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Agenda 
•  Introduction 

• Guest speaker Giovanni Calvi: The governance 
process – characteristics and new trends 

• Guest speaker Aldo Moauro: Examples of 
progresses, learnings, and challenges of 
governance in MFIs in Latin America 

• Q&A 



Giovanni Calvi: The process of governance in 
microfinance - Characteristics and New 
approaches 

Giovanni Calvi is an 
independent consultant and 
expert in the areas of 
microfinance and social 
enterprises.  

•  Based in Ecuador, Giovanni 
is working on various 
projects regarding 
governance, risk 
management, and social 
performance. 

•  He has consulted for IDB/
FOMIN and previously was a 
Regional Director for Latin 
America at Microfinanza 
Rating. 

Email:  calvi.giovanni@gmail.com 



Governance: Background 
• Over the last years, the issue of effective 

governance has emerged as an essential 
component of medium-long term 
institutional success of MFIs. 

• There is an increasing need for MFIs to 
improve their governance structure and 
functions. 



Governance: A simple definition 

•  There are many possible definitions of 
governance… 

•  For our purposes, governance can be defined 
as: 

"The process by which the Board of 
Directors, through the CEO, guides the MFI 

towards the fulfillment of its corporate 
mission, the protection of its assets, 

preventing and avoiding crises.” 



Governance: Key aspects 
The Board is the main responsible for 
promoting corporate governance practices. 

"Good governance occurs when the Board 
provides appropriate guidance to management 
regarding the strategic direction of the 
institution and monitors the efforts of the 
management to move in that direction." 



WHY is Governance a KEY process 

Among many others, there are 3 MAIN 
REASONS that are worth analyzing in order to 
understand and evaluate this new approach: 

1.  Double bottom line 
2.  Transformation 
3.  Property 



•  The difference is in an adjusted concept of 
Risk Management and its responsibilities 
in microfinance: 

•  Internationally and according to the Basel 
Committee, risk is defined as the probability of 
incurring losses. These losses can be measured 
objectively, in order to quantify the capital 
required  to cover the risk (capital adequacy). 

•  In microfinance, this concept changes to “the 
probability of incurring inefficiencies, 
both financial and social”. 

1. Double Bottom Line (1) 



If financial inefficiencies translate into losses, 
examples of social inefficiencies include: 

1.  Engaging in behavior that hurts our clients and 
staff 

2.  Drifting from our institutional target in terms of 
depth of outreach 

3.  Drifting from our objectives in terms of quality, 
increasing cost or reducing certain aspects of 
our service 

1. Double Bottom Line (2) 



•  The real challenge is: who should be 
responsible for the “adjusted” risk management? 

•  On one hand, financial inefficiencies (almost) 
speak for themselves and the process of risk 
management is normally led by expert 
professionals… 

•  On the other hand, social inefficiencies require a 
continuous redefinition, defense and 
renewed commitment by the Board of Directors. 

1. Double Bottom Line (3) 



• Example 1: The CEO presents a proposal to 
penetrate a new market with a mortgage loan to 
fund the purchase of vehicles. These are larger 
loans and not destined to the MFI’s normal niche, 
which is the financing of women in the rural sector. 

• Example 2: The CEO presents a proposal to 
increase active interest rates by 2 points, due to the 
need to cover the increase in arrears. The CEO also 
presents a market study showing that the MFI will 
still be competitive in the market. 

1. Double Bottom Line (4): Examples 



•  Governance is KEY in moments of change 
and transformation. 

•  One of the microfinance industry’s main 
characteristics is that it is a young industry, in 
transformation.  

•  Especially: 
-  From NGO to NBFI (OPDF, Edpyme, regulated MFI) 
-  From NGO to CREDIT UNION (COAC) 
-  From COAC to BANK 

2. Transformation 



•  Especially, in the case of the microfinance 
industry, there is a complex relationship 
between property and governance. 

•  Many MFIs don’t have a clear property structure 
yet, resulting mainly from the following cases: 
-  The reality is clear, but it is “difficult” to make it 

transparent; 
-  Property is “difficult” in itself 

3. Property (1) 



Some concrete examples: 
•  NGOs: The owner of the bus is the one that 

drives it… but who really drives the bus?  
•  Credit unions: The owners are the members, 

but in reality, certain people can be identified. 
•  Foreign investors: … in many cases they are 

“passive” owners: although they participate in 
equity,  their behavior is more as financial 
obligations owner. 

3. Property (2) 



1.  Double bottom line: the conventional answer is 
the composition of the Board of Directors. A 
balance of people with a financial and social 
approach within the governance body.  
Careful with the risk of “Pork in sweet-and-sour”. 

Suggestions: 
•  Each director needs to personally align his 

financial “soul” and his social “soul”, otherwise the 
recipe doesn’t work! 

•  The capacity to understand numbers is essential 
for all directors! 

New Approaches: Specific recommendations (1) 



2.   Double bottom line: “Tell me what 
information you handle and I will tell you who 
you are”. 

Suggestions: 
•  Information flow is a pillar of both social 

performance and governance. 
•  Social governance requires adequate 

information. 

New Approaches: Specific recommendations (2) 



3.   Transformation: clarity about the mission 

Suggestions: 
•  Clarity is only possible if the concepts are 

“brought down”, being able to “speak as you 
eat” 

•  Careful with the following words: 
- Opportunities for the poor 
- Development 
-  Focus on gender 
- Rural 
-  Sustainability 

New Approaches: Specific recommendations (3) 



4.   Property: Analyze and make transparent 

Suggestions: 
•  Sometimes a reality cannot be called by its 

name, but its strategic definition can help: 
project that in the future the property can be 
aligned with the governance… 

• Most of the conflicts of interests in MFIs are 
caused by a lack of specific analysis of the 
property.  

•  Specific tools: SHAREHOLDERS’ 
AGREEMENT. 

New Approaches: Specific recommendations (4) 



General Recommendations (1) 

1.  Formalization: Analyzing and formalizing the 
rules is a significant change  for MFIs. If a 
process is not defined, it exposes the institution 
to the risk that people wrongly interpret the 
policy and use it in their favor, or could result in 
arguments and discussions between organs or 
people. 

In Italian, we say “clear pacts, long friendships”…  
This concept applies perfectly to MFIs…  
If the rules are not clear, hurry up, because a crisis could be 
just around the corner! 



2.   Institutional culture:  
•  Institutional culture represents, on one hand, a 

requirement and, on the other, an objective. Some 
call it transparency, but the concept is more general:  
it is an institution’s commitment to analyze, 
including itself, in a self-critical manner 
without hiding its weakness (“face the facts”). 

• This culture needs to be applied at all levels… and 
only if the highest levels apply and respect it will it be 
possible to create change at governance level. 

• Careful: regulation processes help… because 
they force MFIs to share analysis and 
comparisons… 

General Recommendations (2) 



3.   Institutional history 
•  “Governance doesn’t forget”. The current governance process 

is a reflection of institutional history.  
•  To understand the reasons that resulted in the current 

governance process is a “required walk in institutional history” 
for all institutions that want to improve this aspect. 

•  CAREFUL: regardless of what is found in the analysis of the 
process, the current process needs to be respected. 

•  They may not be in line with best practices, there may exist 
situations of deprivation of rights or non-compliance with 
obligations, but the process is delicate and needs to be handled 
with a lot of care! 

•  Those who want to “heal the situations quickly” 
expose the MFI to much more significant damage! 

General Recommendations (3) 



4.  Self–evaluation 
It is one of the most powerful tools for the 
improvement of governance, but it is difficult to 
find real mechanisms (informal) for the Board’s 
self-evaluation. 

General Recommendations (4) 



Guest speaker Aldo Moauro: Examples of 
Progress, Lessons learned, and Challenges for 
Effective Governance in Latin America 

Aldo Moauro is the Executive 
Director of MicroFinanza 
Rating. 

•  International Rating Agency. 
•  Vast experience with 

financial institutions focused 
on populations with low 
income. 

•  Has developed a 
methodology for the 
assessment and development 
of corporate governance 
(Massimo Vita with 
PROMIFIN-COSUDE) 

Email:  aldo.moauro@microfinanzarating.com 



24 Common Base: The “onion” of 
Governance	  
•  Developing effective governance of a FI is 
centered on 4 main aspects which are interlinked  

INFORMATIVE	  ARCHITECTURE	  

DECISION-‐MAKING,	  SUPERVISION	  
AND	  CONTROL	  

MANAGEMENT	  OF	  CONFLICTS	  
AND	  DIFFICULT	  SITUATIONS	  

ROLES,	  RESPONSIBILITIES	  AND	  
GOVERNANCE	  ORGANS	  COMPOSITION	  



Objectives of the evaluation model	  
25	  

•  Facilitate the improvement of governance, taking 
into account: 
▫  Specific reality of each FI; 
▫  Institutional development stage; 
▫  Specific legal and supervisory framework 

of each country;  
▫  “Philosofy” of different legal statuses.  

•  Warning: the governance system in an IF is a 
complex balance. 



Savings and Credit Cooperatives (COAC) 

•  Main issue: ownership structure. 
“Atomized” ownership. 

-  Real members vs. “service users” 
-  How to encourage real participation? 
-  Members are also participating within the 

management bodies 
-  How to assure a democratic process? 
-  How to assure that member-managers have the right 

profile to fulfill their responsibilities?  



Case #1: COOP. CEIBEÑA (Honduras) 

•  37K members 
•  Located in La Ceiba (northern 

coast of Honduras) 
•  9 branches 
•  120 employees 
• USD 32 million of total assets 
• USD 26 million of outstanding 

portfolio 
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•  Legal framework in Honduras for COAC: 
▫  1 representative every 10 members. 
▫  Any member able to read and write can be 

director/manager. 
▫  Training for members: 
  At least 2% of net income is required by law 
  Each COAC has its own Education committee, 

coordinated by the Deputy Chairman of the BoD. 

A COAC could define different rules but people 
know this law...and oppose to the changes 
fearing to be excluded 

Case #1: COAC CEIBEÑA – Context 
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Case #1: COAC CEIBEÑA – Progress/Results (1) 

•  Delegates Assembly: Structured Participation 
Process– training and participation at branch level are 
required to obtain a position at the national level. 
▫  Number of Representatives: 180 (May 2013) vs. 680 

(2010) 
▫  COAC Ceibeña offers a free training course on 

cooperativism to all its members (6 modules, 9 months) 
▫  Training budget in 2012 was USD 49k (28.6% of net income 

and 1.5% of total costs) 
▫  In 2013, ~43% of delegates have been trained. 



•  Participation of better prepared members 
has allowed for more investments in better 
services... 
▫  Only 2% of members used to have access to 

healthcare public services. 

▫  Foundation: offers healthcare services to 
all members. Medical appointments and 
basic medicines are free. 

Case #1: COAC CEIBEÑA – Progress/Results (2) 



Case #2: COAC JARDÍN AZUAYO (Ecuador) 

•  243K members 
•  Operates in Cuenca, ECUADOR 
•  31 branches (5 provinces in the south of 

Ecuador) 
•  383 employees 
•  USD 299 million total assets 
•  USD 259 million outstanding portfolio 
•  USD 239 million public deposits 
•  56K borrowers, 200K savers  
•  USD 4,600 average loan 



Case #2: COAC JA –CG Structure 



Case #2: COAC JA – Progress/Results (1) 
•  Strong ideology of cooperativism (salary, 

commitment...) 
•   Decentralized governance -  assures active and 

direct participation, commitment and voluntary work of 
members.  

•  Adequate and transparent election process - 1 
delegate of each branch makes it to the General 
Assembly.  

•  Local members in the credit committee of each branch 
–first screening for willingness of repayment. 

•  Internal organizational structure supporting the 
governance processes – dedicated area for 
education, communication and governance 
processes.  



Case #2: COAC JA – Progress/Results (2) 

•  Investing in personnel, systems, processes 
for developing education program for members 
(457 graduated members).  

•  Rules and policies of CG have been 
formalized: Code of Ethics, Internal Regulation, 
Bylaws, ... 

•  COAC JA has developed indicators for measuring 
its social performance management. 

•  Prepared and trained Directors- adequate 
information and communication. 



Case #3: CREDISOL OPDF (Honduras) 

•  Transformation of Programa de Crédito de la 
Pastoral Social of the Diocesis of Trujillo, 
started after the Mitch hurricane  in 1998 

•  4,500 active borrowers 
•  Based in La Ceiba (Honduras)  
•  5 branches 
•  71 employees 
•  USD 6 million total assets 
•  USD 5 million outstanding portfolio 
•  USD 1,000 average loan size 



Case #3: CREDISOL OPDF – Progress/Results (1) 
•  Governance Manual (06/2012) 
▫  Clearly defines the division of responsibilities 

and the resolution of possible conflicts of 
interests 

•  Code of good conduct, rules, and ethical 
principles (under development) 

•  Collaborative strategic planning process 
(Strategic Plan 2013-2015) 
▫  Clear and complete redefinition of institutional 

mission and vision expressing social objectives. 



Case #3: CREDISOL OPDF – Progress/Results (2) 

• High level of commitment of BoD members 
with the social mission. 

•  The bylaws reserve the designation of the 2 
highest charges in the BoD to the Diocesis of 
Trujillo. 

•  Strategic and operational decisions in line with 
social mission. 



Case #3: CREDISOL OPDF – Lessons learned 

•  Institutional transformation/development 
and formalization are compatible with the 
enhancement of social mission. 

• Written and approved rules to regulate CG. 
•  Strong alignment of practices with the social 

mission. 



Most Common Challenges 

•  Structuring participation 
• Educating members 
• Enhancing commitment at all levels 
•  Formalization of CG rules 
• Valuing and maintaining social mission and 

vision 
• Aligning strategy and practice to social mission 



•  Questions? Comments? 

•  …. 

Questions & Answers 



Thank You! 

For questions or comments please contact us at 
info@sptf.info or visit www.sptf.info 


