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The Use of IT by Microfinance Organizations:
Summary of workshop held on 20-21 October 2009

1. Purpose of the workshop
On 20 and 21 October 2009, CGAP and Grameen Foundation, supported by the Mastercard Foundation,
convened a workshop in Washington DC, inviting 25 stakeholders from around the world to discuss the
use of back office technology in microfinance. The stakeholders were drawn from four key groups with
an interest in this issue:

e  MFIs and MFI networks

e Funders, including investors and donors

e Experts, including consultants and multilateral agencies

e Vendors of IT solutions.

Wel coming participants to the workshop, George Co
Technol ogy Program, and Xavier Faz, Senior Advisor t
objectives of the workshop to include obtaining new insights on how different stakeholders thought of

this issue and to obtain a list of actionable strategies in response to the driving question:

What needs to happen to make appropridieckoffice systemgincluding people and processas well
as technologyijnore broadlyadoptedby MFIs?

2. How much does this question matter?

In the first session, participants wrestled with the question of what the world would look like if the
driving question were answered in the next 3-5 years, and if it were not, in order to gage how significant
the question was.

There was consensus that success would include:
e Having baseline capability to manage IT within MFls
e Greater standardization of processes
e Back office playing a recognized role in achieving the objectives of the businesses in terms of
scale and reducing transaction costs
e Enabling more effective competition among MFls in a way which led to a sustainable reduction
in rates.
It was acknowledged that separating out and measuring the contribution of back office systems towards
wider organizational goals was difficult, but important if progress was to be recognized and measured.

On the other hand, failure would limit the ability of MFIs to achieve scale in the pursuit of their missions,
and would be associated with ongoing uncertainty around the real costs of back office and limited
capability to manage IT within MFls.

Inaddi ti on, participants raised questions about the
systems’ . I n response to this, Xavier Faz propose
that back office (as opposed to front office) comprises the people, processes and technology (with
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various components of hardware and software including MIS and core banking applications) which
enable the business. There was broad agreement with this concept.

Participants queried whethert he wor d ‘irathe privig puestioa im@iéd customized or
tailored solutions, as opposed to scalable standardized solutions which enabled greater outreach of
MFls. They also noted the need to distinguish the back office needs of large regulated MFIs and smaller,
less formal entities.

3. Context:

3.1 Industry panelTo provide practical context on the back office challenges facing MFls, a panel
was convened comprising the IT officer from a small Tanzanian MFI (Robert Wassawe of
Tujijenge with around 8 000 clients) and the CEO of a large Indian MFI (Suresh Krishna from
Grameen Koota with 300 000 clients), together with the CIO (Daryl Skoog) of the Opportunity
Network and a former CIO of FINCA who is now an independent consultant (Jiten Patel). Each
described what was expected of back office systems in their organization and benchmarked
performance against these expectations. Suresh Krishna stressed that CEOs depend on accurate
and timely information to manage the business. The choice and implementation of appropriate
back office systems which provide adequate information processing and management
information lies at the heart of MFI’ Isusiness. Back office systems should also process
transactions efficiently, enabling organizations to scale in size. While a few MFIs have built large
portfolios with limited use of IT, these are the exception.

This is true for banks as well, although Daryl Skoog stressed that while Ol had chosen a
standardized system to offer to its bank affiliates across all geographies, it still had not found a
system suitable for its NGO affiliates. For the banking system, Ol had accepted the tradeoff of
standardization with the desire for flexibility. Jiten Patel described how FINCA had decided to
standardize its IT platforms only on a regional, not a global, basis. The platforms were chosen
and sized according to the market, forsaking some standardization in exchange for better
alignment to regional business needs and available infrastructure i.e. for Africa they chose a
simple solution that works with low connectivity, while for Eurasia they chose a more
sophisticated solution with a broader product offering. Robert Wassawa put in a plea for
systems which could be tailored to processes rather than the other way around. Although each
of the organizations represented had made progress in delivering better back office solutions in
the past three years, each felt that more could be done to shape realistic expectations of their
senior management and deliver against these.

Issues for debatesing a mini-debate format, participants sought to get to better
understanding of certain contentious areas related to the driving question:

3.2.1. Open Source software solves most technology challenges for MFlIs.

George Conard (GRAMEEN) proposed this motion. He listed benefits including lower cost, while
stressing that open source software was not necessarily free, and building a wider community of
interest, which may reduce risk of deployment. In response, Elissa McCarter (CHF) questioned
some of the assumptions of open source in practice such as the security vulnerabilities, the need
for in-house IT capacity and the claimed cost benefits. In discussion, there was further
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guestioning over whether the microfinance sector was big enough to sustain a vibrant open
source community and, while there were different models around charging and licensing, it was
acknowledged that the business models for the partners involved were still at an early stage.

3.2.2Shared technology solutions (in softwa®a-service(Saay model) are the ideal way to
improve bacloffice technology in MFIs

Jorge Perez-Luna (Gates Foundation) highlighted the financial benefits of paying only for the
service received, adding that Saas also provided for greater innovation and scalability. He
asserted that the future had to hold much more software as a solution, even if current models
were not yet robust or suitable for microfinance. In response, Xavier Faz (CGAP) questioned
whether the standardization of Saas would fit all MFis and whether infrastructural constraints
such as no or low bandwidth would prohibit Saas in some areas anyway. In discussion, there was
general recognition that Saas offered a compelling model for addressing the affordability of
particular components of core IT systems but that there was still no one integrated solution
suitable for microfinance and there were practical constraints. The business model for Saas
further required that a large entity be able to take on the up front development and delivery
investment.

3.2.3MFIs should setup alliances with large and global technology providers who can offer
significant economies of scale (better than local or regional providers).

Eamonn Scullin (Fern) stressed the benefits in terms of quality and even total cost of ownership
which experienced larger vendors bring to implementations. Agnes Fall (consultant) argued that
local providers could also bring some of those benefits while having local representation and the
ability to respond quickly to local needs. In general, participants agreed that there was no one
general solution here, but rather, case by case matching the needs to the capability of the
vendor.

4. Understanding the problems
The group then focused on defining the problems which kept the sector from success in answering
the driving question. The consolidated list resulting from group work is attached as Annex B. This
was discussed and further amended during plenary discussion. Drawing on these lists and the
discussion which led to them, a summary of the problem with respect to back office solutions may
be stated as follows:

Several recent surveys have found that as many as half of microfinance institutions report that their
IT systems prevent them from attaining their organizational business goals. MFls are not alone in
this: surveys show that even large banks struggle to keep their core banking systems robust and
relevant to their emerging business needs. However, for many smaller MFIs the problem lies at a
deeper level: a sizable minority have yet to automate their basic processes and use only basic
software such as spreadsheets to manage their loan portfolios. Consequently:
e MFls:

0 are constrained in their ability to grow, especially in implementing new channels which

require more complex back-end systems (often real time distributed solutions);
0 often spend far more time, money and effort than they need to on IT; and
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0 still face risk in their ability to manage their core business accurately and securely.
Investors and lenders do not receive reliable and timely reports from MFIs; and profitability of
their investments is often constrained and the risk heightened by the IT choices;

Donors experience constraints in the ability of their funding to create scale impact;
IT vendors struggle to make a profitable market servicing the technology needs of smaller MFIs
who depend on donors.

These problems are caused by a complex set of factors, including:

1.

The decision by an MFI to invest in a new or upgraded back office system is complex with many
options, and involving uncertain payoffs over a considerable period of time. It also requires the
ability and willingness to reengineer processes and formalize systems. Even when the best
choices are made, there are significant challenges in managing the implementation of
technology solutions.

There is a shortage of IT skills and experience at all levels of MFls, resulting in core IT staff
being scarce and expensive; and less willing and able to make strategic or transformational
decisions around the use of IT.

MFIs often lack formal, documented and enforced processes which are the building block of
back office systems.

The shortage extends also to the availability of reliable support in the local environment which
may vary widely.

The availability and robustness of infrastructure such as internet connectivity & electricity in
certain places (such as much of Africa) has limited IT solutions, although this is starting to
change.

There is a lack of proven business models which can develop, deliver and support good IT
solutions because of the gap between the high upfront fixed cost of development, and the
ability of most MFIs to pay for them. Open source business model options which may reduce
costs have not yet been proven; and SaaS models require high upfront investment to be viable
and stable.

The IT market has been fragmented by the lack of standards among donors and investors in
key areas like reporting.

5. Actionable strategies:
Participants agreed that a strategy would be actionable if:

e |t would translate into at least an interim outcome within a defined time (2010);
e Identified organizations or groupings (not necessarily in the room) could act on it; and
e |t were measurable.

Small groups then clustered around ‘solution areas’ to develop and propose sets of actionable
strategies. These are summarized in the table below, indicating which potential parties which could act
on each.
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Cluster

No

Actionable strategy

MPFI
Networks

Funders
(Donors
and
Investors)

CGAP, MIX,
Multilaterals

Technology
vendors

Skills

Conduct research and publish a clear business case for
providing MFI staff training in core IT skills by showing its
impact and ROI

Impose funding conditionality related to improvement and
standardization of MFI processes and systems

Develop a clear retention proposition for staff with IT skills,
which could include leveraging more super users (not only
from IT)

Support the development and delivery of key IT modules in
Microfinance MBA curricula and executive education courses
for senior management

Business
processes

Perform a baseline study to identify the level of process
development among MFls

Develop an MFI Process Certification Program which could be
applied by internal audit (or external parties).

Reporting

Create a library of MFl internal reports to capture best
practices which could help improve performance and scale

Establish consensus guidelines on a MIX-compliant report for
donor/investors (to reduce transaction costs)

Business
model

Commission research to clearly define Saas, identify possible
providers and undertake case studies of other industries in
which it has been implemented, with a focus on
understanding the potential of SaaS for MF
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Commission cases studies of MFis which have implemented
different IT delivery models so as to calibrate and benchmark
the business model parameters underlying these cases.
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11

Convene a user consortium to define business process needs
for vendors.

Standards

12

Map different stakeholder expectations against available
standards so as to identify gaps and possible entities to fill the

gaps.

Work with standards bodies such as IASB, IEEE, ISO and BPMN
from other fields to provide reference models to emulate.

Process

13

Develop a robust diagnostic to identify those MFIs most likely
to benefit from support in back office systems, which would
require calibrating the stage of current systems as well as the
ambition to grow. The main group on which to focus donor
money is not top tier MFls who can afford to fund their own IT
needs, nor the large number of small MFIs who have little
ambition to scale, but rather those who wish to scale and
were not yet big enough (by some benchmark to be
established) to fund their own investment in this area.
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6. Closure and next steps
In closing the workshop, George Conard and Xavier Faz thanked participants for their time and
attention.

The actionable strategies were intended as a starting point for conversation. They invited further ideas
about developing these strategies or adding others.

Next steps include the two organizers convening regional workshops on a similar theme during the next
six months, which would include more MFIs. They would also consider the case to reconvene a global
grouping similar to this one to review the outcomes of these workshops and discuss and prioritize
actionable strategies.
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Agreeing on some basic terminology...

BACK OFFICE

People, Processes and

Technology to run the business

CORPORATE OFFICE

People

Processes

Technology

I

BACK OFFICE
Systems

» The technology
elements thal
enable the core
business of MFls

= The People that
manage IT
functions

= The IT-related
business
processes

F

RONT OFFICE

People, Processes and
Technology facing the client

BRANCHES

People

Processes

Technology

i

Hardware and

-

-

= AML/CFT
= Other...

Base Software or Administrative . S IT People and
network - Business Applications | +
infrastructuore software platform Applications processes
= Servers = Operating = General Ledger = Core banking = |T Management
= PCs systems = Payroll system (deposits, = |T functions (day
= Switches, = Databases = Fixed asset loans, to day operations,
routers, hubs = Middleware management transactional backups, security,
= Etc.... = Reporting system) user
Management " Loan Portfolio management,
" Operations management database
. Regulatory Credit scoring atdn;lnlstratlom
CRM etc.
- Other...

MIS

\
Core Banking
System
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ANNEX B: LISTS OF PROBLEM STATEMENTS GENERATED BY CLUSTER

A. Lack of staff skills

1. Seni or management of MF lasdexpedience mfeatof unknodreinr s
making far reaching decisions—in particular, they may lack the ability to ask the right questions
and calibrate their choice of trade-offs. There may in some case also be a fear of loss of control
through greater systematization.

2. CTOs at MFls also may lack knowledge and may fear failure in new solutions.

3. Loan officers have low levels of IT literacy

4. The capital/ labor ratios in many developing countries mean that IT investments still have a
relatively low return

5. There is a shortage of training options in IT operations and processes.

6. Thereis a general dearth of IT literacy in the work force, making IT skills more expensive and
harder to retain

7. Thereis also a lack of skilled local support options.

8. Disconnect between businessandIT. Even when there’”s willing
management often delegates decisions that affect the business to the IT manager

9. Technology choices are complex and often hard to assess even for skilled workforce

B. Lack of robust business models for MFls, vendors and solution providers

1. There is a gap between the cost to develop and deliver IT solutions and what the MFI market
can pay.
This gap is caused on the demand (MFI) side by the relatively low number of viable MFlIs willing
to change their core processes and able to invest; and on the supply side by the fact that
software development is lumpy/ front-loaded.

2. SaaS models in particular require substantial upfront investment.

3. Vendors do not have a model to sell support after implementation hence tend to understate the
costs.

4. There is little documentation of the process and factors to make adequate investment decisions
regarding IT among MFls.

5. The long time and multiple layers of the sales cycle (individual MFis/ networks) add costs for

vendors.

C. Funders (donors, investors, and lenders)

1. There is a fragmentation leading to a lack of standardization by donors (among themselves and with
others) with respect to:

Reporting requirements by MFls
A common approach to recommending IT systems
Best practice in It investment

2. There is a lack of information on how investors perceive investment opportunities linked to IT.

3. Donor grants are too short term to see a problem through to implementation.

D. Lack of supporting infrastructure

1. Lack of local ISP capacity (especially for cross border transmission)
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2. Lack of supportive business environment (contract enforcement etc)

3. Lack of electricity at branch levels in rural areas

E. Lack of business processes

1. Lack of documented formal and enforced business processes
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