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Deutsche Bank recognizes the importance of robust, profitable, well capitalized and customer-centric microfinance 

institutions (“MFIs”) as necessary to the continued success of the microfinance sector.  In line with our philosophy 

of a balanced and moderate approach, this guidance seeks to ensure that the complex issues surrounding 

profitability are duly considered in light of an appropriate balance between monetary and social returns.  

We also believe and actively advocate for the industry to gradually and proactively work toward an overall decline 

in interest rates charged to the clients.  This reduction in interest rates would allow clients to maintain a greater 

share of the generated profits to help build assets and to better cope with cash flow uncertainties, which is a key 

characteristic of the financial lives of the poor.  

The goal of this guidance is to provide a framework to assess the complex issue of profitability in a pragmatic 

manner so as to consider financial performance in balance with a sense of responsibility to the end borrower.  In 

addition, the guidance considers appropriate levels for operating efficiency, keeping in mind that unjustifiably high 

operating expenses hurt the end borrower in the form of higher interest rates and constrain the long term viability 

of the MFI.   

Deutsche Bank recognizes that profitability, operating costs, and interest rates can vary greatly depending on the 

MFI’s location, size, growth potential, asset quality and target market.  Therefore, this guidance seeks to consider 

contextual factors to the greatest extent practicable.   

This practical tool is based on three financial ratio screens, which Deutsche Bank uses to identify client and 

potential client MFIs that it would like to review more closely.  The screening levels have been set on a regional 

basis to attempt to create more precision (an effort to take some context into account from the start), although 

we recognize that there is significant variation within regions, as well.  The screening levels listed below are not 

necessarily indicative of responsible financial performance for specific MFIs
1
.  

Regional Screening Levels 

MFI Region Portfolio Yield Operating Expense Ratio Return on Assets 

Africa 58% 35% 

7.5% 

East Asia & Pacific 47% 35% 

Eastern Europe & Central Asia 45% 26% 

Latin America & Caribbean 53% 39% 

MENA 38% 29% 

South Asia 29% 18% 

Levels exceeding the limits listed above would trigger a deeper analysis under the framework set forth in this 

guidance document, keeping in mind the context of the country and the size, age and methodology of the 

institution. 

 

                                                           
1
 These limits approximate the 85

th
 percentile for profitable MFIs reporting to the MIX in 2011 by region (regional 

designation used by the MIX), with the exception of Return on Assets, which limit represents the 85
th

 percentile for 
profitable MFIs reporting to the MIX in 2011 globally (not regionally divided).  Limits will require maintenance as 
new data becomes available.  Please note that these limits do not, by themselves, ensure responsible financial 
performance.   
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Step 1: Triggering a Review  

For new MFI clients, the Relationship Manager (“RM”) will review the financial information available early in the 

conversations with a prospective client to ensure that there are no significant issues before time is spent on the 

application.  This information would ideally include the most recent three audit reports and most recent quarterly 

report.  MIX data may act as a back-up. 

Portfolio Yield, Operating Expense, and ROA Trigger Metrics should be reviewed in two ways: as three-year 

averages and as the most recent rolling four quarter ratios.  If an MFI’s numbers exceed any one of the relevant 

regional limits on a three-year average basis, it will trigger a review and require a brief memo/analysis.  If an MFI’s 

numbers exceed any one of the relevant regional limits on a three-year average basis, but the most recent rolling 

four quarter ratios do not exceed the limits, a positive trend is shown, and no memo/analysis is required.  If three 

years of data are not available, RMs should use only the most recent data available and base the trigger on those 

data.   

For existing MFI clients, the RM will review the Trigger Metrics during the annual review process, when completing 

the social scorecard.   

Step 2: Peer Comparison 

If a review is triggered, the RM will compare an MFI’s metrics with those of its in-country peers in order to 

determine whether country-specific contextual factors (e.g. growth potential or high cost of doing business) may 

be significantly influencing high levels of yield, profitability or inefficiency.  At this point, ratios should reflect the 

most recent annualized data available (i.e. rolling four quarters information to the extent possible).  Peers should 

be selected based on geography, age, lending methodology, and average loan size.  Perfect peer groups are often 

difficult to create, so the RM should make note of any shortcomings.   

Step 3: Charting Portfolio Yield, Operating Expenses, and Average Loan Size 

The RM should then chart the MFI’s portfolio yield and operating expense ratio against its average loan size in a 

scatter plot with the other institutions in its country.  The work of Microfinance Transparency has shown the 

relationship between an MFI’s portfolio yield and operating expense and its average loan size, suggesting that 

there is a fairly predictable curve for each country.  Based on curve, the RM should be able to estimate an 

approximate expected level for each ratio and should take note of very extreme differences. 

Please see the following example of the scatterplots: 

 

y = -0.143ln(x) + 1.442
R² = 0.7246
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Step 4: Brief Memo to Management 

The results of the analysis in steps 1-4 should be documented and summarized in a brief memo to the Managing 

Director and should address the questions listed above, along with any other factors to consider, such as problems 

with the peer group formation.  The memo should conclude with the RM’s judgment as to whether or not the 

MFI’s outlier levels of interest rates, profitability or efficiency are justified and recommended next steps.  In 

drawing conclusions, the RM should indicate which of the following specific explaining factors apply: 

A. Deep rural outreach, small average loan size 

B. Working in remote areas 

C. High inflationary environment 

D. High financial costs 

E. Early stage institution 

F. Immature market 

G. Subject to regulation that increases costs (reserve requirements, VAT, etc.) 

H. Highly profitable because of high efficiency, although rates are low 

I. Profitability is inflated by donations or subsidies 

J. All earnings are retained, or other conservative dividend guidance applies 

K. Provides non-financial services at a subsidized cost to clients 

L. High country risk necessitates an additional cushion to protect against adverse events 

M. Other (please explain) 

Step 5: Decision 

For new clients, after reviewing the memo and discussing with the RM, the Managing Director will determine 

whether CDFG will move forward with due diligence and potential funding of the institution.  The Managing 

Director and the RM may choose to arrange a call with senior management prior to making the decision.   

For existing clients, the RM and the Managing Director may choose to arrange a call with senior management to 

discuss the MFI’s financial performance and attempt to suggest some concrete measures that could help mitigate 

the situation. 

 

y = -0.098ln(x) + 0.9527
R² = 0.5998
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