global and 
local capacity in microfinance  

 LWU’s existing capacity in small-
scale microfinance 

 LWU’s extensive network 
reaching from the provincial 
capital out to every village in the 
province 

The primary role of ADRA was to 
provide:  

 loan capital 

 capacity building to the LWU 

 monitoring and evaluation of 
microfinance operations   

The primary role of the LWU was to 
conduct all microfinance operations, 
including: 

 client selection 

 setting interest rates 

 disbursing loans and collecting 
repayments 

 providing orientation and training 
to participating women’s groups, 
using existing LWU 
organizational structures which 
stretched from provincial to village 
level.   

The National LWU, based in the 
Lao capital of Vientiane, worked 
with ADRA in monitoring the 

performance of the microfinance 
activities. 

BASIS FOR THE DECISION TO EXIT 

Over the course of several years of 
implementation, a number of factors 
emerged, prompting ADRA’s 

decision to exit.  These were largely 

related to poor financial 
sustainability performance of the 
microfinance portfolio due primarily 
to the following flaws:  

 Inadequate product pricing 
(specifically, artificially capped 
interest rates – mandated at the 
time by government policy).  
During the project period, both 
ADRA and the LWU recognized 
the need to increase interest rates 
but were limited in ability to do so 
by policy; 

 Initial poor product design 
(initially loans were restricted to 
specific business types which 
created market distortions that 
reduced prices for the key products 
of the women’s businesses in some 
cases); and 

 Inadequate assumptions regarding 
macroeconomic realities in Lao 
PDR at the time.  Specifically, the 
decision coincided with a 
sustained period of extremely high 
inflation in Lao PDR in part 

generated by the Asian economic 
crisis.   

While the microfinance services 
were operated efficiently and with 
good repayment rates, operational 
and financial self-sufficiency 
indicators were consistently poor 
due to the above-mentioned factors.  
Ultimately, institutional constraints 
within the LWU preventing 
significant, rapid, and much-needed 
changes to product design and 
pricing were key factors in ADRA’s 

decision to exit. 

ADRA recognized that significant 
additional investment in both equity 
and capacity building would be 
required in order to achieve a scale 
of operations that would likely result 
in the program’s long-term financial 
self-sufficiency. Ultimately, ADRA’s 

unwillingness to make that level of 

financial commitment was the other 
critical element in the decision to 
exit. 

FACTORS ENABLING EXIT 

The microfinance services jointly 
provided by ADRA and the LWU 
were structured within a project and 
partnership agreement between 
ADRA and the LWU that had both 
time and financial limits.  This 
created a situation in which a 
decision to continue or to exit was 

necessary.  Due to the highly 
operational role played by the LWU 
in the partnership – to the extent that 
the LWU was the microfinance 
provider and ADRA was an 
investor, ADRA’s decision to stop 
investing did not require the 
cessation of microfinance services to 
clients by LWU.  In fact, such an 
exit was always considered the 
appropriate final stage of the 
partnership.   

At the same time, the decision to 
exit was made easier by ADRA’s 
willingness to donate any existing 
loan fund equity to the LWU for 
continued operation of microfinance 
services in the event partnership was 
terminated.  This factor had been 
formalized as a condition in the 
original partnership agreement.  

FACTORS INHIBITING EXIT 

There were two factors working 
against a smooth exit.  First, the 

LWU had a strong preference for 
ADRA to increase its investment in 
the partnership rather than terminate 
it.  Secondly, ADRA’s staff was 
highly committed to the project and 
reluctant to accept that they had 
failed to create a sustainable 
microfinance program. 
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OUTCOME OF DECISION FOR CLIENTS, 

STAFF, ASSETS 

Clients. Clients continued to receive 

existing microfinance services 
provided by the LWU, but with the 
prospect that unless another investor 
was found or that both economic 
and policy environment changed, the 
services would ultimately end. 

Staff. Since all staff, except one 

advisor, was existing LWU 
employees, members or volunteers, 
there was minimal impact.  

However, per diems that had been 
available to provincial level LWU 
employees to cover personal 
expenses when traveling overnight to 
monitor project activities were no 
longer available from ADRA 
funding. 

Assets: all assets including the loan 

fund were officially transferred to the 
LWU. 

There was minimal effect on the 
local market due to the small scale of 
the program and the overall lack of 

microfinance services in southern 
Lao PDR at the time. 

ELEMENTS OF SUCCESS 

Establishing an MFI is essentially a 
business investment proposition. 
This means recognition that, as with 
all investments, the potential for 
returns is balanced by a potential for 
risk or failure.  In any given 
portfolio, an organization should 
obviously try to identify both the 

internal and external risk factors 
specific to each investment/MFI and 
try its best to manage these.  When 
choosing especially high-risk 
investments (perhaps a very remote 
rural area, a conflict zone, or a new 
partner for example), an 
organization should probably expect 

that some investments will 

ultimately fail. 

ADRA’s experience in Lao PDR 
demonstrates that one specific 
element contributes significantly to 
an MFI’s success: macroeconomic 
circumstances that prevail during 
any, but especially early, phases of 
its development.  Clearly, a strong 
regional, national and local 
economy with controlled inflation, 
MFI friendly policy and regulatory 
environment, and growing domestic 
and international trade, is a boost to 
an MFI’s performance.  Conversely, 
a stagnant or declining economy 
and/or restrictive policy and 
regulations increases the likelihood 
of failure. 

In addition to external risk factors, 
ADRA’s experience in Lao PDR 
and other countries suggests that 
variability of partnership 
characteristics is probably a key 
internal factor in success or failure.  
Selection of the right partner can 
have a significant influence on the 
ultimate success or failure of an 

MFI.  It is equally important to 
ensure the right staffing and support 
of the MFI that is critical to its 
performance. 

A final factor may revolve around 
inadequate design flexibility either 
due to unwillingness of one or more 
partners to adjust or because of 
project funding constraints that 
restrict adjustment.  If one or more 
of the negative risk factors outlined 
in the above paragraphs come into 
play, then the ability of the MFI 
team to make creative and rapid 
adjustments to the design of the MFI 
and its products and services 
becomes critical.  An MFI locked 
into rigid governance or donor-
controlled funding environment is 
likely to experience failure.  On the 
other hand, if there is freedom to 

adapt to changing circumstances and 

to correct design flaws that emerge 
over time, then success is more 
likely. 

HOW HAS THE NETWORK  

FORMALIZED ITS APPROACH  

TO EXITING INSTITUTIONS  

AS A RESULT OF THIS EXPERIENCE? 

As a result of the experience 
described above and several other 
exit experiences, ADRA has 
formalized its approach in the ways 

described below. 

ADRA has recognized that as a 
generalist NGO (as opposed to a 
microfinance specialist), in most 
cases there are significant limits on 
the level of financial investment that 
it is able and/or willing to make in 
an MFI once it has moved beyond 
the start-up period.  Keeping this 
perspective in mind, ADRA has 
determined the need to formulate 
clear exit strategies from the 
beginning of any MFI venture.  

These strategies may vary 
considerably, depending on the 
specifics of each project.  They 
include: donation to a partner 
institution or community-based 
organization after capacity has been 
built; sale or donation of the MFI’s 
portfolio to another MFI; or official 
separation of the MFI from ADRA 
but with a governance link 
remaining. 

As a result of early experiences like 
the case described above, ADRA 

recognized the need to put in place 
strong performance monitoring 
systems for its microfinance projects.  
These systems serve the dual role of 
measuring and driving performance, 
but also allowing ADRA (as 
investor) to determine early on 
whether adjustments to the design of 
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operations or an exit strategy need to 

be made. 

A final element of ADRA’s 
approach has been to institute a 
process to ensure that an initial 
decision to engage in microfinance is 
taken very carefully.  Significant 

time and resources were put into the 

development of a training package 
for ADRA country offices that were 
interested in engaging with 
microfinance, with workshops run in 
multiple locations around the world 
to ensure maximum reach.  Through 
these workshops, ADRA country 

offices were introduced to, and 

assisted with, a formalized internal 
and external assessment process, 
including guidelines to ensure that 
decisions on establishment of MFIs 
were based on the best possible 

information and network experience. 
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Learning to Appreciate  

Sunk Costs 
 

 

BACKGROUND/HISTORY OF INSTITUTIONAL RELATIONSHIP AND ROLE OF 

EACH PARTNER 

FINCA International is a network of wholly-owned microfinance 

institutions serving poor entrepreneurs across four continents.  While 
FINCA still focuses largely on credit, it is on the way to transforming 

into a full-service network, thus increasing its capacity to also offer 
insurance, savings, and remittances.  FINCA carefully ensures that it is 
performing to its poverty-focused mission – to provide financial 

services to the world's lowest-income entrepreneurs so they can create 
jobs, build assets and improve their standard of living – by maximizing 

outreach to poor clients within the context of sustainability. 

FINCA’s first incarnation began in 1985 with John Hatch, the creator 

of village banking.  Under his leadership, FINCA rolled village 
banking technology out via wholly-owned MFIs throughout the world, 

beginning in Latin America and eventually spreading to Africa, 
Central Asia, Eurasia and, in 2007, the greater Middle East.  In 2000, 
the FINCA RSA program was opened.   

For a range of factors, both exogenous and endogenous to the MFI, 
FINCA RSA did not achieve its promise.  Despite considerable 

investments on the part of FINCA and its donors, the program was 
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unable to reach sustainability.  In 

mid-2004, the program had just over 
600 clients, a portfolio of less than 
US$ 70,000, and projected Net 
Operating Margin (NOM) of 
negative US$ 427,000.  At that 
point, FINCA International felt 
compelled to seriously consider the 
possibility of exit.   

BASIS FOR EXIT 

FINCA’s decision to exit hinged on 
two simple elements, described 
below. 

Stakeholder Accountability 

FINCA is accountable to all of its 
stakeholders – clients, staff, donors 
and investors – to ensure the greatest 
social return, within the context of 
sustainability, to every dollar 
invested in the network.  FINCA 
RSA was an unsustainable program 
that, having exhausted its start-up 
funding over a three-year period, 
was diverting network resources 
away from activities with greater 
impact, and threatening to erode the 
equity stewarded by FINCA 
International.    

Sunk Costs 

FINCA RSA’s financial position 
(net negative) was such that it faced 
the same evaluation as any other 
startup that would require a new 
round of funding.  In early 2004, 
FINCA had developed a new set of 
guidelines governing market-entry 
decisions.  The purpose of these 
guidelines was to ensure that 

FINCA startups generated 
maximum contribution towards the 
mission under conditions of 
sustainability and that new programs 
did not jeopardize the success of the 
rest of the network.  New startups in 
the network had to meet the 
following requirements: 

 The financial business plan needed 
to indicate positive net present 
value (NPV) within five years, 
assuming an opportunity cost of 
capital equivalent to the network’s 
return on equity (ROE);  

 The program needed to achieve 
breakeven within three years; 

 The program had to have 
identified, if not secured, sufficient 
resources to ensure its success;   

 The market had to be in a low-
income or lower middle-income 

country as defined by the World 
Bank; 

 FINCA needed to be among the 
top five MFIs in the market within 
three years (this was based on a 
general evaluation that included a 
number of factors such as number 
of clients, portfolio size and 
quality, and efficiency); 

 Physical risk could not preclude 
the ability to effectively staff and 
govern, and the business case had 
to include a plan for managing and 

mitigating risk; and 

 The program could not jeopardize 
the successful execution of Finca’s 
existing global strategy (unless 
FINCA International’s 
management team determined that 
the benefits outweighed the costs).  

Leading up to 2004, FINCA had 
taken numerous steps to ensure its 
South African program’s success:  
management had been changed 
twice; the product line had been 
reworked multiple times; technical 

assistance had been provided; staff 
had been rotated and retrained; 
offices had been relocated.  FINCA, 
however, operates in an 
environment with limited resources 
– financial, human, or otherwise – 
and, thusly, allocates its scarce time 

and funding to those programs that 

yield the greatest stakeholder benefit, 
for example, Congo (DRC), where 
the program is both sustainable and 
serving the very poor.  Keeping 
South Africa in operation required 
more management time, more 
funding, and had less impact that 
FINCA felt it could achieve in many 
other locations. 

Prior to making the decision to exit, 
FINCA compiled an exhaustive 
‘lessons learned’ analysis of the 16 
different strategies that had been 
tried, in order to understand why 
certain strategies had failed.1  At the 
same time, it performed a 
reevaluation of the South African 
market for microfinance, and 
concluded that it was possible to 
achieve sustainability in South 
Africa.  Based on these two pieces of 
analysis, management developed a 
business plan for rehabilitation of the 
program into a sustainable, 
functional enterprise.   

Implementing the rehabilitation 
business plan would require refining 

products to focus on smaller groups 
and larger loan sizes; retraining staff; 
and extending the time horizon for 
sustainability to more than five 
years.  Working closely with the 
management team, FINCA analyzed 
different scenarios to determine if 
changes in outreach, loan size, and 
timing of investments could lead to 
the development of a program that 
would allow it to deliver on the 
promise it made to its stakeholders 

                                                 
1
 Major causes of failure included:  a post-

apartheid environment of mistrust and 

entitlement; low target population density 

in selected work area (FINCA typically 

opens in areas where target client density 

is high, achieves sustainability, and then 

moves rapidly to less congested areas); 

deficiency in the culture of repayment; 

corruption; and management issues.   
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of outreach maximization under 

conditions of sustainability.  Using 
the ROE for FINCA’s network as a 
discount rate, the best-case (most 
aggressive growth) scenario 
represented a negative NPV of just 
over US$ 500,000; the most probable 
scenario represented a negative NPV 
of almost US$ 1 million.  The only 
scenarios that worked were those 
that relied heavily on additional 
grant funding.  In an environment of 
scarce grant resources, providing 
additional subsidies to the program 
was feasible but meant trading off 
the benefits of grants to other 
programs that could achieve greater 
impact per dollar. 

FINCA’s conclusion was that exit 
was the most analytically correct 
option. 

FACTORS ENABLING EXIT 

Analytics pointed toward the fact 
that FINCA should close the 

program.  However, MFI networks 
are not in the habit of exiting 

programs.  Though microfinance is 
fundamentally commercial lending 
in a different incarnation, its goals 
are different.  Commercial lending 
pursues value that can be readily 
quantified as financial return; the 
double bottom-line of microfinance 
requires considerably more 
qualitative assessment.  Therefore, a 
number of other factors were critical 
in helping FINCA conclude that it 
could close the program.     

Partnership 

One of the exit criterion established 
by FINCA’s leadership was the 
identification of a similar, poverty-
focused provider that could absorb 
FINCA’s clients and, potentially, its 
staff.  An analysis of key South 
African microfinance providers was 
undertaken as part of the normal 

planning process FINCA employed 

when establishing its rehabilitation 
case.  From this analysis, FINCA 
identified a potential partner willing 
to fill the gap that FINCA’s 
departure would create:  Marang 
Financial Services. 

Marang had been operating in South 
Africa for many years with a model 
similar to FINCA’s, in the same 
geographical area and could, 
therefore, easily absorb FINCA’s 
clients. Its business had achieved 
sustainability, which meant that it 
was likely to remain in existence.  
When FINCA initiated discussions, 
Marang leadership was receptive to 
the idea, and a tentative agreement 
was rapidly reached. 

Transparency and Sequencing 

Management opted for transparency 
and full public disclosure upon 
exiting South Africa, especially 
when informing donors who had 
offered ongoing support for the 
program.  Given that FINCA RSA 
was the first program FINCA had 

ever closed for poor performance, we 
felt it important to share our 
experience.  At the same time, 
FINCA did not want to create 
distress among employees or clients 
by revealing the decision to exit 
prematurely.  To resolve this 
dilemma, FINCA’s management 
developed a carefully engineered 
communications timetable that 
would ensure full disclosure to all 
supporters at the appropriate times.   

On a parallel track, in South Africa, 

management worked as quietly as 
possible to establish employment 
options for existing staff and to 
finalize the message that would be 
communicated to clients.  Laying 
this carefully crafted groundwork 
meant that, when the time came for 
the announcement of the program’s 
closure, FINCA was able to expedite 

a rapid sequence of highly-

transparent communiqués, fully 
informing all interested stakeholder 
communities of the decision, and the 
terms that were being put in place in 
support of clients and staff.    

Ownership 

As sole owner of its network, 
FINCA International had one very 
significant advantage over many 
microfinance institutions – a 
relatively small group of senior 
managers, who, with the consent of 
the Board of Directors, had decision-

making authority and were unified 
behind the same mission and 
strategic plan. Leveraging its 
ownership model, FINCA was able 
to bring its management team 
together on an as-needed basis to 
brainstorm options for closure and 
respond to any issues that had been 
raised over the course of previous 
meetings.  Though FINCA chose to 
include key program donors in the 
process, this was not a requirement, 
but, rather, a courtesy – one that 
spoke to the importance of FINCA’s 

donor relationships.   

Support 

FINCA had established strong 
relationships with its various 
program donors that went beyond 
South Africa.  Because of these 
relationships, FINCA’s management 
felt comfortable articulating the main 
point in favor of closure:  that 
FINCA could deliver on its mission, 
and have greater impact per dollar 
elsewhere.  FINCA’s supporters, in 

turn, reacted confidently that the 
decision to close South Africa was 
well thought through.  They were 
familiar with FINCA and its 
approach and knew that FINCA 
took its mission and stewardship role 
seriously.  Their feedback was that 
they felt comfortable that the 
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decision would not have been made 

had it not been in the best interests of 
the majority of stakeholders. 

While all of these factors helped to 
ensure that the decision-making 
process moved forward, there were 
also a number of constraints that 
slowed the process and even, at 
times, threatened to end it. 

FACTORS INHIBITING EXIT 

Dedication to clients 

Microfinance institutions are 

frequently staffed by highly-
committed individuals who are used 
to doing near-impossible jobs with 
limited resources, and who choose to 
work in the field for the emotional 
return as much as for the financial 
one.  Although FINCA has become 
more commercially focused, the core 
of FINCA’s culture continues to be 
anchored to the mission and a 
culture dedicated to the low-income 
entrepreneurs it serves.  At 
orientation, new staff is asked to 
evaluate every action taken based on 
the amount of value it will create for 
clients.  As a result, there was strong 
resistance on the part of the 
management team to the idea that 
FINCA was ‘abandoning’ even a 
small number of entrepreneurs in 
South Africa.  If microfinance 
existed to fill a gap left by market 
failure, it was argued, who would 
provide low-income entrepreneurs 
access to financial services if FINCA 
closed its doors?  Prior to consenting 
to exit, management required the 

team responsible for evaluating the 
South Africa closure to assert, with 
confidence that comparable 
providers existed in the marketplace 
and were willing – and able – to 
serve FINCA’s existing clients.  

Making it work  

FINCA’s management is 

accustomed to adversity. Over the 
years, the team has repeatedly – and 
successfully – rehabilitated programs 
that have been exposed to various 
challenges, including natural 
disasters, political unrest, funding 
shortfalls and management failures.  
This track record of success made it 
very difficult for management to 
accept that there might be an 
instance where rehabilitation, if it 
could be achieved, was not 
warranted.    

Many MFIs find themselves 
challenged by the ‘double bottom-
line’ concept.  Some elements of 
management are more concerned 
with social impact, and some more 
with financial impact.  Invariably, 
these two sides end up arguing about 
whether or not NPV, as a concept, is 
applicable to social enterprise.  
FINCA’s management team 
invested a great deal of time in 
dissecting and debating the validity 
of NPV for its business model.  In 
the end, it concluded that social 

impact goals could not succeed over 
the long run without at least a 
positive return, and thus NPV (and 
the concept of opportunity cost) 
became a critical gauge for future 
investments.2 More importantly, it 
concluded that while value-
maximization, in the strict financial 
sense, could not be a goal, outreach 
maximization, in the context of 
sustainability, should be a primary 
objective. Applying these criteria, 
management drew a sobering 
conclusion.  FINCA RSA, when 

compared to other existing, and 

                                                 
2
 Though FINCA’s ideal timeframe for 

achieving a positive NPV is within five 

years, it is willing to make exceptions on a 

case-by-case basis if a given program’s 

contribution on the mission side is 

exceptional. 

even potential, programs within the 

network, would not add sufficient 
value to the double bottom-line to 
justify ongoing support, nor would it 
maximize outreach. 

OUTCOME OF THE DECISION FOR 

CLIENTS, STAFF, AND ASSETS 

Management of both FINCA 
International and its South African 
program worked hard with its 
partner organization Marang to 
make the transfer of the program as 
seamless as possible.  Rather than 
transfer clients with the existing loan 

portfolio, FINCA chose to manage 
its portfolio down.  Then, as clients 
successfully repaid, FINCA credit 
officers introduced them to 
counterparts at Marang who took 
over the management of their 
financial needs. 

In terms of staff, management made 
every effort to place employees with 
solid performance records in other 
organizations.  Successful credit 
officers were offered positions with 
Marang on a trial basis.  To ease the 

transition for the rest, FINCA 
provided severance packages and 
ongoing use of office facilities for job 
search efforts. 

The program’s limited fixed assets 
had been acquired through USAID 
grant funds, so FINCA worked with 
USAID to arrange for their transfer 
to another USAID-sponsored 
program. 

The net impact on the local market 
of closing the program was very 

small, both because the closure was 
handled with great sensitivity, and 
because client and staff dependency 
on the program was limited. 

ELEMENTS OF SUCCESS 

FINCA has a consistent – and 
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largely successful – operating model 

across its network.   

In addition, it has a relatively small 
management team deeply rooted in 
FINCA’s mission, vision, and 
methodology supervising the 
programs.  Yet, there are 
occasionally situations in which the 
management team encounters 
failure, such as in South Africa. 

External factors are great 
contributors to the success of 
programs, but programs can be made 
to succeed even where external 

factors cause impediments.  On the 
other hand, network programs are 
always at risk of failure if the 
business model does not align with 
the marketplace, or if available 
resources to operate the program are 
inadequate.  For this reason, 

commitment of the management 

team is perhaps the most critical 
element to the success of a program; 
management must ensure that the 
elements of success are in place if 
programs are expected to succeed. 

LESSONS LEARNED 

Though the lesson of South Africa 
was painful for FINCA, the 
institution learned a number of 
valuable lessons and formalized its 
thinking as follows: 

 FINCA is accountable to its 
stakeholders for maximizing 
outreach under conditions of 
sustainability; 

 Programs should not be opened 
unless the critical factors of success 
such as fit of market with our 
model, commitment, and 

resources, etc., are present; 

 Once opened, programs must 
achieve sustainability and certain  

 other milestones within set 
timeframes.  Failure to do so will 
lead to rehabilitation.  Failure to 
achieve rehabilitation will lead to 
consideration of and potential exit; 

 Transparency and appropriate 
timing of communications are of 
the utmost importance in 
protecting FINCA’s stakeholders; 

 Implications for exit must be 
carefully considered as ownership 
models evolve; and; 

 While any divestiture is difficult, 
securing the support of 
stakeholders can make it less so. 

 



Learning to Appreciate Sunk Costs 
 

CASE STUDY NO. 3  OCTOBER 2008 

 

 

THE SEEP NETWORK FINANCIAL SERVICES WORKING GROUP 

2008 FOCUS NOTE AND CASE STUDY SERIES 

 

This Focus Note and Case Study Series is the outcome of a discussion hosted by The SEEP Network in Fall 2006, when it 
became apparent to panelists and audience alike that despite the rich cumulative experience of the sector, little formal 
sharing had been done.  These papers share the candid experiences of four organizations:  CHF International, Adventist 
Development Relief Agency (ADRA), FINCA International, and Women’s World Banking (WWB). 
 

NGO Exit Focus Note. Setting Standards and Sticking to Them: When Microfinance Network NGOs Decide to Exit 

Principal Editors: Elissa McCarter, CHF International and Andree Simon, FINCA International 

NGO Exit Case Study 1. Portfolio Sale in Honduras: A Case for Tradable Microfinance Assets 

Author: Elissa McCarter, Director of Development Finance, CHF International 

NGO Exit Case Study 2. The Risk-Return Tradeoff 

Author: Mark Webster, Program Management Bureau Chief, ADRA International 

NGO Exit Case Study 3. Learning to Appreciate Sunk Costs 

Author: Andrée Simon, Deputy Director, FINCA International Inc. 

NGO Exit Case Study 4. Disaffiliating Network Members 

Author: Wanjiku Kibui, Director, Relationship Management, Women’s World Banking 

The SEEP Network 
William Tucker, Executive Director 
1875 Connecticut Avenue, NW 
Washington, DC 20009 USA 
Telephone: 202.464.3771 
Fax: 202.884.8479  
E-mail: seep@seepnetwork.org 
Web site: www.seepnetwork.org 

 
The SEEP Network is an international network of institutional 
and individual members committed to reducing poverty 
through the power of enterprise. Its 70+ institutional 
members are active in more than 140 countries and reach 
over 35 million microentrepreneurs and their families.* 
  
*Source: SEEP members’ websites and self-reporting to SEEP. Some minor double-counting 
is possible due to association members and jointly-run programs 

Connecting microenterprise practitioners in a global learning community. 

Copyright © 2008 The SEEP Network 

Sections of this publication may be copied or adapted to meet local needs without permission from The SEEP Network, provided that the parts 
copied are distributed for free or at cost—not for profit. Please credit Setting Standards and Sticking to Them:  When Microfinance Network NGOs 
Decide to Exit Focus Note and Case Study Series and The SEEP Network for those sections excerpted.   

This publication of Financial Services Working Group was made possible with support from The SEEP Network. The opinions expressed herein are 
those of the authors and the views of this paper do not necessarily represent those of The SEEP Network or any of the individual organizations that 
participated in the discussion. Rather, the views in this paper are a compilation of the views presented during this program. 



 



 

 

 

 

 

 

 
 

 
 

 
 

FINANCIAL SERVICES WORKING GROUP 

CASE STUDY 
NO. 4 

OCTOBER 2008 
 

 

 

Disaffiliating  

Network Members 
 

 

BACKGROUND OF AFFILIATION/DISAFFILIATION PROCESS  

Women’s World Banking (WWB) mission is to have a major impact 

on expanding the economic assets, participation and power of low-
income women as entrepreneurs and economic agents through access 
to finance, knowledge and markets.  

Since its inception in 1979, WWB has pursued its mission through a 
global network of locally owned and managed organizations that serve 

the low income women entrepreneurs, providing them with financial 
and other services. From the beginning, institutions that became 

members had to go through a process of affiliation that included due 

diligence by WWB staff and approval by the board of trustees. While 
the due diligence process was less rigorous in the early days, WWB as 

a network has tightened and streamlined it over the years. 

In the early 1990’s, the WWB network developed and put in place a 

more systematic and criteria-based process of affiliation and 
disaffiliation, defining common principles, as well as qualitative and 

quantitative criteria. In the 1997-98 period, the network agreed on 
shared performance standards that each member had to comply with 
in order to continue being a member in good standing.
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While the original standards 

reflected the infancy of the 
microfinance sector, they were 
reviewed and revised in 2003 to 
recognize the evolution of the sector 
as well as the development of many 
network members. 

Current performance standards are 
much higher and focus on assessing 
network members on a consolidated 
score rather than through a number 
of independent indicators. The 
importance of each parameter is 
reflected by the weighting assigned 
to it. 

BASIS FOR EXIT 
REASONS FOR SEVERING THE RELATIONSHIP 

WITH A NETWORK MEMBER 

The following are the clearly defined 
set of reasons for WWB to severe its 
relationship with a member: 

 Corruption or unethical behavior 
within the organization by officers; 

 Clear departure from the principles 
and mission of the WWB network; 

 Interruption of member’s services 
or the failure to expand such 
services especially due to internal 
circumstances that are within its 
control; 

 Failure to meet agreed upon 
WWB network performance 
standards;  

 The alliance of the network 
member as an organization with a 
political party; 

 Change in legal structure or 
merger, without prior agreement; 
and 

 Failure to contribute to the WWB 
knowledge, service and policy 
change agenda. 

FACTORS ENABLING EXIT 
PROCESS FOR SEVERING THE RELATIONSHIP 

WITH A NETWORK MEMBER 

WWB is committed to acting on its 
principles.  If WWB judges that a 
member meets or approaches one of 
the above criteria for severing the 
relationship, WWB’s President or 
Director of Relationship 
Management writes to the MFI 
Executive Director and the Chair of 
its board indicating areas of concern, 
and requests clarification and/or 
information on intended remedial 

action. 

If the concern relates to corrupt or 
unethical behavior, immediate 
information to clarify the situation 
will be required.  If the response 
demonstrates unethical behavior, the 
relationship is severed immediately. 

If the concern relates to: changes in 
the mission, principles and/or target 
clientele in relation to those of the 
WWB network; interruption in 
services; failure to meet agreed upon 

performance standards; or low or no 
participation in the WWB network, 
WWB may ask the network member 
to present a six month to one year 
action plan that outlines the actions 
to be undertaken by the organization 
to remedy the situation. 

Where the concern relates to the 
alliance of the network member with 
a political party, for example, if a 
leader of the institution is elected or 
appointed to a government position, 
it is incumbent on the institution, 
prior to the person assuming that 

position, to inform WWB.  WWB 
should be advised of the relevant 
facts and a consultation process 
should be initiated.  If WWB judges 
that there is a risk of the institution 
losing its independence, then WWB 
will expect the network leader in 
question to step down from his or 

her leadership position within the 

organization during the term of 
public office. 

Where the concern relates to a 
change in legal structure or merger, 
the institution should inform WWB 
immediately.  If WWB determines 
that the change is material, WWB 
will ask the new organization to 
apply as a new member.  This will 
enable WWB to review the statutes, 
ownership structure, governance 
composition and strategy of the new 
legal structure to ensure compliance 
with WWB network’s shared 
mission, vision, principles and other 
criteria.  It will also ensure that the 
leadership of the new organizational 
structure understands the rights and 
responsibilities of WWB network 
members. The original organization 
then ceases to be a member. 

If the network member presents no 
action plan within a specified period, 
and the member and WWB cannot 
reach agreement on actions to be 
taken within a specified period, or if 
the member does not implement an 

agreed action plan over a six to 
twelve month period, WWB’s 
President and Director of 
Relationship Management will 
notify the network member that they 
intend to recommend to the WWB 
Board of Trustees that the 
relationship be severed. 

Once the notice period ends without 
the network member taking the 
necessary remedial actions (except 
for unethical or corrupt behavior), 
the WWB team recommends 
disaffiliation to the board of trustees. 
When approved, the member is 
notified and advised to desist from 
identifying with the network in any 
way. 
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EXAMPLES OF DISAFFILIATED 

NETWORK MEMBERS 

Over the years, a number of network 
members were disaffiliated as a 
result of one or more of the reasons 
highlighted above. 

 In the early 1990’s, an affiliate in 
Cameroon was disaffiliated 
following the identification of its 
founder and chair of the board as 
one of the corrupt leaders in the 
country; in Senegal the 
organization failed to provide any 

services to its members, and the 
founder and chair used member 
contributions unethically. 

 Some members who had joined 
WWB in the early years were 
disaffiliated for failing to provide a 
reasonable level of services to their 
target clients. These network 
members included organizations in 
Hungary, United States, and 
Canada. 

 Other members of the network that 
were mainly providing business 

development services to women 
micro and small enterprises were 
disaffiliated as a result of the 
WWB decision to specialize on 
supporting organizations that 
offered microfinance. These 
included institutions in India, 
Nepal, Italy, France and Spain. 

 Following the introduction of 
shared performance standards in 
1998, many of the network 
members who did not meet these 
standards were given a two-year 
period to comply. See table below 
for the performance standards: 

INITIAL WWB NETWORK 

PERFORMANCE STANDARDS  

1998 TO 2002 

While the network performance 
standards highlighted in Table 1 were 
fairly low considering that many of 
the members had exceeded them, a 
set of members including affiliates in 
Argentina, Botswana, Chile, Costa 
Rica, Malawi, Mexico, Rwanda, 
Zambia, and Zimbabwe, etc were 
disaffiliated between 2001 and 2002 
for non-compliance. 

Many of these institutions had 
difficulties in achieving most if not 
all of the indicators. This is not 

especially surprising when taking 
into account the interdependence of 
the performance indicators.  
However, the indicators that many 
of the institutions failed to meet 
varied by region. For Latin America, 
the number of active borrowers and 
cost of unit of money lent were 
notably more difficult. In Africa, 
cost of unit of money lent, OSS and 
FSS were more problematic even 
though the number of active 
borrowers was relatively higher. 

In developing the standards, WWB 
engaged network leaders in 
determining the parameters and 
indicators, including their 
definitions, through consensus 
building at the regional level, as well 
as globally. The leaders had also 
been well informed of the 
consequences of not meeting the 

standards, as well as the process for 

disaffiliation. In addition, WWB had 
already developed a system of 
collecting and analyzing financial 
performance data from its members 
even before the introduction of 
standards.  

The process, as well as the system of 
reporting, was instrumental in 
ensuring that information needed to 
assess compliance with the standards 
by each network member was 
available and was analyzed in a 
consistent manner across all 
members. 

In determining which network 
member would be disaffiliated for 
not meeting the standards, WWB 
team looked at current performance, 
the progression of growth for 
previous years where possible, and 
the potential for future improvement 
based on an understanding of 
institutional challenges and the 
member’s commitment to addressing 
them. In one or two cases, WWB 
held off disaffiliation where 
information indicated that a network 

member missed one indicator, and 
would meet the standards within a 
reasonable time frame as 
demonstrated by willingness to 
address critical challenges. 

Except for cases where the reason for 
severing the relationship was either 
corruption or unethical behavior, 
WWB expressed willingness to 
welcome an ex-member into the 
network once the organization had 
turned around its operations and had 
met the relevant criteria and 
standards. 

NEW WWB NETWORK PERFORMANCE 

STANDARDS - 2003 TO PRESENT 

In 2003, WWB network members 
updated and approved a new set of 

Table 1 

Parameter  Indicator 

Active Loan Clients 
(borrowers) 

2,500 

Repayment Rate @ 30 
days 

95% 

Operational Self-
sufficiency (OSS) 

90% 

Financial Self-
sufficiency (FSS) 

75% 

Cost of Unit of Money 
Lent (CUML) 

.35 
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performance standards as seen in 

Table 2. 

Each network member is required to 
meet a best practice score of 75% in 
order to be considered in good 
standing. Through the Affiliate 
Performance Updates (APUs) that 
each network member submits, 
together with audited financial 
statements, WWB is able to 
determine the status of each member 
and provide the necessary feedback. 

LESSONS LEARNED 

 While setting guiding principles, 
criteria, policies, procedures and 
shared performance standards 
through consensus building 
processes with network members 
has been relatively easy and 
effective, severing the relationships 
has been painful. Many of the 
disaffiliated institutions had been 
with WWB network for a number 
of years. Even though there were 
good reasons to support the 
decision, it required severing long-
term personal relationships. 

 It takes time and effort to collect 
and analyze data, engage in 
dialogue, and come to an 
agreement with leadership of 

network member institutions for 

the justification of severing the 

relationship. 

 Due to the relationships built over 
years, there was always a 
hesitation when it came to 
assessing the cost of continuing to 
provide support to institutions that 
were not growing, or were doing 
so at very low rates.  There was 
always a hope that performance 
would improve with time. 

 A number of the institutions that 
were disaffiliated ceased to exist, 
leaving the clients with no access 
to services. However, this has been 
addressed in some countries by 
new entrants that have 
demonstrated a seriousness of 
purpose in engaging professional 
management and expanding the 
operations. 

 After severing the relationship with 
an institution, it has been difficult 

to enforce the policy that requires 
ex-members to desist from using 
the WWB name or representing 
themselves as belonging to the 
network. This is mainly because 
WWB lacks legal recourse at the 
local level. 

 Accountability for results is an 

important principle for building a 

strong network of high performing 
members and requires a 
willingness to let go of non-
performers however painful. 

 Paying attention to leadership 
qualities, their long-term vision 
and commitment to growth and 
sustainability is key as a critical 
first step to identifying strong 
potential network members. A 
network is as strong as its 
members and an organization is as 
good as its people. 

 Working with network members 
in participative processes to 
develop shared performance 
standards and indicators is the best 
way to build a strong network and 
enforce accountability for results. 

 It is important for a network to 
invest in building capacity both at 
the local and global levels to 
generate the financial and non-
financial data that is needed in 
developing standards and tracking 
performance. This was quite a task 

during the early stages for most of 
the members of the WWB 
network. While this is still a 
challenge for some of the smaller 
member institutions, efforts 
undertaken during the 1990s have 
yielded results.  For example, 
WWB designed instruments and 
training programs that introduced 
many of the network members to a 
more advanced set of financial 
indicators critical in monitoring 
their performance. WWB 
introduced a financial 

management course, which 
included simulation of member 
financial performance data, and 
some members received support in 
defining their management 
information needs as well as 
identifying suitable systems. These 
efforts have paid off, and although 

Table 2 

Indicator 
Minimum  

Performance Criteria 
Weighting 

Outreach 

1. Number of clients 20,000 10% 

2. Percentage of women clients >75% 15% 

3. Average loan balance as a 
percentage of GDP/capita 

<100% 15% 

Portfolio at risk > 30 days < 5% 20% 

Operating cost ratio < 0.20 20% 

Adjusted Return on Assets 3% 20% 
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a few of our members still have 

challenges in regularly producing 
accurate and timely financial 

 information, the majority have 

made major strides incorporating 

technology to better manage and 

expand their operations. 
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